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Introduction
To lead, manage and excel in work as a manager, one needs to 

think uniquely about latest challenges faced by the organization 
and the people. Human capital with all its strengths and potentials 
still needs an agile, trusted, and dynamic role model. An innovative 
leader needs to learn how to create a conducive innovative work 
climate where new ideas generate and get implemented with 
guided modifications. Innovation cannot be ensured only by hiring  

 
a few creative professionals but in fact the organizational culture 
need complete overhauling. Organizational culture is manifest 
of leadership competencies. Therefore, more focus is required 
on developing leaders at all levels through specific trainings and 
assignments. Leaders thus trained influence the subordinates 
through team effectiveness, effective and quick decision-making, 
change management, exploring new markets and product and 
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process research and development. How leaders orchestrate human 
capital and other resources for organizational outcomes is a function 
of leader’s development. The two dimensions of LDPs as discussed 
by [1] intrapersonal (cognitive and behavioral skills learned 
from experience and mastery) and interpersonal development 
(relationships, extended social networks building) have significant 
impact on two dimensions of intellectual capital i.e., human capital 
and social capital.  The research findings of a similar study by [2] 
confirmed the mediating effect of human capital but not of social 
capital to organizational outcome of sales growth. The study 
combined the relational and structural capital to form social capital 
whereas separate assessment of structural capital and relational 
capital is important in terms of organizational innovation especially 
in RMG industry. To address this gap the prevailing most common 
and effective leadership development practices on individual level 
were selected. Their implementation at organizational level was 
observed on intellectual capital dimensions like human capital, 
social capital, and relational capital and subsequently on innovation. 
Empirical data was collected from 250 senior level employees of 
30 RMG factories operating in Pakistan, a fast-growing economy. A 
combination and complementarity of these practices enhances the 
impact as well as buffers against failure of any one practice on an 
individual [3].

Problem statement

The ready-made garments industry of Pakistan is faced with 
multi-faceted issues including high cost of production, less skilled 
human capital at the firm level, and bureaucratic hurdles in about 
twenty government departments hindering its growth. Weaknesses 
in human capital and internal structures obstructs market and 
product diversification, desperately required to stay competitive in 
global market. The export competition has strengthened in the last 
decade or so. To meet the challenges of international market and 
avail upcoming global opportunities the industry needs to build 
and mobilize its resources in an optimum manner. This requires 
dynamic leadership and associated training and development 
practices which could enable a leader to harness and utilize all 
factors of production in the right direction. This study intended to 
identify a component of intellectual capital which most strongly 
mediates the relationship between leadership development 
practices and innovation in RMG sector. This would give direction 
to policy maker in devising specific and effective practices for 
leadership development.

Objectives
The objective of this research is to examine and compare 

the strengths of mediation of human capital, structural capital, 
and relational capital in the relationship between LDPs and 
organizational innovation.  In order to prevent depletion of 
human capital, investment in hiring, training and development 
is imperative. Structures as processes lead to cost effectiveness 

and efficiency. Relational capital keeps a firm ready to respond to 
changing demands, ensures ease of doing business through social 
networking and considerations. Moreover, leadership development 
practices enable the leaders to bring to surface the potentials of 
various dimensions of intellectual capital for sustained competitive 
advantage.  An agile leader can create a conducive environment for 
nurturing innovative behavior in employees leading to organization 
level innovation. For this purpose, the RMG Industry need to 
identify which dimension of intangible capital to focus on in order 
to leverage the effect of leadership development practices on 
innovation.

Research questions

a) To what extent can HC mediate the relationship between 
LDPs and Organizational Innovation?

b) To what extent can SC mediate the relationship between 
LDPs and Organizational Innovation?

c) To what extent can RC mediate the relationship between 
LDPs and Organizational Innovation?

Literature Review and Hypotheses
The strategic aspect related to LDPs has urged researchers to 

establish the significance of LDPs on innovation of firms. The human 
capital skills knowledge and abilities must be developed and aligned 
to organizational objectives. The resource-based view was based 
on competitive heterogeneity, a notion of acquiring and developing 
valuable, limited, and unique resources to gain competitive edge 
via strategic actions [4]. Extant literature acknowledges the 
central role of human capital as the basis of competitive edge as to 
capacity building of the organization [5]. Leadership development 
or HR practices influence organizational performance outcome by 
improving skills and competencies of the employees. Numerous 
studies have investigated the mediating role of various constructs 
like productivity [6], social climate [7], knowledge management, 
[8]. This study intends to explore the mediating role of three 
dimensions of intellectual capital to conclude which dimension 
most effectively influences innovation as a resulting effect of LDPs 
(Figure 1).

