University

Brunel |
London

Complementarities between governance and human capital: A
comprehensive model of public employees’ innovativeness based
on evidence from Saudi Arabia

Mohammed Saleh Albakhiti

A thesis submitted for the degree of Doctor of Philosophy

Brunel Business School
College of Business, Arts and Social Sciences
Brunel University London

October 2018



Abbreviations

IFGGPS The International Framework: Good Governance in Public Sector 2014

IFAC The International Federation of Accountants (the global organization for the
accountancy profession).

CIPFA The Chartered Institute of Public Finance and Accountancy.

KSA Kingdom of Saudi Arabia

HRM Human Resource Management

HRMP Human Resource Management Practices

SHRM Strategic Human Resource Management

PP Data collection using the conventional paper- and-pencil method

SEM Structural equation modelling

GAO United States Government Accountability Office

FEVS Federal Employee Viewpoint Survey

PO Psychological Ownership

AMOS Analysis of Moment Structures

SPSS Statistical Package for the Social Sciences

CFA Confirmatory Factor Analysis

AVE Average Variance Extracted

CR Composite Reliability Degree

GFI Goodness-of-Fit Index

a Cronbach’s alpha

CFI Comparative Fit Index Course

X2/df Normed Chi-Square



Abstract

In an age of austerity, specifying how governance and innovation interact is an important issue on the
agenda of policymakers and scholars when discussing the role of government in dealing with ‘wicked
problems’. This trend of public sector spending cuts continues unabated in G20 countries, such as the US,
Brazil and Saudi Arabia, and is driven by the concurrence of austerity measures and increasing citizen
demands for quality public services. As a way to tackle this dilemma, governments have specifically
sought, explicitly or implicitly, to urge public sector organisations to become more effective, which calls
for innovation in public organisations, which is inextricably linked to performance. For example, Saudi
Arabia launched an unprecedented major economic transformation, Vision 2030, which is considered a
huge challenge to the public sector, which employs over two-thirds of Saudi nationals, to be innovative.

Although several scholars have tried to prescribe ways to make the public sector more innovative, the
theoretical frameworks used explained the effects of governance in unexpectedly parochial terms, and
also neglected human capital dynamics, offering scarce insights into why some organisations thrive
through innovativeness while others struggle. This study, which extends beyond the traditional high-
performance models, examines whether the emphasis on the complementarities between a holistic
approach of governance (rather than HRMP) and human capital can drive up human capital’s value to
produce a relative advantage; in this case, innovativeness.

This study breaks from the traditional, agency conflict between stakeholders and managers and uses a
combination of theories (social capital theory, stakeholder theory and institutional theory) to describe
where and how organisations’ governance drives human capital value creation towards innovativeness.
This study suggests that different governance mechanisms may work together in a complementary
manner, rather than as substitutes, towards higher organisation performance. The conceptual framework
uncovers previously overlooked circumstances, such as underestimating the strategic value of the public
organisations' human capital, and offers a new approach to the conceptualisation of governance by
developing a cooperation (rather than conflict) model, whereby multi governance mechanisms are
intertwined. This research adopts a quantitative methodology, along with the positivist philosophical
approach, to investigate the hypothetical relationships within the conceptual framework. To analyse and
validate the data, this study applies the structure equation model by using the Statistical Package for the
Social Sciences (SPSS) AMOS V. 23.

Based on data gathered from 713 public employees in Saudi Arabia, the findings indicate that public
employees’ innovativeness is driven by an organisation's complementarities between governance and
human capital. In particular, the findings show that the amount of damage caused to trust within public
organisations by a poor ethical work climate is greater, whereas good ethical work climate contributes to
employees’ trust which in turn positively facilitates the effect of psychological ownership on subsequent
innovativeness. The findings also suggest that satisfied internal needs are key capabilities that
organisations must possess in order to increase the capacity for innovation. Moreover, this study finds a
variety of networks modes which provide opportunities for public employees to innovate.

These research outcomes yield several theoretical and practical implications. As a preliminary study,
designed to address a complicated phenomenon in the public sector, the results of this study should be
considered in the light of some limitations.

Key words: innovativeness, governance, human capital, complementarities.
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Chapter 1: Introduction

1. Introduction

1.1Introduction
Today, innovation is fundamental to the public sector and has recently moved to the top of
the agenda in public sectors around the world (Torfing and Triantafillou, 2016; Demircioglu
and Audretsch, 2017). Governments are particularly eager to improve the public sector’s
ability to deal efficiently and effectively with a formidable challenge (Sgrensen and Torfing,
2018). Certainly, recent budgetary constraints have exposed negative implications on public
service efficiency (Elston, MacCarthaigh and Verhoest, 2018). Increasingly, the trend of
public sector spending cuts continues unabated in G20 countries, such as the US, Brazil and
Saudi Arabia, driven by the concurrence of austerity measures and rising citizen demands
for quality public services (Raudla et al., 2015; Dudau, Kominis and Szocs, 2018). Therefore,
doing more with less is a central challenge for public organisations. More precisely,
governments have concurrently imposed greater work demands on public employees with
less resource (Esteve, Schuster and Albareda, 2017). Saudi Arabia represents an intriguing

example of such challenges.

To address these challenges, Saudi Arabia launched an unprecedented major economic
transformation, Vision 2030, which is considered to be a huge challenge to the public sector
to be innovative. Public sector organisations play an important role in Saudi Arabia’s
economy. Today, the public sector accounts for over 45% of total government spending
(Nereim, Mahdi and Zainab, 2017). Additionally, the latest Saudi statistics show that the
public sector employs over two-thirds of Saudi nationals (General Authority for Statistics,
2018). In this case of workforce-intensive organisations, human capital is an idiosyncratic
resource and remains a nonsubtitutable source of performance-enhancing innovation, or
possibly it might be an obstacle to its implementation (Bowen, 2016; Torfing and Ansell,

2017; Campbell, 2018).

Accordingly, public sector organisations are labour-intensive, with public employee the
‘factor of production’ (Storey, 1987). Therefore, the dilemma for public organisations
seeking innovation is to know how to determine the level of value that can be tied to human

capital. The fundamentals of the human capital constructs have been developed in an
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interdisciplinary manner, mainly scholars from psychology and economics (Ployhart and
Moliterno, 2011). Also in management, the human capital construct has been studied by
human resource and organisational behaviour scholars at both the micro and macro levels
(e.g., Schmidt and Hunter, 1998; Peteraf, 1993). Perhaps more important, the dominant
view of human capital in public sector governance is central to the accomplishment of
potentially competing quality and cost objectives (Konzelmann et al., 2006). Ployhart and
Moliterno (2011) famously defined human capital context as a “resource that is created
from the emergence of individuals’ knowledge, skills, abilities and other characteristics
(KSAOs)” (p. 127-128). Additionally, this range of unique characteristics encompasses
beliefs, feelings, psychological states, and traits (Murphy, 2012; Ployhart et al., 2014).

A natural convergence across fields emerges regarding content that have strategic
importance of human capital (Wright, Coff and Moliterno, 2014; Nyberg and Wright, 2015).
For example, trust in the organisation is a key factor for creating human capital value that
has generated a consolidated stream of research (Schuh et al., 2018). Trust in the
organisation plays a crucial role for the effective functioning and success of organisations
through fosters employee cooperation and performance (Colquitt et al., 2013; Ozyilmaz,
Erdogan and Karaeminogullari, 2018). This study considers trust in organisation as a relevant
moderator following Avey et al. (2009) contention that under strong disincentives, the
individuals will be overly possessive and territorial about their organisational targets of
ownership. Accordingly, trust in organisation is likely to be important in understanding the
effects of psychological ownership on innovativeness (Dawkins et al., 2017). In light of those
studies conclusions, this study focus on the key constructs of human capital, that are, trust
in the organisation, job resources, empowerment, and psychological ownership within

organisation.

It is important to acknowledge here that, although human capital is a unique resource, it is
important to appropriate its value in use (Chadwick, 2017). Human capital, like other
resources, is not valuable in itself but, rather, weighed for the value that it can render to
organisations (Penrose, 1995). In particularly, human capital poses unique challenges and
management dilemmas in pursuing its value because employees’ utility functions
encompass not only the economic exchange dimension, but also the affective relationship

(free will) dimension (Baron and Kreps, 1999). Consider, for instance, that employees’
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feelings and thoughts have a direct influence on how hard they are willing to work, which
makes the management of human capital less predictable (Coff, 1997; Chadwick and Dabu,
2009). One recommended resolution of this dilemma is for human capital to be strategic by
being placed at the centre of any model (Wright, Coff and Moliterno, 2014). From this
perspective, human capital can generate higher value through the existence of
complementarities with idiosyncratic organisation conditions (or antecedents, as Wright,
Coff and Moliterno (2014) call them), such as management practices and organisational

processes (Ployhart and Moliterno, 2011; Chadwick, 2017).

Previous studies have presented a limited view of the antecedents that can create
complementarities with human capital, as Human Resource Management Practices’ (HRMP)
distortions from many species make it difficult to determine how much value can be tied to
human capital. Indeed, the emphasis on HRMP has tended to limit strategic human capital
scholars’ attention to a specific circumstance out of a broader class of conditions where
human capital complementarity can drive value in use. Therefore, researchers currently
must “expand the relevant practices to those beyond the control of the HR function”
(Wright, Dunford and Snell, 2001, p. 705), where the antecedents should not come from the
traditional perspective, in order to examine deeper explorations of practices (Wright, Coff
and Moliterno, 2014). A suitable model of human capital complementarities should thus
draw upon governance, whose structures are “most amenable to human capital
complementarities” (Chadwick, 2017, p. 515). Consequently, the governance paradigm may
offer fresh insights into the nature of human capital investment and produce fresh solutions
that will outperform the existing ones based on human resource management perspective
(Su, Wright and Ulrich, 2015; Aguilera, Florackis and Kim, 2016; Torfing and Triantafillou,
2016). Hence, this study directly answers the calls to reveal the thinking beyond HRMP
choices by testing a typology of governance rather than the typical HRMP paradigm (Martin
etal. 2016).

Governance is an important component in the future public sector system, and plays a key
role in public sector development by improving organisational leadership, management, and
oversight, resulting in more effective interventions and, ultimately, better outcomes (IFAC
and CIPFA, 2014; Radelet, 2016). The impact of governance’s practices on the organisational

environment and employees is an important consideration in determining governance’s
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relative implementation success. The governance structure has implications beyond its
mechanistic function, as it affects the behaviour within the organisation beyond those
usually ascribed to the system (Birnberg, 2011). However, governance requires a
mechanism and practices in order to be incorporated into public services (Dagdeviren and

Robertson, 2016; Bingham, Nabatchi, and O’Leary, 2005).

To summarise, this study generates new insights about the design of governance for an
organisation where human capital is a more important resource than financial capital.
Human capital can be strategically valuable by raising human capital’s value in use closer to
its potential value in which potential value is the maximum possible value in use that human
capital can generate for its organisation. To this end, human capital value in use can be
enhanced through complementarities between human capital and other organisation
resources. Given the importance of governance as a resource in the public sector, the
fundamental argument in this thesis is that, for public organisations to garner innovation,
they must leverage human capital through the existence of complementarities with their

governance structures.

1.2  Background of the research
Innovation strategies and activities seem to be growing rapidly in the public sector. There is

a growing interest in public innovation amongst students of governance, who are currently
working to analyse the barriers to, and drivers of, innovation in the public sector, and also
prescribe ways of making the public sector more innovative (Sgrensen, 2017; Hartley,
Sgrensen, and Torfing 2013; Ansell and Torfing 2015). The process and organisational
innovation in the public sector share important similarities with the private sector. Notably,
the public sector is widely recognised as an area of inherent complexity (Lapsley and
Skaerbaek, 2012), which may exhibit greater complexity in the case of public services
(Scupola and Zanfei, 2016). As a consequence, “more complex service contexts require
employees to fill roles as ‘Innovators’; ‘Differentiators’; ‘Enablers’ and ‘Coordinators’”
(Bowen, 2016, p.5). Notably, a new public sector approach to innovation focuses on how the
public sector itself can become more innovative. Therefore, “the public sector must become

more effective, and that calls for innovation” (Sgrensen, 2017, p. 3).
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As discussed above, due to the budget austerity and social challenges with which
governments are wrestling, innovation today is the top priority of public organisations and
public leaders (Torfing and Triantafillou, 2016). Such circumstances give innovation greater
attention; arguably it is considered to be a ‘magic concept’ in the public sector (Pollitt and
Hupe 2011). In fact, internal factors in the public sector are strongly associated with
innovation (Demircioglu and Audretsch, 2017). More specific, public employees may be
more fruitful and vital than other resources under this context of widespread financial
constraint (Kruyen and Genugten, 2017). Innovation at the individual level is known as work-
role innovation, including the introduction and implementation of novel ideas to improve
the existing work processes or routines; and sometimes it has been implicitly defined as
employee engaging in extra-role behaviour (Kiazad, Seibert and Kraimer, 2014; Axtell et al.,

2000; Welbourne, Johnson and Erez, 1998).

The importance of human capital as a resource has a long tradition in literature. It began
when Adam Smith identified “the acquired and useful abilities" of individuals as a source of
"revenue or profit" (Smith 1963/1776, p. 213-214). Scholars have developed the
fundamentals of human capital construct in an interdisciplinary sense: psychology and
economics (Ployhart and Moliterno, 2011). In the management field, the human capital
construct has been studied by human resource and organisational behaviour scholars at
both the micro and macro levels (e.g., Schmidt and Hunter, 1998; Peteraf, 1993). By bridging
the levels of analysis, Ployhart and Moliterno (2011, p. 127-128) define human capital as a
“unit-level resource that is created from the emergence of individuals’ knowledge, skills,

abilities and other characteristics (KSAQs).”

Scholars usually explore how complementarities, with a variety of antecedents in addition
to human capital, can enhance value in use, an overwhelming number of the studies
investigating the human capital construct focus on how organisations invest in human
capital through Human Resource Management Practices (HRMP) as the antecedent
(Huselid, 1995; Delery and Doty, 1996; Guthrie, 2001; Raineri, 2017). However, human
capital complementarities bases and HRMP do not perfectly coincide. Indeed, there is a rich
opportunity for other complementarities between human capital and other, idiosyncratic
organisation resources, to exist (Chadwick, 2017). Accordingly, the essential argument in

strategic human capital literature is that a suitable model of human capital
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complementarities should thus draw upon governance, with its structures that are “most
amenable to human capital complementarities”, a view that is consistent with the

arguments in this thesis (Chadwick, 2017, p. 515).

Governance is an evergreen issue for scholars in different disciplines, such as leadership,
finance, economics, accounting, and law. Recently, Google Scholar access over 3 million
references for the term ‘Governance’. Although governance has existed within the
academy’s vocabulary for some time, recently it has gained increased importance in the
public sector (Rose-Ackerman, 2017), possibly due to the significant and dramatic changes
that have taken place in practice of governance over the past 30 years (Bouckaert, 2017).
Accordingly, the definition of governance has been a matter of ongoing discussion among
scholars from various disciplines, and several alternative definitions have been proposed
(Rose-Ackerman, 2017). In other words, the term has been used, often loosely, to capture a

family of somewhat related meanings (Williamson, 2010).

In recent years, the regulations of governance in the public sector have been developing
steadily. For instance, a new set of good governance in the public sector guidelines was
issued jointly by the International Federation of Accountants (IFAC), the global organisation
for the accountancy profession, and the Chartered Institute of Public Finance and
Accountancy (CIPFA): The International Framework: Good Governance in Public Sector 2014
(IFGGPS). Indeed, IFGGPS reconceptualised the governance term by considering a wide
range of functions and disciplines: effectiveness, accountability, ethics, law, stakeholders’
relations and a crucial leadership role. Drawing on a IFGGPS perspective on public
governance, this thesis considers issues related to the governance paradigm, including
integrity, fairness, respecting the rule of law, resilience, openness and accountability,
governance networks, comprehensive measuring of performance, task intervention, and

developing capacity.

1.3  Research problem
The pressure on public sector organisations ‘to do more with less’ has led them to redefine

their traditional roles and responsibilities, and examine effective methods of increasing
performance (Schwarz et al., 2016). Indeed, “outcomes are what give the role of the public

sector its meaning and importance, and it is fitting that they have this central role in public
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sector governance” (IFAC and CIPFA, 2014, p. 5). Public innovation has risen to the top of
the agenda of governments all over the world. Hence, “the message is clear: the public
sector needs to become more innovative in order to meet the demands of modern society”
(Serensen, 2017, p. 1). In a nutshell, under such growing fiscal austerity and rising citizen
demands for public services, it seems that the public sector is experiencing an endemic

difficulty in the adoption of much-needed innovation.

In an age of austerity, governments in particular are facing reduced resources, increased
workplace costs, and growing demands for services. Balancing these challenges, alongside
the recognition the difficulty of hiring additional staff, requires the public leaders to think
critically about how they are using their workforce. In service organisations, public
employees represent a significant, albeit it not the most significant, expenditure for public
organisations (Pynes, 2008; Esteve, Schuster and Albareda, 2017). Hence, public managers
across various countries are faced with the challenge of enhancing and sustaining employee
motivation and innovation in the context of widespread financial constraint (Chordiya,

Sabharwal and Goodman, 2017).

Compared to the private sector, the innovation process may exhibit greater complexity in
the case of public services (Scupola and Zanfei, 2016). In fact, this complex context requires

”nm

public employees “to fill roles as ‘innovators’” (Bowen, 2016, p.5) because, in such
circumstances, public employees’ inclination to make discretionary effort is related primarily
to many outcomes such as performance and efficiency (Hollenbeck and Jamieson, 2015).
Such effectiveness has reinforced the need to enhance public employees’ affective. Under
high motivation conditions, employees are likely to be able to operate with greater

autonomy, in which case, "employee identification enhances ownership and the likely

quality of effort applied" (Christensen, Paarlberg and Perry, 2017, p. 532).

From this perspective, public employees will reciprocate with a stronger affective
commitment towards their organisation only when they perceive that their organisation
cares for them (Chordiya, Sabharwal and Goodman, 2017). However, recent headlines have
highlighted the failure of the traditional incentives to motivate the public employees
(Moynihan, Deleire, and Enami, 2015; Christensen, Paarlberg and Perry, 2017). In this type

of work, this study contends that public employees can be motivated not only by extrinsic
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rewards or sanctions but by a variety of other factors (Perry, Engbers, and Jun 2009;

Jacobsen and Andersen, 2017).

To summarise, if public sector leaders transform public governance in the right way, public
innovation may be boosted to the benefit of users, citizens, employees, stakeholders and
society at large (Torfing and Triantafillou, 2016). In such circumstances, the success of the
governance may largely be dependent on whether it is properly administered by various
actors within the organisation. Tihanyi, Graffin and George (2014) refer to governance as
leadership systems, managerial control protocols, decision rights, and other practices that
give organisations their authority and mandate for action. As a consequence, the impact of
governance’s practices on the organisational environment and employees is an important
consideration in determining the governance’s relative implementation success. Torfing and
Ansell (2017) argue that different managerial and governance practices regarding human
capital enable organisations to achieve stellar returns while maintaining a cadre of highly-
committed, energised employees and making a positive social impact on the stakeholder

communities.

1.4 Rationale of the research
Although scholars have attempted to prescribe ways of making the public sector more
innovative (Sgrensen, 2017; Hartley, Sgrensen, and Torfing 2013; Ansell and Torfing 2015;
Kruyen and Genugten, 2017), the conceptual frameworks adopted to explain the effects of
governance are unexpectedly parochial, treating governance mechanisms individually and
offering scarce insights into why some organisations thrive through innovation while others
struggle (Misangyi and Acharya, 2014; Scupola and Zanfei, 2016; De Vries, Bekkers and
Tummers, 2016). Therefore, a broader paradigm of governance is needed to provide an
improved concept, which may be called ‘good’ governance (Tihanyi, Graffin and George,

2014; Rose-Ackerman, 2017).

Indeed, broadening the focus of the governance research from the unexpectedly parochial
to a wide range of functions and disciplines (effectiveness, accountability, ethics, law and
stakeholders’ relations and engagement) shifts our theoretical attention to yield a fresh
understanding of the governance approach. Millar (2014) argues that the coherence of

bundles, which include both formal and informal governance mechanisms, reflects the
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culture and ethical demands of the society in which the organisations operate. Aguilera and
Cuervo-Cazurra (2009, p. 385) find that “studies on codes of good governance have focused
on the codes issued in each country rather than on codes issued by transnational
institutions that have a wider applicability and speak to the important debate of global
governance”. Additionally, they suggest that future studies might improve researchers and
practitioners understanding of the consequences of the codes issued by transnational
institutions. However, worldwide or international codes of good governance cannot fit each
country perfectly. Grindle (2017) agrees that “there is no one right configuration that leads
to competence and effectiveness in the public sector” (p.19). Given this, Haxhi and Aguilera
(2017) believe that an international code of good governance would allow different
countries or organisations to adjust the best practices to suit their own specific
characteristics and peculiarities. To the researcher’s knowledge, this study is the first to give

sufficient consideration to IFGGPS.

Additionally, it is important to pause here to consider the impact of governance practices
complementary to human capital. This complementarity enables organisations to achieve
stellar returns while maintaining a cadre of highly committed, energised employees and
making a positive social impact on their stakeholder communities (Torfing and Ansell, 2017).
However, previous studies underestimate the strategic value of the organisation’s human
capital because they have overlooked the versatility of this notion and its far-reaching

impact (Mahoney and Kor, 2015).

The notion of this study comes from a relatively small body of literature that is concerned
with governance in the public sector, and the published findings do not take account of
differences in national culture and governance traditions. Millar (2014) assumes there exists
a significant difference regarding studying governance in developed and emerging economy
countries, respectively. Moreover, researchers have recently devoted greater attention to
innovation in public organisations, albeit often drawing on western countries. Almost half of
the studies on public sector innovation investigated in De Vries, Bekkers and Tummers’
(2016) comprehensive literature review are conducted in the US (e.g. Osborne and Gaebler
1992; Light 1998; Borins 2000) and UK (e.g. Hood 1991; Walker et al. 2002; Hartley 2005;
Walker 2006). Arguably, the American-Anglo-Saxon perspective is central in those studies,

so a question is raised regarding how relevant their findings may be to non-Western
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countries (De Vries, Bekkers and Tummers, 2016). This argument may be explained by the
fact that developed countries, over a considerable period of time, have built up stable,
informal institutions that influence almost every organisation in the country, which is the
key to understanding governance. Conversely, developing countries may have various
informal institutions that vary internally or are shared on a multi-country basis (Millar,

2014).

More specific to the context of this study, the World Bank’s (2016) Saudi Arabia’s economic
outlook report pointed to several characteristics that make Saudi Arabia superior to the
other developing countries. Saudi Arabia is an active member of many worldwide
organisations, such as the World Trade Organisation (WTO). Moreover, Saudi Arabia
occupies the eighth Quotas and Voting Power position, as the highest decision-making body
of the International Monetary Fund (IMF) (IMF website). Also, 3.01% of the total World Bank
shares are owned by Saudi Arabia. Additionally, Saudi Arabia is one of the largest countries
not only in the Middle East, but also in the Middle East and North Africa (MENA) area. As a
member in the Organisation of the Petroleum Exporting Countries (OPEC), Saudi Arabia is
the largest producer and exporter of total petroleum liquids in the world (Eid and Awad,
2017). These elements lend the study more importance in its analysis of how good

governance mechanisms in the public sector can affect a high-income, emerging economy.

Perhaps more importantly, as a member of the G20, Saudi Arabia has launched a new long-
term economic strategy, vision 2030. The national transformation plan, Vision 2030, heralds
an unprecedented major economic transformation. The Saudi government hopes that the
public sector, which employ over two-thirds of Saudi nationals in which its wage bill today
accounts for over 45% of total government spending, improves its ability to deal efficiently
and effectively through raising its capacity to innovate. Vision 2030 expects individuals,
especially public sector employees, to work hard in return for their wages by adopting
critical and innovative thinking. El-Katiri (2016) argues “to address the human capital
challenges faced by the Kingdom, the government desperately needs much more capacity
for midlevel planning and reform oversight” (p.4). The Saudi government’s human capital is
one of the most important existing public assets, which can be utilized to contribute to a
fast-growing economy. Williamson’s contracting framework, which serves as a guide for

organisations that wish to promote innovation, indicates that innovation organisations
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should decide which complementary assets they should own in order not only to

commercialize an innovation, but also to do so profitably (Williamson, 2010).

