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Abstract

Innovative leadership (IL) is widely recognized as a critical antecedent driving team innovation (TT). However, its underlying
mechanism remains insufficiently explored, leaving a critical research gap in leadership and innovation management. To address
this gap, this study extends the literature by developing a moderated mediation model grounded in leader-member exchange
differentiation (LMXD) and relational transparency (RT). LMXD refers to the variation in leader-member exchange (LMX)
quality, while RT reflects team communication openness; both link IL to team innovation, with LM XD as a mediator and RT as
a moderator. Based on social exchange theory and organizational justice theory, we argue that IL positively influences TI via
LMXD: IL shapes LMX quality, and these differentiated exchanges facilitate TI. In particular, high team RT strengthens the
LMXD-TI relationship by mitigating conflicts arising from differentiated exchanges. Data were collected from a sample of 364
employees nested within 96 teams across multiple provinces and cities in China, with coverage spanning the manufacturing,
technology, and service sectors. Multi-wave, multi-source results provide strong empirical support for the model. Overall, this
research contributes by offering an integrated perspective on "differentiated" mechanisms, bridging the IL-TI gap via LMXD
and RT, and extending LMX literature by focusing on differentiation. It also provides theoretical implications for leadership
research and actionable recommendations for practitioners to manage diverse teams and enhance innovation.
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1. Introduction

Teams, as the core units for organizational innovation, di-  been widely studied, innovative leadership (IL) remains un-
rectly impact competitiveness [11]. The process of team inno-  derexplored [7, 33]. Although linked to positive outcomes, its
vation, involving knowledge integration and creation, isakey = mechanisms and boundary conditions are unclear. In diverse
focus for research and practice [32]. Leadership is a critical teams, especially, effectively managing differences to spur
input that shapes innovation by influencing team processes  team innovation is an unresolved "black box" [1, 20].

[30]. While transformational and authentic leadership have
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This study defines Leader-Member Exchange Differentia-
tion (LMXD) as the degree of variation in the quality of
leader-member exchange (LMX) relationships, which is often
viewed as a "double-edged sword": while it may undermine
team cohesion, it can also enable targeted motivation through
differentiated support [25]. By integrating social exchange
and justice theories, the research develops a moderated medi-
ation model. It aims to systematically examine the mecha-
nisms and boundary conditions through which IL influences
team innovation (TI), offering both theoretical insights and
practical guidance for implementing innovative leadership in
diverse teams.

2. Theoretical and Hypotheses
Development

2.1.IL and TI

IL is the leadership style most closely associated with inno-
vation practice [16]. It drives T1 by motivating members' in-
novative "reciprocation™ through various forms of "giving."”
Based on social exchange theory, interactions between leaders
and members follow the "giving-receiving™ norm of reciproc-
ity [6].

IL convey trust by granting autonomy, recognizing contri-
butions, tolerating failure, and providing support. Members
perceive these actions as encouragement for their innovative
roles and, driven by an obligation to reciprocate, respond with
greater innovative input and behavior [31]. Leveraging their
coordination and professional expertise, leaders identify indi-
vidual characteristics of members and offer differentiated in-
centives and guidance [5]. To maintain balance in the ex-
change relationship, members reciprocate with stronger inno-
vative motivation and actions. Furthermore, leaders' own in-
novative thinking and behavior provide an observable and im-
itable model [23]. Through social learning, members reinforce
their innovative behaviors, indirectly enhancing the team’s in-
novative climate and capability, thereby contributing to the
team’s innovation goals [28]. Therefore, we propose:

H1: IL positively influences TI.

2.2. 1L and LMXD

Team internal relationships constitute an ongoing social ex-
change process between leaders and members, aimed at guid-
ing members to collaboratively achieve team objectives [34].
Leaders play the role of key resource allocators [5]. To max-
imize return on investment, they establish exchange relation-
ships of varying quality with members based on their "recip-
rocation potential." With members demonstrating high recip-
rocation potential (e.g., exceptional innovation outcomes),
leaders build high-quality, close exchange relationships, while
maintaining basic exchange relationships with other members
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[27]. Accordingly, IL establish high LMX with members pos-
sessing high innovation potential by granting greater auton-
omy, critical information, and innovation support, while main-
taining routine working relationships with other members to
ensure foundational team operations. This innovation-ori-
ented strategic investment behavior directly shapes and ele-
vates the level of LMXD within the team. Existing research
indicates that leaders with high cognitive ability and insight
are more inclined to proactively adopt such differentiation
strategies [22]. Therefore, we propose:

H2: IL positively influences LMXD.