Human capital

In a meta-analysis [9] of 68 studies indicated a positive relation 
between human capital and organizational performance like sales 
growth. This is because human capital acts as a coordinating force to 
harness all other resources (Table 1). When tangible resources can 
be readily acquired from market, human capital gives organization a 
competitive edge by building up over time. Leadership competency 
building leads to exceptionally performing human capital. Thus, 
based on this logic we propose that: Hypothesis 1: Human 
capital positively mediates the relationship between leadership 
development practices and organization level innovation (Figure 
2).
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Figure 1: The Conceptual model.

Figure 2: Results.

Table 1: LDPs commonly prevailing in organizations.

1 Coaching
Enhances self-regulation, adjusting 

to job demands, performance at work 
and interpersonal skills [37]

2 360-degree Feedback
Provide insights into one’s strengths 

and weaknesses which need 
development [36]

3 Mentoring Develops confidence and trust 
between mentor and mentee  [33].

4 Service-Learning 
Programs

Enhances interpersonal and 
relationship management skills with a 

broad vision [34].

5 Stretch Job 
Assignments

Improves efficacy, knowledge, 
skills, and abilities as well as social 
networking to get things done [32].

6 Job Rotation Improves adaptability and broad 
insight of organizational matters [34],

7 Action learning Builds individual and collective sense 
of leadership [35].

8 Network events/ 
offsites

Sharing of new product knowledge 
and consequently building of networks 

[30].

Structural capital

Structural capital comprises of process capital and innovation 
capital [10]. Process capital facilitates and supports the workforce 
in enhancing productivity [11] and demonstrating a high level of 
intellectual performance on one hand and maintaining market 
share and product quality while innovation capital is based on 
knowledge sharing culture. In a study [12] structural capital 
positively affects firm’s performance in the service industry and new 
business growth [13].  An employee with high intellect can seldom 
demonstrate optimum potential when systems and procedures are 
not up to the mark.  Only supportive structural capital can tolerate 
individual learning by trial and error vital to success. Intellectual 
capital can only be measured in the presence of structural capital 
(Table 2). The elements of cost benefit comparisons, reducing 
costs and maximizing profits, increasing efficiency, and reducing 
transaction time and converting information to knowledge all 
resides in structures. Moreover, research and development 
expenditure being a main determinant of innovativeness, ensures 
firm’s sustained competitive edge. A research study [14] observed 
89 companies in the last two decades of twentieth century and 
found that 1 dollar of expenditure on research and development 
almost promises 2 dollars of profit after a decade. This discussion 
brings us to hypothesize the following: Hypothesis 2: Structural 
capital positively mediates the relationship between leadership 
development practices and organization level innovation.

Table 2: Research Hypotheses.

SN Hypotheses

H1
Human capital positively mediates the relationship between 

leadership development practices and organization level 
innovation.

H2
Structural capital positively mediates the relationship between 

leadership development practices and organization level 
innovation.

H3
Relational Capital positively mediates the relationship between 

leadership development practices and organization level 
innovation.

H4 Leadership Development Practices positively affect Human 
Capital

H5 Human Capital has a positive effect on Organizational 
Innovation

H6 Leadership Development Practices positively affect Structural 
Capital

H7 Structural Capital has a positive effect on Organizational 
Innovation

H8 Leadership Development Practices positively affect Relational 
Capital

H9 Relational Capital has a positive effect on Organizational 
Innovation
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Relational capital 

Relational capital is manifested in the myriads of relationship 
between the firm and vendor, distributers, customers, strategic 
partners, and other stakeholders. All these stakeholders in fact 
contribute to the firm through sales revenue, raw material, sales 
channels, etc. [15]. It is therefore essential to keep all stakeholders 
satisfied and benefit from knowledge shared by them to stay 
competitive in market. Thus, market orientation or interaction 
with customer at every stage of product development is vital to 
success of the new product [16]. Networking and relationships 
among members of organization enable human capital to use 

the resources efficiently and effectively. Creating and promoting 
a culture of sharing of knowledge horizontally and vertically 
within the organization, reciprocity, and consideration for others 
instead of self- centered attitude can expand the resource base at 
workplace [17]. An agile leader fosters good relationship among 
all stakeholders based on mutual trust and common values. This 
enables the firm to adapt to changing demands at all ends through 
improved communication. This logic leads us to hypothesize: 
Hypothesis 3: Relational Capital positively mediates the relationship 
between leadership development practices and organization level 
innovation (Table 3). 

Table 3: Study variables.

No. Variables Items Sample item Type Reference

1 Leadership Development 
Practices (LDPs) 6 Formal coaching is used in our 

organization. Independent McCauley et al. [18]

2 Human Capital (HC) 4 Our employees are experts in 
their jobs and functions.

Mediating /
Independent

Bontis, Khalique et al. 
[21]

3 Structural Capital (SC) 3 Our organization systems and 
procedures support innovation.

Mediating /
Independent

Bontis, Khalique et al. 
[21]

4 Relational Capital (RC) 4
We have enough distribution 

channels to satisfy our 
customers.