1.5 Aim and objectives of the research
The primary aim of this study is to investigate the effects of complementarities between the
holistic approach to governance and human capital on public employees’ innovativeness in
the context of Saudi Arabia. Also it discusses whether and how trust in organisations acts as
a moderator in facilitating the relationship between psychological ownership and
innovativeness. This study examines the link between this complementarily and

innovativeness at the individual level.
The specific objectives of the study are as follows:

1. To provide a critical review of the governance, human capital and innovation
literature to identify the research gaps, deficiencies in the literature, and the main
constructs of this research, and also to address the research questions.

2. To develop a conceptual framework and associated hypotheses to address the
research gaps and questions.

3. To evaluate empirically the proposed hypotheses and validate the proposed
framework using the Structural Equation Modelling (SEM) technique.

4. To discuss and link the findings to previous research, identify the managerial and
theoretical implications of the key findings and offer a conclusion and

recommendations for future research.
These objectives form the basis of the following research questions:

e What are the effects of the complementarities between a holistic approach of
governance and human capital on public employees’ innovativeness?
e How does trust in the organisation influence the impact of a sense of psychological

ownership on public employees’ innovativeness?

1.6  Research contribution
The theoretical contribution of this study rests, more or less explicitly, upon the theoretical

underpinnings and insights from three broad theoretical fields that are rooted in different

social science disciplines but have cross-disciplinary relevance, and offer a new way of
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seeing and investigating the relationship between governance and innovation in the public
sector (Shaw et al., 2018; Makadok, Burton and Barney, 2018). The arguments in this thesis
suggest that interdependency and collaboration, rather than conflict, should be the primary
mind-set. This study will break from the traditional, agency conflict between stakeholders
and managers and use a combination of theories (social capital theory, stakeholder theory
and institutional theory) to describe where and how an organisation’s governance drives

human capital value creation toward innovation.

The governance typology developed in this study is based on a more holistic approach of
governance, whereby multi governance mechanisms are intertwined and several disciplines
taken into account, making the contribution of this thesis more novel in nature. The
discussion about the governance paradigm has recently broadened significantly. A number
of new themes have developed out of this conversation, including stakeholder engagement,
networks, effectiveness, ethics, and transparency. This thesis weaves these disparate
themes together to create a more holistic view of governance. This study suggests that
different governance mechanisms may work together as complements to enhance
organisational performance (Tihanyi, Graffin and George, 2014; Misangyi and Acharya,

2014).

The framework of the impact of the complementarities between governance structure and
human capital on public employees’ innovativeness offered in this study will have important

implications for public managers:

e A more holistic approach to governance influences public employees’ innovativeness
positively by fostering their sense of psychological ownership.

e Public managers should structure complementarities between governance structure
and human capital in order to maximise innovativeness.

e Under the context of widespread financial constraint, complementarities between
governance structure and human capital can increase human capital value in use
with relatively small concurrent increases in the cost of human capital.

e To improve employees’ behaviour and performance, public sector organisations

should not only invest in increasing their employees’ capabilities, but also invest in
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building trust, that stresses the importance of leaders acting as entrepreneurial role
models.

e More frequent intra and inter-contact with stakeholders tends to address complex
public problems in providing access to the necessary information and encourages
bilateral coordination.

e |t is more fruitful for organisations to invest in capabilities that create human capital

instead of employing inherently scarce human capital.

1.7  Research methodology
Research aims and objectives dictate the choice of methodology philosophy, research

strategy and methods. In the current study, the conceptual framework is developed based
on a literature review. Different factors from various theories and models will be applied in
the current study to investigate the complementarities' effect between the holistic
approach to governance and human capital on public employees’ innovativeness in Saudi
Arabia. Accordingly, a set of baseline hypotheses have been developed about how the

complementarities between governance and human capital translate to innovativeness.

The study is designed under a positivist paradigm. Under this paradigm, “theories provide
the basis of explanation, permit the anticipation of phenomena, predict their occurrence
and therefore allow them to be controlled” (Collis and Hussey, 2014, p. 44). This study
adopts a deductive approach, in which a theoretical framework is developed and tested
with empirical data. A survey methodology is used and the convenience sampling technique
is applied to collect primary data from a sample with a view to analysing the data
statistically and generalizing the results to a population (Collis and Hussey, 2014). The data
analysis employed the Statistical Package for the Social Sciences (SPSS) V 23.0 and AMOS.

Reliability and validity, as well as structural equation modelling analysis, are performed.

1.8  Structure of the remainder of the thesis
The study is structured into seven chapters, including this introductory chapter. A summary

of the research outline is shown in Figure 1.1. The seven chapters of the current research

are previewed in the following paragraphs.

The next chapter reviews the relevant studies in order to identify the gaps and deficiencies

in the literature. It outlines the recent developments and implementation of the governance
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concept. It also discusses the implementation of IFGGPS. It provides an overview of the
recent discussion of innovation’s adoption in the public sector and the importance of human
capital. This is followed by Chapter 3 which presents an introduction based on the literature

gap. This leads to the development of a conceptual framework and associated hypotheses.

Chapter 4 provides the background on the methodology. It describes and justifies the
research design and establishes the appropriateness and credibility of the methodology
used to address the research questions. It also presents the measurement scale for this
study’s questionnaire. Furthermore, the chapter discusses the methods for selecting a
sample, and collecting and analysing the research data in detail, together with ethical

considerations and the pilot study.

The main study’s critical analysis is presented in Chapter 5. This chapter presents the results
based on a statistical analysis of the data drawn from the questionnaire survey of Saudi
public employees. This chapter also outlines the sample characteristics of the respondents
and then the reliability and validity of the instrument. This permits a descriptive analysis of
the key characteristics of the public sector organisations’ governance in the sample and the
results of the multivariate analysis, based on the structural equation modelling (SEM)

method. This is followed by a detailed discussion of the results.

Chapter 6 aims to present the research findings in depth. Additionally, in this chapter, the
findings are presented and discussed in light of the literature review presented in chapters
two and three. This chapter also presents a brief summary of the research methodology
along with a review of the research objectives. The final chapter draws conclusions
regarding the theoretical contribution of the study and the implications of the results. It also
offers recommendations for practice, discusses the limitations of the study, and offers

suggestions for future research.
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2. Literature review
This chapter reviews the relevant studies on the development and implementation of
governance and innovation to identify the gaps and lack of evidences in the literature. This
chapter describes the emergence of public sector innovation and explains the shortcomings
of the previous studies in addressing the importance of the human capital factor in the
sector. In this context, good governance is discussed in terms of innovation, public
employees’ trust, empowerment, the availability of enough resources, and psychological
ownership. The chapter provides an overview of the prominent role of complementarities
between governance and human capital within public sector organisations and concludes by

drawing together the main themes of this part of the literature.

2.1 Governance context
Governance is not a new term in the public sector literature but the practice of governance

has changed significantly and dramatically over the past 30 years (Osborne, 2006;
Bouckaert, 2017). Such changes have begun to attract increasing attention from scholars in
the current discussions of legal and moral philosophy (Rose-Ackerman, 2017). As shown in
table 2.1, three distinguished models (or generations) of conceptualising public governance
are found by blending the previous literature (e.g. Hartley, 2005; Pollitt and Bouckaert,
2011; Osborne, 2006; Scupola and Zanfei, 2016), each of which can be associated with

specific patterns of public sector innovation.

Table 2.1 gives an overview of this transformation in conceptualising public governance. In
this table the transformation starts with the ‘traditional’ or ‘classical’ public administration
model, which is based on the characteristics of Weber’s Bureaucracy of how hierarchy is a
functional response to work in the modern world (Weber, 1946). Then, the ‘New Public
Management’ approach introduces strategic performance management and market logics
to the public sector (Hartley, Sgrensen and Torfing, 2013). Eventually, the governance
model, which aims to develop integrative leadership and collaborative forms, is raised as an
alternative discourse (Osborne, 2006). In other words, the New Public Management
constitutes a transitory stage in the evolution from traditional Public Administration to what

is here called Governance. Governance's logic brings together the relevant and affected
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actors from different levels and sectors with greater involvement of employees and users in

order to find solutions to joint problems (Bouckaert, 2017).

Table2. 1 Public governance models (generations)

Paradigm Started Explanation Innovation drivers
The traditional Originated after This model is based on largely e Clear rules and job security
public the Second hierarchical administrative support the exploration and
administration World War. relations within public exploitation of new ideas
This model is administrations. It has its e Administrative silos stimulate
originally foundations in the traditional knowledge development among
posited by political science and public professional, trained employees

The New Public
Management

The Governance

Robson (1928)

Emerged in the
mid-1980s

Originated in
the early 2000s

policy ideology. This paradigm
focuses on top-down decision-
making.

This paradigm relies on the idea
of emulating the private sector
and introducing market
mechanisms. Latterly, this
approach is developed by Hood
(1991) as a managerial
perspectives’ theory.

Under the governance
paradigm, the public sector is far
more attentive to the pressure,
motivation and opportunities
created by society, with a
greater involvement of
employees and users in the
service development process.
This model is based on the
institutional theory applied to
the public sector (Newman,
2001; Rgste, 2005).

Competition between public and
private service providers stimulate
innovation

Devaluation, deregulation and
strategic management

Customer orientation and
performance measurement
create strong incentives for public
managers to improve
performance and thereby induce
innovation

Multi-actor collaboration
facilitates mutual learning and
creation to produce fresh, bold
solutions

Trust-based management means
that public employees have more
room to use their skills and
competences

The experience, resources and
ideas of stakeholders are used in
the process of co-production and
co-creation

Source: Hartley (2005); and Torfing and Triantafillou (2016)

It is important to acknowledge here the importance of governance structure to public

organisations. By assuming that the new governance involves not simply tools but also

practices and processes to be implemented in the government entities’ work, it is described

as “the watchword for the next millennium” (Bingham, Nabatchi, and O’Leary, 2005, p. 547).

Admirably, governance plays a fundamental role in allocating resources and responsibilities
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within organisations, thereby affecting strategic choices as well as value creation (Aguilera,
Florackis and Kim, 2016). Capano, Rayner and Zito (2012) argue that “while governments
clearly remain in the business of governing, they do so increasingly by experimenting with
new modes of governance that share authority, use a variety of novel policy instruments

and result in new kinds of institutions” (p.56).

Marland, Lewis and Flanagan (2017) argue that the master brand in public sector entities is
the evoked set of communications impressions associated with the government overall,
including intangibles such as impressions of good governance. In sum, to answer important
questions related to governance in the public sector, such as role of humankind, leadership,
stakeholders, tool-makers and tool users, it is necessary to understand the framework
supporting the governance processes. However, the academic field, both in research and
teaching related to the public sector, is lagging practitioners regarding the degree of
attention paid to governance. Hence, it is necessary to address new governance processes in
the academic field to encourage the public sector to develop and implement informed best

practices (Bingham, Nabatchi, and O’Leary, 2005).

As discussed above, the historical transformations in the public governance modes are likely
to have an impact on the patterns of public sector innovation. In fact, such historical
transformations provide broad avenues that help to identify the priorities within, and hence
influence, the direction and intensity of the organisational innovation that will eventually
take place (Acemoglu and Robinson, 2012; Arthur, 2009). Public sector innovation may
generate complex processes of social change that will lead to the emergence of new modes
of public governance. Grindle (2017) argue future discussions of governance “should
continue to explore important questions related to pathways to improved performance”
(p.22). However, the individually treatment of governance mechanisms is redundant and
cannot determine the effectiveness of governance. Moreover, governance structure has
become a way of drawing scholars’ attention to the institutional aspects of development
and addressing sensitive issues, such as leadership (Grindle, 2017). Yet, paradoxically, the
link between governance and leadership is still considered something of a ‘black box’
(Bentley, Pugalis and Shutt, 2017). Perhaps the most significant recent work that points out
pathways to improved governance is that by Grindle (2017), who suggests the need for

more effective governance through the combination of a variety of mechanisms.
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Although scholars has tried to prescribe ways to make the public sector more innovative
(Serensen, 2017; Hartley, Sgrensen, and Torfing 2013; Ansell and Torfing 2015; Kruyen and
Genugten, 2017), the theoretical frameworks used to explain the effects of governance
adopted are unexpectedly parochial, as they treat the governance mechanisms individually,
offering few insights into why some organisations thrive through innovation while others
struggle (Scupola and Zanfei, 2016; De Vries, Bekkers and Tummers, 2016). Therefore, a
broader paradigm of governance is required to improve this concept, which may then be
called ‘good’ governance, because scholars have paid insufficient attention to how the
existing governance mechanisms might interact (Tihanyi, Graffin and George, 2014; Rose-
Ackerman, 2017). Indeed, there is an analogous propensity to understand governance as a
cooperative process (Konzelmann et al., 2006). More specific to the arguments in this
article, researchers have underestimated the strategic value of the organisation’s human
capital because they have overlooked the versatility of this notion and its far-reaching
impact (Mahoney and Kor, 2015), even though the literature provides valuable insights into

the role of employees within the governance mode (Torfing and Triantafillou, 2016).

2.1.1 Definitions of governance
As a still-maturing concept, a surfeit of conceptual definitions exists for identical governance

while the various uses of this term do not necessarily share the same meaning (e.g.
Kooiman, 1999; Torfing and Triantafillou, 2016; Bouckaert, 2017). The term has been used,
often loosely, to capture a family of somewhat related meanings. This concern about the
governance paradigm has been expressed by a number of observers: no utter definition
(e.g. see IFAC (2013)-Appendix B), a ‘thematic issue’ per se (Tihanyi, Graffin and George,
2014), ‘the overarching concept’ (Williamson, 2010), ‘not well established’ (Fukuyama,
2013), ‘ambiguous’ (Rose-Ackerman, 2017), or sometimes ‘buzzword’ (Jessop, 1998;
Chengzhi, 2015). Grindle (2017) explains this phenomenon, “like a balloon being filled with
air, definitions of ideal conditions of governance were progressively inflated” (p. 17).
Notwithstanding these differences, Rose-Ackerman (2017) finds governance, in essence
refers, “to all kinds of institutional structures that promote both good substantive outcomes

and public legitimacy” (p. 23).

As discussed above, table 2.2 reveals that there have been various definitions of governance

because it embodies a multitude of concepts. Starting with the wider definition, Williamson

20



Chapter 2: Literature Review

(2010) defines governance as “is the means by which to infuse order, thereby to mitigate
conflict and realize mutual gain.” (p.674). Both Bingham, Nabatchi, and O’Leary (2005, p.
548) and Rosenau (1992) adopt an almost identical definition of governance, in which
governance and government are not synonymous terms: “to the creation, execution, and
implementation of activities backed by the shared goals of citizens and organisations, which
may or may not have formal authority and policing power”. Kooiman (2003) argues the
concepts of government and governance have changed the paradigm of the communities of
development. He defines government as “those activities of the social, political and
administrative actors which may be regarded as deliberate efforts to guide, to direct, to
control or manage” fields, or aspects of societies, whereas governance as a model “derives
from the activities of ruling of social, political and administrative actors”. Fredrickson (1999)
explains governance as “occurring at the institutional, organisational or managerial, and
technical or work levels, including formal and informal rules, hierarchies, and procedures
and influenced by administrative law, principal-agent theory, transaction cost analysis,

leadership theory, and others” (p. 705-6).

With a different point of view, ‘Self-organizing and inter-organisational networks’ is used by
Kickert (1993) and Rhodes (1997) to define governance, which functions both with and
without government to provide public services. Marsh and Rhodes (1992) and Kickert et al.
(1997) point out that governance is a way of exploring the workings of policy communities
and networks. Kettl (2000) presents governance as a concept through which to explore the
internal processes and workings of the New Public Management. Recently, scholars have
developed further interpretations regarding governance. According to Fukuyama (2013),
governance is “a government’s ability to make and enforce rules, and to deliver services,

regardless of whether that government is democratic or not” (p. 350).

The concept of governance is related to that of public action and, consequently, to that of
public management. Governance issues are limited to the coordination and efficacy of
collective action for the amendment of market weaknesses. Governance may also be
understood, from the perspective of political economy, as “stabilized articulation of
regulations” (Le Gales, 2006). Perhaps a fuller definition is provided by Torfing et al., (2012)
who define governance as “the complex process through which a plurality of actors with

diverging interests interact in order to formulate, promote and achieve common objectives
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by means of mobilizing, exchanging and deploying a range of ideas, rules and resources” (p.
14). Scholars continually pay considerable attention to expanding the types of governance.
For example, Sandu and Haines (2014) explain a new concept, governance’s public space,
which is framed within the trend of adopting new business methods for the market

economy.

In an analysis of governance in the public sector, Wiesel and Modell (2014) define the key
performance aspect of governance in the public sector as effectiveness and citizen/
customer satisfaction. Moreover, the main focus of control in governance is inter-
organisational processes and outcomes. Therefore, Rose-Ackerman (2017), in his
comprehensive biography of governance in the public sector, chose to refer to good
governance as “all kinds of institutional structures that promote both good substantive
outcomes and public legitimacy” (P. 23). One of the most intuitive and powerful ways of
demonstrating the uneven definition of governance observed in the literature is proposed
by Torfing and Triantafillou (2016) and Bouckaert (2017), which will be discussed in the next
section (2.1.2).

In sum, governance is a commonly-used notion in research and yet is a concept that is
difficult to define with any precision. Hence, since the definition of governance varies
among researchers, it is important to clarify how the term is used in this research. The
definition adopted in this study is based on that employed in the United Nations
Development Programme (1997) and presented in Scupola and Zanfei (2016, p. 238):
“governance is a set of structural arrangements of public administrations (PAs) affecting the
allocation of public resources and the degree of efficiency and effectiveness of their

activities”.
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Table2. 2 Trends in the definition of governance during the last two decades

Source

Definition

Marsh and Rhodes
(1992); Kickert et
al. (1997)

Kickert (1993);
Rhodes (1997)

Fredrickson (1999,
p. 705-6)

Kettl (2000)

Kooiman (2003)

Bingham,
Nabatchi, and
O’Leary (2005, p.
548)

Le Gales (2006)

Williamson (2010,
p.674)

A way to explore the workings of policy communities and networks.

Self-organizing and inter-organizational networks, which function both
with and without government to provide public services.

“Occurring at the institutional, organizational or managerial, and
technical or work levels, including formal and informal rules,
hierarchies, and procedures and influenced by administrative law,
principal-agent theory, transaction cost analysis, leadership theory,
and others”

A concept with which to explore the internal processes and workings
of the New Public Management.

A model which derives from the activities of the ruling of social,
political and administrative actors.

“To the creation, execution, and implementation of activities backed
by the shared goals of citizens and organizations, which may or may
not have formal authority and policing power”.

The stabilized articulation of regulations.

“The means by which to infuse order, thereby to mitigate conflict and
realize mutual gain”.
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Torfing et al, “The complex process through which a plurality of actors with

(2012, p. 14) diverging interests interact in order to formulate, promote and achieve
common objectives by means of mobilizing, exchanging and deploying
a range of ideas, rules and resources”.

Fukuyama (2013, “A government’s ability to make and enforce rules, and to deliver
(p. 350) services, regardless of whether that government is democratic or not”.

Wiesel and Modell Effectiveness and citizen/customer satisfaction.

(2014)
Rose-Ackerman “All kinds of institutional structures that promote both good
(2017, p. 23) substantive outcomes and public legitimacy”

Source: the author

2.1.2 Taxonomies of governance
Although the discussion above reveals multiple definitions of governance, even less

agreement exists regarding the taxonomies of the governance construct. Governance, like
other low-paradigm-agreement fields, suffers from dissimilar forms of construct
identification fallacy and proliferation, including jingle and jangle (Larsen and Bong, 2016;
Shaw et al., 2018). Distinct from the private sector, the term governance for the public
sector is about execution (Fukuyama, 2013), thus it is widely used by practitioners as well as
academics to better understand and address new challenges emerging in the changing
world (Chengzhi, 2015; Pollitt and Hupe, 2011; Kickert, 1997); for instance, ‘co-governance’
(Toonen, 1990), ‘new governance’ (Rhodes 1997), ‘institutional co-governance’ (Greca
2000), ‘hybrid governance’ (Hupe and Meijs 2000), ‘multiple governance’ (Hupe and Hill
2006), ‘governance networks’ (Klijn 2008), ‘operational governance’ (Hill and Hupe 2009),
and ‘meta-governance’ (Peters 2010), to name but a few. This situation leads to the
complex and ambiguous meaning of governance when applied to the public sector

(Chengzhi, 2015).

Consequently, Wiesel and Modell (2014) provide a comprehensive explanation of the

elusive notion of public governance; their reasoning is that public governance “has been
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conceptualized in a variety of ways by scholars, adopting narrower or wider definitions of
this phenomenon” (p. 177). One might argue that this is the case because governance plays
an important role in the different social science disciplines, such as accounting, economics,
political science, and public administration (Newman, 2001; Osborne, 2006; Peters and
Pierre, 1998; Rhodes, 1996 and 2007). However, this use has resulted in a complex and
ambiguous meaning of governance when it is applied to the field of public administration.
Two elegant summaries of the classification of governance in the public sector are provided
in the work of Bouckaert (2017) and Torfing and Triantafillou (2016). The next section will

describe these two classifications in detail.

By attributing different purposes to the different types of governance, Bouckaert (2017)
draws our attention to distinctive categories of public sector governance often observed in
the literature: corporate governance, holding governance, public service governance, supra-
structure governance, and systemic macro governance. He finds that each type of
governance is related to a different purpose. The first type is corporate governance which is
concerned the management of single public sector organisation. Corporate governance, like
many management instruments has moved to the public sector from the private sector,
such as quality models, business process reengineering, and human resources management.
The second type is holding governance, which is related to managing a network cluster of
organisations that belong together, which usually contributes to a specific policy field
(health, education, security, etc.), and needs a consolidated type of governance. There is a
temptation to call this type ‘network governance’, in both the public and private sectors.
However, holdings are still a variation on hierarchy, and therefore are more than simply
networks. In addition, holdings governance remains a difficult exercise in both practice and

theory (Bouckaert, 2017).

Public service governance is the third type; it refers to the premise that public sector
delivery is part of public service delivery. Public service governance is related to the need to
manage the interfaces with both the private sector and the third sector. In particular, there
is a need to ensure there is sufficient governance capacity in both the private and third
sector to guarantee high quality public services. Nevertheless, there have been some
negative comments about public service governance. One suggestion has been the need to

clearly define the responsibilities and accountability in situations of contracting out,
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partnerships, and delegations. Another is the means of the mechanisms and rules of the
game for these interfaces should be defined clearly. Given this, public service governance
needs to be further developed (Bouckaert, 2017). The fourth type is Supra-structure
governance. Bouckaert (2017) defines this as what lies beyond institutional infrastructure
governance. Each element (ideas, ideologies, values, and culture) are equally part of the
governance agenda. According to Supra-structure governance, interaction is increasingly in
tension, even in conflict, and should be turned into a synergy. Such an approach, combining
consequence logic with inappropriateness logic (corruption, fraud, lack of transparency, a
culture of irresponsibility, and an absence of accountability) affects the trust and legitimacy
of systems. The last type of governance is systemic governance. This is the system design at
the macro level, including major checks and balances, fair resource allocation mechanisms,
decision-making, and the distribution of power in society. Needless to say, it also implies a

Whole of Government approach, and cannot be applied to single public sector organisation.

The second category of classification is provided by Torfing and Triantafillou (2016) who, by
drawing on the concept of orders of governance, are able to demonstrate three different
orders of governance. First-order governance, here, refers to the different modes of
governance that produce specific governance outcomes. Second-order governance is “all
those reflexive and strategic interventions that aim to improve the functioning of the
different modes of governance so that they may contribute to goal attainment in terms of
effective problem solving, efficient service production, democratic legitimacy, enhanced
solidarity, etc.” (p.12). The third and last order governance is a context-sensitive choice
between different combinations of modes of governance regarding how govern society and

the entire economy through one ‘hegemonic’ idea.