2.3. LMXD and Team Innovation

Through a differentiated "investment-reciprocation” cycle,
LMXD establishes two parallel yet complementary social ex-
change pathways that jointly promote team innovation. High-
LMX members, perceiving significant investment from their
leader, develop a strong sense of reciprocal obligation and mo-
tivation [19]. As a result, they are more inclined to exert effort,
take on challenging tasks, and proactively engage in innova-
tive behaviors to sustain and enhance the value of the ex-
change relationship [12]. This creates a direct innovation path-
way marked by strong incentives and high reciprocation, serv-
ing as a core driver of team innovation.

For low-LMX members, the clearly differentiated structure
defines their roles, responsibilities, and contribution bounda-
ries. This "explicit exchange contract" reduces uncertainty,
enabling members to act on basic norms of reciprocity and the
long-term expectation of improving their relational status
within this transparent framework [17]. At the same time, the
recognition accorded to high-LMX members motivates low-
LMX members to improve their own performance and inno-
vative contributions in pursuit of higher-quality exchange re-
lationships in the future [21]. Thus, we propose:

H3: LMXD positively influences TI.

2.4. The Moderating Role of Relational
Transparency

Members' acceptance of LM XD hinges not only on distrib-
utive outcomes but also on their perceptions of procedural
fairness in decision-making and the quality of interpersonal
treatment during implementation [18]. Relational transpar-
ency reflects the degree to which leaders openly share infor-
mation, communicate candidly, and align their words with ac-
tions in interactions [15]. High relational transparency in-
volves leaders clearly communicating the criteria, processes,
and rationale behind resource allocation and relationship de-
velopment. This renders the formation of LMXD more trans-
parent and justifiable, allowing members to more readily at-
tribute differentiation to fair assessments of contribution or ca-
pability. In such conditions, high-LMX members are likely to
view their favorable status as a fair acknowledgment of their
contributions, thereby experiencing heightened responsibility
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and innovative reciprocity. Low-LMX members, equipped
with clearer information, are more inclined to see their stand-
ing as mutable through improved performance [3, 24]. Thus,
high relational transparency can amplify the positive effects
of LMXD, fostering team innovation.

Conversely, when the LMXD formation process lacks
transparency, members lack the information needed to assess
procedural fairness. This raises the likelihood that they will
attribute differentiation to leader favoritism or unfairness [4].

Such perceptions may not only evoke feelings of injustice and
disengagement among low-LMX members but can also place
social pressure on high-LMX members, who may be per-
ceived as part of an "in-group." Therefore, we propose:

H4: RT positively moderates the relationship between
LMXD and TI; specifically, the positive effect of LMXD on
Tl is stronger when RT is high.

Based on the above analysis, the following theoretical
model is proposed (Figure 1).

Relational
Transparency

) + Leader-member + \ /
Innovation . .
) exchange Team innovation
leadership . S
differentiation

Figure 1. Theoretical framework.

3. Research Method

3.1. Sample and Procedure

This study employed a multi-wave survey design, draw-
ing data from 20 enterprises in Beijing, Shanghai, Shen-
zhen, Hangzhou, Ningbo, and several cities in Fujian Prov-
ince. The sample included 127 teams, with supplementary
interviews conducted in 10 teams, and covered industries
such as R&D, construction, design, education, and survey-
ing.

Data were collected in three waves over four months. In
Wave 1, team leaders received envelopes containing em-
ployee questionnaires and instructions. They recorded
basic member information (surname, gender, age), as-
signed participant codes (5-16 per team), and reported de-
partment and team size. Team members rated their percep-
tions of innovative leadership and provided personal details,
including the last four digits of their mobile phone numbers
for matching. Questionnaires were sealed by members and
returned collectively by leaders. This wave distributed 122
leader and 411 employee questionnaires, with 110 and 390
returned respectively.

