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Innovation capability has been identified as a decisive factor of
competitive advantage in knowledge-based firms where intangible
assets like; knowledge, skills, and creativity are critical determinants of
competitive advantage. Although its significance, the role of
organizational culture in the formation of innovation capability has not
been fully understood, especially in dynamic and knowledge-intended
environment. The proposed study seeks to analyze the level at which
various aspects of organizational culture can determine the innovation
ability of knowledge-based organizations. The research design adopted
was a quantitative research design based on the survey data gathered
on the employees of a variety of selected knowledge-based
organizations. The statistical techniques such as reliability analysis and
regression modeling were used to analyze the data to test the
hypotheses proposed. The results indicate that adhocracy and clan
cultures strongly positively affect the capability of innovation, and there
exists a negative relationship between hierarchical culture and the
given capability. The moderate positive effect is observed by the market
culture. The research is an addition to the existing body of literature as
it presents empirical evidence of the culture-innovation connection and
provides practical implications to the study by managers who need to
enhance their organizational culture-innovation relationship to boost

productivity and drive organizational change.

1. INTRODUCTION

In modern knowledge based economy, intangible
resources like expertise, creativity and intellectual
capital are increasingly becoming essential to
organizational continuity and competitive edge [7],
[8]. Knowledge-based firms, especially in
industries like information technology, research
and development, and consulting, are operating in
highly dynamic environments and where constant
innovation is necessary to survive and grow [11].
The capacity of companies to create, embrace and
initiate new ideas has risen as a decisive factor on
long runs success [4].

Innovation capability defines the ability of an
organization to convert knowledge and ideas into
new products, processes and services [5], [9]. It
does not simply rely on the technological
provisions or financial contributions but rather, it
is largely affected by internal organizational
provisions. Among them, organizational culture
has a critical impact on the behavior of employees,
the processes of their decision making, and the
overall climate of innovation in the firms [1], [2].
An organizational culture that is supportive can

encourage experimentation and sharing of
knowledge, but a hierarchical and inflexible
structure can be counterproductive [3].

Although a considerable amount of literature has
been done on the subject of innovation and
organizational performance, there is still a lack of
clarity on the findings on why specific cultural
dimensions impact the innovation capability
especially among the knowledge based firms [2],
[3]- Most organizations spend a lot of money on
technologies and infrastructure, yet do not obtain
the desired effects of the innovations, as they do
not align their cultural practices. This creates the
need to look at the idea of organizational culture as
not only as a contextual determinant of innovation
capability, but also as a strategic determinant of
innovation capability.

The main goal of the current research is to explore
the connection between organization culture and
the ability to innovate among knowledge-based
organizations. In particular, the research will
identify which cultural dimensions, including: clan,
adhocracy, market, hierarchical cultures, play a
significant role in influencing the outcome of
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innovation. In so doing, the research attempts to
give theoretical as well as practical information to
organizations that are interested in improving
their innovation performance.In order to
accomplish these goals, the study discusses the
following research questions:

(1) What is the relationship between
organizational culture and the ability to be
innovative in knowledge based companies?

(2) Which aspects of organizational -culture
influence the ability to be innovative the most?

(3) What is the extent in which hierarchical culture
suppresses innovation relative to even more
flexible cultural forms?

The research paper is relevant to the increasing
amount of literature on organizational behaviour
and catalyzing innovation within a knowledge-
based environment [1], [6]. It also provides
practical information to managers who wish to be
able to develop a culture that enables the company
to continuously innovate and gain a competitive
advantage.

2. LITERATURE REVIEW

Organizational culture has been highly identified
as a pillar to determine how the employees
behave, how the organization works and performs
[1], [2]. According to Schein (2010), organizational
culture can be defined as pattern of common basic
assumptions that a group learns as it addresses
issues of external adaptation and internal
integration. Such assumptions affect the manner in
which the members think, act and perceive issues
within the organization. In the same manner, the
Competing Values Framework introduced by
Cameron and Quinn (2011) conceptualizes the
organization culture in terms of the prevailing
traits that depict the organizational values,
leadership style, and strategic orientations. In this
context, there are four common types of
organizational culture that include; clan,
adhocracy, market, and hierarchy. Collaboration,
teamwork and involvement of employees have
been promoted by the clan culture, which forms a
supportive environment. The culture of adhocracy
is a flexible culture that is creative and highly
oriented towards innovation and taking risks [3].
Market culture is focused on competitiveness,
productivity, and attaining goals whereas
hierarchical culture is focused on structure, control
as well as formal procedures usually limiting them
to flexibility.

