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Abstract 

Innovation capability is widely accepted as an important means to attain sustain competitive advantage for firms 

before the rapidly changing of business environment and increasingly competitive pressure. The main goal of this 

study is to explore an effective way to successfully improving innovation capability for firms based on examining the 

relationship between transformational leadership style, interpersonal trust, and innovation capability of Vietnamese 

firms. The authors apply Structural Equations Modeling (SEM) to test the impacts of transformational leadership, 

interpersonal trust on innovation capability by using data collected from 195 participants in Vietnamese firms. The 

result revealed that transformational leadership and interpersonal trust significantly affect innovation capability. In 

addition, interpersonal trust mediates the relationship between transformational leadership and innovation capability. 

The findings highlights the need of practicing transformational leadership to foster employee trust and finally to 

enhance innovation capability for firms. The findings of this study contribute to filling the theoretical gaps which call 

for research on antecedent factors of innovation capability. 
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1. Introduction 

Since Vietnam’s reform and opening-up policy in 1986, Vietnam are becoming one of the influential country in the 

Association of Southeast Asian Nations and Asia Pacific region. As a developing country in the international markets, 

Vietnam has been attracting the attention of many foreign firms which have been interested in business and 

investment in Vietnam. This leads to requirement of changing for Vietnamese firms to effectively adapt to the 

increasing pressure of competition. Innovation is widely admitted as the key for the survival and growth of 

organizations (Hurley & Hult, 1998). As a result, many Vietnamese firms are attempting to become innovator. 

However, it is not easy to succeed in improving the innovation capability because many firms do not how to develop 

it properly (Aragón-Correa et al., 2007). In such context, one of the important goals of this study is to find out a 

specific and effective way to strengthen innovation capability for Vietnamese firms. 

Today’s business environment has obliged firms to innovate products and services to meet the rapidly changing of 

customer demands. New ideas, products and services have become the means of competitive advantages and success 

in business (Jaiswal & Dhar, 2015). Shalley et al. (2004) contended that the creativity of employee is mainly 

depended on the individual factors and the context in which they work. Previous studies have indicated many 

antecedents of employee creativity and innovation such as: Proactive personality, and supervisor support (Kim et al., 

2009); Knowledge sharing, and learning (Gong et al., 2009; Le & Lei, 2018a); innovation climate (Wang et al., 

2013); and leadership (Wang et al., 2014). However, leaders can be seen as one the most important factors that have 

significant influence on innovation because they directly or indirectly participate in all important decisions of an 

organization (Le & Lei, 2017).  

Leader’s behavior is a crucial factor in the work environment that determines individuals’ creativity and innovation 

(Amabile et al., 2004). Prior researchers have found that leaders and their leadership style have a deep contextual 

impact on an employee’s performance to transform into creative and innovative results (Shalley & Gilson, 2004). 
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Among different leadership style, transformational leadership emerges as one of the most effective one. The scholars 

particularly pay attention to the important role of transformational leadership style because these leaders have 

significant and positive influences on many key outcomes of firms such as: innovation and marketing differentiation 

(Menguc et al., 2007); organizational performance (García-Morales et al., 2008); product and process innovation 

(Birasnav et al., 2013); managerial performance (Nguyen et al., 2016); and organizational justice and trust (Le & Lei, 

2017). As a result, exploring the mechanism that transformational leadership influences innovation capability is very 

necessary. 

Recently, several studies have shown that interpersonal trust positively supports activities of sharing knowledge 

among individuals (Le & Lei, 2017; Le & Lei, 2018b; Le & Lei, 2018c) which is a decisive factors of organization 

innovation (Lin, 2007; Liao et al., 2007; Birasnav et al., 2013). However, literature on the direct relationship between 

interpersonal trust and innovation capability as well as the relationship between transformational leadership style, 

interpersonal trust, and innovation is still lacking. Consequently, identifying the mechanism of how leadership 

affects interpersonal trust which in turn improves firms’ innovation capability becomes more and more important. 

To fill the theoretical gaps, this study develops a research model to investigate the relationship between 

transformational leadership, interpersonal trust, and innovation capability. Our study attempts to specify the 

following research questions: 

(1) Does transformational leadership have significant effects on interpersonal trust and innovation capability? 

(2) Does interpersonal trust mediate between transformational leadership and innovation capability? 

(3) Transformational leadership and interpersonal trust, which factor has stronger influences on innovation 

capability? 

