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Abstract— The need for an appropriate leadership style that can regulate and improve the organization's culture in order to advance the 
organization's goals is vital to the success of the organization. New developments in leadership theories have moved from charismatic 
leadership theories to neo-charismatic and transformational leadership theories. This study was carried out aimed to investigate the effect 
of transformational leadership style and organizational innovation on sustainable performance. The research method was descriptive 
survey. The data collection tool was a standard questionnaire. The statistical population of this study was 5 software companies in Karaj 
and Tehran. The questionnaires were distributed randomly among 317 persons of statistical samples. The conceptual model of the 
research was fitted using the structural equation model in PLS software. Research findings have shown that transformational leadership 
has an impact on financial performance, functional readiness and organizational innovation. 

Index Terms— Transformational Leadership, Organizational Innovation, Financial Performance, Functional Readiness, Software 
Companies 

——————————      —————————— 

1 INTRODUCTION                                                                     
he rapid growth of technology will increase the need for 
companies to continuous improving and innovation. In 
particular, technology-oriented companies need to be 

more creative and innovative than ever before to survive, 
compete, grow and advance (Jong et al., 2003; Tierney et al., 
1999). Companies with more innovations have better perfor-
mance in dealing with environmental changes, and develop-
ment of capabilities and creating powerful economies 
(Drucker, 1985). Leadership style, especially Transformational 
leadership, is one of the factors influencing the innovation and 
adaptability of an organization to change (Moghadam and 
Abbasnejad, 2015; Yaghubi et al., 2015; Birasnav et al., 2013). 
Transformational leadership theories emphasize the feelings, 
values and the importance of leadership in creating creativity 
in employees. The employees are a valuable resource in the 
company, a source in which the transformational leader as-
sumes responsibilities and promotes the development of per-
sonnel and organization, especially at times of change (Garcia 
Morales et al., 2008). There are various definitions of creativity 
and innovation in different refrences. One of the most widely 
used definitions is that creativity is the creation of new and 
useful ideas, and innovation is the implementation of creative 
ideas in an organization (Ambalay, 1983, 1998; Ababal et al., 
1996). Therefore, creativity is at the individual level, while 
innovation is at the organizational level (Oldham & Cum-
mings, 1996). 

In this study, dynamic capabilities theory and leadership theo-
ry has been used to examine the role of leadership style in im-
proving organizational performance. The vision of dynamic 
capabilities explains how such companies gain competitive 
advantage and maintain it (Teece et al., 2005). In a changing 
environment that one of its characteristics is wide range of 
sources of innovation and production, a sustainable advantage 
requires some kind of dynamic capabilities that can hardly be 
impeded (Khashei, 2014). 
Since software companies are among the organizations that 
need more innovation and creativity than other organizations, 
the study has focused on software manufacturing companies. 
The condition for the survival and dynamism in the software 
manufacturing industry is extensive competition. Also, the 
software industry has a unique nature, so there is almost no 
mass production or factory production in this industry; as a 
result, the most important part of software projects is research 
and development. Therefore, the hardware costs of this indus-
try are lower than other industries, and as a result, the value 
added in this industry is high. On the other hand, the features 
such as needless of the cost and shipping time to other places 
that are possible due to the development of computer net-
works have made the software industry much more im-
portant. This dynamic, sophisticated and competitive industry 
is perfectly suited to research on transformational leadership 
which has been shown to have a particular effect in this kind 
of environment. Therefore, considering the importance of in-
novation and the determinant role of leadership in innovation, 
the purpose of this research is to investigate the relationship 
between transformational leadership style and creativity and 
innovation in software companies. The statistical population 
of this research is all employees of five information technology 
companies located in Alborz and Tehran provinces, with rank-
ings 1, 2 and 3 from the High Council of Informatics, and con-
sidering transformational leadership as a dynamic capability 
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has responded to the question: What is the relationship be-
tween transformational leadership, organizational innovation, 
and organizational efficiency? 

