Pak J Commer Soc Sci
Pakistan Journal of Commerce and Social Sciences
2014, Vol. 8 (2), 355- 364

Transformational, Transactional Leadership and
Rational Decision Making in Services Providing
Organizations: Moderating Role of Knowledge

Management Processes

Muhammad Naveed Riaz
Department of Psychology, International Islamic University, Islamabad, Pakistan
Email: naveedriaz313@gmail.com

Muhammad Tahir Khalili
Associate Professor, Department of Psychology, International Islamic University,
Islamabad, Pakistan
Email: khalili79@gmail.com

Abstract

The study is based on moderating role of knowledge management processes in the
relationship between transformational, transactional leadership and rational decision
making in services providing organizations. The study also examined the effect of
transformational leadership and knowledge management processes on the predication of
rational decision making. Information from services providing organizations including
banks, hospitals, and universities is collected through Multifactor Leadership
Questionnaire, Knowledge Management Process Scale and General Decision Making
Styles Questionnaire. A purposive sample of 1200 employees participated in the present
study. Moderated Regression analysis confirmed that transformational, transactional
leadership and knowledge management processes positively predicted rational decision
making. Finally, knowledge management processes moderated between transformational,
transactional leadership and rational decision making.

Keywords: transformational-transactional leadership, knowledge management processes,
rational decision making

1. Introduction

Decision making is the fundamental managerial activity (Bass, 1985; Yukl, 2002;
Williams, 2003). Leaders involve in many decisions which involves miner issues of
routine life in the job setting and strategic choices which determine the fate of the
organization. The nature of a decision by a leader not only determines his or her own
success but also determines the destiny of the organization (Kreitner & Kinicki, 2004).
Individual differs in their decision making choices. Transformational (Tambe &
Krishnan, 2000) and transactional leaders (Riaz, 2009) make rational decisions. Decision
making of transformational leaders is aimed at providing leaders the knowledge essential
to make continually successful decisions (Brower & Balch, 2006). Similarly,
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Transactional leaders solve problems and decisions by using rationality. They employ
logic while making important decisions (Barbuto et al., 2000). Rationality in general and
decision rationality in particular is an important aspect of leadership in organizations
(Gar, 2009). Rational decisions involve objectively collecting, analyzing, evaluating
information before making final choices (Scott & Bruce, 1995). The rational decisions of
transformational and transactional leaders are assisted by knowledge management
processes in the modern organizations.

» H; Transformational and transactional leadership positively predicts rational
decision making in services providing organizations.

Knowledge management involves the processes of creating, modifying, using, archiving,
transferring, translating, accessing and disposing the knowledge in the organizations
(Bergeron, 2003). Knowledge management has received much attention in the recent
years although its existence can be traced back in the history (Kucza, 2001). Knowledge
exists in multiple forms including human, consumer and structural capital—broadly
labeled as intellectual capital of an organization (Bergeron, 2003). Knowledge
management helps in the excellent utilization of these organizational resources (Bollinger
& Smith, 2001). Leadership plays a central role in knowledge management (Bryant,
2003). The association between leadership and knowledge management is well-
researched (Bryant, 2003; Johnson, 2002; Politis, 2001). Leaders deals with knowledge in
organizations at three levels including individual, group and organizational level (Bryant,
2003). Gowen et al., (2009) state that transformational leaders make improvements in
overall knowledge management processes in health care institutions. Crawford (2005)
discovered that transformational leadership contributed 19.5% variance in knowledge
management. While investigating the role of leadership styles in knowledge management,
Politis (2001) found that leaders having behavioral and interpersonal skills were more
effective in knowledge management process. These skills are integral part of
transformational and transactional leadership (Avolio & Bass, 2002).