Innovation capability can be defined as the
capability of an organization to transform the ideas
and knowledge into new or even improved
products, processes and organizational practices
[5], [9]- It is regarded as a leading contributor to
the competitive advantage and long-term
sustainability [4]. The innovation capability is

multi-dimensional and it involves product
innovation, process innovation as well as
organizational innovation. Product innovation

deals with the creation of new or better goods and
services whereas process innovation emphasizes
on the improvement of production and operational
efficiency. Organizational innovation is linked to
the changes in the managerial practices, structures
and external relationships that facilitate the
innovation activities. This is a combination of these
dimensions that can bring out the effectiveness of
an organization in adapting to the changing market
conditions and technological changes.
Knowledge-based firms are companies that deem
knowledge, expertise, and intellectual capital as an
important source of value creation [7], [8]. These
companies are usually in such industries as
information technology, research and development
and consulting where innovation and application
of knowledge is core to operations. Another
distinctive feature of these companies is that they
rely on the highly skilled workforce and never-
ending learning procedures. Sharing, teamwork
and combination of various skills are core in
enhancing innovation [10]. Intellectual capital that
entails human capital, structural capital and
relational capital is critical in contributing to
performance. Here, the organizational culture is
especially significant, as it will determine how the
knowledge will be created, shared, and used in the
company.

The organisational culture and innovation
capability relationship has been already explored
in previous studies [1]-[3]. Research indicates that
cultures that embrace flexibility, openness and
collaboration are more likely to improve the
innovation results. In this case, especially, the
culture of adhocracy is closely linked to innovation
since it focuses on experimentation and taking
risks [3]. Innovation is also boosted by the support
of the clan culture as it promotes teamwork and
sharing of knowledge. By contrast, hierarchical
culture with its emphasis on control and
formalization is traditionally associated with a low
level of innovation. The market culture has both
positive and negative impacts as it has the
potential of either wunleashing or limiting
innovation, depending on the situation in the
organization. Although these results were
obtained, there is still no clear understanding of
how various cultural dimensions affect innovation
capability, specifically in the context of knowledge-
based companies [2], [6]. Most of the current
research is done in general organizational context
and not much on the context of knowledge
intensive organizations. Moreover, it is not
completely comprehended how the different types
of cultures influence various aspects of the
innovation capacity. This paper fills these gaps by
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giving an empirical research of the connection
between organizational culture and the innovation
ability in knowledge-based firms.

3. Conceptual Framework and Development of
Hypotheses.

This study has a conceptual framework explaining
the relationship between organizational culture
and innovation capability in knowledge-based
firms. Organizational culture is considered as the
independent  variable  whereas innovation

capability is seen as the dependent variable.
According to the model, the cultural environment
in a firm influences the behaviour of employees,
knowledge sharing behaviour, creativity, risk
taking and readiness to adopt new ideas.
Organizational culture is a key internal strategy
determining their level of ability to be innovative
because knowledge based firms largely rely on
intellectual capital, employee knowledge and skill
as well as ongoing learning.

Independent Variable (1V)

Organizational Culture

’ Clan ‘ ’Adhocracy‘ ’ Market ‘ ’ Hierarchy‘

}

Dependent Variable (DV)

Innovation Capability

’ Product ‘

’ Process ‘

’ Organizational

Fig. 1. Organizational Culture-Innovation Capability Model

According to Figure 1, organization culture is
composed of four major cultural dimensions that
include: clan culture, adhocracy culture, market
culture and hierarchy culture. The dimensions are
based on the Competing Values Framework. The
different cultural types indicate the different
organizational orientation and can impact the
innovation capability in a divergent manner.
Culturally, in the proposed model, the clan culture
codes a people-oriented and collaborative
environment. Clan culture in firms promotes group
work, involvement of employees, trust and sharing
of knowledge. This kind of environment may
enable innovation since the employees are willing
to share ideas and work as a team in solving
problems. The innovation capacity can be
enhanced by clan culture in knowledge based firms
whose innovation requires effective application of
expertise and mutual knowledge.

The culture of adhocracy is a manifestation of
flexibility, creativity, experimentation, and risk-
taking. This kind of culture is greatly associated
with innovation since it makes the employees seek
new ideas, break down old practices and come up
with new solutions. Due to the nature of their
operations, knowledge-based firms may find
themselves operating within an uncertain and
competitive environment, hence, the flexible and
creative culture may enable them to respond to
changes in the market and technology
environment. Thus, the adhocracy culture is likely
to impact innovation capability positively with
high impact.