Also, another way to classify public governance is through potential distinction between two
generations of governance research (Torfing and Triantafillou, 2016). The first generation is
devoted to establish the fact that something novel exists about governance in the public
sector, and spend time explaining why it is formed, how it differs from other modes of
governance, and how it contributes to effective public sector. The next generation focus on
the need to extract the maximum from their formation, functioning, impact and
development; the sources of their failure and success; and how they can be regulated.

Together, the discussion above puts a finer point on where public governance currently
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stands in research. A number of new themes have grown out of this discussion, including
networks, ethics, leadership, stakeholders’ relations, and so forth. In the next section |
discuss the International Framework: Good Governance in the Public Sector (IFGGPS) more
closely which weaves these disparate themes together into a more comprehensive view of

public governance.

2.1.3 The International Framework: Good Governance in the Public Sector
Governance codes can be designed at three hierarchical levels: the international, national,

and individual organisation level. An international code is issued by transnational
institutions to promote the diffusion of good governance practices and increase governance
standards around the world (Cuomo, Mallin and Zattoni, 2016). Transnational codes are
undoubtedly a key influence on the development of national governance around the world
through the principles and guidelines that they offer (Aguilera and Cuervo-Cazurra, 2009).
However, there is still relatively scarce number of studies investigating codes at the
international level (Cuomo, Mallin and Zattoni, 2016). Generally, higher code compliance
can enhances organisations’ performance (Ferndndez-Rodriguez, Gémez- Ansén and
Cuervo-Garcia, 2004; Luo and Salterio, 2014; Renders et al., 2010). However, while some
studies find no association between these two phenomena (Haniffa and Hudaib, 2006; Price

et al., 2011), others provide mixed results (Weir, Lang and McKnight, 2002).

In July 2014, the International Federation of Accountants (IFAC), the global organization for
the accountancy profession, and the Chartered Institute of Public Finance and Accountancy
(CIPFA) jointly developed an international framework for good governance in the public
sector. IFAC and CIPFA (2014) assume IFGGPS should prove useful for all members
associated with governance, such as senior managers, and those involved in scrutinising the
effectiveness of governance. The aim of IFGGPS is “to encourage better service delivery and
improved accountability by establishing a benchmark for aspects of good governance in the
public sector. IFGGPS “is intended to apply to all entities that comprise the public sector”
(IFAC and CIPFA, 2014, p. 7). In a nutshell, IFGGPS provides a resource for public entities to
challenge substandard governance in the public sector. IFGGPS is developed following a
review of the relevant previous governance literature. Additionally, IFGGPS is specifically

built on earlier works on public governance by the IFAC and CIPFA, including Governance in
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the Public Sector: A Governing Body Perspective (IFAC, 2001) and Good Governance
Standard for Public Service Organisations (CIPFA/OPM, 2004).

The primary aim of IFGGPS is to encourage better service delivery and improved
accountability by establishing a benchmark for measuring good, robust governance in the
public sector. The key focus of the good governance processes and structures proposed in
IFGGPS is the attainment of sustainable economic, societal, and environmental outcomes.
More precisely, to achieve these goals, governing bodies and individuals, who work for
public sector entities, must try to ensure that entities achieve their intended outcomes
while acting in the public interest at all times (IFAC and CIPFA, 2014). Notably, IFGGPS is
intended to be applied to all entities that comprise the public sector, even those with
national and sectoral governance codes. Additionally, “where codes and guidance do not

exist, the Framework will provide a powerful stimulus for positive action” (IFAC and CIPFA,

p.7).

Based on their experience, IFGGPS points out that the most important challenge for the
public sector entities is interpreting the principles in a way that is appropriate to their
structure: “the real challenge for public sector entities, however, remains in the
implementation of such codes and guidance, as it is often their application that fails in
practice” (IFAC and CIPFA, 2016, p.7-8). Note that public sector entities around the world
operate within different legislative frameworks, standard organisational structures, shapes,
and sizes (IFAC, 2001). Moreover, the public sector consists of a different set of constraints
and incentives compared with the private sector. Hence, the worldwide framework of good

governance cannot perfectly fit each country.

Accordingly, Haxhi and Aguilera (2017) assert the enforcement of codes of governance is
distinguished from other forms of regulations. IFGGPS is voluntary in nature, which is
claimed in the literature to be a key feature of the codes because “different compliance
mechanisms and highly politicized processes of practice-setting often produce vague and
inappropriate practices” (Haxhi and Aguilera, 2017, p. 297). They argue international codes
of good governance reduce their complexity by allowing countries or organisations to adjust
best practices to suit their own peculiarities. In this vein, Torfing and Triantafillou (2016, p.

3) state: “how the system of public governance is reformed obviously depends on the
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context and varies between countries”. IFAC and CIPFA recognise this diversity in developing
IFGGPS by setting out a principles-based framework for good governance in public sector
entities, rather than prescriptive requirements. Therefore, it is clearly stated in IFGGPS that
“public sector entities will put these into practice in a way that reflects their structure and is
proportionate to their size and complexity” (IFAC and CIPFA, 2014, p. 22). Contently, a
principles-based framework orientated towards the public sector internationally was
needed to take account of the features specific to the public sector, such as the wide range
of functions, with a complex range of political, economic, social, short-, medium- and

longer-term environmental objectives (Ace, 2014).

The term ‘governance’ is defined in the framework as a phenomenon that “comprises the
arrangements put in place to ensure that the intended outcomes for stakeholders are
defined and achieved” (IFAC and CIPFA, p.8). Interestingly, this term is reconceptualised
within IFGGPS by dealing with a wide range of functions and disciplines: effectiveness,
leadership, political, economic, social, accountability, ethics, law, and stakeholder relations.
This argument is in line with Tihanyi, Graffin and George (2014), who encourage scholars to
rethink their approach to governance research by considering a broadened
conceptualization that embraces stakeholder engagement. They argue that an expanded
view of governance is required, by involving stewardship and leadership. By doing so,
scholars revisit the core constructs of governance. This “evolution of governance
arrangements over time is centrally important to their continuing relevance and to the
performance of organizations” (Tihanyi, Graffin and George, 2014, p. 1541). In a nutshell,
IFGGPS can “improve organizational leadership, management, and oversight, resulting in

more effective interventions and, ultimately, better outcomes” (IFAC and CIPFA, 2017, p. 6).

The board of directors is the main institutional device required by corporate governance to
control the organisation in the private sector. In the public sector, the ‘governing body’ is a
new idea provided in Governance in the Public Sector: A Governing Body Perspective (IFAC,
2001). The idea is shaped in IFGGPS as “the person(s) or group with primary responsibility
for overseeing an entity’s strategic direction, operations, and accountability” (IFAC and
CIPFA, 2014, p.9). In addition, the new definition of “governing body” assumed that every
public sector entity needs at least one individual, executive or non-executive, to be

responsible for providing strategic direction in addition to oversight while also being
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accountable to the stakeholders. On an ongoing basis, it is necessary for the governing body
to review and amend the governance practices. As mentioned before, the most important
challenge for public sector entities is interpreting the principles in a way that is appropriate
to their structure. Therefore, IFGGPS provides a guidance section on implementing the

principles that explains the underlying rationale and offers a supporting commentary.

IFGGPS lists seven principles, divided into two groups. The first group consists of two

principles that must be followed to act in the public interest:

A. Behaving with integrity, demonstrating strong commitment to ethical values, and

respecting the rule of law.
B. Ensuring openness and comprehensive stakeholder engagement.

The second group includes an additional five principles that must be followed to achieve

good governance in the public sector:

C. Defining outcomes in terms of sustainable economic, social, and environmental

benefits.

D. Determining the interventions necessary to optimize the achievement of the

intended outcomes.

E. Developing the entity’s capacity, including the capability of its leadership and the

individuals within it.

F. Managing risks and performance through robust internal control and strong public

financial management.

G. Implementing good practices in transparency, reporting, and audit, to deliver

effective accountability.

2.1.4 Governance constructs

Governance scholars argue that the international codes are undoubtedly a key influence on
the development of national governance around the world. Furthermore, international
codes or the codes issued by transnational institutions have a wider applicability and

contribution to the important debate of global governance (Aguilera and Cuervo-Cazurra,
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2009; Mallin, 2013). However, despite the importance of the international governance
frameworks or codes in influencing the diffusion of governance practices, the data show
that the current academic research and empirical articles are still limited in this respect. “It
is interesting to note that our review of previous studies shows that there is still a relatively

III

scarce number of studies investigating codes at international level” (Cuomo, Mallin and
Zattoni, 2016, p. 231). Nevertheless, international codes cannot fit perfectly because of the
heteroscedasticity between different countries. Regarding the latter, Haxhi and Aguilera
(2017) argue flexible modes of self-regulation, such as IFGGPS, leave the “door open for
different plausible national/local interpretations of the principle” (p. 163). In other words,
they believe worldwide or international code of good governance provides a flexible mode
that allows countries or organisations to adjust the best practices to suit their own
peculiarities. In addition, they argue different countries can achieve the same governance
result through the combination of different practices. Interestingly, none of the previous
studies developed constructs for evaluating IFGGPS or testing them statistically. Therefore,
this study will overcome these limitations. The constructs are drawn from various academic
disciplines, and reflect the importance and relevance of all of the explained principles within
IFGGPS. In this study, the labelling of most of the governance constructs is drawn from

IFGGPS, as | discuss below.

Integrity

Integrity is defined as “the observance of a shared set of values or sound acceptable
principles” (Hewlin, Dumas and Burnett, 2017, p. 181). This definition had attracted a great
consensus because it in line with the scholars’ view that includes moral or ethical principles
within the definition of integrity to broaden the concept beyond mere consistency with
stated values (Colquitt and Rodell, 2011; Mayer and Davis, 1999; Hewlin, Dumas and
Burnett, 2017).

A number of perspectives on integrity feature are emerged in the organisational behaviour
literature. In reviewing the literature, five primary themes encompassing the meaning of
integrity are identified, including wholeness, consistency of words and actions, consistency
in adversity, being true to oneself, and moral/ethical behaviour (Palanski and Yammarino,
2007). Krylova, Jolly and Phillips (2017) argue that, during the past decade, there has been

an important divergence with the definition of the concept of integrity. Two dominant
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schools of thought have emerged, the first (‘behavioural integrity’) assume that integrity
does not necessarily encompass a moral value component, and the second (‘moral
integrity’) assume that it does. Behavioural integrity defines an individual's trustworthiness
by the extent to which promises are kept. A leader's behavioural integrity is “the perceived
pattern of alignment between the leader's words and deeds” (Simons, 2002, p. 19). In
contrast to behavioural integrity, moral Integrity (see Bauman, 2013 for a discussion of the
concept) does, indeed, preclude immoral or amoral ideals and values, and is judged on the
basis of one's beliefs about the purity of the agent's motivation. Word and action alignment
remain important, but moral integrity also considers whether an actor's values and moral
principles are congruent with the values and principles of the observer in question
(Tomlinson et al., 2014). This value congruence has been endorsed by other authors (e.g.,

Frazier, Johnson, Gavin, Gooty, and Snow, 2010).

Stakeholder theory reinforced the importance of the perception of the integrity of an
organisation from the stakeholder perspective (Harrison and Wicks. 2013). Simultaneously,
Overeem (2015), crucially, believes “One very important aspect of a government’s quality is
its moral integrity” (p. 824). Integrity features in the literature as one of the fundamental
components of effective leadership. Additionally, integrity has become an integral
ingredient of many modern popular leadership perspectives, such as: Authentic Leadership,
Transformational Leadership and Ethical Leadership (Brown and Trevino, 2006; Krylova, Jolly
and Phillips, 2017). The terms ‘tone at the top’ and ‘leading by example’ are used by IFGGPS
to explain the role of a governing body in keeping the entity’s values at the forefront of its
own thinking and behaviour and using them to guide its decision making and other actions.
Moreover, integrity is identified by the U.S. Office of Personnel Management (OPM) as one
of the five fundamental competencies that are prerequisite for entry to the Senior Executive
Service (SES) (OPM, 2006). Indeed, federal managers have also identified integrity as the
most important competence among the 26 specific competences required for the SES

(National Academy of Public Administration, 2003).

Without exception, “governing body members should behave with integrity” (IFAC and
CIPFA, 2014, p. 13). In addition, the Framework argues that individuals who manage public
service provision and public spending should take the lead in establishing, and living up to,

specific values for the entity and its subordinates. This action is referred to as leading by
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example or tone-at-the-top. Moreover, managers should build on established principles
regarding behaviour in public life, such as honesty, where these values should be exceeding
the minimum legal requirements. The well-implemented integrity policy should be
consistent with organisational culture and ethics, and clearly understood by the
organisation employees and support the employees’ anti-corruption efforts (Overeem,
2015). Such results include definition and communication through codes of conduct,
frequent staff consultations and communication, and exemplary behaviour (IFAC and CIPFA,

2014).

“Creating a feedback mechanism (often known as “whistleblowing”) whereby staff can
report non-ethical behavior of a governing body member or another staff member can be
useful in achieving the goal of acting in the public interest at all times” (IFAC and CIPFA,
2014, p. 13). Whistleblowing refers to the disclosure by employees of malpractice together
with illegal acts or omissions at work (Lewis, 1997). However, unless appropriate procedures
are put in place, any moral obligation to disclose malpractice will continue to be in conflict
with and submerged by the staff’s self-interest in retaining their job. Additionally, conflicts
can arise between the personal interests of individuals involved in decision-making and the
decisions that benefit the employees. Therefore, processes should enable individuals or
groups to question the management’s decisions without fear of reprisal and to draw formal
attention to practices that are unethical or violate the policies, rules or regulations

(Overeem, 2015; IFAC and CIPFA, 2014).

Further, the public organisation’s leadership should work to develop norms whereby
employees feel positive about the organisation’s efforts to encourage ethical conduct and
believe that their organisation is an ethical workplace. Palanski and Yammarino (2011)
consider integrity as a type of currency which engenders the motivation to reciprocate
within a social exchange. “Surprisingly little is known about the judgmental processes that
followers use to assess leaders' violations of their presumed integrity” (Krylova, Jolly and
Phillips, 2017, p. 196).

Fairness

Interactional justice is fostered when decision-makers treat people with respect and
sensitivity, and explain the rationale behind their decisions (Colquitt, 2001). Crucially, “all

stakeholders care about fairness” (Bridoux and Stoelhorst, 2014, p.107). Organisational
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justice is considerable because people reciprocate, and value being treated fairly (Harrison
and Wicks, 2013). By the same token, Shalley and Gilson (2004) argue a vital component of
the organisational climate, which leaders should consider as a priority, is the fairness or
justice climate. Similarly, IFGGPS considers the way in which public entities relate to their
stakeholders to be a vital value (IFAC and CIPFA, 2014). To measure ethical performance,
IFAC and CIPFA (2014) propose employee surveys as a useful evaluative approach, which
“provide important feedback on how an entity is performing in leadership, ethics, and

culture” (p. 14).

Drawing on the incomplete contracting theory, Mahoney and Kor (2015) argue managers
must treat stakeholders with fairness when seeking to develop a reputation. Ethical values,
such as the appointment of staff on merit and performing job responsibilities properly,
should underpin the personal behaviour of all employees. Indeed, the institutionalized
environments in which the public managers operate impose strong demands for fairness
and the equitable treatment of employees and service recipients (Rainey, 2003).
Additionally, fair treatment leads individuals to focus on their work because it is
unnecessary for them to monitor how individuals are being treated or decisions made
(Shalley and Gilson, 2004). Interestingly, fairness has not been considered in many studies of
creativity (Bosse, Phillips and Harrison, 2009; Shalley and Gilson, 2004), and the individual’s

response to a lack of fair/equal treatment is missing in the literature (Birnberg, 2011).

Another dimension related to fairness is diversity. Recently, the extant literature shows the
importance to continuously adopt diversity orientation or egalitarianism dimension in
behavioural research (Rousseau et al. 1998; Birnberg, 2011). The current data regarding the
increasing diversity within organisations highlight the importance of paying attention to the
benefits and risks associated with diversity (Shalley and Gilson, 2004). In the public sector,
governance is not only a matter of increasing effectiveness and efficiency, but also of
guarding legality and legitimacy (Kickert, 1997). Therefore, fairness towards all stakeholders
is found to be the central value in the public sector (Hood, 1991). To this end, IFGGPS insists
on “protection for rights and entitlements, offering redress for those harmed, and guarding
against corruption or other crimes and unethical behavior” (IFAC and CIPFA, 2014, p. 15).
However, even though egalitarianism is an important dimension related to fairness and

equity, it is not explicitly discussed in behavioural management research (Birnberg, 2011).
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The organisation’s strategy should aim to harness diversity as an informational resource
(Guillaume et al., 2017). Generally speaking, the literature argues that work group diversity
should result in more solutions, increased communication both within and outside the work
team and, ultimately, increased creativity (Shalley and Gilson, 2004). Leaders should work to
help to develop a group lens in a diversity group because having a shared mental model
helps in understanding the value of the different ideas that are generated in workplaces

(Mumford et al., 2001; Shalley and Gilson, 2004).

Integrative leaders, who are mindful and attentive regarding diversity, create the potential
for enhancing the value of the organisation through the human capital represented by the
knowledge, skills and experience of diverse stakeholders (Fernandez, Cho and Perry 2010;
Barney and Wright, 1998). However, “It may not always be easy to objectively measure
factors affecting an entity’s performance in leadership, ethics, and culture” (IFAC and CIPFA,
2014, p. 14). In addition, Shalley and Gilson (2004) believe that leaders should establish
human resource practices to avoid conflict, while Tajfel (1982) finds, in his intergroup
relations study, that employees usually choose to work with others similar to themselves.
“HR practices might also play an important role in developing diversity mind-sets as
recruitment, selection, training, appraisal, reward, and promotion practices might enable
and motivate employees to develop and apply relational coordination and

information/decision-making capabilities” (Guillaume et al., 2017, p.294).

Respecting the rule of law
Lawfulness value, which is defined as acting in accordance with the existing laws and rules,

is ranked by public sector executives as the second most important actual value in the public
sector (Van der Wal et al., 2008). In fact, following government rules and regulations plays a
key role in public administration value and is considered a factor in the ethical climates scale
(DeHart-Davis, 2009; 6tken and Cenkci, 2012). Moreover, Lane (1994, p. 144) notes that
“public administration is at its core about implementing the rule of law”. Crucially, all levels
of public sector entities may be involved in interpreting, applying or enforcing laws (IFAC
and CIPFA, 2014). Furthermore, IFGGPS insists on the importance of a high standard of
conduct to prevent these roles from becoming tainted and losing their credibility (IFAC and
CIPFA, 2014). To this end, Tummers and Knies (2016) define rule-following with respect to

public leaders’ roles, as “leaders who encourage their employees to act in accordance with
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governmental rules and regulations” (p. 437). Likewise, Bozeman and Bretschneider (1994)
assume that not only encouraging employees to adhere to governmental rules and
regulations but also preventing them from breaking them is an important role of leaders in

high publicness organisations.

Accordingly, IFGGPS sheds light on the important role of leaders: “Adhering to the rule of
law also requires the governing body to ensure that there are effective mechanisms to deal
with breaches of legal and regulatory provisions” (IFAC and CIPFA, 2014, p. 15). In essence,
rule-following is related to the traditional rational-legal authority of a bureaucratic system
(Tummers and Knies, 2016). Truly rule-following is that public sector management and
employees demonstrate a strong commitment to the rule of law and also comply with all
relevant laws and regulations. Additionally, they should strive to utilise their powers for the
full benefit of their communities and other stakeholders and avoid corruption or any other

misuse of power.

Resilience
In contrast to the traditional risk management approaches, resilience can enable employees

to achieve greater connectedness, generate more access to resources, use their collective
resources, process information, and consequently help the organisation to flourish (IFAC
and CIPFA, 2014; Branicki, Steyer and Sullivan-Taylor, 2016). Resilience is defined as the
“capacity to rebound or bounce back from adversity, conflict, failure, or even positive
events, progress, and increased responsibility” (Luthans, 2002, p. 702), while organisational
resilience is “an organisation’s ability to absorb strain and preserve or improve functioning,
despite the presence of adversity” (Kahn et al., 2018). From this point of view, resilience is
anchored in the collective processing of information and rallying members collectively to

support one another (Powley, 2009; Kahn et al., 2018).

Accordingly, the primary actors regarding organisation resilience are the organisation’s
internal system and hierarchy structure (Van Der Vegt, et al., 2015). Internal control, as “a
process that depends upon the gathering dissemination of reliable and valid information”
(Ouchi, 1978, p. 191), can provide reasonable assurance regarding information and
implement corrective actions (Weibel et al.,, 2016). Internal controls are defined as “a

process effected by an entity’s oversight body, management, and other personnel that

provides reasonable assurance that the objectives of an entity will be achieved” (United
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States Government Accountability Office, 2014, p. 5). Similarly, van der Vegt et al. (2015)
argue “risk management approaches focus on the identification of risks and alleviating the
level of vulnerability to external disturbances” (p. 972). IFGGPS sheds light on this
intertwined mechanism. In an age of austerity, it is important to ensure that “appropriate
systems are in place so that expenditures against milestones and deliverables can be

properly managed” (IFAC and CIPFA, 2014, p. 17).

Another way in which an organisation can generate higher resilience is through the formal
organisation hierarchy. This structure harks back to Ouchi’s (1978) oft-cited point that
hierarchy aids the process of communication. Indeed, the structure of an entire
organisation’s network affects the knowledge flows and connectedness among the
employees (Tsai, 2001; Phelps et al., 2012). Harrison and Klein (2007) and Hays and
Bendersky (2015) famously defined hierarchy as the vertical differences between members
regarding their possession of socially-valued resources, whereas hierarchy form is defined as
the degree to which the members within the team’s hierarchy are arrayed in a centralised,
acyclical or inequitable manner (Bunderson et al., 2016). Because hierarchy takes many
shapes and forms, the way in which it is structured may affect its outcomes (Halevy, Chou

and Galinsky, 2011; Bunderson et al., 2016).

Four different categories of hierarchy are proposed by Bunderson et al. (2016): (1)
centralization, (2) steepness, (3) acyclicity, and (4) mixed. Greer et al. (2018) explained these
forms as follows. Centralization is captured through measures of concentration (e.g., power,
status), whereas steepness is captured through measures of Euclidian distance and standard
deviation; acyclicity is a network of directed influence relations, and finally mixed is
operationalised as multiple forms of hierarchy. The impact of such a hierarchy form can
cause possibly substantial differences in terms of effectiveness and performance.
Accordingly, the hierarchy form is an important factor in explaining when a hierarchy is most
likely to enhance or damage effectiveness (Bunderson et al., 2016). Evans (1975) suggests a
problematic loss of control may arise with organisations of more than three hierarchical
levels. Therefore, organisations with a decentralised structure appear to foster more

internal communication (Ouchi, 1978).
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Openness and accountability
Openness is the most important actual value in the public sector (Van Der Wal, Graaf and

Lasthuizen, 2008). According to IFGGPS, it is crucial that public sector entities are as open as
possible regarding all of their actions, decisions, plans, etc., and not only explain these to all
stakeholder groups but also allow their stakeholders to express their views about them
(IFAC and CIPFA, 2014). Moreover, they argue trusted channels of communications must be
developed in order to engage effectively with the stakeholders. In the literature, the terms
‘openness’ and ‘accountability’ are used interchangeably to mean “act willingly to justify
and explain actions to the relevant stakeholders” (Van Der Wal, Graaf and Lasthuizen, 2008,
p. 470). In this heuristic, providing a clear reasoning for public sector entities’ decisions, in
both their recording of these decisions and in explaining them to the stakeholders, is

inevitable (IFAC and CIPFA, 2014).

Notably, the term ‘openness’ is used in the public administration literature to refer to
“leaders who encourage employees to justify and explain their actions to stakeholders”
(Tummers and Knies, 2016, p. 436). More strikingly, more so than organisations in the
private sector, the public sector organisations have more relevant stakeholders, such as
citizens, politicians, the media, non-governmental organisations, society as a whole, etc.
(IFAC and CIPFA, 2014; Karsten, 2015). IFAC and CIPFA (2014) define the stakeholders within
IFGGPS as “any person, group, or entity that has an interest in a public sector entity’s
activities, resources, or output, or that is affected by that output” (p. 40). Generically,
stakeholder value is generally measured in financial terms, even though societal or

environmental benefits are salient traits in the measurement of public sector organisations.