Mediating /
Independent

Bontis, Khalique et al. 
[21]

5 Organizational Innovation 5
Our organization spends 
significant portion of its 

revenue on R & D.
Dependent R & D and Innovation 

Survey [22]

Conceptual model

In the following model Leadership development practices 
(LDPs) taken as predictor / independent variable influences 
Innovation, a criterion / dependent variable. The effect of the 
observed relationship is mediated by Human Capital (HC), 
Structural Capital (SC) and Relational Capital (RC). Model has been 
adopted and amended [2].

Data collection and procedure

The cross-sectional survey was conducted using reliable 
instrument in the form of questionnaire. A pilot study was 

conducted to assess the comprehension of questions by 
respondents.  Population targeted comprised of 250 Readymade 
garments factories located in the city of Lahore, Pakistan especially 
those having membership of the Pakistan Readymade Garments 
& Manufacturers’ Association (PRGMEA).  A sample of 200 senior 
managers was taken from 30 factories on convenience basis as a 
result of distributing 250 questionnaires. Senior managers included 
HR managers, Production Planners, R&D Managers, Designers and 
Export Managers. Data collection was conducted from August 2018 
till November 2018. Firms were contacted personally as well as via 
email, WhatsApp, and phone. Out of the 250 questionnaires 200 
were received in complete form (Table 4).

Table 4: Convergent Validity.

Cronbach’s Alpha Rho A Composite Reliability Average Variance 
Extracted (AVE)

Human Capital 0.838 0.85 0.89 0.67

Innovation 0.896 0.921 0.924 0.712

LDPs 0.758 0.766 0.847 0.581

Relational Capital 0.685 0.735 0.828 0.62

Structural Capital 0.668 0.748 0.825 0.62

Measurement

Likert scale of 7, ranging from Strongly disagree to Strongly 
Agree, was used to measure all constructs. Leadership development 

practices were adapted from [18]; [19]. Items of human capital, 
structural capital and relational capital were obtained from [20,21]. 
while items measuring innovation were based on Business R & D 
and Innovation Survey [22]. Appendix A reports all variable items.
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Analysis and Results
Acceptable psychometric values were evident from the scale 

measuring the constructs (Appendix A). The reliability as assessed 
from Cronbach’s alpha depicted all values from 0.668 to 0.896 and 
rho greater than 0.7 in acceptable range. To assess convergent 

reliability, AVE values were observed to range between 0.581 
and 0.712 whereas a CR > 0.5 is acceptable [23,24]. All values of 
Composite Reliability were greater than 0.7, the minimum threshold 
for CR [25] confirming internal consistency of the measures. 
Moreover, the outer loading also showed all values greater than 0.5 
as in  Annex B (Table 5).

Table 5: Discriminant Validity.

Fornell-Larcker Criterion

Human Capital Innovation LDPs Relational Capital Structural Capital

Human Capital 0.819

Innovation 0.816 0.844

LDPs 0.836 0.867 0.763

Relational Capital 0.831 0.912 0.813 0.787

Structural Capital 0.815 0.93 0.839 0.945 0.787

Mediation analysis

This study follows the four-step procedure of Baron and Kenny 
(1986) for mediation analysis of human capital, structural capital, 
and relational capital in the relationship between Leadership 
development practices and innovation. Firstly, the correlation 
between predictor variable i.e., LDPs and Criterion variable i.e., 
innovation was identified and found significant (Table 6). Secondly, 
the effect of LDPs on human capital, structural capital and relational 
capital were examined and found significant (Table 7). Third step 
involved determining the effect of mediators as predictors on 

innovation. The coefficients depicted high regression values for the 
path linking structural capital to innovation and was statistically 
significant and medium regression effect of relational capital to 
innovation and with insignificant p value. However, the coefficient 
value of 0.130 showed low level of regression but was statistically 
significant. Lastly, partial, or complete mediation is established by 
observing whether or not the direct effect between the predictor 
and outcome variable is zero. If yes, then it denotes complete 
mediation. In this study the direct effect of LDPs on innovation is 
not zero hence partial mediation results.

Table 6: Direct Effect without Mediation.

Original Sample (O) Sample Mean (M) Standard Deviation 
(STDEV)

T Statistics (|O/
STDEV|) P Values

LDPs -> INN 0.876 0.877 0.016 54.537 0

Table 7: Path Coefficients.