Knowledge management is directly linked with decision making (Skyrme, 2002). Both
knowledge management and decision making involves three levels including individual,
group and organizational levels (Bryant, 2003; Harrison, 1999). Similarly, both
knowledge management and rational decision making involves step by step procedures
(Bergeron, 2003; Hellreigel et al., 2001; Hendry, 2000; Harrison, 1987; Wedley & Field,
1984). Nutt (1984) illustrate that rational decision making involves identifying problems,
defining objectives, making pre-decision, generating alternatives, evaluating alternatives,
selecting alternatives, implementing choice and follow up. Other researchers (Chater et
al., 2003; Mangalindan, 2004) limit rational decision making processes to identifying the
problem, generating alternative solutions, selecting a most suitable solution, and
implementing and evaluating the solution. In the entire process, knowledge-oriented
managers objectively process entire information to make a decision. Holsapple (1995)
illustrates that knowledge management processes not only influences overall process of
the decision making but also influences different steps involved in the process of making
decisions (Nicolas, 2004). Different processes of knowledge management incorporate
decision support tools which help in the decision making processes (Bergeron, 2003).
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» H, Knowledge management processes positively predict rational decision
making in services providing organizations.

» H; Knowledge management processes moderates between transformational,
transactional leadership and rational decision making.

The present study is based on the Full Range Leadership Theory (Bass & Reggio, 2006).
The FRLT comprised of three leadership styles out of which two leadership styles
including transformational and transactional leadership are included in the present study.
Keeping in view the past literature, the objectives of the present study are threefold i.e.
(a) studying the role of leadership styles in rational decision making, (b) studying the role
of knowledge management processes on rational decision making, and (c) studying the
moderating effect of knowledge management processes between leadership styles and
rational decision making in services providing organizations.

Conceptual Framework

Predictors Outcome

Transformational Leadership

Transactional Leadership Rational Decision Making

Knowledge Management
Processes

Moderator

Figure 1. Role of Knowledge Management Processes in the Relationship between
Leadership Styles and Rational Decision Making

2. Methodology

Employees of services providing organizations (N = 1200) including health, educational
and financial institutions were selected through cross-sectional survey research design.
Both supervisors (n = 300, 25%) and their immediate subordinates (n = 900, 75%)
participated in the study. Data was collected from hospitals, banks and universities
situated in the province of the Punjab. Data was collected through purposive sampling.
Written informed consent was taken from participants before administering the scales.

2.1 Measures

Multifactor Leadership Questionnaire (Bass & Avolio, 1995) measured leadership styles

of the participants. It comprised of three leadership styles and 36 items out of which 20

items measure transformational leadership. The questionnaire is based on 5-point rating

scale. All the items are positively scored. Past research confirms the validity and

reliability of this scale among employees of services providing organizations in Pakistan

(Khan, 2009; Khan, 2010). Rational style was measured through General Decision
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Making Style Questionnaire (Scott & Bruce, 1995). The questionnaire comprised of five
decision making styles and 25 items out of which 5 items measure rational decision
making. The questionnaire is based on 5-point rating scale. All the items are positively
scored. Past research confirms the validity and reliability of this scale among employees
of services providing organizations in Pakistan (Hayie, 2009; Riaz, 2009). Knowledge
Management Processes Scale (Tayyab, 2009) was used to measure the knowledge
management processes in the services providing organizations. It is based on 29 items
and 5-point Likert-type response format. All the items are positively scored.

2.2 Procedure

In the present study data were collected from two types of samples including supervisors
(medical superintendents in hospitals, managers in banks and head of departments in
universities) and their subordinates (medical officers in hospitals, bank officers in banks
and lecturers in universities). The supervisors provided the information on rational
decision making style whereas their subordinates rated their supervisors on leadership
and overall knowledge management processes in their respective organizations. Every
supervisor was rated by his or her three immediate subordinates on leadership and
knowledge management. Data was independently collected from both types of employees
in all three types of organizations. Neither the supervisors were informed regarding the
nature of data collected from subordinates not the subordinates were informed about the
nature of information collected from their supervisors. Finally research participants were
thanked for the voluntary participation.