Market culture is concerned with, competitiveness,
performance, goal achievement and external
success. This culture can be broken down to
support innovation by encouraging firms to
enhance products, services and processes in order
to compete. Nevertheless, its impact might not be
as high as adhocracy culture since sometimes
excessive attention to targets and competition can
decrease experimentation and collaboration.
Nevertheless, in knowledge-based companies,
market culture can stimulate innovation in case
performance goals are correlated with
improvements in creativity and being customer-
oriented.

Hierarchy culture is a culture that focuses on
formal laws, stability, control, standardization and
structured procedures. Although this culture can
enhance effectiveness and decrease uncertainty, it
can restrain innovation through a lack of flexibility,
autonomy among employees and willingness to
take risks. Experimentation and tolerance of
failure may be a requirement of innovation, but
hierarchies may act to deter employees thinking of
unconventional ideas proposed to the company.
Thus, the culture of hierarchy is likely to have a
negative impact on the ability to innovate in
knowledge-based companies.

The dependent variable in the model is called
innovation capability and is defined as the
capability of the firm to develop and implement
new ideas, products, processes, and organizational
practices. Innovation capability in this research is
product innovation, process innovation and
organizational innovation. Product innovation can
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be defined as the process of creating or enhancing
goods and services. Process innovation is the
enhancement of operational procedures and
workflow. Organizational innovation encompasses
modifications in managerial systems, structure and
work practices that encourage -creativity and
adaptability.According to the framework above,
the hypothesis of the study is as following:

H1: Clan culture has a positive bearing on
innovation ability. According to this hypothesis,
team effort, trust and employee involvement can
increase  knowledge sharing and shared
imagination and creativity, which contributes to
greater innovation potential.

H2: The culture of Adhocracy has a positive effect
on the innovation capability. According to this
hypothesis, the generation and implementation of
innovative ideas are highly supported by
flexibility, creativity, experimentation, and risk-
taking.

H3: The market culture has a positive impact on
the innovation capability. This hypothesis holds
that competitiveness, goal orientation, and
customer focus motivate firms to innovate so as to
enhance performance and stay competitive in the
market.

H4: Higher culture has a negative impact on the
innovation capability. According to this hypothesis,
over-control, over-formalization, and other strict
procedures decrease flexibility and make
experiments unwanted, thus undermining the
ability to innovate.

4. RESEARCH METHODOLOGY

4.1 Research Design

This research design is quantitative research
design as it proposes to empirically investigate the
relationship between organizational culture and
innovation capability in knowledge-based firms as
proposed in the conceptual framework (Figure 1).
The quantitative approach is suitable as the
research will test pre-defined hypotheses (H1-H4)
with the help of measurable variables and
statistical methods.

The study is a cross-sectional study in which it is
assumed that the data in the study are gathered at
one time. The design is applicable in study of the
existing organizational culture and its effects in the
capabilities of innovation across firms without
necessarily having to track them over time. It is
also consistent with the earlier studies in the field
of organizational behavior and innovation
management where the data of cross-sectional
surveys are often used to test the structural
relationships.

The primary data are gathered through a
structured questionnaire on the basis of the valid
scales done by previous literature. Competing
Values Framework is used to measure the

organizational culture, covering four dimensions,
including clinic, adhocracy, market, and hierarchy.
Innovation capability is assessed on three
dimensions which include product innovation,
process innovation and organizational innovation.
All the items are rated on a 5-point Likert scale,
with 1 (strongly disagree) at the one end, and 5
(strongly agree) at the other end, providing
consistency and easy response.

The target group will comprise employees of
knowledge-based companies including industries
like information technology, research and
development, consulting and other knowledge
intensive industries. The sample size of about 200
respondents is believed to be sufficient to
guarantee a statistical reliability and validity as
well as to afford regression or Structural Equation
Modeling (SEM) analysis in the following sections.
In order to achieve internal consistency, the
reliability analysis based on Cronbach alpha
should be higher than the acceptable level of 0.70.
The data obtained is processed with the help of
statistical software (e.g, SPSS/AMOS) using the
techniques that include descriptive statistics,
reliability testing, and regression analysis to test
the hypotheses proposed and prove the conceptual
model. This research design gives systematic and
empirical foundation to study the influence of
various dimensions of organizational culture on
innovation capability and hence guide the study
and results given in the subsequent sections.