2 REVIEW OF THEORETICAL LITERATURE 
2.1 Transformational Leadership (TL) 
The characteristics of the leader, such as the need for change, 
the subtle knowledge of the situation, may lead to changes in 
the method of arrangement or use of resources (Ambrosini et 
al., 2009; Easterby -Smith et al., 2009; Newey and Zahra, 2009). 
When transformational leaders think about problems in new 
ways, they question operational assumptions, communicate 
with a clear vision, empower employees, inspire competently, 
and strengthen cooperation among team members, they real-
izes perception, learning, integration, and coordination (Rob-
ert E. Overstreet et al., 2013). Several studies have shown a 
significant relationship between transformational leadership 
and organizational desirable outcomes (Ismail and 
Esmailipour, 1395; Howell and Avolio, 1993; Ilies et al., 2006; 
Kavanagh and Ashkanasy, 2006; Lee et al., 2011; Herman T. et 
al. , 2013; Chang et al., 2014; March L. To et al., 2015 ;). But less 
research has studied leadership style as a dynamic capability 
for innovation and organizational efficiency. 
Financial performance is one of the consequences that have 
been made in the transformational literature. It has also been 
observed that transformational leadership influences employ-
ees' perceptions of financial status of the company compared 
with its industrial counterparts (Zhu et al., 2005). Therefore, 
one hypothesis can be stated as follows: 
Hypothesis 1: Transformational leadership has a positive rela-
tionship with financial performance. 
According to Bass and Avolio (2002), transformational leaders 
have paid a lot of attention to the growth and success of their 
followers individually. The transformational leader confident-
ly and optimistically makes confidence in his followers, em-
phasizes values through symbolic behaviors, and provides 
practical examples and empowers followers to pave the way 
for insight. The transformational leader will encourage follow-
ers to cooperate and promoting confidence of them 
(Eskandari, Mojtaba 2014); raising their followers' self-esteem 
and creating a positive mood in them increases their efforts 
(Eliss et al., 2006). These leaders encourage people to do things 
at a higher level, which will improve their organizational per-
formance (Boerner et al., 2007; Tabli et al., 2012). Therefore, the 
following hypothesis is proposed in this study: 
Hypothesis 2: Transformational Leadership (TL) has a posi-
tive relationship with functional readiness. 
Making change is an important aspect of the transformational 
leadership style, which makes it an ideal leadership style to 
promote innovation (Eskandari, 2014; Bass and Riggio, 2006; 
Pieterse et al., 2010). The implementation of organizational 
change ultimately depends on the support of dependent staff 
(Bartunek et al., 2006; Herold et al., 2007). In many cases, lead-
ers encourage them to be supported by people (Ergenelia et 
al., 2007). In fact, research has shown that the role of top leader 
in acquiring, changing, integrating, re-assembling, and deliv-
ering resources is vital to organizational innovation 

(Eisenhardt, Martin, 2000; Narayanan et al., 2009). Since trans-
formational leaders tend to innovate, they create incentives for 
their followers (Torabi et al., 2014). Therefore, in this study, 
the following hypothesis is proposed: 
Hypothesis 3: Transformational leadership has a positive rela-
tionship with organizational innovation. 

2.2 Organizational Innovation 
In one definition, innovation is the implementation of creative 
ideas in an organization (Amabile, 1998; Ambalell et al., 1996). 
Organizational innovation is the organization's desire to devi-
ate from conventional practices through the creation or adop-
tion of new products, processes, or systems. Organizational 
innovation positively affects organizational performance. 
More important, identifying the effect of this form of leader-
ship on organizational innovation is as important as identify-
ing its impact on employee creativity (Garcia Morales et al., 
2012). In addition to profitability, financial performance in-
cludes monetary criteria such as return on investment, return 
on sales and operating rates. Functional readiness is distinct 
but at the same time related to financial performance (Wu, 
Jung, 2010). Due to the relationships between these structures, 
the following hypotheses can be considered: 
Hypothesis 4: Organizational innovation has a positive rela-
tionship with functional readiness. 
Hypothesis 5: Organizational innovation has a positive rela-
tionship with financial performance. 

2.3 Organizational Performance 
Organizational performance can be defined as "A comparison 
between the values of the method developed by the organiza-
tion with the value that the owners expect to receive from the 
organization." Considering this, organizational performance 
can be measured according to the results of human resource 
management or based on financial indicators of the organiza-
tion (Allameh et al., 2016). In this study, organizational per-
formance is measured as two distinct but related structures: 
Functional readiness and financial performance. Functional 
readiness reflects the ability of the organization to provide 
efficient and effective customer service. In addition to profita-
bility, financial performance includes monetary criteria such 
as return on investment, return on sales and operating rates. 
Functional readiness is distinct and at the same time related to 
financial performance (Wu and Jang, 2010). Therefore, because 
of the mentioned relations, the following hypothesis was pro-
posed: 
Hypothesis 6: Functional readiness has a positive relationship 
with financial performance. 

2.4 Conceptual Model of Research 
According to theoretical literature and the history of studies, 
and according to the hypotheses proposed, the conceptual 
model of the research is depicted in below sections. 