Wave 2 was administered two months later to teams that
responded in Wave 1. Leaders rated team innovation, and
employees assessed leader-member exchange relationships.
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Both again provided department, surname, and the last four
phone digits for matching, yielding 109 leader and 402 em-
ployee questionnaires.

In Wave 3 (four months after study initiation), employ-
ees rated team relational transparency and again provided
identifying details. Ultimately, 102 teams returned ques-
tionnaires.

Data were cleaned by removing questionnaires with over half
of items missing, those unmatched across waves, and teams with
member response rates below one-third. The final matched sam-
ple comprised 96 leaders and 364 employees from 96 teams,
which was used for subsequent analysis.

3.2. Measurement

All key variables were measured on a five-point Likert
scale (1 = strongly disagree, 5 = strongly agree). English scale
items were translated using the back-translation procedure [2]
and subsequently reviewed and refined by experts in manage-
ment, translation studies, and corporate practice to ensure clar-
ity and precision.

Innovative Leadership: Based on grounded theory [26] and
following the research steps of Hao et al. [13], a preliminary
conceptual model of innovative leadership comprising five di-
mensions was developed through semi-structured interviews
and coding analysis. After item generation, expert review (two
rounds), and a pilot test (n = 364), exploratory factor analysis
was conducted to remove items with low loadings or cross-
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loadings. The final scale consists of 18 items across four di-
mensions: inclusiveness (4 items), collaboration facilitation (4
items), leadership expertise (4 items), and employee creativity
motivation (6 items). Confirmatory factor analysis showed a
well-fitting second-order single-factor model (y%/df = 2.57,
RMSEA =.066, CFl =.948, TLI =.938). A sample item is "My
leader grants me a high degree of autonomy in my work.",
cronbach’s 0=.947

LMXD: LMX quality was measured using the LMX-7 scale
developed by Graen & Uhl-Bien [10], assessed from team
members. A sample item is "l know how satisfied my leader
is with my work.", cronbach’s o was .706.

Team-level differentiation was represented by the standard
deviation of LMX scores within each team [9, 14]. This
method can effectively and objectively reflect the degree of
variability in the quality of leader-member exchange relation-
ships within a team, which is consistent with the conceptual
definition of LMXD.

RT: The 5-item scale developed by Walumbwa et al. [29]
was used to measure members' perceptions of the extent to
which their leader demonstrates openness, authenticity, and
consistency between words and actions in interactions. A sam-
ple item is: "My leader practices what he/she preaches.”,
cronbach's o was .840.

TI: It was assessed using a 4-item scale adapted by De Dreu
[8] and rated by team leaders. A sample item is: "Team mem-
bers frequently implement new ideas to improve the quality of
our products and services.", cronbach's o was .913.

CV: The study controlled for team- and individual-level
factors that could influence team innovation, including
team size (number of members), the leader’s education
level (1 = high school or below, 2 = associate degree, 3 =
bachelor’s degree, 4 = master’s degree or above), member

age (1 = under 21 years, 2 = 21-30 years, 3 = 31-40 years,
4 = 41-50 years, 5 = over 51 years), and member gender (1
= male, 2 = female).

4. Results

4.1. Confirmatory Factor Analysis

Individual-level responses for IL and RT were aggregated
to the team level to represent shared team perceptions. To jus-
tify this aggregation, we computed ryg, ICC1, and ICC2. The
results indicated strong aggregation justifications for both
constructs: for innovative leadership, rwg =.953, ICC1 =.631,
ICC2 =.867; for RT, rug =.768, ICC1 =.487, ICC2 =.783. As
all indices met conventional thresholds, the data were deemed
suitable for aggregation into team-level variables for subse-
quent analysis.