3. Results and Discussion
3.1 Results

The present study was a descriptive research in which the association between the
variables was studied.

Table 1: Mean, Standard Deviation, Range, Skewness, Kurtosis, Alpha Reliability
Coefficients for Study Variables (N = 1200)

Variables M SD o Range | Skewness | Kurtosis

1. Transformational | 5454 | 3748 | 71 | 119-363 | -.36 31
leadership

2. Transactional 109.47 | 16.22 | .71 | 53-147 .44 48
leadership

3. Knowledge
management 300.55 | 32.97 | .93 | 207-381 -.36 A1
processes

4, Ratipnal decision 18.72 286 26 9.5 56 6
making

Table 1 revealed that the reliability coefficient for all measures is greater than .70
indicating satisfactory internal consistency. The univariate analysis revealed that the
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values of both skewness and kurtosis were computed as less than 1 indicating that scores
were normally distributed.

Table 2: Zero-Order Correlation among Study Variables (N = 1200)

Variables 1 2 3 4
1. Transformational leadership - .83*** 29%** .18**
2. Transactional leadership - A7** 15%*
3. Knowledge management processes - .28***
4. Rational decision making -

*p <.05, **p < .01, ***p <.001

Table 1 shows that transformational leadership has significant positive correlation with
transactional leadership (y = .83, p < .001), knowledge management (y = .29, p < .001),
and rational decision making (y = .18, p < .01). Transactional leadership has significant
positive correlation with knowledge management (y = .17, p < .01) and rational decision
making (y = .15, p < .01). Knowledge management has significant positive correlation
with rational decision making (y = .28, p < .001). The major regression assumptions i.e.
normality, linearity and multicollinearity were adequately addressed. Skewness and
kurtosis values confirmed that data was normally distributed. Pearson correlation
confirmed the liner relationship between predictors and outcome variables.
Multicollinearity diagnosis confirmed that the values of VIF and tolerance were
appropriate and thus multicollinearity was not problematic.

Table 3: Multiple Moderated Regression Analysis Showing the Effect of Knowledge
Management Processes Between Transformational Leadership and Rational
Decision Making (N = 1200)

Predictors AR? AF I3
Transformational leadership .028 | 12.85%** | 1.40***
Knowledge management processes 1.82%**
Transformational leadership x knowledge management 2.27%**
processes

***1<.001

Table 2 shows the moderating effect of knowledge management processes on the
relationship between transformational leadership style and rational style in services
providing organizations. The AR? value of .028 explained 2.8% variance in the rational
decision making [AF (1, 296) = 12.85 p < .001]. The findings confirmed that
transformational style has positive effect on rational decision making (5 = 1.40, p < .001).
Knowledge management processes has positive effect on rational style (5 = 1.82, p <
.001). Transformational leadership style x knowledge management processes has
significant positive effect on rational decision making style (8 = 2.27, p < .001).
Transformational leadership and knowledge management predicted rational decision
making independently and in interaction. These findings provide support for H; and H,.
The findings also supports the purpose of the study that rational decision making is an

359



Transformational, Transactional Leadership and Rational Decision Making

outcome of the interaction between transformational leadership and knowledge
management in services providing organizations.

Table 4: Multiple Moderated Regression Analysis Showing the Effect of Knowledge
Management Processes Between Transactional Leadership and Rational Decision
Making (N = 1200)

Predictors AR? | AF I3
Transactional leadership .017 | 7.80** | 1.40***
Knowledge management processes .98*
Transactional leadership x knowledge management 1.73**
processes

*p<.05, **p<.01, ***p<.001

Table 3 shows the moderating effect of knowledge management processes between
transactional leadership style and rational decision making style. The AR? value of .017
explained 1.7% variance in rational style [AF (1, 296) = 7.80, p < .01]. The findings
indicate that transactional leadership style has significant positive effect on rational
decision making style (5 = 1.40, p < .01). Knowledge management processes has positive
effect on rational decision making style (8 = .98, p < .05). Transactional leadership style
x knowledge management processes has positive effect on rational decision making style
(f = 1.73, p < .01). Transactional leadership and knowledge management predicted
rational decision making independently and in interaction. These findings provide
support for H, and H;. The findings also supports the purpose of the study that rational
decision making is an outcome of the interaction between transactional leadership and
knowledge management in services providing organizations.

