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Abstract

There is many significant empirical research which highlighted on the factors that might have
impact on innovation capabilities. This conceptual paper aims to examine the relationship
between ambidextrous leadership and innovation capabilities. The research also explored the
moderation role of financial literacy between ambidextrous leadership and innovation
capabilities. Present research provides a comprehensive discussion on how ambidextrous
leadership impact innovation capabilities. This independent variable is important in
influencing firm performance of Malaysian Small and Medium Enterprise (SMEs). This
research pointed out the key value of ambidextrous leadership on innovation capabilities for
the consideration of the owner/managers. Furthermore, Ambidextrous Leadership theory
was used in the present research to investigate the impact of ambidextrous leadership on
innovation capabilities. While Resource-Based View (RBV) theory was used in this research to
examine the moderation impact of financial literacy between ambidextrous leadership and
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innovation capabilities. There are many implications of the research conceptual framework
for theory and practices are discussed.

Keywords: Ambidextrous Leadership, Financial Literacy, Innovation Capabilities

Introduction

There is a great attention given to the small and medium-sized manufacturing sector in the
past years. This happened due to the necessity of economic diversification for the countries.
Thus, SMEs contribute significantly to the GDP (Chatterjee & Bhattacharjee, 2020; Hernita et
al., 2021). SMEs have a key role in enhancing job opportunities, social welfare and in reducing
the rate of poverty (Zafar & Mustafa, 2017). SMEs provide a substantial contribution to
Malaysia and to most countries around the world (Sana et al., 2020). In 2020, SMEs accounted
for 13.5% of Malaysia’s exports; the manufacturing sector contributed 9.4%, the services
sector 3.9%, and the agriculture sector 0.3% (Ramdan et al., 2022).

SMEs sectors in Malaysia, are classified as construction, services, mining and quarrying, and
manufacturing (SME Corp Malaysia, 2020). Malaysian SMEs contribute significantly to overall
exports and employment (Chin & Lim, 2018). According to Cheah et al (2022) SMEs encounter
different challenges, such as high levels of international competitiveness and information and
communication (Ruslan et al., 2020). According to the SME Corp. Malaysia (2022), there are
almost 242,540 small and 19,459 medium-sized firms in Malaysia. The GDP performance of
SMEs changed from 13.5% in 2014 to 1.0% in 2021 as shown in Figure 1. Even with the small
improvement in 2021, the outcomes are still low when compared to past years. According to
Zulkifli and Omar (2019), the GDP contribution of SMEs serves as a proxy for their
performance. Previous research has recommended that future research should look at the
factors behind the decline in performance of Malaysian SMEs’ (Cheah et al.,, 2022).
In order to improve their company performance and competitiveness, SMEs need to promot
e their innovation capabilities (Hanifah et al., 2019).
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Figure 1 Annual Percentage Change of SMEs GDP from 2014-2021 (Source: DOSM, 2022)

Cheah et al (2022) claimed that Malaysian SMEs’ performance growth is impacted by their
lack of innovation compared to large enterprises. Malaysia ranks 37, which is lower than both
2020 and 2021 (Global Innovation Index, 2022). This is shown in Table 1.2, the Global
Innovation Index (2022) for innovation output. Future studies should examine the cause of
the decrease in innovation in the performance of manufacturing SMEs (lbrahim et al., 2018).
Based on the discussion above and recommendations from previous studies. The present
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research aims to analyse one of the factors behind Malaysian manufacturing SMEs' low
performance in terms of innovation capabilities.

Table 1
Manufacturing SMEs GDP percentage in selected ASEAN states
YR Gll Innovation Inputs Innovation Outputs
2020 33 34 36
2021 36 36 34
2022 36 35 37

Source: Global Innovation Index 2022

Literature Review

Research Related to Innovation Capabilities

Majority of the firms from different industries are focusing in fostering the innovation to
ensure success in the markets. Thus, academic discussion has concentrated on the innovation
capabilities concept (Saunila, 2020). Thus, adoption of concepts or behaviours pertaining to
novel for a company equipment, policies, systems, goods, processes, programs, or services is
referred to as innovation capabilities (Borah et al., 2022). There are some researchers have
contended that innovation capabilities are made up of certain competencies including
resource exploitation, networking, marketing, learning, and entrepreneurial competencies.
According to Jia et al (2021), innovation has become a vital tool for businesses to gain long-
term competitive advantages and adapt to changes in the business environment (Ali et al.,
2021).