3 METHODOLOGY 
This study is considered as an applied research in terms of 
objective and is a survey study in terms of data collection 
method. The statistical population of this research is the em-
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ployees of software companies in the Alborz and Tehran prov-
inces with rankes 1, 2, and 3 of the High Council of Informat-
ics in the field of production and support of customer order 
software. According to preliminary sampling by means of pre-
test, to measure the reliability and validity of the tool and de-
termine the variance deviation, the sample size of 317 of the 5 
software companies in Karaj and Tehran were answered strati-
fied randomly into questionnaires. Based on the results of the 
research, it was found that, in terms of demographic character-
istics, 56.7% of the employees were female and 51.1% were 
married. In terms of age, 58.5% were between the ages of 25 
and 30. In terms of education, 98.7% were university students. 
About 79.4% of people 3 years of age and older worked in the 
organization, and 78.2% of those who were 4 years of age and 
older worked their current position. While 90% were experts 
and 10% were managers. In the end, in revenue, 57.4% had 
income from 1 to 2 million and the rest were 2 to 4 million 
tomans. In sum, it seems that statistical samples are well se-
lected according to the target population and the results of the 
research can be cited. 
The data collection tool is a standardized questionnaire that 
has been validated but due to localization in this research, its 
validity and reliability have been confirmed again. To analyze 
the convergent validity in the PLS model, Average variance 
extracted (AVE) is analyzed. This indicator indicates the vari-
ance level that a structure derives from its markers. The value 
of the criterion for the acceptance level of the AVE is 0.4. All 
AVE values for structures are more than 0.4 and one is close to 
0.4, which indicates a reasonable limit for the convergent va-
lidity of the questionnaire. 
Cronbach's alpha coefficient of all variables in this study was 
0.847 which was higher than the minimum standard value 
(0.7) and showed that the measurements have a high reliabil-
ity. The number of measures designed to measure each varia-
ble and the combined reliability coefficient are presented. 
Bagozzi and Yi have stated standard above 0.6 for the Compo-
site Reliability (CR). All values (CR) are more than 0.6, so the 
measurement model has a good combination of reliability. 
Also, the reliability measurement of each of the markers of the 
latent variables in the PLS model is determined by the load 
factor of the indicator. The value of each load factor should be 
greater than or equal to 0.5. All values of the measurements 
related with the latent variable are higher than 0.5. Therefore, 
it can be said that the measurement model has adequate relia-
bility in the field of indicators of the latent variables. t-value 
values are also shown for indicators. These values are usually 
introduced as validity parameters related with confirmatory 
factor analysis, because the relationships between indicators 
and latent variables have already been identified. As you can 
see, all values are out of (-1.96, 1.96) and the research tool en-
joys a proper validity. 

4 RESULTS AND DISCUSSION 
In this research, the Structural Equation Modeling (SEM) and 
Partial least Squares (PLS) method are used to test the hypoth-
esis and fitness of the model. The results of the data analysis 
are presented. All hypotheses were confirmed. Based on the 