To answer these questions, structural equations modeling (SEM) is applied to investigate degree influence of each 

variable has on the other based on a survey of 195 participants from 50 manufacturing firms in Vietnam. The first 

goal of this study is provision the empirical evidences on the relationship between TL, interpersonal trust, and 

innovation capability in a model. Second goal, this study provides specific solutions to improve the innovation 

capability for Vietnamese firms based on analyzing and discussing more specific the influences of TL on 

interpersonal trust, which in turn lead to innovation capability. Finally, this study tests the control variables of firm 

age and firm size to explain for the differences among firms in their innovation capabilities. 

2. Literature Review and Hypotheses Development 

2.1 Transformational Leadership and Interpersonal Trust 

Transformational leadership was defined as a style of leaders who focus on clearly communicating about 

organizational goals; acting as the leading force; taking part in proactive coaching; stimulating new skill 

development between employees and unendingly finding out for new opportunities to generate the development for 

organization (García Morales et al., 2008; Le & Lei; 2017). Le and Lei (2018b) indicated that, transformational 

leadership application is an effective way to build up the employee’s trust in leaders which is a key means to attain 

competitive advantage via stimulating employees to share their knowledge and skills. 

Developments in the organizational sciences reflect the importance of interpersonal trust relationships for sustaining 

individual and organizational effectiveness (McAllister, 1995). Trust is most meaningful in situations in which one 

party is at risk or vulnerable to another party. For this reason, it becomes critical in relationships between leaders and 

followers, who by definition have different roles and different levels of status and power (Bligh, 2017). According to 

Six (2007), interpersonal trust is a psychological state, willing to accept vulnerability to the actions of another party, 

based on the expectation that the other will perform a particular action that is important to them. Trust might be seen 

as a mutual understanding and respectfulness among two parties, helped them to overcome vulnerabilities.  

The relationship between transformational leadership and trust interpersonal trust has received little attention from 

empirical researchers; however, these relationships also are expressed quite clearly in several previous studies. Farris 

et al. (1973) indicated that leaders who maintain open communication strengthen perceptions of trust among 

individual in an organization. Characteristics of transformational leaders (including being charismatic, inspirational, 

and emphasizing the important role of emotions and values) will stimulate communication processes (Bass & Avolio, 

2000; García Morales et al., 2008), thereby creating open communication and individuals’ trust in each other. 

Lewicki et al. (1998) stated that a decisive characteristic of high trust relationships is the degree to which both parties 

recognize each other’s values; whilst theories of transformational leadership consider employees the most valuable 

resource in the firm and emphasize the important role of emotions and values (Bass & Avolio, 2000; García Morales 



http://ijba.sciedupress.com International Journal of Business Administration Vol. 9, No. 3; 2018 

Published by Sciedu Press                        3                           ISSN 1923-4007  E-ISSN 1923-4015 

et al., 2008); hence, individuals will have more opportunities to know each other’s values and to build trust among 

them. Gillespie and Mann (2004) stated that there is a direct relationship between transformational leadership and 

interpersonal trust. Recently, Le and Lei (2018a) showed the evidence that, transformational leadership is positively 

related to interpersonal trust at both aspect: reliance-based trust (ready to rely on another’s work-related skills, 

abilities and knowledge), and disclosure-based trust (ready to disclose work-related sensitive aspects or personal 

opinions and information to others). 

Based on above discussions, we propose following hypothesis (Figure 1): 

H1: Transformational leadership significantly correlates interpersonal trust. 

 

 

 

 

 

 

 

 

Figure 1. Conceptual model 

 

2.2 Transformational Leadership and Innovation Capability 

Innovation capability is defined as the capability of applying or creating of new products, services, work processes 

and management procedures to attain competitive advantage for firms (Drucker, 2014). Among different factors that 

influence innovation capability of firms leaders have a decisive role in generating innovation (Tushman & Nadler, 

1986) due to they have a key role in all decisions of an organization and can create a appropriate culture for 

enhancing the abilities and practices to promote innovation capability (Van de Ven, 1986).  

Many prior researches pointed out that, transformational leadership has important effects on firm innovation 

(Tushman & Nadler, 1986; Birasnav et al., 2013). Transformational leadership facilitates innovation by paying great 

attention on building innovative teams and transmitting stronger motivation to innovate (Tushman & Nadler, 1986; 

Senge et al., 1994). Recently, Birasnav et al.’s (2013) empirical research based on the data from 119 service firms 

located in Kingdom of Bahrain indicated that transformational leadership directly influences or indirectly impact on 

organizational capability for product and process innovation though its effects on knowledge acquisition, knowledge 

transfer, and knowledge application. 