In addition, Malaysian SMEs lack innovative capabilities for a number of factors, including a
lack of advancements in personnel' creative aptitudes and competencies (Yuen & Ng, 2021).
Another issue for Malaysian manufacturing SMEs is shifting consumer preferences, which has
compelled these companies to fulfil customer needs by enhancing their capacity for
innovation in terms of processes, goods, and logistics (Zulkiffli et al., 2021). Past research
argued that more thorough study is needed to determine the true state of SMEs' capacity for
innovation. Thus, they recommended future studies to investigate the impact of innovation
capabilities among SMEs in different context than Chian (Ali et al., 2020). Based on the above
discussion, the present research examined one of the factors (ambidextrous leadership)
which could impact on innovation capabilities. It also investigated the moderation impact of
financial literacy on the relationship between ambidextrous leadership and innovation
capabilities.

Research Design and Methods

The conceptual framework of the research is to increase understanding of the impact of
ambidextrous leadership, which might be relevant and improve the innovation capabilities of
manufacturing firm in Malaysia. Furthermore, this study will provide significant new
understandings of how financial literacy affect the relationship between ambidextrous
leadership and innovation capabilities. Based on evaluation of prior studies, the construct this
conceptual research. Furthermore, as shown in Figure 2, the literature review was
synthesised by using academic research pertinent to ambidextrous leadership, innovation
capabilities, and financial literacy.
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Figure 2 Conceptual Framework.

The research has two (2) hypotheses were developed to examine the effect of the variables
on innovation capabilities. Moreover, future studies might conduct quantitative research to
gather the research data. This research used ambidextrous leadership theory and the
resource-based view (RBV) theory. This conceptual research technique made use of a
dependable strategy for conducting a systematic review. In the future, the quantitative
method may be used to conduct an empirical test of the suggested conceptual framework.

Ambidextrous Leadership and Innovation Capabilities

Businesses need innovation to maintain or increase their competitiveness. Past research
indicated that innovation capability has a positive and significant relationship with SMEs
performance (Bahta et al., 2021). Previous research has demonstrated the importance of
innovation for SMEs, as they may be less susceptible to financial difficulties. There are several
prior studies have shown that innovation is essential to SMEs’ survival and success. Overall,
these results indicate that while innovation is critical to SMEs’ growth and their ability to
respond to uncertainty and crises, they should also carefully manage their innovation process
by making deliberate investments in the skills and resources that will enable them to innovate
(Demirkan et al., 2022).

The term “ambidextrous leadership” was developed by Rosing et al (2011) and describes how
a skilled leader of a creative workforce must encourage both closing and opening leadership
and be able to transition between the two with ease. The effects of ambidextrous leadership
on firms’ innovation have been discussed in a growing body of research recently, but its
influencing mechanism has not received enough attention (Jia et al., 2022). In addition, there
is a strong correlation between innovation and ambidextrous leadership. An organization's
degree of innovation can be raised by encouraging managers to exercise ambidextrous
leadership (Alghamdi, 2018; Li et al., 2020). Leaders that exhibit ambidextrous behaviours
support innovation Poon et al (2020), guarantee success over the long run, and help
organizations reach greater performance levels (Poon & Mohamad, 2020).
Previous research has highlighted the need for more studies to investigate the relatinship be
twen ambidextrous leadership and innovation capabilities (Jia et al., 2021; Li et al., 2020).
Therefore, past studies recommended that future studies should investigate the relationship
between ambidextrous leadership and innovation capabilities (Luo et al., 2018). Moreover,
it is postulated when ambidextrous leadership increase in a firm its innovation capabilities
will increase. Thus, there is a positive relationship between ambidextrous leadership and
innovation capabilities. Based on the previous discussion, the following hypothesis was
developed:
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Hi: There is a positive relationship between ambidextrous leadership and innovation
capabilities