4.2. Descriptive Statistics and Correlation
Analysis

4.2.1. Reliability and Validity Analysis

Discriminant validity was assessed via confirmatory factor
analysis (CFA) in Mplus 7 by comparing a series of nested
models for the four constructs. The four-factor model demon-
strated a good fit to the data (y?/df = 1.734, CFI =.932, TLI
=.927, SRMR =.037). Its fit was then compared against three
alternative models: a three-factor mode, a two-factor model,
and a single-factor model. As shown in Table 1, the fit indices
for all alternative models were significantly worse, supporting
the discriminant validity of the measures.

Table 1. Validation Factor Analysis.

Model va df
Hypothetical model

(four-factor model) 903476 521
Three-factor model 951.054 524
Two-factor model 1031.149 526
One-way model 1075.636 527

y2/df CFI TLI SRMR
1.734 932 .927 .037
1.815 .924 919 .038
1.960 0.910 0.904 0.037
2.041 0.903 0.896 0.027

Note: four-factor model = innovative leadership, team innovation, leader-member exchange differentiation, relational transparency; three-
factor model = innovative leadership + relational transparency, team innovation, leader-member exchange differentiation; two-factor
model= innovative leadership+leader-member exchange differentiation+relational transparency, team innovation; one-factor model=inno-
vative leadership+team innovation+leader-member exchange differentiation+relational transparency.

4.2.2. Descriptive Statistics

Descriptive statistical analysis results for the main variables are shown in the Table 2.
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Table 2. Descriptive Statistics and Correlation Coefficients of Variables.

Variance Mean SD 1 2 3 4 5 6 7 8
1. Age 2.55 .79 -

2. Gender 1.60 63 -15™ -

3.L_EDU 3.67 12 -121 -.205" -

4. Teamsize 11.16 1297 -.017 136 -.350"" -

5. 1L 3.85 1.05 -.101 -.085 .000 .075 -

6. LMXD .90 279 -.079 -.056 -.106 .068 -.032 -

7.RT 3.83 1.01 -.092 .056 -.065 144 .006 .069™ -

8. Tl 3.92 2.28 -.053 .053 .068 -.013 .109" -.026 .040 -

4.3. Hypothesis Testing

The study employed hierarchical regression analysis to test
the hypotheses, with continuous variables being mean-cen-
tered prior to analysis. As shown in Table 3, Model 2 re-
gressed LMXD on IL, revealing a significant positive effect
(B =.36, p <.01), thus supporting Hypothesis 2. Model 4 re-
gressed TI on IL, showing a significant positive influence (B

=.77, p <.01), which supports Hypothesis 1. Model 5 regressed
TI on LMXD, indicating a significant positive effect (f =.94,
p <.01), supporting Hypothesis 3. When both IL and LMXD
were included in Model 7, comparing it with Model 4, the co-
efficient of IL on TI decreased from .77 to .58 (p <.01), while
its positive effect remained significant. This suggests that
LMXD mediates the relationship between IL and TI.

Table 3. Hypothesis testing on IL, Tl, LMXD, and RT.

Variance LMXD TI

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8
Age .01 .01 -.03 -.03 -.04 -.04 -.03 -.03
Gender .07 .01 21 011 .04 .03 .009 .02
L_Education .08** -.02 28" .06" 20" .02%* 07" .08
L_AGE .003 -.003 .03 .02 .03 .03 .02 .02
IL .36™ a7 58" 56"
LMXD .94 .89 54" -.46"
RT -.06™ -.81"
RT x LMXD .85" a7
R? .06 .30 A7 46 .39 42 .51 .53
F 4.7 24.88 14.87 49.62 38.05 31.53 52.72 43.83

According to the bootstrap method test for the mediating
effect of LMXD (see Table 4), Model 4 was selected with a
bootstrap sample size of 5000. The results showed that, at the

95% confidence level, the bias-corrected confidence intervals
did not include zero, indicating that LMXD plays a partial me-
diating role in the relationship between IL and TI.
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Table 4. Bootstrap Mediation Effects Test.
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Figure 2. Interaction Effect Plot for Relational Transparency.

Model 6 was used to test the moderating effect. With Tl as
the dependent variable, LMXD and RT were included. The
interaction term between the two had a positive effect on team
innovation (f§ = .85, p <.05), supporting H4.