Original Sample (O) Sample Mean (M) Standard Deviation 
(STDEV)

T Statistics  
(|O/STDEV|) P Values

Human Capital -> Innovation 0.13 0.123 0.047 2.766 0.006

LDPs -> Human Capital 0.836 0.838 0.016 50.908 0

LDPs -> Relational Capital 0.813 0.818 0.032 25.457 0

LDPs -> Structural Capital 0.839 0.84 0.021 40.418 0

Relational Capital -> 
Innovation 0.234 0.271 0.157 1.496 0.135

Structural Capital -> 
Innovation 0.602 0.573 0.133 4.523 0

Structural model

The R squared, coefficient of determination for organizational 
innovation as given (Table 8) is 0.880, suggesting that 89% of 
variance in innovation is explained by four independent variables 
LDPs, HC, SC, and RC and 69.9%, 70.4% and 66% of variance in 
innovation is explained by HC, SC, and RC, respectively. Thus, 
depicting a good model fit of regression line.

Table 8: R Squared.

R Square R Square Adjusted

Human Capital 0.699 0.698

Innovation 0.88 0.878

Relational Capital 0.66 0.659

Structural Capital 0.704 0.702
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Hypotheses testing & results.

According to results for hypothesis H1, Path coefficient for 
LDPs -> Human capital and Human capital -> Innovation both 
show statistically significant results, but the former is stronger 
association than the latter. Hypothesis H2 when tested gave more 
significant path coefficients as compared to H1 whereby, LDPs -> 
Structural Capital (0.839) and Structural Capital -> Innovation 
(0.602) depicting strong positive mediation of Structural capital. As 
far as Hypothesis H3 is concerned the path coefficient for LDPs -> 
Relational Capital gave significant value of 0.813 with p value 0.000 
but lesser effect was observed for Relational Capital -> Innovation 
i.e., 0.234 with insignificant p value. Thus, results did not support 
Hypothesis 3.

Discussion and Conclusion
This paper examines the role of three dimensions of intellectual 

capital in the association between Leadership development 
practices and innovation.  Direct association of LDPs and innovation 
is supported by results in this study (Table 6) in congruence with 
previous studies [26-28] on HRM practices and innovation. The 
mediating role of human capital in the effect of HRM practices on 
innovation performance has been established by [29]. Similarly, 
in this study the human capital aspect of intellectual capital is 
greatly influenced by leadership development practices such as 
mentoring, coaching, 360-degree feedback, network assignments 
etc.  These intrapersonal and interpersonal skills enable leaders 
to keep employees engaged and motivated in developing creative 
ideas in a supportive climate. This study supports such an influence 
as evident from results. But as far as the impact of human capital 
on innovation is concerned the effect is weak due to other factors 
required for organizational level innovation to boost. Such as 
supportive organizational climate, processes, level of R & D 
expenditure, and technological infra structure [30-35]. Therefore, 
the structural resources engaged in the right direction greatly 
affects innovation. The relational capital is positively influenced by 
LDPs such as network assignments, stretch assignments, mentoring 
etc. whereby the interaction between the customers and employees 
bring out innovative ideas. But in this context the results did not 
empirically support the influence of relational capital on innovation. 
This could be because of lack of product and market diversification 
in the sector under review that the firms are not getting the best out 
of customer capital/relation and in fact just meeting the demand 
for narrow product line. Thus, it is concluded that networking 
opportunities, skill building trainings, with 360-degree feedback on 
performance can develop and prepare managers [36,37]. This will 
enable them to bring in and retain competent employees, state of 
the art technology, knowledge management based infra structures, 
innovation-supportive culture, focal for sustainable competitive 
advantage. 

Practical Implications 

This research has contributed to the prevailing argument in 
related literature regarding significance of intermediary variables 
in the relation between LDPs and innovation. As suggested by 
results and discussion leadership development practices influence 
greatly affects the three dimensions of intellectual capital but 
structural capital is the one which affects the innovation to a greater 
extent than does human capital. Also, the impact of relational 
capital on innovation might be positive in other industry types 
but not so significant in the present RMG context. The findings 
of this study will give direction to decision makers to focus and 
highlight most effective processes and structures for organizational 
level innovation outcome. The empirical evidence as given by the 
results show positive impact of leadership development practices 
encouraging information technology usage by human capital.

Limitations and future research

Limitations include use of convenience sampling technique 
for relatively small sample size. Future research possibilities could 
select random sampling of a larger sample to truly represent 
population. Another limitation is the generalization of its 
conclusions. The RMG firms possess varying characteristics not 
appropriate to generalize the findings. Moreover, it is suggested 
that scholars can include other development practices, not a part 
of this study (Annex. A), such as service-learning programs and job 
rotation, etc. A longitudinal study is suggested to future researchers 
in order to obtain accurate and actual innovation data as a result of 
leadership development practices in previous fiscal years.
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