The existing research recognises that the critical role played by structures in promoting
openness and ongoing contact with external stakeholders or information-seeking from
various sources are related to innovation (Dougherty and Hardy, 1996; Ancona and Caldwell,
1992). Ordanini and Parasuraman (2011) find that the more contact-employees
participation involved in the service process, the greater the innovation volume produced.
Moreover, importantly, Florida, Cushing and Gates (2002) assume organisations that foster
openness may be more successful in motivating creative employees and encouraging
innovative collaboration. Such effectiveness requires communication to be balanced and fair

by “allowing stakeholders to express their views freely and make informed decisions based
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on unbiased information” (IFAC and CIPFA, 2014, p. 16). Shalley and Gilson (2004) also
believe employees should be encouraged to be more open regarding communicating and
seeking input from others about new ideas, which leads to creative outcomes. The
assumption, in social capital theory, is that different functional groups need to share
information across functional boundaries because the groups hold different information and

views (Seibert, Kraimer and Liden, 2001).

The communication of ideas and information along with contact with diverse others should
lead to higher levels of creativity (Shalley and Gilson, 2004; Perry-Smith and Shalley, 2003;
Woodman et al., 1993). Furthermore, Monge, Cozzens, and Contractor (1992) find a positive
relationship between group communication and the generation of innovative ideas.
Additionally, Andrews and Smith (1996) find that interactions with other functional areas
enhanced creativity. Therefore, creative performance may be enhanced, as others’ views
are brought into the group discussion via outside communication (Shalley and Gilson, 2004).
Shalley and Gilson (2004, p. 43) note that, “Given this, leaders should think of different ways
to encourage employees to come into contact with others. This can be done in formal ways;
such as composing project teams or setting up meetings, or it can be done more informally
by having areas where people can meet that may encourage more spontaneous

interactions”.

Governance networks
In the last two decades, there has been an impressive growth in the governance networks

literature, which built on a history that spans at least 40 years of organisational science,
public administration and political science. Research on network governance originated in
organisational theory, beginning with the work of Rogers and Whetten (1982):
Interorganizational coordination: Theory, research, and implementation. Latterly, the most
plausible argument for this increasing amount of literature is that governance network
theory admirably provides the ideas and management practices that have resulted in the
rise of a new philosophy: New Public Governance (Klijn, 2008). As Kickert (1997) puts it,
“public governance is the 'management' of complex networks” (p.735). Arguably, network
governance is aligned with the shift from ‘government’ to ‘governance’ (Tummers and

Knies, 2016).
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Governance networks arise simply because a public sector entity can achieve more
appropriate, more efficient solutions by combining the resources and knowledge of many
different actors and stakeholders (Klijn, 2008). Critically, collaboration is necessary among a
network of government agencies (Hollenbeck and Jamieson, 2015). Klijn and Koppenjan
(2012, p. 588-589) explain, “it assumes that organisations need resources from other
organisations for their survival and therefore interact with these organisations (and thus
networks emerge)”. Moreover, the tendency of organisations to connect preferentially to
the more highly connected nodes in the network leads to the phenomenon whereby the
rich get richer (Dagnino, Levanti and Destri, 2016; Gulati and Gargiulo, 1999; Powell, Koput
and Smith-Doerr, 1996). However, Gulati et al. (2012) find that network dynamics follow an

inverted U-shaped pattern.

Public sector leaders, nowadays, work in contexts where they must operate in networks.
Ulibarri and Scott (2017) argue public managers increasingly use collaborative, networked
forms of governance to address complex public problems. IFGGPS argues that it is vital for
public sector entities to engage comprehensively with ‘institutional’ stakeholders because
they are often a partner in collaborative networks and cannot achieve their goals unaided
(IFAC and CIPFA, 2014). In addition, Social Capital theory suggests that, “an employee's
contact with members of other organisational functions will provide access to information
not available within his or her own functional group. Although other functions may also
possess unique resources, these resources are less likely than is information to be available
for transfer and of use across functional boundaries” (Seibert, Kraimer and Liden, 2001, p.

223).

In order for public sector entities effectively to achieve their outcomes, they need to
develop both formal and informal communications with their institutional stakeholders
which requires different behaviour from public employees (IFAC and CIPFA, 2014). Networks
are facilitated by a partial overlap of sets of resources and knowledge that are owned or
controlled by the organisations and individual involved (Dagnino, Levanti and Destri, 2016;
Mowery et al., 1998). Building network governance necessitates public sector leaders
encouraging their employees actively to connect with relevant stakeholders: other entities,

departments, etc. (Shalley and Gilson, 2004; Tummers and Knies, 2016).
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Regarding networks levels, Phelps et al. (2012) show three different level of analysis:
interpersonal, intra-organisational and inter-organisational. Regarding the latter,
Laosirihongthong, Prajogo and Adebanjo (2013, p. 1232) argue that, “other studies on
innovation have placed more emphasis on the external factors affecting organisations.
Among several external factors, interorganisational relationships have received considerable
attention”. The majority of studies regarding network governance distinguish between
emergent networks and orchestrated networks (Provan and Kenis, 2008). In the
orchestrated network literature, both formal and informal ties between organisations are
considered, and attention is paid to the different mechanisms and actions that the network
orchestrators may adopt in order to nurture the formation and development of these ties

(Dagnino, Levanti and Destri, 2016).

Formal ties support the co-generation of new resources, knowledge and capabilities
between organisations (Phelps, 2010; Tiwana, 2008; Kale, Singh and Perlmutter, 2000;
McEvily and Marcus, 2005), and require considerable commitment, time and investment of
financial and human resources (Gulati and Singh, 1998). The establishment of formal ties
requires specific coordination and mechanisms that can support repeated interactions
(Grandori and Soda, 1995) by dealing with the action problem (Burt, 2004; Obstfeld, 2005)
in order to develop and grasp network opportunities: new resources, knowledge and
capabilities. Nevertheless, notably, network overload may occur when organisations
manage and sustain an extensive number of inter-organisational ties (Elfring and Hulsink,
2007). In other words, occurrences of interactions among organisations embedded in formal
ties tend to lead to the homogenization of their sets of knowledge, resources and
capabilities (Rowley et al., 2000; Uzzi, 1997) and so, consequently, to network redundancy
(Burt, 1992). Network redundancy is then frequently coupled with a reduction in the
innovation capabilities of the participating actors (Gargiulo & Benassi, 2000; Uzzi, 1997; Uzzi
& Gillespie, 2002).

Informal ties help to connect a wide range of heterogeneous organisations and support the
accomplishment of timely, efficient processes (Tiwana, 2008; Levin and Cross, 2004,
Gargiulo and Benassi, 2000; Hansen, 1999; Reagans and McEvily, 2003). Networks of
informal ties generally stem from “social and business activities that organisations (and

individuals involved in them) spontaneously carry out to pursue a wide range of purposes”
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(Dagnino, Levanti and Destri, 2016, p.363); and ‘deliberate activities’; namely, that network
actors search for ideas, information, knowledge and solutions (Mariotti and Delbridge, 2012;
Burt, 2004). Informal ties are flexible, relatively inexpensive (McFadyen et al., 2009; Hansen,
1999), do not entail the implementation of coordination mechanisms, and require low tie-
specific investment (Williamson, 1985) and effort in terms of resources, time and
commitment. As a result, the network actors face limited constraints in managing and
sustaining an extensive number of inter/intra-organisational informal ties and low risks of
incurring overload problems (Mariotti and Delbridge, 2012). However, because
organisations are becoming increasingly structured around teams (ligen et al., 2005), a less
in-depth examination of the relationships between individuals has appeared in the literature

(Hollenbeck and Jamieson, 2015).

Dagnino, Levanti and Destri (2016, p. 367) argue that, “leveraging the typical traits of the
networks of formal and informal ties, and the advantages and pitfalls they originate, the
networks’ lead organisation may pursue different aims as regards the two (formal and
informal) tie networks and implement specific mechanisms to exert its intentional
governance action”. To conclude, through network governance, public agencies can build
stakeholder trust, overcome long-standing conflicts and foster the acceptance of decisions.
Furthermore, it allows participating organisations to share resources and integrate diverse

types of information into their decisions (Ulibarri and Scott, 2017).

Comprehensive measuring of performance

Performance measures quantitatively express job performance, which encompass both
individual and group measures (Groen, Wilderom and Wouters, 2017), for example,
efficiency, client satisfaction, and the amount of work completed in a certain amount of
time. According to IFGGPS, public sector entities should contain appropriate performance
indicators or key performance indicators for measurement and evaluation, whereby the
level of resilience is an important factor in determining the appropriate performance
indicators (IFAC and CIPFA, 2014). Indeed, Groen, Wilderom and Wouters (2017) consider
measurement quality as a promising construct because it determines whether or not the
performance measures adequately reflect employee performance. Measurement quality is
defined as the extent to which employees find the measures of performance sufficiently

precise in measuring relevant aspects of their performance, sensitive to their actions and
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verifiable (Moers, 2006). For instance, employee attitudes are negatively affected when

performance appraisal is abused for political purposes (Cho and Poister, 2013).

Cho and Poister (2013, p. 823) argue that, “accurate performance appraisal is a critical part
of performance management. For effective implementation of any incentive system, a basic
condition is an evaluation that accurately reflects employee performance”. Concurrently,
employees’ perceptions of their own participation in relation to their job performance are
paramount because better perceived measurement quality can increase their autonomous
work motivation (Deci, Koestner and Ryan, 1999; Kuvaas, 2006) and so increase their
attitude towards performing well (Burney et al., 2009; Groen, Wilderom and Wouters,

2017).

IFGGPS proposes that it is important for public sector organisations to adopt appropriate
performance indicators in terms of economic, social and environmental benefits, whereby
the, “outcomes may be viewed as the impact of the goods and services, including the
redistribution of resources, that a public sector entity provides in delivering its objectives”
(IFAC and CIPFA, 2014, p. 19). However, employees in many public settings carry out tasks
that are difficult to evaluate accurately using quantifiable performance metrics. By the same
token, Cavalluzzo and Ittner (2004) find that the ability to define and assess metrics that
capture the desired public employees’ actions and outcomes is a controversial issue, as

highlighted in the literature.

With respect to the public sector, the dynamics play out differently than in the private
sector. Previous empirical and theoretical studies (e.g., Tirole, 1994; Dixit, 1997; GAO, 1997)
have considered the reasons why the public sector faces a problem in selecting appropriate
metrics and interpreting the results. First, the government activities and objectives are
complicated. Second, the outcomes influence complex systems which largely lie outside
government control. Third, in many cases, it is notoriously hard to develop measurable
outcomes for the missions to attribute results to a particular function. Fourth, there are
obvious difficulties in measuring many dimensions of the governmental goals, such as social

welfare.
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Task Interventions
Task-interventions or oriented is operationalised latterly which involves communicating and

clarifying the organisational goals, evaluating employee performance, offering suggestions
and feedback for improvement, and promoting inter-department communication regarding
work projects, goals, and resource needs (Moldogaziev and Silvia, 2015). Fernandez, Cho
and Perry (2010) define task-orientation practice as “setting and communicating goals and
performance standards; planning, directing and coordinating the activities of subordinates;
maintaining clear channels of communication; monitoring compliance with procedures and
goal achievement; and providing feedback” (p. 311). This definition is similar to the
definition proposed by Bass (1990, p. 472), who writes “successful task-oriented leaders are
instrumental in contributing to their groups' effectiveness by setting goals, allocating labour,
and enforcing sanctions. They initiate structure for their subordinates, define the roles of
others, explain what to do and why, establish well-defined patterns of organisation and
channels of communication, and determine the ways to accomplish assignments”. Providing
employees with performance feedback is a key function with which many managers struggle
(Fernandez, Cho and Perry, 2010). Crucially, providing feedback can be particularly relevant
in enhancing performance (Cho and Poister, 2013; Shalley and Gilson, 2004). However, task
interventions might matter little to employees who have low or very low levels of affective

commitment to the organisation (Moldogaziev and Silvia, 2015).

IFGGPS assumes public sector entities needs to provide a mixture of legal, regulatory and
practical interventions to enable effective and efficient operations and so achieve their
goals (IFAC and CIPFA, 2014). Goal-setting theory (Locke 1968) has been rated as the most
important among 73 management theories by organisational behavior scholars (Miner
2003; Locke 2004). “The main premise of the theory is that specific challenging goal leads to
higher task performance than setting no goals or a vague goal” (Lee and Wei, 2016, p. 280).
Thus, managing performance through monitoring and review is a mechanism suggested by
IFGGPS (IFAC and CIPFA, 2014). It is also suggested that the leaders need to make
performance, goals and objectives sufficiently SMART to allow their effective management.
Importantly, IFGGPS posits that public sector entities need to develop practices in a way
that reflects their structure and is proportionate to their complexity and size (IFAC and

CIPFA, 2014).
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Developing capacity
A critical source of capacity for organisations is contained in the characteristics of their

employees (Luthans, Youssef and Avolio, 2007), because “organisational capabilities and
routines, in turn, are derived from a combination of individual level knowledge, skills,
abilities and other attributes” (Lengnick-Hall, Beck, and Lengnick-Hall, 2011, p. 245). “Many
employee characteristics might be important in this regard, including individuals’ skills and
abilities, cognitions, affect, behaviours, and self-regulatory processes” (van der Vegt, Essens,
Wahlstrom, and George, 2015, p. 973). Additionally, “Subsequent training and development
need to be driven by matching organisational and individual development requirements.
Sufficient opportunities and resources will also need to be given to individuals for meeting
the ongoing professional development requirements of their professional bodies” (IFAC and
CIPFA, 2014, p. 26). Hence, Strategic human resource management systems are
instrumental in developing the requisite knowledge, skills, abilities and other attributes

(Lengnick-Hall, Beck, and Lengnick-Hall, 2011).

In particular, public employees actually perform the task and ensure its quality. Hence, it is
better to focus on employees than the direct service (Van Wart, 2003). Given this, public
sector leadership has been defined as the process of developing/supporting followers,
which serves as a ‘category anchor’ definition (Orazi, Turrini and Valotti, 2013). IFGGPS
states that, “public sector entities need appropriate structures and leadership, as well as
people with the right skills, appropriate qualifications and mindset, to operate efficiently
and effectively and achieve their intended outcomes within the specified periods” (IFAC and

CIPFA, 2014, p. 23).

Providing subordinates with opportunities for personal growth is one of the most frequently
stated types of behaviour in the leadership literature (Fernandez, Cho and Perry, 2010).
Moreover, to mitigate the negative relationship between work stress and task performance,
leaders should initiate a highly supportive climate (Bliese and Halverson, 2002), that
welcomes ideas and suggestions, responds to the employees’ views, and explains decisions
to help the management team to create an environment in which the staff can perform well
and deliver effective services (IFAC and CIPFA, 2014). However, Shalley and Gilson (2004)
find previous studies have identified uneven results regarding supportive supervision,

depending on different personality characteristics.
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“There will be a continuous need to develop the entity’s capacity as well as the skills and
experience of the leadership of individual staff members” in order to ensure that the public
sector entities remain fit (IFAC and CIPFA, 2014, p. 23). Furthermore, IFGGPS assumes the
chief executive should share the leadership role. Importantly, all levels of employees should
be held to account for their personal contribution through regular performance reviews,
which must be taken seriously and not simply regarded as a ‘tick box’ exercise. In a nutshell,
IFGGPS insists that creating personal development opportunities and potential career
progression should be key considerations in building an engaged, competent workforce

(IFAC and CIPFA, 2014).

In sum, this broad conceptualization of governance is driver of human capital value for
public organisations because such broadening conception of governance considering
managerial roles, organisational contexts, ethics, internal and social processes and other
forms increase value in use in ways that cannot be achieved from other resources. Under
the context of widespread financial constraint, complementarities between governance
structure and human capital can increase human capital value in use with relatively small

concurrent increases in the cost of human capital.

2.2 Human capital context
The importance of human capital as a resource has a long tradition in literature. It began

when Adam Smith identified “the acquired and useful abilities" of individuals as a source of
"revenue or profit" (Smith 1963/1776, p. 213-214). Scholars have developed the
fundamentals of human capital construct in an interdisciplinary sense: psychology and
economics (Ployhart and Moliterno, 2011). In the management field, the human capital
construct has been studied by human resource and organisational behaviour scholars at
both the micro and macro levels (e.g., Schmidt and Hunter, 1998; Peteraf, 1993). By bridging
the levels of analysis, Ployhart and Moliterno (2011, p. 127-128) define human capital as a
“unit-level resource that is created from the emergence of individuals’ knowledge, skills,

abilities and other characteristics (KSAQOs).”

Employees are the most important part of organisations (Van der Vegt, et al., 2015, p. 973).
Bowen (2016, p. 8) agrees that, “human capital remains a nonsubtitutable source of

innovation and creativity” because “development presumably depends on the accumulation
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of human capital” (Becker, Murphy and Tamura, 1990). Hence, managers concerned with
the performance of their organisations will exploit the available administrative, social, and
human capital resources (Compton and Kenneth, 2016). Arguably, in many public sector
entities, human capital is “the most important capital” (IFAC and CIPFA, 2014, p. 25).
Therefore, effectively recruiting, motivating, and retaining staff is vital if public sector
entities are to be successful (IFAC and CIPFA, 2014). More precisely, the dominant view of
human resources in public sector governance is central to the accomplishment of potentially

competing quality and cost objectives (Konzelmann et al., 2006).

In many public services, the key resource is their human capital, expertise, and capacity for
problem solving and policy implementation (Arnaboldi, Lapsley and Steccolini, 2015). Public
sector organisations are labour intensive, where the public employee is the ‘factor of
production’ (Storey, 1987, p. 6), and the dominant stakeholder is the government, on which
the organisation depends for its funding. Moreover, the customers’ interests are prioritized
in the regulations. Thus, public sector organisations need to deliver high quality products
and services at minimal cost (Konzelmann et al., 2006). Arguably, human capital lies at the
heart of our understanding of this equation with regard to public sector service provision.
Critically, the key to this equation is working closely together: leaders, employees and
customers (Konzelmann et al., 2006). However, the effect of human capital on organisation-

level performance seems to vary considerably (Newbert, 2007; Crook et al., 2011).

Governments have implemented a broader strategic approach, known as strategic human
capital management (SHCM). SHRM emerged from the arguments regarding the critical
importance of organisations’ human capital’s skills, knowledge and involvement (Truss and
Grattan, 1994; Lundy, 1994; Schuler et al., 1993). As the SHRM logic suggests, an
organisation tends to enjoy higher levels of performance when it appropriately adopts and
implements designed HR systems to align its employees with its strategic goals (Wright and
McMahan, 1992; Jackson and Schuler, 1995). Nevertheless, the impact of such effectiveness
has not always been consistent in literature, “leading researchers to question whether this
is because intended HR strategy — which has most often been the focus of data collection
efforts —differs from the HR practices that actually get implemented in organizations” (Nishii
and Paluch, 2018, p. 319). Perhaps more strategically, theoretically, the literature points to

human capital as one, but not the main, construct, and then fails to focus on how human
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capital resources are created (Ployhart and Moliterno, 2011; Wright, Coff and Moliterno,
2014). Given this, Strategical Human Capital (SHC) emerged as an integrative approach.
According to SCH, human capital can be considered strategically only to the extent that it
provides value to the organisation and does so in a unique way (Wright, Coff and Moliterno,
2014), which is a closer conceptual match to human capital value in use. Figure 2.1 provides
a simple illustration of this conceptual argument. In this figure, the SCH model starts with
the antecedents or the phenomena that build or determine human capital. Then, the
human capital constructs lies at the centre of the model. The consequence construct, such
as innovativeness or performance, comes at the end of the model as the benefit of human

capital.

Antecedents
(Idiosyncratic organization
conditions)

Complementarities Human capital Consequences

Figure2. 1 The simple model of Strategic Human Capital

2.2.1 Embedding human capital into the relationship between governance
and innovation
Generically, human capital is an idiosyncratic resource that remains a non-substitutable

source of performance-enhancing innovation or might prove an obstacle to its
implementation (Bowen, 2016; Torfing and Ansell, 2017; Campbell, 2018). Although human
capital is a unique resource, it is important to appropriate its value in use (Chadwick, 2017).
Human capital, like other resources, is not valuable in itself but, rather, for the value it can
render to organisations (Penrose, 1995). In particular, human capital poses unique
challenges and management dilemmas in pursuing its value because employees’ utility
functions encompass not only the economic exchange dimension, but also the affective
relationship (free will) dimensions (Baron and Kreps, 1999). Consider, for instance, that
employees’ feelings and thoughts have a direct influence on how hard they are willing to
work, which makes the management of human capital less predictable (Coff, 1997,

Chadwick and Dabu, 2009).
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One recommended resolution of this dilemma is for human capital to be strategic by being
placed at the centre of any model (Wright, Coff and Moliterno, 2014). From this perspective,
human capital can generate higher value through the existence of complementarities with
idiosyncratic organisation conditions (or antecedents, as Wright, Coff and Moliterno (2014)
term these), such as management practices and organisational processes (Ployhart and
Moliterno, 2011; Chadwick, 2017). As the terminology suggests, antecedents are the
activities aimed at increasing employees’ individual human capital and are required in order
to build human capital (Wright, Coff and Moliterno, 2014), whereas complementarities
denote a condition where doing more of a certain activity increases the returns on another

related activity (Milgrom and Roberts, 1992).

Scholars usually explore how complementarities, with a variety of antecedents in addition
to human capital, can enhance value in use, an overwhelming number of the studies
investigating the human capital construct focus on how organisations invest in human
capital through Human Resource Management Practices (HRMP) as the antecedent
(Huselid, 1995; Delery and Doty, 1996; Guthrie, 2001; Raineri, 2017). It is important to pause
here to understand that the antecedents are not only single practices, but the multiple
practices that impact on employees (Wright, Dunford and Snell, 2001; Wright and Boswell,
2002). In light of the above discussion, this study finesses four deficiencies regarding HRMP
as an antecedent for enhancing human capital value that have emerged from the SHRM
literature. These are: (1) the impact of HRMP tends to be indirect, complicated and highly
context-dependent (Su, Wright and Ulrich, 2015; Nishii and Paluch, 2018), (2) measuring the
investment in human capital as a proxy for the actual human capital itself (Combs, et al.,
2006), (3) the tendency to highlight people alone as an essential factor for organisations to
achieve high performance, whereas rules and procedures, as essential factors, are neglected
(Su, Wright and Ulrich, 2015), and (4) heteroscedastic forms of HRMP simultaneously offer
complex models and leave the optimal approach an unresolved issue (Guest, 2011; Paauwe,

Wright and Guest, 2013; Delery and Roumpi, 2017).

As discussed above, since human capital complementarities bases and HRMP do not
perfectly coincide, there is a rich opportunity for other complementarities between human
capital and other, idiosyncratic organisation resources, to exist (Chadwick, 2017). Previous

studies offered a limited view of the antecedents that can create complementarities with
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human capital, as HRMP’s distortions from many species make it difficult to determine how
much value can be tied to human capital. Therefore, nowadays, it is inevitable to “expand
the relevant practices to those beyond the control of the HR function” (Wright, Dunford and
Snell, 2001, p. 705), where those antecedents should not come from the traditional
perspective in order to engage in a deeper exploration of the practices (Wright, Coff and
Moliterno, 2014). Accordingly, the essential argument in strategic human capital literature is
that a suitable model of human capital complementarities should thus draw upon
governance, with its structures that are “most amenable to human capital
complementarities”, a view that is consistent with the arguments in this thesis (Chadwick,
2017, p. 515). In doing so, the governance paradigm may offer fresh insights into the nature
of human capital investment and bring about new solutions that will outperform the
existing ones (Su, Wright and Ulrich, 2015; Aguilera, Florackis and Kim, 2016; Torfing and
Triantafillou, 2016). Hence, this study directly answers these calls to reveal these limitations
by testing a typology of governance rather than a typical HRMP paradigm (Martin et al.,
2016).