As shown in Figure 2, the slope of LMXD on TI is positive
for high RT but negative for low RT. This indicates that
LMXD strengthens T1 under high RT, whereas it weakens TI
under low RT, highlighting the critical moderating role of RT.

5. Discussion and Conclusion

5.1. Discussion

Guided by social exchange theory, conservation of re-
sources theory, and equity theory, the present study develops
and tests a moderated mediation model to unpack the intricate
mechanisms and boundary conditions underpinning the im-
pact of innovative leadership on team innovation. Empirical
results reveal a significant and positive direct effect of inno-
vative leadership (IL) on team innovation (T1). Additionally,
leader—-member exchange differentiation (LMXD) is identi-
fied as a partial mediator in the IL-TI nexus. These findings
suggest that IL not only directly fuels TI but also fosters inno-
vation outcomes by optimizing the internal distribution of
LMX quality within teams.
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Critical to this study, relational transparency (RT) exerts a
positive moderating effect on the relationship between LMXD
and TI. Specifically, when RT is high, the facilitating impact
of LMXD on TI becomes substantially amplified. This indi-
cates that a high level of RT mitigates the potential dysfunc-
tions associated with LMX differentiation—instead, it trans-
forms such differentiation into a positive catalyst for innova-
tion. Conversely, in contexts of low RT, LMXD exacerbates
intragroup stratification and erodes collective trust, thereby
suppressing T1I.

5.2. Theoretical Contributions

This study demonstrates that LMXD is a key strategy ena-
bling leaders to translate innovation intentions into team inno-
vation outcomes. Moving beyond individual psychological
explanations of leadership effects (e.g., psychological capital,
achievement motivation), it adopts the lens of proactive "rela-
tional management." The findings confirm that innovative
leaders, by differentially allocating resources and tailoring
their approach, can effectively motivate core members, acti-
vate broader team contributions, and thus enhance team inno-
vation. This enriches the theoretical understanding of innova-
tive leadership and broadens the perspective on the leadership-
innovation relationship.
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Furthermore, the study clarifies a critical boundary condi-
tion for LMX differentiation's "double-edged sword" effect:
relational transparency. The positive impact of differentiation
on team innovation is shown to be contingent on the level of
relational transparency within the team. When differentiation
is implemented openly, candidly, and consistently, members
are more likely to perceive it as a fair, contribution-based prac-
tice. This perception mitigates potential negative effects and
strengthens the positive contribution to innovation, addressing
the contingent nature of the LMXD effect and offering a fresh
perspective to the ongoing debate in the literature.

Theoretically, the research constructs an integrated frame-
work linking "resource allocation—fairness perception—inno-
vation output.”" It builds on social exchange theory by incor-
porating Conservation of Resources Theory to explain leaders'
strategic resource allocation, and Fairness Heuristic Theory to
elucidate how relational transparency shapes fairness percep-
tions and legitimizes differential treatment. This multi-theo-
retical integration provides a robust analytical framework for
examining leadership and innovation in diverse team settings.

5.3. Managerial Implications

For organizations, innovative leadership significantly en-
hances team innovation. Organizations can incorporate innova-
tive leadership traits into leader selection and development cri-
teria, consciously fostering leaders' innovative thinking, collab-
orative skills, and ability to motivate innovation through lead-
ership development programs. This also increases top manage-
ment's recognition and emphasis on the innovative leadership
philosophy. Differentiated leader-member exchange relation-
ships should not be viewed as negative managerial bias but as a
strategic tool for effectively integrating heterogeneous teams.
Organizations can provide training focused on interpersonal re-
lationship development for both leaders and members, establish
workflows conducive to open information exchange and
knowledge sharing, and cultivate a fair and transparent social
exchange climate to stimulate team creativity.

For leaders, the key is to learn to "differentiate transpar-
ently." Leaders should have the courage to express themselves
authentically and allocate resources and share information in
an open and honest manner. High relational transparency
helps members understand differentiated treatment, perceive
their roles as fair and potentially mutable, thereby maintaining
positive work engagement and innovative participation. For
high-quality LMX members, transparency makes them value
the leader's trust and resource investment more, motivating
them to redouble their efforts to contribute to the team. For
low-quality LMX members, transparency allows them to
maintain reasonable expectations for improving future ex-
change relationships. By legitimizing differentiation through
transparency, management strategies can be maximally con-
verted into team innovation performance.
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5.4. Research Limitations and Future
Directions

First, as innovative leadership, LMXD, and relational trans-
parency were all measured from members' perceptions, com-
mon method bias cannot be ruled out entirely. Future research
could employ multi-source, multi-wave designs, such as
leader-member dyadic ratings or objective performance data,
to mitigate this concern.