Based on above discussion support transformational leadership’s effect on innovation capability, thus following 

hypotheses is posed: 

H2: Transformational leadership positively impacts on innovation capability. 

2.3 Interpersonal Trust and Innovation Capability 

Trust is a social capital resource that is “embedded” in relationships between people. It is socially constructed based 

on specific relationship, purposes and meanings (Dovey, 2009). It is the foundation for building and developing 

innovation capability for firms. Indeed, although, the relationship between interpersonal trust and innovation 

capability has not been attracted the great attention from prior researches (Ellonen et al., 2008), the correlation 

among these factors is also explained by some authors, for example: according to Clegg et al. (2002), trust is 

involved with the innovation process. It reflects the expectancy that the organisation takes one’s ideas seriously to 

positively implement those ideas. Judge (2011) and Soparnot (2011) indicated that change capacity or innovation 

capability needs employees to trust in their organization and leadership. Dovey (2009) supposed that, the degree of 

innovation depends on level of interpersonal trust. The author also showed that, trust in a supervisor is positively 
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correlated with a subordinate’s innovative behavior. High levels of trust have a positive effect on the effectiveness 

and quality of organisational knowledge sharing and innovation (Dovey, 2009). In line with this point of view, Le 

and Lei (2018b) pointed out that trust among employees is positively and significantly associated with knowledge 

sharing and information exchange which is the fundamental for firms to carry out necessary changes and innovation 

as because knowledge and learning capability is positively related to firm’s innovation capability at two faces: 

innovation speed and innovation quality (Le & Lei, 2018a). 

Although, interpersonal trust is an important variable in the field of organizational behavior, the literature and 

empirical evidence on relationship between interpersonal trust and innovation capability is still limited. As a result, 

based on above discussion we proposed following hypothesis: 

H3: Interpersonal trust positively influences firm’s innovation capability. 

3. Research Methodology 

3.1 Sample and Data Collection 

Empirical data were collected through a survey of 50 manufacturing firms in Hanoi and Haiphong-two developed 

cities in Vietnam. We communicated with representatives of these firms by phone and/or make personal visits to 

interpret the goals of the study and inquire for the assistance in collecting data. The participants are employees at 

some important departments of firms, such as: administration, operation, R&D, marketing and sales. This study 

issues 350 questionnaires and receives 231 one in final, among which 195 ones are valid (55.7% valid rate). Total of 

195 respondents, 111 (56.9%) were male and 84 (43.1%) were female. They answered the issues relating to the study 

variables, including: transformational leadership; interpersonal trust, and innovation capability in their firm. 

3.2 Variable Measurement 

To ensure the validity and reliability of the study, items that used to measure variables, have been previously 

developed and used from previous studies. All constructs were measured using multiple items and all items are 

measured via five-point Likert-type scales, ranging from “1” (strongly disagree) to “5” (strongly agree). 

Transformational leadership: We recognized participants’ perceptions of their supervisors' transformational 

leadership with four items that was designed by Podsakoff et al. (1996) and was used by Le and Lei (2017) for 

diverse aspects of transformational leadership. A sample is: “Our leaders are capable of motivating and guiding their 

followers/employees on the job”. 

Interpersonal trust: To measure interpersonal trust, we used five items designed by Yilmaz and Hunt’s (2001) 

interpersonal trust at work scale. A sample is: “I consider my colleagues as people who can be counted on to do what 

is right” 

Innovation capability: innovation capability reflects firm’s ability in offering customers new goods and services, as 

well as firm’s ability in applying/using the new methods or process to get better performance. We used six scales 

from Lin (2007) to measure innovation capability of firms. A samples item is: “Our firm is frequently the first to 

market new products and services”. 

Control variables: This study investigate the control role of firm age and firm size to access for the differences in 

innovation capabilities among firms. 

3.3 Data Analysis Methods 

This study uses the software of SPSS and AMOS version 21 to process data. Confirmatory factor analysis (CFA) and 

Structural equations modeling (SEM) is applied to examine the validity and reliability of the constructs as well as to 

assess the effects of the variables in the research model. 