Scholars usually investigate the human capital context by trying to capture its optimal
characteristics. Wright, McMahan, and McWilliams (1994) introduce the ‘human capital
pool’ to describe the aggregated skills base comprising the entire workforce. More recently,
this conceptualisation became overly broad by bridging several levels of analysis: the intra-
individual, individual and unit levels. Later, Ployhart and Moliterno (2011) proposed an
alternative interpretation of the human capital context as a “resource that is created from
the emergence of individuals’ knowledge, skills, abilities and other characteristics (KSAOs)”
(p. 127-128). Additionally, this range of unique characteristics encompasses beliefs, feelings,
psychological states, and traits (Guion, 2011; Murphy, 2012; Ployhart et al., 2014). From this
point of view, then, only certain characteristics should be included in the human capital
context because their value “may sometimes be contingent upon other constructs” (Wright,
Coff and Moliterno, 2014, p. 360-361). This article catalogued the different human capital-
related constructs in the public sector and proposed their basic interrelationships, including

(1) trust, (2) job resources, (3) empowerment, and (4) psychological ownership.
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2.2.2 Human capital constructs

Trust as an affective state
A variety of definitions of the term ‘trust’ have been suggested in the literature. They

include expectation (Hosmer, 1995), belief (Levi, 1998), rational assessment (Hardin, 2006)
and a willingness to be vulnerable (Mayer et al., 1995). In a comprehensive literature review
of this area, Rousseau et al. (1998) find the majority of definitions commonly emphasise a
psychological state of trust. Mayer et al. (1995) define trust as “the willingness of a party to
be vulnerable to the actions of another party based on the expectation that the other will
perform a particular action important to the trustor” (p. 712). This definition is one of the
most influential definitions of trust to be found in the leadership literature (Krylova, Jolly
and Phillips, 2017; Cho and Poister, 2013). In Mayer et al.’s description of trust, they
acknowledge the importance of values congruence inasmuch as they suggest that, in order
for integrity to be ascribed to someone, the trustor must find the trustee's values

acceptable.

Therefore, trust is fundamentally a function of one party's intention to accept being
vulnerable because they have chosen to interact with another party (Rousseau et al., 1998).
In a perfect free-choice situation, this decision would be guided predominantly by the
perceived trustworthiness of the other party. In social capital, a certain level of trust can be
established only if “stakeholders believe that they are not instrumentalised for the purpose
of maximizing profits but engaged instead to contribute to balanced values creation” (Maak,

2007, p. 338).

Trust may reside in every relationship (Cho and Poister, 2013). Indeed, subordinates trust in
the leadership and leaders is gaining increasing importance in organisational research
(Palanski and Yammarino, 2009). Trust is a delicate resource in social capital theory (Adler
and Kwon, 2002). Hence, a certain level of trust needs to be established for human capital
and social capital to emerge (Maak, 2007). Moreover, interchangeable trust can be both a
source and a result of social capital (Lin, 2001, Adler and Kwon, 2002, Maak, 2007). In the
governance paradigm, the code of governance affects both national and organisational
governance competitiveness because they equip organisations with the necessary

governance practices to win the stakeholders’ trust (Haxhi and Aguilera, 2017). Additionally,
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trust is important to both reciprocity and generalised exchange, and is fostered by the

presence of fairness within the relationships among the parties.

Cho and Poister (2013, p. 835) argue that, “as long as trust is an important factor influencing
employee attitudes in the workplace, we need to develop and manage trust to support
healthy and high-performing organizations”. By drawing upon social exchange theory (Blau,
1964), trust plays an important role in leader-follower relationships, because, “in the
absence of a comprehensive formal contract, leader—follower relationships have a built-in
element of vulnerability which makes trust necessary for such relationships to function”
(Colquitt et al., 2007, p. 768). Within social capital, a leader and employees “might share
common norms and values and will normally have established a certain level of trust”
(Maak, 2007, p. 335). In other words, human capital will not emerge unless the employees
work interdependently, communicate, and are willing to trust and share their knowledge

with each other (Ployhart and Moliterno, 2011).

Trust has been identified as an important aspect of a variety of theories due to its links with
LMX theory, and transformational or charismatic leadership theory (Otken and Cenkdi,
2012). Thus far, a number of studies suggest a relationship between ‘trust in leader’ and an
‘ethical organisational climate’ (DeConinck 2011; Brown et al. 2005; Trevin Weaver 2001).
Additionally, in behaviour accounting research, organisational culture and individual ethical
behaviour are linked together (Windsor and Ashkanasy 1996). Indeed, the role of an
organisation’s culture may affect and/or reinforce other aspects of individual behaviour:
trust and honesty (Birnberg, 2011). Solomon and Flores (2003) believe the act of trusting in
organisational and interpersonal relationships empowers employees and sends out a

message that the leader believes in their abilities.

Furthermore, “Over the last decade, a wide range of events have eroded internal and
external stakeholders’ trust in organizations” (Weibel et al., 2016, p. 437). Given this, in
today’s fast changing world, people turn to personal relationships for guidance, and the
quality of these relationships is mainly determined by the level of trust (Otken and Cenkci,
2012). As a consequence, interpersonal trust is fundamental in ensuring effectiveness within
organisations (Asencio and Mujkic, 2016). When employees trust in a leader, the employees

are confident that their rights will not be abused, so they are willing to be vulnerable to the
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leader’s actions (Robbins 2002). In other words, “trust involves a decision to accept the risks
associated with this dependence based on the positive expectation that the other party will
act beneficially, or at least not inflict harm” (Weibel et al., 2016, p. 439). Therefore, both
building and maintaining trust in employees are critical for daily workplace interactions as
well as the welfare of the customers and public (Otken and Cenkci, 2012). However,
theoretically, interpersonal trust is not always readily transferable into trust in the

organisation (Gillespie and Dietz, 2009).

It has been argued that trust is a critical component in public sector organisations. Behn
(1995) argues a lack of trust can cause ‘bureaucratic pathologies’, and identifies the trust
issue as one of the big questions of public management by asking “How can public managers
reduce the distrust that appears to be inherent in the relationships?” (p. 316). An absence of
trust thwarts the development of informal relationships, which results in an excessive
reliance on rules and procedures (Ruscio, 1996). A probable result of this is
micromanagement, where trust will be “required to soften the perceived need to control all
aspects of employees’ behaviour” (Cho and Poister, 2013, p. 819). Furthermore, the absence
of trust leads to ‘the loss of system power, the loss of generalized capacity for authorities to

commit resources to attain collective goals’ (Gamson, 1968, p. 43).

For many years, trust has been an important area of study and has been linked to a variety
of antecedents and outcomes in organisations (DeConinck 2011). For instance, supervisory
status and relationships with supervisors are two of the antecedents explored by Carnevale
and Wechsler (1992). Fulmer and Gelfand’s (2012) review shows that the antecedents and
consequences of trust depend on the referent: individual, group or organisation. Trust in
these various referents is conceptually and empirically distinct (Weibel et al., 2016). Trust in
one’s supervisor (individual), management (groups), and suppliers (organisation, and
interorganisational relationships) are another classification of the referents proposed by

Schoorman, Mayer and Davis (2007).

Scholars in various disciplines have investigated trust as a valuable managerial resource
within organisations (Kramer 1999; Meier and O’Toole 2002; Cho and Poister, 2013;
Holland, Cooper and Sheehan, 2017; Siddiki, Kim and Leach, 2017). The clear-cut positive

effects of trust have increased the interest in understanding its antecedents (Weibel et al.,
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2016; Hodson, 2004; Searle et al., 2011; Whitener, 1997, 2001; Cohen-Charash and Spector,
2001; Colquitt et al., 2001; Zhang et al., 2008). Despite Whitener’s (1997) call for greater
attention to be paid to the effect of different variables, such as bundles of HR practices,
fairness and supervisory support, on trust in the employer, Weibel et al. (2016) find little
empirical work has been carried out. Because of the importance of trust, it is worth

exploring which factors may help to build trust within organisations (Cho and Poister, 2013).

Job resources: behaviour and cognitive states
Adequate resources for innovation teams’ performance are vital (Hoegl et al., 2008)

because resources typically help employees achieve valued outcomes (Halbesleben et al.,
2014). ‘Sufficient resources’ term is described as “access to appropriate resources, including
funds, materials, facilities, and information” (Amabile et al., 1996, p. 1166). Although
Amabile et al. (1996, p. 1156) argue that, “resources refers to everything that the
organization has available to aid work in a domain targeted for innovation”, information
may have higher importance; employees are “often in strong positions to appropriate value
based on their access to information” (Wright, Coff and Moliterno, 2014, p. 367). Indeed, in
some circumstances and for some reason, employees entail more. For instance, Shalley and
Gilson (2004) emphasise the importance of time as a critical resource to which leaders
should ensure that their employees have access. To date, scholars have been suggesting
employees can pursue innovation from a variety of resources and the broad definitions of
resources encompass a large and diverse range of constructs. Perhaps more fully
understanding how various types of sector differ is a way to begin to redress that imbalance
by focusing explicitly on resources that are depleted on daily basis and that are most
proximally related to important job outcomes (Gilbert, Foulk and Bono, 2018). Therefore,
Knight, Patterson and Dawson (2017) finds Job resources refer to physical, social or
organisational aspects of the job (e.g. feedback, and support) that can reduce job demands
(e.g. workload) and help employees to achieve work goals, and stimulate personal learning

and development.

Laosirihongthong, Prajogo and Adebanjo (2013) view resources as internal and external
resources. Internal resources encompass the organisational structure and culture, cross-
functional teams, creativity management, and knowledge. In other words, the adoption of

internal resources means that innovation performance is largely dependent on the assets or
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resources which organisations own internally (Cooper and Kleinschmidt 1987; Gumusluoglu
and llsev 2009; Brown and Eisenhardt 1995). Prior studies have noted the importance of
internal resources for innovation success. More precisely, internal resources have a direct
and significant relationship with innovation success. From materialistic perspective, the
effect of material resources on performance seems to vary considerably. As shown in figure
2.2, Weiss, Hoegl and Gibbert (2013) propose four categories of relationship between
material resource adequacy and innovation project performance: resource driven, resource
victims, resource burners, and resourceful. While resource driven, and resource victims
show the commonly held assumption whereby resources are a key factor of innovation
performance, resource burners show low performance with adequate resources, and
resourceful shows a relationship between high performance and inadequate resources.

Perhaps more important in public organisations is the social influences of others.

The resource driven
{ commonly held assumption that high
input leads to high outpat)

The resourceful
(make a lot out of little)

High

The resonrce victims The resonrce burners
(traditional assumption that Yow input (make too little of what thev got)
leads to low output)

Tnnovation Performmance

Loow

Resowrce Adeguacy

Source: Weiss, Hoegl and Gibbert (2013, p. 153).
Figure2. 2 Material resource adequacy and innovation project performance
Several studies have examined the effect of others on individual creativity. In a human
capital context, the coordination, communication, and regulatory processes lead individual
KSAOs to become increasingly complementary (llgen et al., 2005; Kozlowski and llgen, 2006;
Ployhart and Moliterno, 2011). There is a very real need for co-worker or managerial
support because innovation cannot always occur in isolation (Manz and Sims, 1987).

Moreover, leaders should pay close attention to what is happening in their teams to foster
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communication among them (Marks, Mathieu and Zaccaro, 2001) and ensure that human
resource practices are encouraging minority influence, participative safety, and
measurement and recognition (Shalley and Gilson, 2004). In Erez and Arad’s (1986)
investigation into why participation in goal setting may enhance performance, they find
support for the social factors which, according to Groen, Wilderom and Wouters (2017, p.
116), “are the social norms set by significant others. Significant others can be anyone who is
important to the employee, such as his or her superior, co-workers, or even clients”. Given
this, they argue employees seem more enthusiastic about performing well when their

significant others do well or tell them to perform well.

Frequently, creativity is a result of the interaction process between team members and co-
workers (Mumford and Gustafson, 1988; Agrell and Gustafson, 1994). However, it is
important to bear in mind the finding that supportive supervision can vary for employees
with different cognitive styles or personality characteristics (Shalley and Gilson, 2004). For
example, Tierney et al. (1999) find that creativity is affected by leader-member exchange,
employees’ cognitive style, and intrinsic motivation. Furthermore, they find a significant
interaction between employees’ creative performance and leaders’ intrinsic motivation. In
addition, these results are in line with those of Oldham and Cummings’s (1996) finding that
employees with high scores on the Gough’s (1979) Creative Personality Scale, who were
supervised in a supportive manner, had the highest numbers of patents. Shalley, Zhou and
Oldham (2004) argue the presence of creative ideas of employees in an organisation
increases the likelihood that other employees will apply the ideas in their own work, further
develop them, and then transfer them to other individuals in the organisation for their own
use and development. Moreover, employees who work in groups are more likely to
generate creative ideas (Gilson and Shalley, 2004). In a nutshell, the notion is that social
capital provides benefits to actors, such as greater and timelier access to information,
greater access to financial or material resources, and greater visibility or sponsorship
(Seibert, Kraimer and Liden, 2001). In sum, exploring different resource combinations offers
new insights into the nature of human capital resources and how these contribute to

competitive advantage.

The key to encouraging teamwork is task interdependence (Hon and Lui, 2016), which can

subsequently facilitate creativity among individual members (Wageman, 1995). Task
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interdependence refers to the extent “to which group members must exchange information
and resources or actually work together to complete their jobs” (Vegt et al., 2000, p. 635).
Building on prior studies, Hon and Lui (2016) argue that, since task interdependence
enhances interpersonal relationships, collaboration, contact, communication and problem-
solving, task interdependence should mitigate the negative impact of creative uncertainty at
both the individual and group levels. To this end, Campion et al. (1993) argue that work
teams should be structured to be interdependent when leaders require individual members
to support each other by exchanging information, materials and resources to perform their
jobs well. Heretofore, the nature of the organisations in practice is changing, with increasing
importance placed on knowledge-based resources and capabilities (Mahoney and Kor,

2015).

Empowerment

Does it matter?
One well-known study that is often cited in research on human rationality and behaviour is

that by Simon (1985), who stated, “Nothing is more fundamental in setting our research
agenda and informing our research methods than our view of the nature of the human
beings whose behaviour we are studying” (p.303). Indeed, Nobel Prize winner Oliver E.

Williamson expanded Simon’s description of self-interest as follows:

“most people will do what they say (and some will do more) most of the time without
self-consciously asking whether the effort is justified by expected discounted net
gains. If they slip, it is a normal friction and often a matter of bemusement. The
proposition that routines describe the behavior of most individuals most of the time

contemplates (nonstrategic) benign behavior” (Williamson, 2010, p.678-9).

In the past three decades, a growing body of evidence has suggested that employee
empowerment can be used to improve organisational commitment, innovativeness, and
performance. As a consequence, the usage of employee empowerment practices has spread

throughout the public and private sectors (Fernandez and Moldogaziev, 2013).

Schumpeter (1942) was one of the first to clarify entrepreneurship and innovation theory.
He defines innovation as a process of creative destruction in which new combinations of

existing resources are achieved, while entrepreneurship was defined as the will and ability
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to achieve new combinations that can compete with established combinations. Hence,
entrepreneurship is inherently connected to innovation, as it concerns the will and ability of
individuals to achieve new combinations (Vries et al., 2015; Bekkers et al., 2011). Similarly,
with regard to human capital, ability “is a more enduring capability that is applicable to a
range of job-related tasks” (Ployhart et al., 2014, p. 376). By the same token, Vries et al.
(2015) and Borins (2000) highlight the importance of creative individual entrepreneurs who
are able to break through a risk-averse administrative culture. This finding is also aligned
with the notion of empowered employees, who are frequently mentioned as an important
source of successful innovation. In this vein, the Bill Clinton Administration’s National
Performance Review (NPR) identified employee empowerment as one of the keys to making
government more efficient and effective. However, some articles argue that the unique
characteristics of the public organisations, such as high level of formalisation, and
restrictions on the ability to reward extrinsically, may serve to dampen or even neutralise
the beneficial effects of empowerment practices (Rainey, 2009; Fernandez and

Moldogaziev, 2011, 2013).

One of the most widely-cited studies on public sector innovation is that by Cavalluzzo and
Ittnar (2004), who find “the results support institutional theories that claim systems
implemented to satisfy external requirements are less likely to influence internal behaviour
than are those implemented to satisfy the organization’s own needs” (p.244). Additionally,
the more the employees perceive strong support from the top management, the more likely
they are to view change favourably. Consequently, it is expected that the top
management’s commitment will influence both the extent to which employees feel
accountable for outcomes and their use of information for decision-making (Cavalluzzo and

Ittner, 2004).

How it works
One well-known study that is often cited in research on empowerment is that of Conger and

Kanungo (1988), who find that employees’ motivation to increase their effort is partly a
function of two expectancies. First, employees’ efforts will result in the desired level of
performance. Second, performance will produce a desired outcome or reward. To sum up,
“as employees become more empowered, their self-efficacy expectations will be enhanced,

thereby increasing the amount of effort and time they dedicate to performing a task”
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(p.476). More subtly, in a way that is analogous to personal resources, empowerment may
be understood as employees’ sense of their ability to control and impact upon their
environment successfully (Knight, Patterson and Dawson, 2017). Consequently,
empowerment may make human capital a valuable resource for the organisation by making
meaningful individual-level contributions to organisational-level outcomes (Wright, Coff and
Moliterno, 2014). Under social capital theory, having access to relevant organisational
information and resources, such as promotions, materials, and space, should increase the

sense of empowerment (Seibert, Kraimer and Liden, 2001; Spreitzer, 1996).

In the private sector, several studies find many US organisations have adopted employee
empowerment programmes to help to maintain their competitive edge in the face of the
rising competition between the 1980s and the 1990s (e.g., Bowen and Lawler, 1992, 1995;
Conger and Kanungo, 1988; Lawler, Mohrman, and Ledford, 1995; Potterfield, 1999;
Spreitzer, 1995, 1996; Thomas and Velthouse, 1990). In this vein, empowerment is linked to
improved private sector performance (Kirkman and Rosen, 1999; Lawler, Mohrman, and
Ledford, 1992, 1995; Nielsen and Pedersen, 2003; Spreitzer, 1995), job satisfaction (Kirkman
and Rosen, 1999; Lawler, Mohrman, and Ledford, 1995) and organisational commitment
(Guthrie, 2001; Kirkman and Rosen, 1999; Lawler, Mohrman, and Ledford, 1995).
Interestingly, scholars have clearly recognised the role of managerial and supervisory
support in employee empowerment (Ramus and Steger, 2000; Amabile, 1993; Bowen and
Lawler; 1992; Spreitzer, 1995). In the public sector, empowerment was raised in the
government entities and reforms in the UK, US, and several western countries, as a salient
trait of the New Public Management reforms (Kettl 2005; Matheson 2007; Peters 1996;
Wise 2002). The adoption of empowerment was related positively with performance, job
satisfaction, and organisational commitment (Kim, 2002; Lee, Cayer and Lan, 2006; Park and
Rainey, 2007; Wright and Kim, 2004; Park and Rainey, 2007; Fernandez and Moldogaziev,
2011; Lee, Cayer and Lan, 2006).

Fernandez and Moldogaziev (2013) suggest empowered employees improve their
performance by recovering quicker from errors in service delivery, learning from these
recoveries, and generating innovative proposals for redesigning processes and products.
Moreover, based on Rainey’s (2009) findings, there exists a significance correlation between

empowerment and encouragement to innovate. Specifically, empowerment practices aimed
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at providing employees with access to job-related knowledge and skills and granting them
the discretion to change work processes increase the encouragement to innovate. Through
employee empowerment theory, employee empowerment practices influence the
performance of employees both directly and indirectly. Similarly, Latham (2012) and Bass
and Bass (2008) find that both motivation theory and leadership theory include the
influence of managerial interventions on employee attitudes, which, in turn, influences their
behaviour. However, when the goal is ambiguity, or there exists a high level of
formalization and restrictions regarding the ability to offer extrinsic rewards, this might
dampen the effects of empowerment efforts (Rainey, 2009). The empirical results show that
“while employee empowerment as an overall approach can increase encouragement to
innovate, empowerment practices have divergent effects, and some may even discourage

innovation” (Fernandez and Moldogaziev, 2013, p. 155).

Empowerment perspective
Many researchers and scholars have failed to reach a consensus on the precise definition of

‘employee empowerment’, and different theories exist in the literature in this regard
(Conger and Kanungo, 1988; Thomas and Velthouse, 1990; Potterfield, 1999). Perhaps the
most significant recent work on these mismatches is that by Fernandez and Moldogaziev
(2013), who shed light on two salient theoretical perspectives, managerial and

psychological, that have been developed in the literature.

Conger and Kanungo’s (1988) definition can be used to explain the managerial perspective
whereby employee empowerment is a relational construct that describes how employees
with power in organisations (managers) share power and formal authority with employees
who lack it (employees). Previous studies show the tendency of scholars in the 1990s
regarding the managerial perspective to adopt the empowerment concept exclusively,
combined with delegating or sharing decision-making authority with employees through
various participative management techniques. However, Bowen and Lawlerm (1992, 1995),
based on a large and growing body of literature is investigating employee empowerment
practices among service organisations, observed that sharing authority with employees is
necessary but insufficient for realizing the benefits of empowerment. As a consequence,
Fernandez and Moldogaziev (2013) believe dissatisfaction existed with this narrow

characterization of employee empowerment, leading to two important developments. First,
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the view of empowerment came to be viewed as a multifaceted approach to management,
involving more than simply sharing authority. Second, empowerment became viewed as a

psychological construct.

Around the early 1990s, small-scale research and case studies began to emerge that defined
employee empowerment as a psychological construct. From this newer perspective,
empowerment is an internal cognitive state that is characterized by enhanced feelings of
self-efficacy and increased intrinsic task motivation (Thomas and Velthouse, 1990). Perhaps
more important, Bowen and Lawler (1992, 1995) were among the first to propose
empowerment as a multifaceted managerial approach. Empowerment, as an integrated
approach, might be best understood as a process involving a set of management practices
(sharing authority, information, and rewards) that influence performance (effort,
productivity) not only directly but also indirectly through their impact on employees’
cognition (self-efficacy and motivation) (Bowen and Lawler, 1992, 1995; Spreitzer, 1995,
1996; Thomas and Velthouse, 1990). This model of empowerment assumes that four
different elements are shared with employees: ““(1) information about the organisation’s
performance, (2) rewards based on the organisation’s performance, (3) knowledge that
enables employees to understand and contribute to organisational performance, and (4)
power to make decisions that influence organizational direction and performance” (Bowen
and Lawler, 1992, p.32). Indeed, they posit that these four elements interact with each

other to produce a multiplicative effect on performance.

In this study, Bowen and Lawler’s four-dimensional conceptualization of employee
empowerment is chosen for several reasons. First, this allows this thesis’s results to be
compared with and contribute to a growing body of evidence regarding the effects of
employee empowerment practices on employees’ attitudes and behaviour (Bowen and
Lawler 1992, 1995; Fernandez and Moldogaziev 2013; Fernandez and Moldogaziev 2011;
Kim 2002; Lawler, Mohrman, and Ledford 1992, 1995; Lee, Cayer, and Lan 2006; Mesch,
Perry, and Wise 1995; Perry 2004; Pitts 2005; Savery and Luks 2001; Wright and Kim 2004).
Second, this thesis contributes to the literature on employee empowerment in the public
sector, where public management scholars have typically treated employee empowerment
as a unidimensional construct and measured it using a single indicator (e.g., Mesch, Perry,

and Wise 1995; Lee, Cayer, and Lan 2006; Wright and Kim 2007). In this thesis, following
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Fernandez and Moldogaziev’s (2013) suggestion, a multidimensional measure of employee
empowerment is adopted, based on Bowen and Lawler’s (1992, 1995) conceptualization of

empowerment as a multifaceted.

Psychological ownership
The past few years have witnessed a growth in studies addressing psychological ownership

in organisations (Brown, Crossley and Robinson, 2014). Psychological ownership is
considered a sense of possessiveness and attachment to a variety of objects within
organisations (Pierce, Kostova and Dirks, 2001, 2003; Van Dyne and Pierce, 2004).
Psychological ownership as a state of mind can be defined as a sense of ownership over
something, even if this does not constitute legal ownership (Pierce et al., 2001, 2003).
Psychological ownership differs notably from legal ownership because it is most commonly
conceptualized as a self-derived perception, and thereby recognized primarily by the
individual (Dawkins et al., 2017). In other words, psychological ownership refers to a state in
which individuals feel as though the target of ownership, material or immaterial in nature,

or at least a part of it is ‘theirs’ (McConville, Arnold and Smith, 2016).