Second, although a longitudinal design was used, constructs
like LMXD and relational transparency are likely dynamic. Fu-
ture studies could use experience sampling or repeated measures
to track these dynamics and strengthen causal inference.

Third, the sample was drawn from Chinese enterprises.
While the results are valid within this context, cultural factors
may limit generalizability. Cross-cultural comparisons in fu-
ture work could help test the model's boundary conditions.

Fourth, while LMXD was identified as a mediator, other
mechanisms may also link innovative leadership to team in-
novation. Future research could examine additional pathways,
such as team reflexivity, knowledge integration, team creative
efficacy, or innovation incentives. Furthermore, besides rela-
tional transparency, other contingency factors (e.g., team psy-
chological safety, task interdependence, or diversity) could be
explored to clarify when LMXD is most effective.

6. Conclusion

This study developed and tested a moderated mediation
model, positioning LM XD as the mediator and RT as the mod-
erator, to uncover the mechanism and boundary conditions
through which IL influences team innovation. The results con-
firm that IL significantly enhances TI, with LMXD partially
mediating this relationship. Moreover, RT strengthens the
positive effect of LMXD on TI, thereby amplifying the indi-
rect effect of IL on team innovation through LMXD.

By clarifying how IL fosters TI, and how RT lends proce-
dural legitimacy and acceptability to differentiated resource
allocation—thus enhancing LMXD’s positive impact while
curbing potential adverse reactions—this study provides a
clear mechanism and practical direction for understanding
how IL translates innovation intentions and under what con-
ditions LMXD functions most effectively.

Abbreviations

IL Innovative Leadership

LMXD  Leader-Member Exchange Differentiation
RT Relational Transparency

LMX Leader-Member Exchange

TI Team Innovation
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Appendix

Table 5. Summary of measurement items.

variant subject

Leaders give me a high degree of autonomy at work.
Leaders allow me to make occasional mistakes in my work.
Inclusiveness
Leaders don’t mind if I’'m better than them at something.
Leaders are not controllers, but to a greater extent facilitators in their teams.
Leaders reasonably arrange for us to undertake work in our respective areas of specialization.
Leaders actively promote cooperation among members.
Synergy
Leaders allow anyone to present new ideas, even if they are in conflict.
Leaders have the ability to calm arguments and provide appropriate solutions.
innovation My leader is an expert in this field.
leadership Professional Leaders understand that there are deficiencies in this area.
leadership
ability My leader is a role model for me to follow.
I am willing to follow my team leader.
My leader encourages me to make multiple program comparisons.
Leaders take the initiative to guide me to find new breakthroughs.
Incentive for My leaders are supportive of my innovative behavior.
creativity Leaders guide me to think in multiple dimensions in my work.
Leaders recognize my creative attitude.
Leaders lead innovation.
I understand how satisfied my leaders are with my work.
Leaders understand the difficulties and needs of my job.
Leaders can recognize my potential.
LMXD (mediation) Whether the leader has enough power or not, he can help me solve the difficulties at work.
Whether or not the collar power is sufficient, he is able to protect me at all costs.
If the leader is not present, | have the confidence to defend his decision.
Maintain a good working relationship with the leadership.

My leaders are consistent in word and deed.

My leaders will admit mistakes.
Relational transparency (moder-

ation) My leader shows emotions that are completely consistent with how | feel.

My leader encourages everyone to speak freely.
My leaders tell us what's really going on.
Team members frequently implement new ideas to improve the quality of our products and services.

Team Innovation
The team rarely considers new and alternative working methods and procedures (reverse).
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variant

subject

Team members frequently generate new ideas for services, methods, or procedures.

This is an innovative team.
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