Ambidextrous Leadership, Innovation Capabilities and Financial Literacy

The term ambidextrous leadership describes a leader that combines the complimentary
qualities of opening and closing, two (2) paradoxical leadership behaviours (Jia et al., 2021;
Kafetzopoulos, 2021; Wu et al., 2022). Additionally, a company's capacity for innovation is
defined as its ability to implement concepts or behaviours pertaining to tools, systems,
products, programs, processes, or services (Borah et al., 2022). Previous research has
demonstrated a favourable correlation between ambidextrous leadership which
encompasses both opening and closing behaviours and creativity (Jia et al., 2021). However,
there are mix findings about the relationship between innovative leadership and
ambidextrous leadership skills. Innovation skills are strongly correlated with ambidextrous
leadership. As a result, better and innovative services and goods are created, which is good
for the growth of a company (Alghamdi, 2018). Past studies indicated that ambidextrous
leadership has a positive relationship on innovation capabilities (Ahmad et al., 2022; Luo et
al., 2018). However, past study indicated that there was no significant relationship between
ambidextrous leadership on innovation capabilities (Li et al., 2020). Past research indicated
that there is a negative relationship between ambidextrous leadership and innovation
capabilities (Palm, 2021). In addition, managers and directors with a background in finance
are urged to take part in various risk reduction techniques, such as hedging and corporate
financial policies. Financial literacy in past research was measured using questions concerning
inflation, interest rates, and future values. However, when it comes to SMEs, it's critical that
management handle the financial situation well (Yang et al., 2018).

According to Hayes and Preacher (2014), a moderating impact might be present when there
is an inconsistent relationship between two (2) factors, according to MacKinnon (2011), the
value of a moderating variable may have an impact on the degree of correlation between an
independent and dependent variable. Based on past research, ambidextrous leadership, has
a substantial impact on innovation capabilities. However, financial literacy moderates the
relationship between ambidextrous leadership and innovation capabilities. In addition, due
to the high demand for financial literacy in manufacturing firms, there is a high possibility that
it might moderate the relationship between ambidextrous leadership and innovation
capabilities. Thus, its postulated that financial literacy among owner/manager in
manufacturing SMEs would strengthen the relationship between ambidextrous leadership
and innovation capabilities. Based on the past literature review this research proposes that
financial literacy strengthen the relationship between ambidextrous leadership and
innovation capabilities. Therefore, based on the above-mentioned discussion the following
hypothesis was proposed:

H.:  Financial literacy strengthen the relationship between ambidextrous leadership and
innovation capabilities

Underpinning Theory

Ambidextrous Leadership

Ambidextrous Leadership Theory and Ambidextrous Leadership

Based on the ambidextrous leadership theory, an organization's employee may encourage in
both exploitative and exploratory innovative behaviors when leaders adopt the opening and
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closing leadership styles (Isichei et al., 2022; Kafetzopoulos, 2021; Rosing et al., 2011). In
contrast, prior studies described ambidextrous leadership as a synthesis of transactional and
transformational leadership philosophies. According to Luo et al (2018), this research
suggests that proficient leaders possess the capacity to discern whether transformational or
transactional leadership is most appropriate. Previous studies distinguished between
transformative leadership and ambidextrous leadership (Luu, 2017). However, despite certain
conceptual and empirical parallels to opening and shutting behaviors, these leadership styles
dubbed “ambidextrous “are cognitively and empirically different (Rosing & Zacher, 2023).
Moreover, leaders with opposing opening and closing leadership philosophies are successful
in meeting the market's ongoing need for innovation (Lyu et al., 2022). They are particularly
effective at inspiring and fostering innovation in those who follow them (Zacher & Rosing,
2013). The ambidexterity theory of leadership posited that ambidextrous leadership includes
three elements, that are closing leadership behavior, opening leadership behavior, and
flexibility to flip between both behaviors. Opening leadership fosters explorative behavior,
while closing leadership behavior fosters exploitative behavior (Alghamdi, 2018). Past
research investigated the relationship between ambidextrous leadership and innovation
using the ambidexterity theory (Li et al., 2020).