3.2 Discussion

The findings indicate that transformational leadership, knowledge management
processes, and transformational leadership x knowledge management processes
contributed 2.8% variance in rational decision making. Similarly, transactional
leadership, knowledge management processes, and transactional leadership x knowledge
management processes contributed 1.7% variance in rational style. All the findings are in
the anticipated directions. The 1st hypothesis anticipating that “transformational and
transactional leadership positively predict rational decision making in services providing
organizations” is in line with the past investigations (Riaz, 2009; Tambe & Krishnan,
2000). The overall results supports FRLT in the collectivist context of Pakistan. Both
styles on the FRLT are considered first order active and effective leadership styles
(Avolio & Bass, 2002). Thus the positive effect of these leadership styles on rational
decision making supports the superiority of these leadership styles because the rational
style is the superlative style of making decisions (Batool, 2007; Riaz et al., 2012; Scott &
Bruce, 1995).

The second hypothesis “knowledge management processes positively predicts rational
decision making in services providing organizations” and the third hypothesis
“knowledge management processes moderates the relationship between transformational,
transactional leadership and rational decision making” were found in the anticipated
directions. Nicolas (2004) found that knowledge management effects different phases of
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decision making process in intricate situations. Holsapple (1995) illustrates that
knowledge management processes are used as decision support systems during the course
of decision making. Muhammad and Jalal (2011) discovered that knowledge
management factors are perquisite for making successful decisions in organizations. Ilic
(2010) found that management of knowledge makes important contribution while making
decisions in health institutions. McKenzie et al., (2011) discovered that knowledge
management assists in making right decisions across varying contexts and helps in
selecting right decision making processes in diverse scenarios. Courtney (2001) is of the
view that knowledge based decision support systems are considered effective for making
appropriate decisions. Bryant (2003) illustrate that in three core processes of knowledge
management including creating, sharing and exploring knowledge, leadership plays a
central role. However, transformational leaders are better for knowledge creation; it’s
sharing among individuals and groups whereas transactional leaders are competent in
creating and sharing knowledge at organizational level. Thus, both transformational and
transactional leaders promote knowledge management at all levels including individual,
group and organizational levels.

Past research is evident that transformational and transactional both styles of leadership
are positively associated with knowledge management processes (Crawford, 2005;
Bryant, 2003). Bryant (2003) studied the role of these two styles of leadership and
discovered that leaders play central role in expertly creating, sharing and exploring
knowledge in the modern organizations. Effective leaders are principally committed and
motivated in taking knowledge management initiatives in the organizations. The current
epic is based on the knowledge based economy in which knowledge sharing is the
backbone of the business in the corporate sector (Baker & Badamshina, 2002). In the
current era, modern organizations are focusing on the massive developments and
flourishing the business with the help of knowledge management (Daft, 2001). Beside the
considerable importance of knowledge management, it is worth noticing that it is the
responsibility of the leaders to share knowledge and enables subordinates in managing
knowledge in the organizations and making knowledge-oriented rational decisions
(Holowetzki, 2002). Thus leadership plays a vital role in overall knowledge management
processes and knowledge based rational decision making. The current investigation is
useful in finding the role of knowledge management processes in the rational decisions
made by transformational and transactional leaders in services providing organizations.

REFERENCES

Avolio, B. J.,, & Bass, B. M. (2002). Developing potential across a full range of
leadership: Cases on transactional and transformational leadership. Mahwah, NJ:
Lawrence Erlbaum.