4. Data Analysis and Results 

4.1 Measurement Model 

A series of tests are implemented to evaluate the constructs’ reliability and validity for examples: Cronbach’s alpha 

coefficients to test reliability of the measures (Nunnally & Bernstein, 1994); confirmatory factor analysis (CFA) to 

test for the convergent validity; comparing the squared correlations between the latent variables and square root of 

average variance extracted (AVE) to test the discriminant validity of measures (Fornell & Larcker, 1981). Results in 

Table 1 and Table 2 showed fit indices of the model, suggesting that the relationships among latent constructs fit the 

data. 
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Table 1 shows AVE, CR, mean, standard deviation (SD) and C of every construct. It shows that the square root of 

AVE for each construct is higher than the correlations among constructs in the model provided strong support for the 

construct reliability, as well as for the convergent and discriminant validity of the scales. 

 

Table 1. Descriptive statistics and average variances extracted from constructs 

Construct AVE CR Cα Mean SD TL IT IC FS FA 

Transformational leadership (TL) 0.82 0.95 0.95 3,39 0.64 0.83     

Interpersonal trust (IT) 0.74 0.93 0.93 3.69 0.59 0.67 0.84    

Innovation capability (IC) 0.85 0.97 0.97 3.77 0.68 0.70 0.72 0.85   

Firm size (FS) 1 1 NA 1.90 0.80 0.38 0.44 0.47 0.85  

Firm age (FA) 1 1 NA 2.05 0.58 0.41 0.58 0.47 0.35 0.90 

Note: Cα ≥ 0.7; CR ≥ 0.7; AVE ≥ 0.5; SD: standard deviation. Diagonal elements (in bold) are the square root of the 

AVE; Off-diagonal elements are the correlations among constructs 

 

Table 2 and Table 3 show that all fit indices of the measurement model and structural model are at a satisfactory 

level, the model fit the data. 

 

Table 2. Overall fit index of the CFA model 

Fit index Scores Recommended threshold value 

Absolute fit measures   

CMIN/df 1.445 ≤2a;  ≤5b 

GFI 0.914 ≥0.90a;  ≥0.80b  

RMSEA 0.048 ≤0.08a;  ≤0.10b 

Incremental fit measures   

NFI 0.961 ≥0.90a;  

AGFI 0.877 ≥0.90a;  ≥0.80b 

CFI 0.987 ≥0.90a;  

Note: A Acceptability: acceptable; b Acceptability: marginal 

 

Table 3. Overall fit index of the structural model 

Fit index Scores Recommended threshold value 

Absolute fit measures   

CMIN/df 2.477 ≤2a;  ≤5b 

GFI 0.855 ≥0.90a;  ≥0.80b  

RMSEA 0.087 ≤0.08a;  ≤0.10b 

Incremental fit measures   

NFI 0.929 ≥0.90a;  

AGFI 0.803 ≥0.90a;  ≥0.80b 

CFI 0.956 ≥0.90a;  

Note: A Acceptability: acceptable; b Acceptability: marginal 

 

4.2 Structural Model 

This section presents the main result of the hypothesis testing of the structural relationship among the variables in 

research model (Figure 2, Table 4 and Table 5) 
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Figure 2. Path coefficients of the structural model 

Note: *** p < 0.001 level; ---: non-significant 

 

Table 4. Structural model results 

Hypotheses Proposal effect Estimate P Results 

H1: TL  IT + 0.674*** <0.001 Supported 

H2: TL  IC + 0.400*** <0.001 Supported 

H3: IT  IC + 0.405*** <0.001 Supported 

Control variables Effect Estimate P Results 

Firm age IC + 0.070 155 Not Supported 

Firm size IC + 0.162*** 0.001 Supported 

Note: ***p < 0.001 level. 

 

4.2.1 Direct Effect Analysis 

The results (Figure 2 and Table 4) show that all the hypotheses are supported because the direct effects of TL on 

interpersonal trust and direct effects of TL, interpersonal trust on innovation capability are quite large and 

statistically significant. Specifically:  

The results showed that TL positively influence interpersonal trust with  = 0.674 (p < 0.001) which provides 

evidence to support H1. 

The results also confirm H2 relating to the positive impacts of TL on innovation capability ( = 0.400; p < 0.001) 

Hypotheses of H3 refers to positive influence of interpersonal trust on innovation capability is also supported ( = 

0.405; p < 0.001). The finding showed that the impacts of TL and interpersonal trust on innovation capability are not 

significantly different. 