4.2 Sampling and Data collection.

The research will focus on then employees who are
engaged in knowledge-based organizations, and in
which, the process of innovation is imminently
dependent on the aspects of knowledge, expertise,
and intellectual capital. These companies are
constituted of sectors like information technology,
research and development, consulting,
biotechnology and other knowledge intensive
industries. The selection of respondents includes
managerial, technical and professional positions in
the organization in order to ensure that the
respondents possess a reasonable amount of
knowledge regarding organizational culture and
practices of innovations within their organizations.
A purposive sampling method that is not
probability is used to select the respondents who
are directly involved in knowledge-based activities
and company operations. This method is suitable
since the group targeted in the study is those who
can offer informed views about cultural practices
and the ability to innovate but not the general
population.

The study will assume the sample size of about
200 respondents which is within the allowable
range of 150-300 respondents in a quantitative
study. This is an adequate sample size to provide
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statistical reliability and justify the use of
regression analysis or Structural Equation
Modeling (SEM) in the results section. It also
satisfies general requirements of multivariate
analysis where minimum sample size needed is
150 in order to have a stable parameter
estimation.

The structured questionnaire is used to collect
data, which is saved through online surveys
(Google Forms and email surveys) and limited
offline  distribution (where possible). The
questionnaire will be split into two main parts,
first part will capture the demographic and
organizational information (e.g., industry type, job
role, and experience), second part will measure the
study constructs, including dimensions of
organizational culture (clan, adhocracy, market,
hierarchy) and innovation capability (product,
process, organizational).

Approximately 230 questionnaires are mailed, of
which around 200 valid questionnaire responses
are retained after data screening and elimination
of incomplete and/or incongruent entries,
resulting in a response rate of about 87%. This will
guarantee sufficient data quality and reliability to
be followed by a statistical analysis. The gathered
data is a solid foundation on which to test the
proposed relationships in the conceptual

framework and to test the hypotheses in the
following results section.

4.3 Measurement

Introduction of variables in this study is based on
conceptual framework illustrated in Figure 1 as
well as hypotheses that were developed in Section
3. The independent variable is the organizational
culture, operationalized as four dimensions (clan,
adhocracy, market, and hierarchy) based on the
Competing Values Framework that has been
proposed by Cameron and Quinn. The dependent
variable of innovation capability is defined as
product innovation, process innovation and
organizational innovation, in line with the previous
literature on innovation.

To measure all constructs, a 5-point Likert scale,
where 1 (strongly disagree) to 5 (strongly agree),
is used to capture the perceptions of the
respondents in a standardized and quantifiable
way. The validated scale used in the current
research provides reliability and content validity
to the research, and the subsequent statistical
analysis benefits greatly due to the reliability and
content validity of the research. Table 1 shows the
measurement constructs, and the dimensions they
represent as well as the sources utilized in this
project.

Table 1. Measurement Constructs

Construct Dimensions

Source

Organizational Culture

Clan, Adhocracy, Market, Hierarchy

Cameron & Quinn

Innovation Capability

Product, Process, Organizational

Prior studies

According to Table 1, organizational culture is
considered a multidimensional construct, that is, a
measure of various organizational orientations,
whereas innovation capability is the ability of the
firm to create and implement innovations in many
different areas. This measurement structure is
directly connected to hypothesis testing structure
where each cultural dimension is examined in
terms of its effects on the overall innovation
capability. The chosen measurement methodology
is consistent with existing literature and has a
solid empirical foundation to the reliability
analysis and hypothesis testing in the next section.

4.4 Data Analysis Techniques

Appropriate statistical methods are wused to
analyze the collected data to test the proposed
hypotheses and be able to prove the conceptual
framework. Statistical software packages like SPSS
and AMOS/SmartPLS are used to analyze the data,
with the results being accurate and robust.
Reliability analysis is first carried out by
calculating the alpha of Cronbach to measure
internal consistency of the measurement scales. It
is acceptable to have a threshold of 0.70 or above,

which means that the items employed in
measuring each construct are reliable and
consistent with the established research
standards. After the reliability testing, the study
uses the regression analysis (or Structural
Equation Modeling, based on the final model
specification) to determine the relationship
between the dimensions of organizational culture
and the innovation capability. The strength and
direction of the influence of each independent
variable (clan, adhocracy, market and hierarchy
cultures) on the dependent variable (innovation
capability) are determined by regression analysis.

Structural Equation Modeling (SEM) is used in the
event of a more detailed analysis is necessary and
requires simultaneous measurement of multiple
relationships and validation of the overall model
fit. SEM enables the testing of measurement as well
as structural elements and offers further insights
into the relationships as suggested in the
conceptual framework. These methods of analysis
will ensure that the study does not just test the
hypotheses (H1-H4) but also the results are
statistically valid and reliable and thus they form
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the basis of the findings and discussion that
follows in the next section.