Moreover, psychological ownership comprises both cognitive and affective elements
(Dawkins et al., 2017). Psychological ownership is defined by Pierce, Kostova and Dirks
(2003, p. 86) as "the state in which individuals feel as though the target of ownership or a
piece of theirs", so it can be described as a ‘cognitive-affective’ construct (Avey at al., 2009),
which reflects "an individual's awareness, thoughts, and beliefs regarding ownership"
(Pierce, Kostova, & Dirks, 2003, p. 86). McConville, Arnold and Smith (2016) argue
psychological ownership answers the question ‘What do | feel is mine?’ Despite these
various conceptualizations of psychological ownership, scholars separate and distinguish
psychological ownership from other ‘psychological state’ and ‘behaviour’ constructs, such as

empowerment and knowledge sharing (Dawkins et al., 2017).

Scholars (e.g. Pierce, Jussila and Cummings, 2009; Van Dyne and Pierce, 2004; Dawkins et
al., 2017) tend to agree that psychological ownership emerged because it “satisfies certain
human motives, some of them genetic and others social in nature” (Pierce et al., 2001, p.
300). Pierce et al. (2001, 2003) suggest three routes to psychological ownership. First,
controlling the target, which describes the amount of control that an employee can exercise

over the target. Second, intimately knowing the target includes the extent to which an
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employee has intimate knowledge about the target. Third, investment of the self in the
target describes the extent to which individuals invest themselves in the target. Importantly,

any single route to PO can result in a sense of ownership (Pierce et al., 2003).

In the psychological ownership literature, the term ‘target’ is relatively broad. Generally,
“psychological ownership does not involve certainty or assurance of ownership and is
subject to different interpretations, perceptions, and motivations among organisational
members who may be vying for possession over the same work-related object” (Brown,
Crossley and Robinson, 2014). According to Avey et al. (2009), a ‘target’ refers to “whatever
the object of attachment represents to an individual or group” (p. 174). Although
psychological ownership is a cognitive phenomenon reflecting one’s beliefs about what is
“mine”, Pierce and Jussila (2010) note that “mine” can also be “ours” and that an object can
be connected to the self while simultaneously being connected to another individual or
group. Indeed, ownership is frequently framed in terms of association (Beggan and Brown,
1994). The target of ownership includes tangible and intangible targets, such as the job or a
specific aspect of work, such as a new idea, a strategic initiative, or an important project,
and its implementation (Dawkins et al., 2017; Avey, Wernsing and Palanski, 2012; Baer and
Brown, 2012; Brown, Crossley and Robinson, 2014; Brown and Robinson, 2011). As noted by

Pierce et al. (2001, 2003), individuals can feel ownership over their actual work.

When leaders talk about ownership, they typically wish to instil psychological rather than
financial ownership, which is a sense among employees that they have a responsibility to
make decisions that are in the interests of the organisation in the long term (Avey at al.,
2009). The literature shows many studies have revealed that employees with a sense of
psychological ownership regarding their organisation or job experience more positive work-
related attitudes, such as performance (Parker, Wall and Jackson, 1997; Van Dyne and
Pierce, 2004; VandeWalle, Van Dyne and Kostova, 1995; Wagner, Parker and Christiansen,
2003). Avey et al. (2009) find recent interest focuses on what constitutes employee
ownership and the outcomes it may produce. Hence, they argue that, “psychological
ownership can be measured, invested in, developed, and managed for performance impact”
(p. 174). However, the theoretical foundations of the psychological ownership construct, “its

measurement, the factors that influence its development, and when and how it influences
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outcomes, are areas of continued debate in the literature” (Dawkins et al., 2017, p. 163-

164).

2.3 Innovation context
Literature on public sector innovation has hitherto been scarce, although it appears to have

been growing in recent years. While there is growing awareness that much innovation is
currently occurring in the public sector, it is also recognised that more systematic efforts to
promote innovation are needed to address the economic and societal challenges related to
the public sector. There is a lack of common understanding regarding the definition of
‘public sector innovation” as well as a lack of a measurement framework that can shed light
on the innovation processes within public sector organisations. There has been a tendency
to consider the public sector as something quite different from the private sector in terms of

innovation (Windrum, 2008).

Innovation systems theory stresses that innovation does not occur in isolation, but depends
upon the interplay between many different actors that participate in and play various roles
in an innovation process (Bloch and Bugge, 2013; Schumpeter, 1959; Weitzman, 1998;
Johansson, 2004). Indeed, there are several factors in the institutional surroundings of the
innovation system that shape the conditions for innovation within it (North, 1990). The
actors include elements such as social rules, laws, regulations, norms, and technical
standards (Edquist, 2005). “In management, new theory and research directions on service
employees essentially plateaued. Going forward in evolving service contexts, employees will

fill roles as ‘Innovators’; ‘Differentiators’; ‘Enablers’ and ‘Coordinators’” (Bowen, 2016, p.4).

Shalley, Zhou and Oldham (2004) distinguish between creativity and innovation. Creativity
refers to “the development of novel, potentially useful ideas” (p. 934). Indeed, an idea
would be considered innovative only when it has been successfully implemented within the
organisation. Therefore, creativity can be conceptualised as a necessary first step or
precondition for innovation (Scott and Bruce, 1994; Shalley and Gilson, 2004; Scott, 1995).
However, Anderson et al. (2014) recently propose an integrative definition of creativity and
innovation by regarding these two phenomena as two continuous stages in the process of
introducing new, improved ways of doing things at the level of the individual, work team, or

organisation. Indeed, they argue creativity and innovation can occur in combination.
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Furthermore, they argue creativity and innovation are related constructs and should not be
separated. For the public sector specifically, it is important to acknowledge the cross-sectors
intrinsic differences that occur when attempting to understand how innovation in the public
sector takes place and how it may be supported and measured (Arundel, Casali and
Hollanders, 2015). For instance, public sector outputs cannot be valued at pure market
prices. In these ways, this study contends that the logic is currently experiencing an
explosion of interest in supporting innovation in the public sector as a means of increasing
the efficiency and quality of public sector services (Osborne and Brown, 2013; Torugsa, and

Arundel, 2016).

2.3.1 Whatis innovation?

Innovation is fundamental to the public sector and has recently risen to the top of the
agenda in public sectors around the world. Today, innovation is the top priority of public
organisations and public leaders (Torfing and Triantafillou, 2016). Arguably, innovation is a
‘magic concept’ in the public sector (Pollitt and Hupe 2011) because of the budget austerity
and social challenges with which governments are currently wrestling. Indeed, innovation
has been “embraced as a new reform strategy for the public sector” (Voorberg, Bekkers and
Tummers, 2015, p. 1334). Recent studies observe the growing interest in supporting
innovation in the public sector as a means of increasing the efficiency and quality of public
sector services (Osborne and Brown, 2013; Torugsa, and Arundel, 2016). To this end, service

employees are increasingly filling the role of innovator (Bowen, 2016).

Previous studies of innovation have suffered as a result of inconsistent definitions (Borins,
2000; Bhatti et al., 2011; Salge, Vera and Ashelford, 2012; Meijer, 2014). In other words,
innovation remains weakly conceptualised (Voorberg, Bekkers and Tummers, 2015). More
strikingly, most of the research conducted failed to provide a conclusive definition of
innovation. Among the first to posit a clear concept of entrepreneurship and innovation
theory was Joseph Schumpeter (1942), who defines innovation as a process of creative
destruction in which new combinations of existing resources are achieved, and
entrepreneurship as the will and ability to achieve new combinations that can compete with

established combinations.
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A common form of innovation is ingested innovation, which was developed by Simon
(1997). In this form, “regardless of whether other industries have already proceeded
through the process” (Pierce and Delbecq, 1977, p. 28), innovation occurs when a process,
service, or product is adopted and implemented for the first time within a particular
organisation. Innovation at the individual level is known as work-role innovation, and is
defined as extra-role employee behaviour, including the introduction and implementation
of novel ideas to improve existing work processes or routines (Kiazad, Seibert and Kraimer,

2014; Axtell et al., 2000; Welbourne, Johnson and Erez, 1998).

Among the previous studies on innovation investigated in De Vries, Bekkers and Tummers’
(2016) comprehensive review, 76% of these studies failed to provide a definition of this
phenomenon. The majority of the remained employed a relatively general definition, based
on Rogers (2003), who defines innovation as “an idea, practice, or object that is perceived as
new by an individual or other unit of adoption” (p. 12). From a social perspective, Voorberg,
Bekkers and Tummers (2015) define innovation in the public sector, “as the creation of long-
lasting outcomes that aim to address societal needs by fundamentally changing the
relationships, positions and rules between the involved stakeholders, through an open
process of participation, exchange and collaboration with relevant stakeholders, including
end-users, thereby crossing organisational boundaries and jurisdictions” (p. 1334). This
study adopts innovativeness concept which includes encouragement to innovate, as an
affective state or experience of feeling felt by public employees, in addition to actual

innovative behavior (Fernandez and Moldogaziev, 2013).

In practice, the US government, through the Alliance for Innovation and the Innovations in
the American Government Awards Program, stress on inventions regarding service delivery
and programme management (Fernandez and Pitts, 2011). In Australia, a broad view of
innovation includes generating, adopting and replicating ideas to improve public
organisations’ processes and outcomes (Australian National Audit Office, 2009).
Paradoxically, according to the Australian Government Management Advisory Committee,
innovation represents “a considerable change either new or significantly different”
(Australian Government Management Advisory Committee, 2010, p. 89). Overwhelmingly,
the innovations adopted and implemented in public sector organisations originated from

the experiences of the practitioners (Kamensky, 1996).
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In 2011, gradual changes in defining innovation have been observed. The European public
Sector Innovation Scoreboard (2011) replaced the emphasis on product innovation found in
the Oslo Manual with a focus on service innovation, which plays a key role in the public
sector. The European Commission, in the European Public Sector Innovation Scoreboard
(2013), defines public sector innovation as “a new or significantly improved public service,
communication method, process or organisational method for the supply and introduction
of such services”. This definition marks a departure from the standard conceptualisations of
innovation contained in the Oslo Manual, which focused on the business sector, particularly

privately-owned manufacturing companies (Windrum, 2008).

Process and organisational innovation in the public sector share important similarities with
the private sector, although they may exhibit greater complexity in the case of certain public
services (Windrum, 2008). An increasing number of scholars have become interested in
innovation in the public sector. Many studies have adopted the idea that innovation can
contribute towards improving the quality of public services as well as enhancing the
problem-solving capacity of governmental organisations in dealing with societal challenges
(Damanpour and Schneider 2009; Osborne and Brown 2011; Walker 2014). Whereas private
sector studies attempt to explain why and how innovation takes place, and to generate new
avenues for theory-building and research (Fagerberg et al. 2005; Perks and Roberts 2013),
Vries et al, (2016) find public sector innovation has recently been frequently linked to the
change from government to governance, since “delivering quality services with fewer
resources” summarizes the expectations regarding governance in the public sector (Grindle,

2017).

In the public sector, the conditions differ greatly from those in the private sector, and even
vary across the public sector itself. The literature highlights a number of characteristics that
it is important to take into account when attempting to understand how innovation in the
public sector occurs and how it may be supported and measured (Arundel and Hollanders,
2011). Researchers have found that creative ideas may be generated by employees in any
job and at any level of the organization (Shalley, Zhou and Oldham, 2004; Madjar, Oldham
and Pratt, 2002; Shalley, Gilson and Blum, 2000). Crucially, human capital remains a

nonsubtitutable source of innovation and creativity (Bowen, 2016).

67



Chapter 2: Literature Review

Innovation stemming from the organisation’s technical core, such as individual employees
or their workgroups, is perceived to be the most significant factor for innovation
implementation in all areas (Moldogaziev and Resh, 2016). Individuals and workgroups that
are closest to the core, mission-oriented tasks of the organisation have the highest impact
on the organisational outcomes. In addition, their evidence also suggests that top-down
sources of innovations, whether within or outside the organizational boundaries, such as
senior leadership or government ministers, are perceived to be either detrimental or
ineffectual with regard to outcomes. Conversely, Borins (2001) reported that, for innovation
to be successful, it must be supported by the organisation’s leaders. Clearly, the leadership
is important in the innovation process. Manz et al. (1989) state that, “Leaders, and often
multiple leaders, helped sensitive and fragile innovations at various stages of development
and implementation” (614). In this vein, Moldogaziev and Resh (2016) focus on the
importance of the idea that actual top-down supported innovation may signal to employees
the potential outcome preferences and resource allocation choices within an organisation,
which may improve the odds of successful innovation implementation. Also, Gabris et al.
(2001) find that studies on public sector innovation have frequently examined the leaders’

traits, such as leaders with vision and high credibility.

2.3.2 Innovation types

In general, most studies on public sector innovation (e.g. Hartley 2005; Walker 2006; Moore
and Hartley 2008; Osborne and Brown 2013) agree that innovation must be novel and
implemented (Torugsa, and Arundel, 2016). However, there is less agreement on both the
specific types of innovations that are commonly found in the public sector and the level of
novelty required. Walker (2006) supports the idea that it is necessary to distinguish between
different types of innovation to understand organisations’ innovative behaviour because
they have different characteristics. For instance, service, process, administrative,
organisational, policy, conceptual, and communication innovation are several distinct types
of innovation in the public sector, as identified in the literature (Windrum, 2008; Walker,
2013; Wu, Ma, and Yang, 2013). The literature on the systemic nature of innovation
comprises various perspectives and traditions, such as the learning economy, national
innovation systems (Lundvall, 1992; Nelson, 1993), regional innovation systems (Cooke,

1992), technological innovation systems (Teece, 1996), sectoral innovation systems (Breschi
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and Malerba, 1997), industrial districts (Marshall, 1890), clusters (Porter 1998), triple helix
(Etzkowitz and Leydesdorff, 2000), and open innovation (Chesbrough, 2003).

Six typologies of public innovation were proposed by Windrum (2008), which draw on Koch
and Hauknes’s (2005) work. First, ‘Service innovation’ is defined as the introduction of new
services products or improvements to existing ones. The second type is ‘Service delivery
innovation’ which means new ways of delivering services to and interacting with users.
Third, ‘Administrative and organisational innovation’ includes introducing new
organisational principles for the production and delivery of service products. The fourth
type is ‘Conceptual innovation’, which may be defined as a change in the organisation’s
strategy or societal objectives. Fifth, ‘Policy innovation’ is new policy concepts, due to policy
changes, new programmes or large-scale reforms. The sixth and last type is ‘systemic
innovation’, which involves new or improved ways of interacting with other organisations

and knowledge bases.

According to innovation’s main goals, Vries, Bekkers and Tummers (2016) classify five
different innovation types. First, process innovation entails improving the quality and
efficiency of internal and external processes. The second type is administrative process
innovation, which focuses on the creation of new organisational forms, the introduction of
new management methods and techniques, and new working methods. The third type is
technological process innovation, which consists of the creation or usage of new
technologies, introduced into an organisation to render services to users and citizens.
Product or service innovation is the fourth type, which focuses on the creation of new public
services or products. The last type is conceptual innovation, which includes the introduction
of new concepts, frames of reference or paradigms that help to reframe the nature of

specific problems as well as possible solutions to them.

Torugsa and Arundel (2016) compare simple innovations with complex ones. Complex
innovations, involving multiple dimensions and affect multiple stakeholders, are likely to
produce a greater variety of positive outcomes rather than more intense benefits from a
single outcome. The reason for this is that complex innovations result in a greater variety of
different types of beneficial outcome. Other studies review innovation at different levels

(industry, organisational and unit), stages (generation and adoption), and types (product-
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process, technical-administrative and radical-incremental) (Camisén-Zornoza et al., 2004;

Gopalakrishnan and Damanpour, 1997).

Furthermore, by investigating innovation from different angles, Wolfe (1994) identifies
three research streams. The first focuses on the diffusion of innovation, the second
examines the process of innovation within organisations, while the third addresses the
determinants of innovation. Crossan and Apaydin (2010) investigate the dimensions of
innovation found in the literature and provide a two-group categorization. The first group
studies innovation as a process and the second group as an outcome. Creativity research
also distinguished between process and outcome (Shalley et al., 2004, p. 951). Although
innovation type might have greater importance than innovation definition (Moore and
Hartley, 2008), only 27 of the 181 studies defined a specific type of innovation (e.g. product

innovation) (Vries, Bekkers and Tummers, 2016).

2.3.3 Pro-innovation bias
Innovation is a ‘magic concept’ in the public sector (Pollitt and Hupe 2011) because of the

budget austerity and social challenges with which governments are currently wrestling.
Indeed, innovation has been “embraced as a new reform strategy for the public sector”
(Voorberg, Bekkers and Tummers, 2015, p. 1334). In fact, complex context requires public

nm

employees “to fill roles as ‘innovators’” (Bowen, 2016, p.5) because, in such circumstances,
public employees’ inclination to make discretionary effort is related primarily to many
outcomes such as performance and efficiency (Hollenbeck and Jamieson, 2015). This
situation suggests ways for employees to operate outside of the bureaucratic morass and
engage in creative endeavors. However, there is a concern regarding the dark side of

creativity and innovation (Vincent and Kouchaki, 2016).

Creativity is generally perceived as a positive force for organisations. Correspondingly, some
prescriptions offered in the literature for enhancing innovation in organisations raise ethical
concerns. Vincent and Kouchaki (2016) argue that under certain conditions, an innovation
identity can cause psychological entitlement, stemming from the fact that innovation is
typically viewed as a rare valuable attribute, which can in turn increase unethical behaviour.
Gino and Ariely (2012) explain that a creative personality and a creative mindset promote
individuals’ ability to justify their behaviour, which, in turn, leads them to cheat more than

less creative individuals. Baucus et al. (2013) identify four categories of behaviour proffered
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as a means for fostering innovation that raise serious ethical issue: (1) breaking rules and
standard operating procedures; (2) challenging authority and avoiding tradition; (3) creating
conflict, competition and stress; and (4) taking risk. Importantly, organisations can attain the
benefits of the innovativeness identity without incurring the unanticipated costs by not

instilling a creative identity among employees directly (Vincent and Kouchaki, 2016).

In private sector, organisations must find ways to be competitive in the midst of global
competition and economic pressures; to remain competitive; they need to differentiate
themselves from other companies. There has been a tendency to consider the public sector
as something quite different from the private sector in terms of innovation (Windrum,
2008). this study contends that the logic is currently experiencing an explosion of interest in
supporting innovation in the public sector as a means of increasing the efficiency and quality

of public sector services (Osborne and Brown, 2013; Torugsa, and Arundel, 2016).

2.3.4 Measurement

Marketing innovations are replaced by ‘communication innovations’ in the public sector
because public sector outputs cannot be valued at pure market prices (Scupola and Zanfei,
2016). Communication innovations include new or improved methods of influencing the
behaviour of interactions with intermediate (Scupola and Zanfei, 2016). The most frequently
mentioned motivation for innovation in the public sector was improving performance,
expressed in effectiveness or efficiency terms (De Vries, Bekkers and Tummers, 2016). For
instance, the Securing Americans’ Value and Efficiency (SAVE) Award, from the Barack
Obama administration, continued commitment to seeking out innovative means of
improving government performance. The most plausible argument for these findings can be
the two logics of action proposed by March and Olsen (1989) when seeking to understand
the functioning of the public sector: the logic of consequence and the logic of

appropriateness.

The logic of consequence considers the effects of various alternatives. Efficiency and
effectiveness are a case in point here (Weber et al. 2004). On the other hand, the logic of
appropriateness relates actions to situations by means of rules that are organised into
identities. An example of the appropriateness logic that affects public sector innovation is

the legitimacy of government and the stakeholders’ trust that governments are able to deal
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with the problems that concern them, implying that stakeholders must become more
involved (Carter and Bélanger 2005). Consequently, public sector innovation is not only
about efficiency but is also clearly focused on acquiring trust and legitimacy (De Vries,
Bekkers and Tummers, 2016). More recent public sector innovations are less hierarchy,
more models of public governance, and substantial changes in the technological and

institutional contexts (Bannister and Connolly, 2015).

The number of dimensions of an innovation is related to its complexity, or the degree to
which an innovation is difficult to understand (Goffin and Mitchell, 2010). The majority of
modern economies are based on services (Miles, 2005). Bloch and Bugge (2013)
characterise services as ‘intangibility’, ‘simultaneity of consumption and production’, and
‘customisation to the individual client or user’. They argue that these characteristics may
influence both how organisations innovate and also how innovation can be measured.
Nevertheless, Miles (2005) asserts that there is a great variety of activities within services.
Moreover, Gallouj and Weinstein (1997) argue services may not always be easy to isolate or
distinguish from other economic activities. In line with the private sector, the importance of
the intangible drivers of the business performance of private sectors firms has been the
object of growing interest (Biondi and Reberioux, 2012). Alcaniz, Gomez-Bezares and
Roslender (2011) find investment in intangibles is primarily associated with successful

business models.

To increase our understanding, even though various perspectives on the definition of
‘intangible’ were observed in the literature (e.g. Zéghal and Maaloul, 2011), three
components have emerged as common across the majority of definitions. First, intangibles
lack clear-cut marketability. Second, intangibles are often not physical or legal objects.
Third, intangibles cannot be recognised as financial assets (Biondi and Reberioux, 2012).
Nevertheless, intangibles can provide substantial future benefits (Zambon and Marzo,
2007). Indeed, organisations are increasingly dependent on intangible assets for the
creation of value (Williamson, 2003). According to Biondi and Reberioux (2012), the
development and maintenance of intangibles can be encouraged by various types of
expenditure, two of which are spending on the innovation process and spending on

improving the organisation’s labour force.

72



Chapter 2: Literature Review

A number of factors that are expected to influence the implementation and success of
performance measurement initiatives have been identified in prior studies related to
information system change, management accounting innovation, and public sector reform.
The first factor is technical issues, such as the ability of the existing information systems to
provide the required data and the extent to which organisations can define and develop
appropriate measures. The second is organisational issues, which involve the decision-
making authority, management commitment, training, and legislative mandates (Cavalluzzo

and Ittner, 2004).

The public sector outcomes initiatives, based on results-oriented, strategic performance
indicators, can improve governmental efficiency and effectiveness by increasing the
accountability of public managers (Atkinson and McCrindell, 1997; Fernandez, Cho, and
Perry, 2010). In a comprehensive literature review of public sector outcomes, Fernandez,
Cho, and Perry (2010) identify the most important initiative, which is the Government
Performance and Results Act of 1993 (GPRA), according to which managers are required to
clarify their missions and strategic objectives related to each government activity (i.e.
project, programme, or operation) and measure the relevant outputs, service levels, and

outcomes for each activity in order to evaluate the performance regarding these objectives.

A single outcome measure could fail to capture the full effects of an innovation (Torugsa
and Arundel, 2016). In line with this argument, the Australian Public Service Commission’s
(APSC) 2011 State of the Service (SOS), a nationally representative survey of all Australian
Federal Government employees, provides several outcome-based measurements for public
sector innovation by asked the respondents in innovative workgroups if their most
significant innovation had an effect, using a 5-point ordinal scale, on each of the different
eight outcomes: ‘the cost of doing your work’, ‘your administrative procedures’, ‘the quality
of your work’, ‘your client or service user satisfaction’, ‘your client or user access to
information’, ‘your job satisfaction’, ‘your workplace’, and ‘cross-agency collaboration’. By
the same token, followed the same idea, a number of studies provide several outcomes that

are measured in their surveys (Arundel and Huber, 2013).

The two most plausible arguments regarding why the outcomes of public sector innovation

are difficult to measure were identified by Mulgan and Albury (2003), Eggers and Singh
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(2009), and Torugsa and Arundel (2016). First, accounting systems in public sector which can
place a financial value on the outcome of an innovation are scarce. Second, the positive or
negative benefits of an innovation can occur within the public sector and/or at the same
time be experienced by citizens and businesses. Indeed, this study’s discussion of innovation
in the public sector evokes an influential conceptualization in the innovativeness stream of
research found in Fernandez (2013) by capturing both a feeling of encouragement to
innovate as well as innovative behaviour. The innovativeness variable is measured using two
observable indicators drawn from the Federal Human Capital Survey/Federal Employee
Viewpoint Survey (FHCS/FEVS): encouragement to innovate and innovative behaviour.
These two indicators capture both a desire to innovate (Locke and Latham 2004) and

innovative behaviour on the part of the employee (Fernandez and Moldogaziev, 2013).