path coefficient, if the probability value (p-value) is less than 
0.05 and the significance number is greater than 1.96, it can be 
concluded that this path coefficient is significant at the level of 
0.05; otherwise, the hypothesis is rejected. 
In order to investigate the cross-validation of the model, the 
CV-Communality, and the index of CV-Redundancy was 
used. The CV-Communality index measures the quality of the 
measurement model. The CV-Redundancy index considers the 
measurement model to measure the quality of the structural 
model for each endogenous block. The positive values of this 
index indicate the appropriate and acceptable quality of the 
measurement and structural model. The values of each of the 
indicators are provided to the independent and dependent 
variables. As you can see, the indicators are positive and larg-
er than zero and the model has a good validity. 
Transformational leaders create a dynamic organizational per-
spective that often makes necessary a change in cultural val-
ues to reflect more innovation. The transformational leader-
ship also seeks to establish a relationship between individual 
and collective interests to enable the subordinate to work for 
transcendental purposes. One of the important factors leading 
to extensive research in leadership is the attractiveness of the 
concept of transformational leadership. Perhaps this attraction 
stems from the notion that leaders achieve their goals through 
the influence of their followers, and among them, the emo-
tions and feelings of the leader and followers play a decisive 
role; since it does not matter the leaders are beginning to do 
"what". Their success depends on how to do this by creating a 
new method or stimulating the teams for how they do it, but if 
they fail in this basic task, "controlling emotions in the right 
direction", none of the work they have done , can't be suffi-
ciently effective. This research studies the impact of leadership 
style and organizational innovation on sustainable perfor-
mance and combines several factors such as transformational 
leadership, organizational innovation, functional readiness 
and financial performance. 
In relation to the hypothesis 1, transformational leadership has 
a significant effect on financial performance, which is con-
sistent with the results of studies by Talley et al. (2012) and 
Narayanan et al. (2009). Also, because the standardized coeffi-
cient between two variables is a negative value of 0.154, it can 
be stated that transformational leadership explains 15.4 per-
cent of the variations of financial performance variable direct-
ly. The reason for this is that the transformational leadership 
affects employee perceptions of the financial position of the 
company compared with its industrial counterparts. 
In relation to the hypothesis 2, transformational leadership has 
a significant effect on functional readiness, which is consistent 
with Boss & Avowl (2002) and Bourner et al. (2007). Also, be-
cause the standardized coefficient between the two variables is 
a positive value of 0.157, it can be stated that transformational 
leadership directly explains 15.7% of the variations of func-
tional readiness variable directly. The reason for this can be 
that the transformational leader confidently and optimisticly 
creates confidence in his followers, and with symbolic behav-
iors emphasizes on values, and provides practical examples 
and empowering followers to pave the way for insight. The 
transformational leader will encourage followers to work to-
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gether and promote self-esteem of them. 
In relation to the hypothesis 3, transformational leadership has 
a significant effect on organizational innovation, which is con-
sistent with the research by Peters et al. (2010). Also, because 
the standardized coefficient between two variables is a posi-
tive amount of 462.0, it can be stated that transformational 
leadership explains 46.2% of the changes in the organizational 
innovation variable directly. The reason for this can be that 
transformational leadership tried to improve the status quo by 
looking the future and can be a factor in encouraging employ-
ees to provide innovative and innovative ways. 
In relation to the hypothesis 4, organizational innovation has a 
significant effect on functional readiness, which is consistent 
with Gumsouloglu and Ileso's research (2007). Also, due to the 
fact that the standardized coefficient between two variables is 
a positive value of 0.431, it can be stated that organizational 
innovation explains directly 43.1% of changes in functional 
readiness variable. This can be due to the fact that thinking in 
innovative ways and providing new ideas leads to the readi-
ness of employees to face environmental changes. 
In relation to hypothesis 5, organizational innovation has a 
significant effect on financial performance, which is consistent 
with Gumsouloglu and Ileso's research (2007). Also, because 
the standardized coefficient between two variables is negative 
value of 0.182, it can be stated that organizational innovation 
explains 18.2% of variables of financial performance variable 
directly. The reason for this can be that thinking in innovative 
ways and offering risky new ideas and the company may be 
subject to costs in financial terms. 
In relation to hypothesis 6, functional readiness has a signifi-
cant effect on financial performance, which is consistent with 
Wu and Jang's (2010) research. Also, because the standardized 
coefficient between two variables is a positive value of 0.552, it 
can be stated that functional readiness explains 55.2% of the 
changes in the variable of financial performance directly. The 
reason for this can be that the employees' previous readiness 
to deal with different environmental conditions in the provi-
sion of services can lead to the injection of large revenues into 
the company. 

5 CONCLUSIONS, PERSPECTIVES, USEFUL 
SUGGESTIONS AND FUTURE STUDIES 

(1) According to the results, it is suggested that managers pay 
attention to the implementation of the transformational lead-
ership style and the importance of the effect of organizational 
innovation on functional readiness for achieving the desired 
financial performance. 
(2) According to the findings of this research, it is suggested 
that managers stimulate their followers by empowering them. 
They should know that this mechanism dramatically increases 
the creativity of their employees. 
(3) Given the fact that the presence of transformational leader-
ship influences the desirable performance of the employees 
and financial performance of the organization, it is suggested 
to provide in-service training for managers in line with train-
ing of activities related to the transformational manager. 

(4) Since the present research showed that organizational in-
novation is effective on financial performance of the company, 
it is suggested that incentive schemes should be considered for 
the flourishing of innovation in organization and creativity in 
individuals. 
(5) Considering that 98.7% of the employees in the software 
companies have academic education, it is suggested that in 
universities, courses to be taught on how to innovate in the 
organization and creativity in individuals. 
In order to achieve better results, it is suggested that future stud-
ies take into account the following: 
(a) The population studied in this study was the employees of the 
companies located in the provinces of Tehran and Alborz. There-
fore, due to structural and cultural differences, it is suggested that 
similar research be done in other provinces. 
(b) To test the accuracy of the research results, it is suggested that 
future studies be repeated in other organizations and industries in 
order to compare the results of these studies taking into account 
different conditions. 
(c) It is recommended that future research further develop the 
present research model by adding other independent variables 
such as employee creativity, or modifying variables such as the 
impact of group activities and conflicts on organizational innova-
tion, and dependent variables such as employee satisfaction. 
(d) It is suggested that similar research be done with increasing 
number of samples and in different intervals on the same sam-
ples. 
(e) It is suggested that the relationship between organizational 
structure and organizational innovation be investigated. 
(f) It is suggested that the amount of work experience of experts 
with the financial performance of the organization be investigat-
ed. 
(g) It is suggested that environmental factors such as methods of 
encouragement and punishment and receiving feedback from 
personnel be investigated in future research. 
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