Baker, K. A., & Badamshina G. M. (2002). Knowledge management. [Online] Available
at:  http://www.wren-network.net/resources/benchmark/05-KnowledgeManagement.pdf.
Accessed in January 12, 2014.

Barbuto, J. E., Fritz, S. M., & Marx, D. (2000). A field study of two measures of work
motivation for predicting leader’s transformational behaviors. Psychological Reports,
86(1), 295-300.

361



Transformational, Transactional Leadership and Rational Decision Making

Bass, B. M., & Avolio, B. J. (2000). Multifactor leadership questionnaire (2nd ed.).
Redwood City, CA: Mind Garden.

Bass, B.M., & Avolio, B.J. (1995). MLQ Multifactor Leadership Questionnaire.
Technical Report. Redwood City, CA: Mind Garden.

Bass, B. M. (1985). Leadership and performance beyond expectations. New York: The
Free Press.

Bass, B. M., & Riggio, R. E. (2006). Transformational leadership. (2nd ed.). Mahwabh,
NJ: Lawrence Erlbaum.

Batool, N. (2007). Belief in personal control and decision making styles of armed
personnel. Unpublished M. Phil dissertation, National Institute of Psychology, Quaid-i-
Azam University Islamabad, Pakistan.

Bergeron, B. (2003). Essentials of knowledge management. New Jersey: Wiley & Sons.

Bergstrand, B. (2001). Situating the estimate: naturalistic decision making as an
alternative to analytical decision making in the Canadian Forces. [Online] Available at:
http://wps.cfc.dnd.ca/irc/nh9798/0021. Accessed in January 13, 2014.

Bollinger, A. S., & Smith, R. D. (2001). Managing organizational knowledge as a
strategic asset. Journal of Knowledge Management, 5(1), 8-18.

Brower, R. W., & Balch, B. V. (2006). Transformational Leadership & decision making
in schools. Thousands Oaks, CA: Corwin Press.

Bryant, S. E. (2003). The role of transformational and transactional leadership in
creating, sharing and exploiting organizational knowledge. Journal of Leadership and
Organizational Studies, 9(4), 32-44.

Chater, N., Oaksford, M., Nakisa, R., & Redington, M. (2003). Fast, frugal, and rational:
How rational norms explain behavior. Organizational Behavior and Human Decision
Processes, 90(1), 63-86.

Courtney, J. F. (2001). Decision making and knowledge management in inquiring
organizations: toward a new decision-making paradigm for DSS. Decision Support
Systems, 31(1), 17-38.

Crawford, C. B. (2005). Effects of transformational leadership and organizational
position on knowledge management. Journal of Knowledge Management, 9(6), 6-16.

Daft, R.L. (2001).Organization theory and design (7" ed.). USA: South-Western College
Publishing

Gar, R. R. (2009). Leadership is a social influence process shared among all members of
the group. Retrieved January 11, 2014 from http//:www.lospg.com.army.mil/e
rc.hdk.sad.uk.

Gowen, C. R, Henagan, S. C., & McFadden, K. L. (2009). Knowledge management as a
mediator for the efficacy of transformational leadership and quality management
initiatives in U.S. health care. Health Care Management Review, 34(2), 129-140.

Harrison, E. F. (1987). The managerial decision making (3rd ed.). Boston: Houghton
Mifflin.

362



Riaz & Khalili

Harrison, E. F. (1999). The managerial decision-making process. Boston, MA: Houghton

Hayie, A. A. (2009). Self-regulation as predictor of decision making styles. Unpublished
M.Sc research report. National Institute of Psychology, Quaid-i-Azam University,
Islamabad.

Hellriegel, D., Slocum, J. W., & Woodman, R. W. (2001). Organizational behavior (9th
ed.). Cincinnati, Ohio: South-Western College Publishing.