The Resource-based view (RBV)

Resource-Based View Theory and Innovation Capabilities

In the tensive competition in the market, firms require special, precious, unusual, and non-
replaceable resources (Barney, 1991). This will enable them to sustain and can gain a long-
term competitive advantage. To generate revenue and build company value, businesses need
to develop or get resources and capabilities that are unique, durable, and challenging for
rivals to copy. Businesses that utilize their resources as efficiently as possible will thus succeed
(Dahiya, 2021). In order to provide returns, a firm's resource identification, portfolio,
deployment, and development are emphasized by the resource-based view (RBV) theory
(Saeidi et al., 2019). It demonstrates how firms may gain a competitive edge by utilizing
immobile and imperfectly imitable resources (Dahiya, 2021; Khan et al., 2022). Prior research
investigated the significance of utilizing an organization's assets to develop innovative
capabilities and provide imaginative products and services (Borah et al., 2022). Previous
studies on innovation capability have used RBV theory (Shou et al., 2017). Businesses may
operate more effectively when they build and manage their resources and capabilities using
innovation capabilities, which are derived from the RBV theory.

Resource-Based View Theory and Financial Literacy

RBV theory posited that a company with distinct resources both tangible and intangible
becomes more competitive and performs better than other companies with less resources
and capabilities (Barney 1991). According to the RBV hypothesis, performance and a
sustained competitive advantage can be facilitated by financial literacy as an internal
company competence (Yang et al., 2018). The RBV confirms that managing a company's
resources both tangible and intangible in order to gain a competitive edge through enhanced
performance, may be accomplished through financial literacy. Based on the results of the past
study provide more evidence for the RBV theory, which holds that financial literacy elements
may assist businesses in enhancing performance and competing (Alharbi et al., 2022).
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Design/methodology/approach

A comprehensive review of relevant books, journal articles, conference materials,
proceedings, and systematic reviews was carried out as part of the conceptual study design.
The size of the literature study and the variations in the research were taken into
consideration while developing the theoretical framework (Figure 2). Previous research has
revealed that the relationship between ambidextrous leadership and innovation capabilities
is varied. According to the review of past literature, the present research examined the
moderation impact of financial literacy between ambidextrous leadership and innovation
capabilities

Results and Discussion

The development of this conceptual paper was developed by previous research, conference
proceedings, conference materials, and relevant literature. Thus, the theoretical framework
was developed based on differences found in earlier study (Figure 2). The results of previous
research indicate a strong and positive correlation between ambidextrous leadership,
innovation capabilities, and financial literacy.

Research Implication

This study extends our understanding of the performance of Malaysian manufacturing SMEs.
The findings of this study should provide the Malaysian government with crucial knowledge
regarding what regulations need to be tightened up on manufacturing SMEs to boost their
productivity. Empirical data indicates that in order for Malaysian policymakers to create
effective strategies for boosting manufacturing SMEs in Malaysia, this research is essential.
This is predicated on the findings of past studies. Therefore, based on this conceptual
research, ambidextrous leadership has significant impact innovation capabilities. Moreover,
it also indicated that financial literacy strengthens the relationship between ambidextrous
leadership and innovation capabilities.

Conclusion and Future Research

The main objective of this research was to evaluate the Malaysian manufacturing SMEs’
declining in innovation capabilities. The present research investigated the relationship
between ambidextrous leadership and innovation capabilities. The study also investigated the
moderating impact of financial literacy ambidextrous leadership and innovation capabilities.
Thus, to achieve high performance among manufacturing SMEs in Malaysian, firms should
foster the ambidextrous leadership and innovation capabilities. The conceptual framework
could be empirically examined in future studies. Future research has to investigate other
moderators in between. Future studies could explore other independent variables that could
improve the theoretical model in the present research. Future studies might be conducted in
another county, in a different sector.
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