In sum, work on public sector innovation is required from related disciplines which can be
contribute to the formation of a theoretical framework for public sector innovation (Torugsa
and Arundel, 2014). The research on service innovation and innovation systems will
therefore be used as a backdrop for the discussion on how innovation can be measured in
the public sector. So far, there exists limited theoretical literature that focuses specifically
on public sector innovation (Torugsa and Arundel, 2014). Furthermore, much of the existing
work is not based on empirical investigations. However, despite the scarcity of literature on
innovation in the public sector, the insights derived from other strands of theory may be
relevant and help to shape the thinking about public sector innovation (Koch and Hauknes,
2005). Three areas are important in forming an understanding of how public sector
organisations innovate: the nature of the public services themselves, the context within
which the public sector organisations operate, and the interfaces with other actors both

within and beyond the public sector.

2.4 Shortcomings in the relevant literature
The literature is viewed from the vantage point of filling the gap regarding the relationship
between good governance and innovation in public sector. This study adds to our
understanding of this theoretic relationship an important dimension that has been largely
unexplored hitherto. It investigates the prominent role of the complementarities between
governance and human capital within public sector organisations, translated as public

employees’ innovativeness. Perhaps more importantly, the governance typology developed
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in this article is based on a more holistic approach of governance, whereby multi
governance mechanisms are intertwined and several disciplines are considered, giving this
study the potential for greater novelty (Rediker and Seth, 1995; Sirmon et al., 2011,
Misangyi and Acharya, 2014; Bouckaert, 2017). The conceptual framework and empirical
findings in this article will help scholars and practitioners to understand more clearly how to
govern public employees for greater organisational performance beyond the HRMP and
traditional high-performance models. These important contributions to the literature shed
light on the complex puzzle that is governance in the public sector. The contribution is
insights from the board theoretical fields of different social science disciplines that have
cross-discipline relevance for studying how governance and innovation are linked in the

public sector.

Innovation strategies and activities seem to be growing rapidly in the public sector. There is
a growing interest in public innovation amongst students of governance, who are currently
working to analyse the barriers to, and drivers of, innovation in the public sector, and also
prescribe ways of making the public sector more innovative (Sg¢rensen, 2017; Hartley,
Sgrensen, and Torfing 2013; Ansell and Torfing 2015). The process and organisational
innovation in the public sector share important similarities with the private sector. Notably,
the public sector is widely recognised as an area of inherent complexity (Lapsley and
Skaerbeek, 2012), which may exhibit greater complexity in the case of public services
(Scupola and Zanfei, 2016). As a consequence, “more complex service contexts require
employees to fill roles as ‘Innovators’; ‘Differentiators’; ‘Enablers’ and ‘Coordinators’”
(Bowen, 2016, p.5). Notably, a new public sector approach to innovation focuses on how the
public sector itself can become more innovative. Therefore, “the public sector must become
more effective, and that calls for innovation” (Sgrensen, 2017, p. 3). However, very little
such research is being conducted regarding the public sector (De Vries, Bekkers and

Tummers, 2016).

The fundamental argument in this thesis is that the way we shape the institutional forms of
governance in an organisation affects its capacity for innovation. To this end, if public sector
leaders transform public governance appropriately, public innovation may be boosted, to
the benefit of users, citizens, employees, stakeholders and society at large (Torfing and

Triantafillou, 2016). In such circumstances, the success of the governance may be largely
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dependent on whether it is properly administered by the various actors within the
organisation. Hence, the impact of governance’s practices on the organisational
environment and employees is an important consideration in determining governance’s
relative implementation success. Grindle (2117) states that ways of improving the

conditions of public sector governance remain an ongoing issue that needs addressing.

Governance where human capital is a more important resource than financial capital is a
neglected topic (Aguilera, Florackis and Kim, 2016). Essentially, the governance approach
maintains that higher economic performance can be achieved by investing in
complementary and co-specialised assets (Helfat, 1997; Teece, 1986) and governing them in
an economising way (Oxley, 1997; Williamson, 1985). Therefore, investment in human
capital creates an important pathway for building and enhancing an organisation's core
competencies (Torfing and Ansell, 2017). Theoretically and empirically, Golan and
Konzelmann et al. (2006), and Wilkinson (2007) establish the notion that governance exerts
some form of influence on the formulation of human resource management practice.
Interestingly, Haxhi and Aguilera (2017) argue governance is easily applicable to human

resource standards and sustainability practices.

There is a continuing need to facilitate human capital development through the attenuation
of opportunistic behaviour via governance (Williamson, 1999). Additionally, there are
increasing requirements for organisations to manage and govern these capabilities
effectively, so that realized economic value creation approaches the potential value creation
that can be achieved by human capital (Torfing and Ansell, 2017). Heretofore, researchers
underestimate the strategic value of the organisation’s human capital because they have
overlooked the versatility of this notion and its far-reaching impact (Mahoney and Kor,
2015). Importantly, “the intuitive connection between capabilities and governance also
holds at the individual level since the development of individual skills is influenced by

governance/incentive systems” (Mahoney and Kor, 2015, p.296).

Furthermore, according to leaders in public affairs, the watchword for the next millennium
is governance (Bingham, Nabatchi and O’Leary, 2005). Additionally, Afsar et al. (2017) note
the vital role played by leaders in encouraging and supporting the initiatives of individual

employees to explore new opportunities or improve work procedures for the benefit of the
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organisation. Hence, in the age of governance (Torfing and Ansell, 2017), leadership may be
the missing factor in the efforts to understand governance (Rodriguez-Pose, 2013), since
leadership is an institution of governance (Sotarauta and Beer, 2017). Evidence for the
relationship between weak leadership and bad governance is abundant (Helms 2012).
Elsewhere, Torfing and Ansell (2017) argue that, “governance tends to blur the distinction

between leaders and followers” (p.51).

While the evolving strategic human capital research conversation has encompassed how
complementarities, with a variety of antecedents in addition to human capital, can enhance
value in use, an overwhelming number of those studies investigate the human capital
construct by focusing on organisations’ investment in human capital through Human
Resource Management Practices (HRMP) as antecedents (Huselid, 1995; Delery and Doty,
1996; Guthrie, 2001; Raineri, 2017). It is important to pause here to understand that not
only single practices but also antecedents, as multiple practices, impact on employees
(Wright, Dunford and Snell, 2001; Wright and Boswell, 2002). From the above discussion,
the researcher has identified four deficiencies. These are: (1) the impact of HRMP tends to
be indirect, complicated and highly context-dependent (Su, Wright and Ulrich, 2015), (2) the
tendency to measure the investment in human capital as a proxy for the actual human
capital itself (Combs, et al., 2006), (3) the tendency to highlight only people as an essential
factor for organisations achieving high performance, while neglecting rules and procedures
as essential factors (Su, Wright and Ulrich, 2015), (4) the fact that heteroscedastic forms of
HRMP simultaneously offer complex models, leaving the optimal approach an unresolved

issue (Guest, 2011; Paauwe, Wright and Guest, 2013; Delery and Roumpi, 2017).

As discussed above, since the human capital complementarities bases and HRMP do not
perfectly coincide, there is a rich opportunity for other complementarities to exist between
human capital and other, idiosyncratic organisational resources (Chadwick, 2017). Previous
studies offered a limited view of the antecedents that can create complementarities with
human capital, as HRMP’s distortions from many species make it difficult to determine how
much value can be tied to human capital. Therefore, nowadays, it is inevitable to “expand
the relevant practices to those beyond the control of the HR function” (Wright, Dunford and
Snell, 2001, p. 705) where those antecedents should not come from the traditional

perspective in order to observe deeper explorations of practices (Wright, Coff and
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Moliterno, 2014). A suitable model of human capital complementarities should thus draw
upon governance, the structures of which are “most amenable to human capital
complementarities” (Chadwick, 2017, p. 515). In doing so, the governance paradigm may
offer fresh insights into the nature of human capital investment and produce fresh solutions
that will outperform the existing ones (Su, Wright and Ulrich, 2015; Aguilera, Florackis and
Kim, 2016; Torfing and Triantafillou, 2016). Hence, this study directly answers these calls to
reveal these limitations by testing a typology of governance ran the typical HRMP paradigm

(Martin et al., 2016).

Significant shortcomings in terms of the practice of governance in the public sector appear
in the literature. Moreover, the empirical evidence on how these factors are affected by the
implementation and practice of good governance within public sector agencies is somewhat
limited (Subramaniam et al., 2013; Tucker, 2010; Edwards and Clough, 2005; Broadbent and
Guthrie, 2008). As a consequence, Torfing and Ansell (2017) argue for the need for empirical
(quantitative and qualitative) research that can reveal the consequences of alternative
approaches of governance to the issue of under-investment in human capital. To this end,
studies are needed of how bottom-up service innovations are initiated and developed by

employees (Sgrensen, 2017).

More strikingly, the studies on the codes of good governance have focused on the codes
issued in each country rather than on the international codes issued by transnational
institutions that have a wider applicability and speak to the important debate of global
governance (Aguilera and Cuervo-Cazurra, 2009). Heretofore, “it is interesting to note that
our review of previous studies shows that there is still a relatively scarce number of studies
investigating codes at international level” (Cuomo, Mallin and Zattoni, 2016, p. 231). To this
end, they suggest future studies might explore the consequences of the international codes.
Such a move to international frameworks could be both quicker and more effective in
addressing the shortcomings of the home country governance regimes (Rejchrt and Higgs,
2015). IFAC and CIPFA (2014, p.7) argue that, “where codes and guidance do not exist, the

Framework will provide a powerful stimulus for positive action”.

Moreover, countries that do have a code of good governance in the public sector can “refer

to the Framework in updating and reviewing their own codes” (p.7). However, in colloquial
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terms, international codes cannot fit perfectly because of the heteroscedasticity between
countries. In fact, Haxhi and Aguilera (2017) believe that worldwide or international codes
of good governance allow countries or organisations to adjust their best practices to suit
their own peculiarities. In addition, they argue that different countries can achieve the same

governance result through a combination of different practices.

Studies in the public sector are unable to contribute to public administration as an academic
discipline. Contributions can only be made through theoretically informed empirical study of
the practice of public administration (Peters and Pierre, 2017). Recentally, public
administration research has become increasingly quantitative in nature because of the
growing demand for valid, reliable measures (Van Engen, 2017). Indeed, there is certainly a
place for deductive theorising about the behaviour of individuals within it (Peters and

Pierre, 2017).

The implications of practice are important in public administration. Notwithstanding,
previous studies are not conducive to an understanding of the ‘real world’. Consequently,
there is an obligation to consider those implications and attempt to engage with the ‘real
world” (Peters and Pierre, 2017). Additionally, future research needs to engage with
stakeholders or managers further and foster the role played by values in shaping an
organisational identity. Future studies should consider notions related to loyalty, hierarchy,
integrity, public interest, accountability, and transparency (Peters and Pierre, 2017). In
particular, public sector institutions are created by infusing a structure with values (Selznick

1957).

Moreover, public administration is somewhat lacking in its ability to provide insights into
many issues of governance, and also lacks of use of institutional theory. A new public
governance paradigm has evolved around innovation and public value creation rather than
procedural and political rationality, and also around interdependency and collaboration
rather than government control (Crosby, Hart and Torfing, 2017). Table 2.3 summarises the
deficiencies existing in the literature on these three contexts: innovation, governance, and

public administration.
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Table2. 3 2.4 Shortcomings in the related literature

Context Source

Deficiencies

Bowen (2016)

Torfing and Triantafillou
(2016)

A new understanding is required about complex service contexts
requiring employees to fill roles as ‘Innovators’

There is need for future research that adopts conceptual logic to build
on the argument that, if public sector leaders transform public
governance in the correct way, public innovation may be boosted to
the benefit of users, citizens, employees, stakeholders and society at
large

g Sgrensen (2017) Future research should focus on the functional forms of how the
= public sector itself can become more innovative
5 De Vries, Bekkers and An opportunity for future research lies in studying how applicable
Tummers (2016) public sector innovation studies might be in non-Western countries
Sgrensen (2017) Studies are needed of how bottom-up service innovations are
initiated and developed by employees
De Vries, Bekkers and Future research might link governance to the extent to which
Tummers (2016) innovativeness is seen in the public sector as well as to the
antecedents that shape public sector innovations and their outcomes
Aguilera, Florackis and Kim  Governance where human capital is a more important resource than
(2016) financial capital is a neglected topic
Mahoney and Kor (2015) Researchers in the field of governance underestimate the strategic
value of the organisation’s human capital because they have
overlooked the versatility of this notion and its far reaching impact
Torfing and Triantafillou The governance paradigm could yield new solutions that will
. (2016). outperform the existing ones
=
:
0 Grindle (2117) The question of how the conditions of public sector governance can
S be improved warrants ongoing attention

Subramaniam et al. (2013)

Grindle (2017, p.22)

The empirical evidence on the factors affected by the implementation
and practice of good governance within public sector agencies is
somewhat limited

future discussions of governance, “should continue to explore
important questions related to pathways to improved performance”
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Context Source

Deficiencies

Torfing and Ansell (2017)

Cuomo, Mallin and Zattoni
(2016).

Crosby, Hart and Torfing
(2017)

Empirical research is required that may reveal the consequences of
alternative approaches to governance in regard to the issue of under-
investment in human capital

Future studies might explore the consequences of international codes
and a worldwide framework of governance

A new public governance paradigm is a compelling topic for future
research, one that evolves around innovation and public value
creation rather than procedural and political rationality, and around
interdependency and collaboration rather than government control

Human Capital

Chadwick (2017)

Morris et al. (2017)

The complementarities between governance structure and human
capital merit further research attention

The role of human capital at the individual level remains ambiguous.
An additional opportunity lies in studying human capital management
at a far more micro level while much of the work on human capital
has studied these phenomena at an aggregated level (the
organisational level)

Public sector

Peters and Pierre (2017)

Public administration is somewhat lacking in its ability to provide
insights into many issues of governance, and fails to employ
institutional theory

There is certainly a place for deductive theorising about the behavior
of individuals within public organisations

Future studies should consider notions about loyalty, hierarchy,
integrity, public interest, accountability, and transparency
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3 Conceptual framework

This chapter presents the building blocks of the conceptual framework. It begins by
discussing how the prevailing theoretical perspective translates into single dominant
governance logic by combining inter-disciplinary theories with the governance literature.
The focus of this chapter is on examining the existing literature on conceptual framework
development. This chapter also addresses the research questions within the context of
Saudi Arabia. This leads to the development of a theoretical framework and associated

hypotheses.

3.1 Introduction

This thesis investigates the complementarities' effect between the holistic approach to
governance and human capital on public employees’ innovativeness in Saudi Arabia. Thus
before turning to the study’s methodology, it is important to understand the conceptual
framework that explains the complementarities between governance structure and human
capital in order to maximise innovation. The literature reveals that less research has been
conducted on the relationships between good governance and innovativeness in the public
sector (De Vries, Bekkers and Tummers, 2016; Sgrensen, 2017). Interestingly, scholars
extremely rarely address this relationship through intermediating factors (Aguilera, Florackis
and Kim, 2016; Mahoney and Kor, 2015). It is important to investigate the effect of
intermediary factors in order to identify the motivational factors through which governance
provides intellectual stimulation to encourage employees to challenge the status quo and

the traditional ways of doing things.

This argument is based on conceptual arguments, where scholars claim that, if employees
are empowered, possess sufficient resources and trust in the organisation, and then feel a
sense of psychological ownership, this encourages them to engage in creative actions. Given
the importance of the intermediating effect, the study conceptualised the connection

between good governance and innovation through intermediating factors, such as
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employees’ trust, empowerment and the availability of resources. The context of this study
is employees of public sector organisations in the Kingdom of Saudi Arabia in connection to
the good governance practice trends related to organisational innovation. In this study, the
researcher considered 14 main constructs, as discussed in the literature review chapter
(integrity, fairness, respect for the rule of law, resilience, openness and accountability,
governance network, comprehensive measuring of performance, task interventions,
developing capacity, trust, job resources, empowerment, and innovativeness) as a basis for

the theoretical framework.

As discussed in chapter 2, few empirical studies have addressed the relationship between
governance and innovation in the non-western public sector (Scupola and Zanfei, 2016; De
Vries, Bekkers and Tummers, 2016) although, nowadays, every area of public administration
seems to have been subsumed under the umbrella of governance (Klijn, 2008). Interestingly,
most of the studies on public sector innovation have not been linked to existing theories (De
Vries, Bekkers and Tummers, 2016). By using a case study of the digitalisation of Roskilde
University Library and adopting a qualitative approach, following Hartley’s (2005) model,
Scupola and Zanfei (2016) attempted to analyse the relationship between governance and
innovation in a technological context. The results of this study indicated that a transition
towards a Networked Governance mode implies a greater distribution of knowledge and
innovation across different organisational levels within public administration and affects the

development of new public services.

The public and private sectors differ in important ways. Gospel and Pendleton (2003) assert
governance in the private sector incorporates a reductionism that excludes employees and
other actors, as “corporate governance is concerned with who controls the firm, in whose
interest the firm is governed and the various ways whereby control is exercised” (p.560).
Williamson (2003) argues that the incentives and governance mechanisms found in the
Anglo-American model force managers to shed employees in hard times and avoid
investments with uncertain returns, such as training. In essence, the Anglo-American
systems pressurise managers to place the shareholders’ interests above those of the
employees (Gospel and Pendleton, 2003). In other words, the principal-agent model lies at

the heart of the understanding of corporate governance in the private sector.
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Nevertheless, in the public sector, “more complex service contexts require employees to

nm

play roles such as ‘Innovators’, ‘Differentiators’, and ‘Enablers’ and ‘Coordinators’” (Bowen,
2016, p.5). Indeed, public sector entities stand at the centre of relationships involving
various groups of stakeholders (Parkinson, 2003). Notwithstanding these differences and
emerging trends in governance raise new questions regarding managerial roles, internal and
social processes, contexts, and recent changes in the conceptualisation of governance

(Tihanyi, Graffin, and George, 2014).

Accordingly, the conceptual framework in this study is based on three distinct theories. The
justification for choosing these three theories is described in section 3.2: The Theoretical
perspective. Thereafter, the conceptual framework and proposed hypotheses for
conducting this research are presented in section 3.3. Finally, section 3.4 will provide a

summary of this chapter.

3.2 Theoretical perspective

3.2.1 Governance theories
The first issue to be addressed is what can be considered theory. While the question of the
nature of theory is subject to debate, Llewellyn (2003, p. 667) argues that everyone
theorises and that there are different levels of theory according to its formality and
structuralism. In effect, what Llewellyn (2003) calls metaphor and differentiation can be
seen to be the early stages of theorising, while the later stages of theorising are regarded as
‘stronger’ or more developed theorising. The number of interested scholars developing our
collective understanding of how we can bridge theory and empirical research is growing
within various management disciplines. One useful tool is the work of Weick (1995), which
suggests that theorising needs to be understood as a process rather than a product, where
what passes for theory consists of approximations, or interim struggles, as people inch
closer towards stronger theories. Theory is not ‘a truth’ but a rhetorical method of

explaining a relationship (Llewellyn, 1996).

Multiple definitions of ‘theory’ have been proposed in the literature. Some scholars argue
that, “theory allows scientists to understand and predict outcomes of interest, even if only
probabilistically” (Colquitt and Zapata-Phelan, 2007, p. 1281). DiMaggio (1995) defines

theory as allowing scientists to describe and explain a sequence or process of events. Given
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this, he defines theory as, “an account of a social process, with emphasis on empirical tests
of the plausibility of the narrative as well as careful attention to the scope conditions of the
account” (p. 391). In essence, “true theory goes beyond models and diagrams by delving
into the underlying processes that explain relationships, touching on neighboring concepts
or broader social phenomena, and describing convincing and logically interconnected

arguments” (Colquitt and Zapata-Phelan, 2007, p. 1285).

In quantitative research, theory can be defined as “a set of interrelated constructs
(concepts), definitions, and propositions that present a systematic view of phenomena by
specifying relations among variables, with the purpose of explaining and predicting the
phenomenon” (Kerlinger, 1986, p. 7). Following this definition, theory helps us to
understand, explain, predict and control (Wright, 2017). As a necessary phase in the
theoretical process, theoretical refinement consists of modifying the theory based on a
desire to develop an even deeper understanding of the phenomenon through the addition
of further concepts (Wright, 2017). Notably, a theory might appear as an argument, a

discussion, a rationale, or a figure (Creswell, 2014).

Different theories exist in the literature regarding governance. These different theories,
such as stakeholder theory, agency theory, stewardship theory, transaction cost theory, and
resource dependence theory, have been used to explain and describe the mechanism of
governance. Grindle (2017) argues that, “it may be that the concept of good governance
became so popular because it captured something universal and aspirational” (p.19). Each
theory provides a useful account that reflects a specific view and objectives regarding the
governance mechanisms. A reason why the past decade has seen the rapid development of
many governance theories is the vast array of researchers, conferences, and journals that
are devoted to the study of governance, making this phenomenon one of the most
frequently-used social science concepts in the world today (Ansell and Torfing, 2016).
Indeed, in recent years, governance has become even more important by including recent
recommended qualities of good governance, such as participation and decentralisation
(Grindle, 2017). However, Grindle (2017) believes that, in both theory and practice, the

timing of governance, trajectories and interdependencies is ignored.
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In this heuristic, because “the reach of governance theory is broad and its imperial term of
reference are highly varied”, as shown in table 3.1, governance theories may be classified,

according to their purpose, into five main categories (Ansell and Torfing, 2016, p. 1).

Table3. 1 Classification of governance theories according to their purpose

Categories  Purpose

One How different actors, jurisdictions, levels and intuitional arenas interact to
exchange knowledge and ideas, coordinate actions and collaborate in making
authoritative decisions that produce collective outcomes

Two To understand the role played by different public, private and civil society
actors in governing the processes at various levels

Three To analyse how governance is designed, organised and orchestrated, or how it
evolves over time and across different sectors and domains

Four To study governance’s impact and effects to understand how different kinds
of governance contribute to more effective or innovation methods

Five To improve governance to ensure eligible outcomes by analysing its failure

Source: Ansell and Torfing (2016)

Notwithstanding these differences, governance is an important concept and central when
applied to the public sector. More precisely, Grindle (2017) lists several abilities that might
be subsumed under the term ‘governance’ in the public sector. These are: the notions of
how administrative decisions are made, how governmental systems work, and why both
formal and informal institutions matter with regard to how things get done. Importantly, he
assumes that informal institutions are as important, as even more important, than the

formal ones in determining how governance occurs.

Some scholars argue budgetary consolidation (reducing costs, delivering better value for
money, and increasing effectiveness and efficiency) and instruments (internal audits, quality
models, and business process reengineering) enable the public sector to work better at less
cost. Hence, the public sector becomes more client-oriented and therefore more business-

like (Bouckaert, 2017). Nevertheless, in his seminal work, Kickert disagrees:
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“public governance requires more than effectively and efficiently running the
'‘government business'. Public governance has a broader meaning than the usual
restricted business-like, market-oriented interpretation of the concept of
'management’. Public governance is also related to legality and legitimacy and more

than strict business values” (Kickert, 1997, p.732).

In the past, new public management’s emphasis was laid upon business and market
orientation and therefore attention was paid to theories and techniques drawn from private
sector management. However, the societal political and legal environment of public
administration is distinctive. Therefore, governance in the public sector entails placing a
stronger focus on the sector’s peculiarities. Recently, the management concept has been
broadened within public governance through the complexity of the administrative relations.
Given this, current developments in governance cannot be reduced to a simple convergence
model (Gospel and Pendleton, 2003). “A key message from the conclusions is that
complexity needs to be taken into account, and that increasing complexity needs
increasingly complex theories and solutions” (Bouckaert, 2017, p.48). The arguments in this
study suggest interdependency and collaboration, rather than conflict, should be the
primary mind-set of public governance. Accordingly, this study will break from traditional,
agency conflict between stakeholders and managers and use a combination of theories
(social capital theory, stakeholder theory and institutional theory) to describe where and
how an organisation’s governance drives human capital value creation towards

innovativeness.