Finally, the findings in Table 4 showed that, the control role of firm age was not supported ( = 0.070; p = 155). In 

contrast, Table 4 supported for the control role of firm size on innovation capabilities ( = 0.162; p = 0.001). 

4.2.2 Indirect and Total Effect Analysis 

This study does not just show the evidence on the direct effect of TL on innovation capability, it also explores the 

mediating roles of interpersonal trust in the relationship between TL and innovation capability based on using the 

bootstrapping technique with 2,000 iterations as suggested by Preacher and Hayes (2008) (see Table 5). 

 

Table 5. Confidence intervals of indirect effects 

Path 
Direct 
effects 

Indirect 
effects 

Total 
effects 

Bias-corrected confidence intervals 

Lower 
confidence level 

Upper  
confidence level 

TLITIC 0.400*** 0.273*** 0.673*** 0.182 0.373 

Note: ***p < 0.001 
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Table 5 indicated that TL’s indirect effects on innovation capability ( = 0.273; p < 0.001) through the mediating 

role of interpersonal trust is statistically significant in the confidence intervals (0.182 - 0.373). So, the finding in 

Table 5 firstly confirms the mediating role of interpersonal trust in the relationship between TL and innovation 

capability. 

5. Discussions and Implications 

Improving innovation capability is always the urgent and necessary requirements to create competitive advantage 

and provide more valuable goods and services to customers. In the situation that many Vietnamese firms invested a 

lot of effort and much of money into improving innovation capability they still getting difficult and trying to explore 

the right ways to successful innovation. Our research model based on investigating the relationship between TL, 

interpersonal trust and innovation capability has made significantly contribution to both practical and theoretical 

initiatives on innovation capability by some following main reasons. 

First, the main objective of this study is to examine the influence of TL and interpersonal trust on firms’ innovation 

capability based on using a data base of 50 Vietnamese manufacturing firms. This study contributes to finding the 

new and right way for Vietnamese firms to improve their innovation capability. The findings revealed that, TL have 

a crucial role in building interpersonal trust and enhancing innovation capability. Consequently, firm leader need to 

strengthen the practice of TL style for the purposes of innovation by: continually looking for new opportunities for 

the units, departments and organization; building up clear common view as well as specific goals of individuals, 

units and organization; establishing the emotional links with employees/followers and inspiring them to higher 

values; focusing on creating motivation to work for employees; and always acting as the organization’s leading 

force. 

Second, a significant contribution of this study is that it has filled the research gaps due to lack of research and 

empirical evidence on TL’s influence on innovation capability (García Morales et al., 2008). The empirical findings 

of this study verified the relationships between the factors in the proposal model with all the hypotheses are 

confirmed. The study has pointed out a possible mechanism through which TL practices and interpersonal trust 

promote innovation capability for firms. The mediating roles interpersonal trust in the relationship between TL and 

innovation capabilities is supported. The implication is that TL practices can be one of the most effective ways 

facilitating innovation. By practicing TL style, leadership can influence innovation capability directly or indirectly 

through building the trust among employees in an organization. 

Third, by testing the control role of firm age and firm size, this study shows that, firm age has no significant impact 

on innovation capability. In contrast, firm size has considerable influences on innovation capabilities. The findings 

implied that, the greater firms will have greater opportunity to innovate. The main reason may be that, the greater 

firms have enough capital, necessary resource and technology to change new methods and ideas into reality. 

Therefore, paying more attention to accumulation of resources and experience is one of the key measures to improve 

the capacity of innovation for small firms. 

This study has several limitations that also suggest directions for future research. First, unwanted ability may appears 

in this study is that the causal relationships may change in the long term due to the cross-sectional design that we 

used to investigate the relationship between the latent variable in the proposal research. A longitudinal study will 

help to overcome this limitation and consolidate the result. Second, this study has not explored the moderating roles 

of firm age and firm size in the relationship between the considering variables, future research may test the 

relationship between these latent variables based on the moderating variables of firm age and firm size have clearer 

and fuller understanding of these variables towards innovation capability of different firms. Finally, innovation is one 

of the key means of attaining competitive advantage and enhancing organizational performance before the context of 

increasing competitive pressure (Le & Lei, 2018a). Accordingly, future research need to continuously identify or 

investigate the influences of antecedents or strategic factors (such as leadership characteristics, knowledge 

management capability, and individuals' positive psychological capital) on some specific aspects of innovation such 

as product and process innovation; radical and incremental innovation to increasing more understanding of the new 

and effective pathways lead to innovation capabilities of firms. 
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