Hendry, J. (2000). Strategic decision making, discourse, and strategy as social practice.
The Journal of Management Studies, 37(7), 955-977.

Holowetzki, A. (2002). The relationship between knowledge management and
organizational culture: An examination of cultural factors that support the flow and
management of knowledge within an organization. M.Sc. Dissertation. Applied
Information Management and the Graduate School of the University of Oregon.

Holsapple, C. W. (1995). Knowledge management in decision making and decision
support. Knowledge and Policy, 8(1), 5-22.

llic, D. (2010). The role of the internet on patient knowledge management, education, and
decision-making. Telemedicine and E-Health, 16(6), 664-669.

Johnson, J. R. (2002). Leading the learning organization: Portrait of four leaders.
Leadership & Organization Development Journal, 23(5), 241-249.

Khan, M. J. (2009). Leadership styles as predictors of innovative work behavior.
Unpublished M. Phil dissertation. National Institute of Psychology, Quaid-i-Azam
University, Islamabad.

Khan, G. A. (2010). Relationship between transformational leadership and innovative
work behavior in educational institutions. Unpublished MS dissertation. Department of
Psychology, International Islamic University, Islamabad.

Kreitner, R. & Kinichi, A. (2004). Organizational behavior. (6" ed.). New York:
McGraw-Hill Inc.

Kucza, T. (2001). Knowledge management process model. Technical Research Centre of
Finland, VTT Publications 455, 101-103.

Mangalindan, M. (2004). Boss talk; the grownup at Google; The Wall Street Journal.
(March 29)p. B1.

McKenzie, J., van Winkelen, C., & Grewal, S. (2011). Developing organizational
decision-making capability: a knowledge manager's guide. Journal of Knowledge
Management, 15(3), 403-421

Muhammad, W., & Jalal, A. (2011). The Influence of Knowledge Management System
(KMS) on Enhancing Decision Making Process (DMP). International Journal of
Business and Management, 6(8), 216-229.

Nicolas, R. (2004). Knowledge management impacts on decision making process.
Journal of Knowledge Management, 8(1), 20-31.

Nutt, P. (1984). Types of organizational decision processes. Administrative Science,
Quarterly, 29(3), 414-450.

363



Transformational, Transactional Leadership and Rational Decision Making

Politis, J. D. (2001). The relationship of various leadership styles to knowledge
management. Leadership & Organization Development Journal, 22(8), 354-364.

Riaz, M. N., Riaz, M. N., & Batool, N. (2012). Personality types as predictors of decision
making styles. Journal of Behavioral Sciences, 22(2), 100-114.

Riaz, M. N. (2009). Leadership styles as predictor of decision making styles.
Unpublished M. Phil dissertation. National Institute of Psychology, Quaid-i-Azam
University, Islamabad.

Scott, S. G., & Bruce, R. A. (1995). Decision-making style: The development and
assessment of a new measure, Educational and Psychological Measurement, 55(5), 818-
831

Skyrme, D. J. (2002). The 3Cs of knowledge sharing: Culture, competition and
commitment. [Online] Available: http://www.skyrme.com/updates/u64_f1.htm (Accessed
in November 15, 2012)

Tambe, A., & Krishnan, V. R. (2000). Leadership in decision making. Indian
Management, 39(5), 69-79.

Tayyab, B. B. (2009). Organizational culture and knowledge management processes in
Pakistani corporate sector. Unpublished PhD. Dissertation, Department of
Administrative Sciences, Quaid-i- Azam University, Islamabad

Wedley, W. C. & Field, R. H. G. (1984). A pre-decision support system. Academy of
Management Review, 9, 696—703.

Williams, M. R. (2003). Mastering leadership: Key techniques for managing and leading
a winning team (1st ed.). New Delhi: Viva Books.

Yukl, G. (2002). Leadership in organizations. Englewood Cliffs, NJ: Prentice Hall.

364