As discussed above, the argument is recently extended to cover developments in the public
governance paradigm which appear to be enhancing managerial choice. A number of new
themes have developed out of this discussion, for example, stakeholder engagement, ethics,
and networks. Thus, current developments in governance cannot be reduced to a simple
convergence model or theory (Gospel and Pendleton, 2003), a situation in which it makes
sense to draw on and integrate theories in order to take the literature forward (Shaw et al.,
2018). Theory integration can be an effective way of making a significant, novel, and bold
theoretical contribution, generating novel frameworks which provide insights into real

problems faced by managers and organisations (Agarwal and Hoetker, 2007).
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This study stays mindful of danger zones (compatibility and communication clarity) by
combining theories that don’t make fundamentally incompatible assumptions on the crucial
dimensions (Shaw et al., 2018). In addition, it is important look for true integration of ideas
from one theory with those in another, consequently, a complete theoretical picture may
therefore emerge (Shaw et al.,, 2018). The next sections provide assurance that the key
assumptions of the Social Capital Theory, Stakeholder Theory and Institutional Theory are
not violated and abandoned as the integration occurs. Instead, the three theories explain

different aspects of the public governance phenomenon.

Together, the integration of the three theories (social capital, stakeholder, institutional
theory) offers a new way of seeing the phenomenon of generate innovativeness by
complementarities between governance structure and human capital, and, in doing so,
shifts the way we think about the public governance's effects. The broader conceptualized
approach of governance in this study gives a complete picture of the components are critical
to the success of an organisation. Theorising this influence requires addressing underlying
assumptions: that ethical climate, network of relationships, and interventions. Stakeholder
theory, when applied to human capital, posits that organisations’ human capital values and
performance are driven by the norms of ethical climate. Additionally, the arguments in this
thesis draw stronger connections with a more comprehensive outlook toward achieving
coordination and performance through structural, relational and cognitive networks, which
originated in social capital theory. Balancing these assumptions requires managers to
recognise specific interventions and choose appropriate behaviours. Institutional theory is
converging toward a more balanced view by committing to use interventions consistent

with the organisational, individual and societal factors (Cardinale, 2018).

3.2.2 Social Capital Theory

The inspiration for most of the current work on social capital stems from the seminal
research conducted in the twentieth century. Recently, social capital has built on what
Granovetter (1973) described as the strength of weak ties. Social capital generally refers to
social networks and the reciprocities that arise from them and their value within the
business environment (Sen and Cowley, 2013). By linking this to outcomes, the concept of
social capital refers to the relationships that enable an organisation to work effectively (Dess

and Shaw, 2001; Adler and Kwon, 2002; Maak, 2007). Florida, Cushing and Gates (2002,
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p.20) explain, “the idea that strong social networks-tight communities bound by shared
norms, trust, and reciprocity-enhance cooperation and productivity when people belong to
communities with high levels of social capital, the theory goes, they're far more willing to
work together and take chances on risky ideas. It followed that high social capital would fuel
innovation”. Although this may be true, they argue that the extant theory and mixed

empirical evidence leave the effect of social capital on performance unclear.

In the public sector, “effects of social capital are expected to advantage public organisations
in achieving goals that lead to better government performance” (Compton and Kenneth,
2016, p. 610). Moreover, social capital can serve as informal governance in weak protection
regimes (Cao, ding and zhang, 2016). Where public administration is “dependent upon the
cooperation and joint resource mobilization of policy actors outside their hierarchical
control” (Borzel, 1998, p. 260), social capital can play an important role and public sector
organisations managers should be able to interact with or shape the influences of social
capital on the public organisations’ performance (Compton and Kenneth, 2016). In this
heuristic, Crona, Gelcich and Bodin (2017) argue social capital may not emerge
independently of leadership but is likely to be created and reinforced through active,
engaged leadership. Managers apply their human and social capital to monitoring and
advisory roles, which allows them to exploit their knowledge more efficiently (Nahapiet and

Ghoshal 1998).

Over the last two decades, scholars from various disciplines have actively studied social
capital, such as community social problems (Messner, Baumer and Rosenfeld, 2004;
Beyerlein and Hipp, 2005), the financial performance of local government (Menahem, Doron
and Haim, 2011), and education (Leana and Pil, 2006). Furthermore, social capital
researches have undertaken various levels of analysis, such as individual (Belliveau, O’Reilly

and Wade, 1996) and group or organisation (Baker, 1990).

Bourdieu (1986) and Putnam (1993) provide two different theoretical models for the social
capital concept. Bourdieu (1986, 1988) focusses on the role that different forms of capital
play in the reproduction of unequal power relations. Hence, he identifies three forms of
capital (economic, cultural, and social). Bourdieu’s theory has been used by a number of

researchers, such as Kurunmaki (1999), with regard to professional and financial capital
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among traders, Xu and Xu (2008) in the context of accounting classification and terminology
in Chinese banks, and Jacobs and Kemp (2002) in exploring the use of accounting in small

and medium-sized Bangladeshi firms.

Perhaps the most significant recent work on the development of Bourdieu’s (1986) model is
that by Coleman (1990) (Sen and Cowley, 2013). Coleman (1990) synthesizes a more
relational sociological perspective by focusing on social capital’s functions, where it is said
to, “facilitate certain action of individuals who are within the structure” (p. 302). Arguably,
Coleman (1990) views social capital as the relationships among factors, comprising the
elements of trust, norms and sanctions. As a consequence, three types were posited. The
first form is the obligations and expectations which depend on the trustworthiness of the
social environment. Second is the capacity of information to flow through the social
structure in order to provide a basis for action. The third form is the presence of norms.
Coleman’s model has been used by a number of studies (e.g. Chenhall et al., 2010; Awio et
al., 2011). Recently, Worrell et al. (2013) draw on the combined work of social capital

theorists by using social networking.

The other model is provided by Putnam (1993) from a political science perspective through
comparing social capital as the connections among individuals to physical capital as physical
objects and human capital as the property of the networks, norms and trust that develop
within a group, providing the impetus to pursue the shared objectives of all of the group’s
members, are the three dimensions of social capital. Therefore, Fukuyama (1995) integrates
social capital and trust within an economic framework. Likewise, the World Bank and the
Organisation for Economic Cooperation and Development (OECD) (2001) define social
capital as “networks together with shared norms, values and understandings that facilitate
co-operation within and among groups” (p. 1). However, even though Subramaniam et al.
(2013) believe there is no unilateral definition of social capital because the concept has
been developed and used by sociologists in different ways, they regard Inkpen and Tsang’s
(2005) definition as commonly accepted: “the aggregate of resources embedded within,
available through, and derived from the network of relationships possessed by an individual

or organisation” (p. 151).
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In this study, the social capital perspective developed by Nahapiet and Ghoshal (1998) is
adopted. As shown in figure 3.1, Nahapiet and Ghoshal (1998) divide social capital into three
diminutions: structural, relational and cognitive, which is an ideal model for analysis in this
study. First, the structural dimension relates to the pattern of connections among the actors
within a network. Second, the relational dimension refers to the personal relationships and
one-to-one communication ties that actors hold among both themselves and those outside
their network. Third, the shared understandings and meanings within a given context is the
cognitive dimension (Subramaniam et al., 2013). Their primary argument was that social

capital within the organisation facilitates the creation (Inkpen and Tsang, 2016).

This model has been successfully used to explain the benefits of social capital in a variety of
network contexts, including large multinational electronics firms (Tasi and Ghoshal, 1998),
professional virtual communities (Chiu, Hsu and Wang, 2006), entrepreneurial high-
technology ventures (Yli-Renko, Autio and Sapienza, 2001), Chinese high-technology
organisations (Jia et al., 2014), and multinational corporations (Gooderham, Minbaeva and
Pedersen, 2011). A good example is Bolino, Turnley and Bloodgood (2002), who “highlight
the role of social capital as an important determinant of sustainable competitive advantage
and organisational performance” (p.508). Another example is Liao and Welsch (2005), who
employed Nahapiet and Ghoshal’s model to explore the important role of social capital in

entrepreneur success.

In the public sector context, Nahapiet and Ghoshal’s social capital model has been used to
explain knowledge acquisition and knowledge sharing in institutions (e.g. Cheung et al.,
2016; Leana and Pil, 2006). Also, Subramaniam et al. (2013) use the model in the context of
governance within the public sector by focusing on four major functional areas of
governance: risk management, internal audit, strategic planning and capacity building. They
argue for these four major functional areas, as their activities, directly and indirectly, have
implications regarding the achievement of organisational goals. In future studies,
Subramaniam et al. (2013) suggest extending their study to other public sector
organisations where the level of task interdependence among employees is high, and
structural connections including high frequency interactions. Also, they suggest alternative

research methods, such as surveys, might be conducted. Furthermore, future studies
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should address the impact of individual managers on governance effectiveness (Brown et

al., 2017) through social capital theories (Kor and Sundaramurthy, 2009).

Nahapiet and Ghoshal’s (1998) social capital model is adapted in this study for several
reasons. Social capital scholars tend to emphasise social capital at the individual level.
Furthermore, Nahapiet and Ghoshal’s model is useful for examining social capital at both
the individual and organisational level (Bolino, Turnley and Bloodgood, 2002). Interestingly,
Nahapiet and Ghoshal’s model incorporates a cognitive dimension instead of focusing on
either the structural or relational aspects of social capital. The three dimensions provided in
Nahapiet and Ghoshal’s (1998) model are interrelated and distinguishing between them aids
in the analysis of the complex interactions among the managers and employees from
different governance functional units (Subramaniam et al., 2013). However, Nahapiet and
Ghoshal restricted their arguments to within the organisations so it might be necessary to
modify the sub-dimensions in the model (Inkpen and Tsang, 2016). Next, the three
dimensions of Nahapiet and Ghoshal’s model (structural, relational and cognitive), are

discussed in detail.

Social Capital Combination and exchange of intellectual capital Creation new intellectual capital

Access to parties for
combining/exchanging
intellectual capital

Structural dimension:
Networkties

Network configuration et fon e

Appropriable organisation
PRrop = through combining/

exchanging
Cognifive dimension: - intellectual capital -
Shared codes and language » New intellectual
Shared narratives capim.!creared
M Ferrfm through combination
Relational dimension: combinelexchange and exchange
Norms intellectual capital

Obligations
Identification

Combination
capability

Source: Nahapiet and Ghoshal (1998)

Figure3. 1 Nahapiet and Ghoshal’s social capital model
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Structural Dimension

The structural dimension of social capital refers to the patterns of relationships between
people. This dimension generally has implications for the accessibility of knowledge as it is
characterised by network ties and network configuration. Network ties are the connections
between organisational members which facilitate information flows and work as channels
for knowledge and resources exchange (Bolino et al., 2002). Nahapiet and Ghoshal (1998)
highlight that “network ties influence both access to parties for combining and exchanging
knowledge and anticipation of value through such exchange” (p. 252). However,
Subramaniam et al. (2013) add that the flexibility and ease of information exchange in
network configuration are affected by the network density, connectivity and hierarchy. Burt
(1992) argues that individuals with a network that is rich in information will benefit from
gaining access to that information and facilitating the sharing of it. Consequently, they also

become facilitators of knowledge creation and sharing.

Relation dimension

The relational dimension refers to the interpersonal nature of relationships. Subramaniam
et al. (2013) suggest that this relationship can be developed “over time between people,
including friendship, respect, approval, prestige, motive for membership of a network,
obligations, trust and a sense of identity with the network” (p. 954). According to Szulanski
(1996), the existence of arduous relations between the source and the recipient is one of
the most important obstacles to the transfer of best practice within organisations. Building a
climate of respect, openness and trust, for instance, is likely to enhance relationships.
Regarding the latter, Cheung et al. (2016) identified a large body of research evidence for a
positive relationship between the level of trust among individuals and their willingness to
engage in social exchange and to be cooperative and communicative. Subramaniam et al.
(2013) assume when individuals identify with the group’s norms, goals and outcomes, a
sense of identity with the network is created. Moreover, Kramer and Goldman (1995) find
that identification with a collective body enhances the concern for collective processes and
outcomes, which in turn increases the chances of information flow and teamwork. Recently,
Bandiera, Barankay and Rasul (2008) find friendship ties among workers affect firm

productivity.
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Cognitive dimension

The cognitive dimension refers to the shared language, meaning and interpretations of the
stakeholders, which are all essential for information/knowledge exchange. In particular,
Subramaniam et al. (2013) argue the cognitive dimension, through sharing codes and
language engenders a common understanding of the collective goals and appropriate
conduct within an organisation regarding what is relevant and acceptable governance
behaviour. Nahapiet and Ghoshal (1998) list the ways in which the cognitive dimension
affects the conditions for the combination and exchange of intellectual capital. First, the
cognitive dimension makes it easier to gain access to people and their information. Second,
the cognitive dimension provides a common frame of reference through which to identify
and interpret a situation or problem. Third, the cognitive dimension enhances combination
capability where people with different types of overlapping knowledge are able to combine
and share information. Moreover, according to Subramaniam et al. (2013), the cognitive
dimension can also be critical for organisational sense-making. Hence, shared language and

shared narratives are potentially critical with regard to coordination and decision-making.

Leonard-Barton (1995) finds the acceptance of diversity; openness to criticism and a
tolerance regarding failure are norms that help to create intellectual capital. However,
Subramaniam et al. (2013) point that how the different governance concepts and
dimensions have come to be understood and translated in the practice of governance
remains unclear. For instance, the shared understanding of “openness”, “human resource
capacity”, and similar governance-related concepts is vital for clear, effective
communications for good governance. From a governance viewpoint, the social norms of
honesty and teamwork are among the factors that can establish a strong foundation for
engendering the appropriate attitudes and behaviour. Further, relational aspects will
involve not only having a clear sense of one’s own role but also other staff members’

governance functional roles.

Broadening the focus of governance paradigm shifts our theoretic attention from the formal
component of governance structure including structures and processes to also consider the
informal component concerning organisational culture and employee behaviour. Together,
these two components are critical to the success of an organisation in terms of achieving its

goals (Subramaniam et al.,, 2013). In a way that is analogous to the complementary
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components of public governance, the central tenet of social capital theory is described as
“the aggregate of resources embedded within, available through, and derived from the
network of relationships possessed by an individual or organisation” (Inkpen and Tsang,
2005, p. 151). More subtly, when applied to public governance, social capital theory
provides a more comprehensive outlook toward achieving coordination and performance

through structural, relational and cognitive dimensions.

3.2.3 Stakeholder Theory

Stakeholder theory has been gaining in importance (e.g. Freeman, et al, 2010; Schwartz and
Carroll, 2008), and is now central to the business and society field (Lankoski, Smith and
Wassenhove, 2016). In the public sector, governments worldwide appear to be
experimenting with new approaches and forms of governance, such as interactive decision-
making and stakeholder involvement (Klijn 2008; Edelenbos and Klijn 2006). As a
consequence, Schafer and Zhang (2017) claim stakeholder management should be a
practical matter. Interestingly, they insist that the issue is now no longer whether public
administrators should involve the external stakeholders, but in what way. Tihanyi, Graffin,
and George (2014) encourage scholars to “rethink their approach to governance research by

considering stakeholder engagement” (p. 1535).

Stakeholder theory has been receiving increased attention in the academic dialogue in a
wide array of disciplines and perspectives (Harrison and Wicks, 2013; Jones, Harrison and
Felps, 2018; Bundy, Vogel and Zachary, 2018). An internal memorandum of the Stanford
Research Institute (SRI) in 1963 was the first to employ the term “stakeholder” in the
management literature. This term was defined by the Stanford Research Institute as those
groups on which the organisation is dependant for its continued survival (Freeman 1984, p.
31). According to this definition, ‘stakeholders’ are limited to those whose needs were
perceived to be the sole goals of a business (Sen and Cowley, 2013). Latterly, Freeman
(1984) has integrated the stakeholder concepts into a coherent construct and redefined
stakeholders as “any group or individual who can affect or is affected by the achievement of
the firm’s objectives” (p. 47). Under the new, revised concept, organisations are required to

address a set of stakeholder expectations, and management choice is a function of
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stakeholder influence (Sen and Cowley, 2013). However, this wider consideration of

stakeholders has rarely been explored in the literature.

Organisations that seek to serve the interests of a broad group of stakeholders will create
more value over time (Harrison and Wicks, 2009), where stakeholder theory is a vehicle for
connecting ethics and strategy (Phillips, 2003). Nevertheless, since the publication of
Freeman (1984), the definitions of stakeholder have varied in the literature and there is
terminological confusion. In addition, a large body of literature has emerged that is varied in
nature (Deegan and Unerman 2006). Crucially, Scherer and Patzer (2011) and Harrison and
Wicks (2013) find many different interpretations of basic the stakeholder concept, which
makes theory development difficult. In summing up, Lankoski, Smith and Wassenhove
(2016) find the stakeholder theory approaches range from those that define stakeholders
broadly and address their multilateral interests (e.g. social interests) to those focus strictly
on creating value for a delimited set of stakeholders for the effective management of an

organisation.

Table 3.2 shows the range of ‘stakeholder’ definitions proposed by researchers that explains
the rapid development over the last three decades and how the stakeholder concept has
evolved over time and varies among scholars. Sen and Cowley (2013) analyse the definitions
of stakeholder in the literature and conclude that “stakeholder theorists neither reject
Friedman’s (1962) idea of profit maximisation as the only goal, nor support the view that
managers only have moral obligations toward shareholders” (p.415). They find scholars
argue for two basic logics. First, in order to perform well, managers need to pay attention to
a wide array of stakeholders (e.g. local community and environmental lobbyists) and,
second, “managers have obligations to stakeholders which include, but extend beyond

shareholders” (p.415).

With some dissent, stakeholders are ranked into two groups according to Dunham et al.
(2006) using the terms ‘cooperation’ and ‘collaboration’. Cooperation is used for
stakeholders who affect or are affected by the business in the community, whereas
collaboration is used for stakeholders on whom the business relies for support: employees,
consumers and suppliers. In fact, to improve performance and grow the business

successfully, Freeman et al. (2010) assert organisations need to inspire their employees.
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Stakeholder theory help scholars and managers to understand relationships between

organisations and their stakeholders, as well as some of the performance outcomes of these

relationships. More specific to the arguments in this thesis, when applied to human capital,

stakeholder theory posits that organisations’ human capital values and performance are

driven by the norms of ethical climate, for instance, fairness, trustworthiness, care, and

respect (Jones, Harrison and Felps, 2018).

Table3. 2 The range and development of the ‘stakeholder’ definition

Source

Definitions/explanations

Stanford memo (1963)

Rhenman (1964)

Ahlstedt and
Jahnukainen (1971)

Freeman and Reed
(1983, p. 91)

Freeman (1984, p. 46)

Freeman and Gilbert
(1987, p. 397)

Cornell and Shapiro
(1987, 9. 5)

Those groups without whose support the organisation would cease
to exist (cited in Freeman and Reed. 1983)

“are depending on the firm in order to achieve their personal goals
and on whom the firm is depending for its existence” (cited in Nasi,
1995)

“driven by their own interests and goals are participants in a firm,
and thus depending on it and whom for its sake the firm is

depending" (cited in Mitchell, Agle and Wood (1997, p. 858)

“can affect the achievement of an organization's objectives or who is
by the achievement of an organization's objectives"

“can affect or is affected by the achievement of the organisation’s
objectives”

“can affect or is affected by a business”

“claimants" who have "contracts”
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Source

Definitions/explanations

Bowie (1988, p. 112)

Evan and Freeman
(1988, p. 79)

Alkhafaji (1989, p. 36)

Carroll (1989, p. 57)

Freeman and Evan
(1990)

Thompson et al. (1991,
p. 209)

Savage et al. (1991, p.
61)

Hill and Jones (1992, p.
133)

Brenner (1993, p. 205)

Carroll (1993, p. 60)

Wicks et al. (1994, p.
483)

“without whose support the organization would cease to exist”

“benefit from or are harmed by, and whose rights are violated or
respected by corporate actions”

“groups to whom the corporation is responsible”

nn

“asserts to have one or more of these kinds of stakes"-"ranging from
an interest to a right (legal or moral) to ownership or legal title to
the company's assets or property”

Contract holders

In “relationship with an organization”

“have an interest in the actions of an organization and...the ability to
influence it"

“constituents who have a legitimate claim on the firm...established
through the existence of an exchange relationship”

who supply “the firm with critical resources (contributions) and in
exchange each expects its interests to be satisfied (by inducements)”
“having some legitimate, non-trivial relationship with an
organization [such as] exchange transactions, action impacts, and
moral responsibilities"

“asserts to have one or more of the kinds of stakes in business-may
be affected or affect”

“interact with and give meaning and definition to the corporation”
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Source Definitions/explanations

Clarkson (1995, p. 106) “bear some form of risk as a result of having invested some form of
capital, human or financial, something of value, in a firm”

Donaldson and Preston  “Persons or groups with legitimate interests in procedural and/or
(1995, p. 85) substantive aspects of corporate activities”

Mitchell et al. (1997) Possession of attributes: power, legitimacy and urgency

Freeman (2002, p.39)  “...redistribution of benefits...redistribution of important decision-
making power to all stakeholders”

Source: the author

In the literature on stakeholders, the relative importance of individual stakeholders is
debated and different models have been proposed to classify this group. Recently,
stakeholder theorists argue different kinds of value should be simultaneously considered
during decision-making (Linden and freeman, 2017). In other words, organisations’ leaders
are “guided by many starts” (Mitchell et al. 2016, p.267). To understand the importance of
individual stakeholders more clearly, Sen and Cowley (2013) draw our attention to a
stakeholder salience model developed by Mitchell, Agle and Wood (1997), which is based on
stakeholders’ possession of one or more of the three main attributes: power, legitimacy and

urgency.

As figure 3.2 depicts, stakeholder typology consists of three major classifications and seven
minor types of stakeholder. First, latent stakeholders are stakeholders who possess only one
attribute and have low salience. More specifically, the model names this type using the
terms: dormant, discretionary and demanding, respectively, depending on the type of
attribute possessed: power, legitimacy or urgency. Second, with moderate salience,
expectant stakeholders possess any two of the three attributes. In particular, expectant
stakeholders having power and legitimacy attributes are called dominant, expectant
stakeholders having legitimacy and urgency attributes are called dependent, and expectant

stakeholders with power and urgency attributes are called dangerous stakeholders. Lastly,
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when stakeholders possess all three main attributes, their claim is prioritised and they have
an immediate mandate by the management. In this heuristic, Sen and Cowley (2013) add
that stakeholders can shift between Mitchell, Agle and Wood’s model categories by gaining

or losing any of the main attributes.

However, Harrison and Wicks (2013) argue “if the only relevant value created by a firm is
economic then the legitimacy arguments may actually feed animosity among stakeholders,
that they are all vying for a piece of the economic pie, and each wants a larger share” (p.
98). Similarly, Bosse, Phillips and Harrison (2009) agree that, even if economic returns are
fundamental to an organisation’s stakeholders, most stakeholders desire other things as
well. Although differences of opinion still exist, recently, it appears that a general
agreement has emerged that paying attention to these other factors may prove critical to
understanding why some organisations succeed over time, why stakeholders are drawn to
(and remain with) certain organisations, and which organisations do the most for their
stakeholders. Indeed, other scholars have called for more investigation in order to
understand stakeholders’ actions and responses more clearly (Laplume, Sonpar, and Litz,
2008; Rowley and Moldoveanu, 2003). Importantly, Lankoski, Smith and Wassenhove (2016)
argue the importance of viewing stakeholders from their standpoint in order to offer a
“stakeholder-cantered view on stakeholder value” (p.229). In a nutshell, despite more than
40 years of research, stakeholder theory still needs further development (Agle et al., 2008;

Freeman et al., 2010; Jones and Felps, 2013).
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Figure3. 2 Stakeholder typology

The stakeholder-based perspective of performance

The concept of stakeholder value is central to all perspectives of stakeholder theory
(Lankoski, Smith and Wassenhove, 2016). In order to define value that extends beyond the
economic value that stakeholders