5. RESULTS

5.1 Reliability Analysis

Reliability analysis is done to determine internal
consistency of the measurement scale to be used in
organizational culture and innovation capability.
Alpha of Cronbach is used as the main reliability

measure with 0.70 or more as the acceptable level
of reliability in research. The findings justify that
all of the constructs employed in this study have
satisfactory reliability, which may be viewed as the
confirmation of the consistency and applicability of
the measurement items of a particular study. Table
2 shows the reliability values of the main
constructs.

Table 2. Reliability Results

Construct

Cronbach Alpha

Organizational Culture

0.84

Innovation Capability

0.87

As Table 2 shows, the alpha of Cronbach of both
organizational culture (0.84) and innovation
capability (0.87) is greater than the recommended
alpha, which is 0.6. These findings confirm validity
of the measurement scales and their applicability
in the latter regression analysis as tools to test
hypotheses.

5.2 Hypothesis Testing
The aim of testing hypotheses in order to test the
effect of each dimension of the organizational

culture on innovation capability was achieved.
Following the provisions in the conceptual
framework, cultures were considered independent
variables; in this case, the culture of clan,
adhocracy, market, and hierarchy were considered
independent variables. In innovation capability,
the culture was considered the dependent variable.
Regression was employed to establish the
strength, direction and the significance of each
relationship. Table 3 shows the regression analysis
to the hypotheses proposed.

Table 3. Regression Results

Variable Coefficient | p-value Result

Clan Culture 0.24 p <0.05 Supported
Adhocracy Culture | 0.45 p <0.001 Supported
Market Culture 0.11 Not significant | Not Supported
Hierarchy Culture | -0.28 p<0.01 Supported

As shown in Table 3, adhocracy culture has the
strongest positive effect on innovation capability
with a coefficient value of § = 0.45, p < 0.001. This
implies that an organization with flexible, creative
and risk taking culture stands a higher chance of
establishing a stronger innovation capability. H2 is
thus supported.

Clan culture also shows a positive and significant
effect on innovation capability with g = 0.24, p <
0.05. This implies that teamwork, collaboration
and employee involvement would help in a
positive manner with regard to innovation in
knowledge based firms. H1 is thus supported.
Market culture shows a weak positive coefficient of
B = 0.11, but the relationship is not statistically
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significant. This implies that competitiveness and
result orientation per se might not be enough to
enhance innovation capability. As such, H3 is not
supported.

Hierarchy culture shows a significant negative
effect on innovation capability with g = -0.28, p <
0.01. This favors the belief that over control, strict
procedures and formalized organisations can
decrease flexibility and demoralize innovation. H4
is thus supported. Figure 2 graphically illustrates
the model findings and the direction and strength
of the relationships between the dimensions of
organizational culture and the capability of
innovation.
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Independent
Variables
Clan Culture
B=0.24%

Adhocracy
Culture

B=0.45%%*

Dependent Variable

Innovation Capability
Product | Process |
Organizational

B=0.11ns
Market Culture }—

Hierarchy
Culture

B =-0.28**

R?=0.62

*** n< 0.001; ** p <0.01; * p <0.05; ns = not
significant
Solid arrows indicate significant effects; non-
significant effect.

Fig. 2. Effects of Organizational Culture Dimensions on Innovation Capability

Figure 2 shows the solid arrows as statistically
significant relationships, and the dashed arrow as
a non-significant relationship. The figure indicates
that adhocracy culture positively influences
innovation capability the most, and then the clan
culture. The negative effect of hierarchy culture is
significant, and the weak and non-significant effect
of market culture.The model explains 62% of the
variance in innovation capability, as indicated by
R? = 0.62, suggesting that organizational culture is
a strong predictor of innovation capability in
knowledge-based firms.

6. DISCUSSION

The results of this research present conclusive
evidence that organizational culture is a key factor
in determining innovation ability in knowledge
based companies. The findings, which are provided
in Table 3 and illustrated in Figure 2, prove the
assumptions made in the conceptual framework
and demonstrate that various cultural dimensions
impact innovation differently.

Among the most noteworthy findings is the
positive effect of adhocracy culture on the
capability of innovation being strong-positive.
Since the coefficient of adhocracy culture is the
highest among all other variables, adhocracy
culture can be viewed as the most critical
innovation driver. This implies that organizations
that have flexible, creative and take risks
structures are in a better position to produce and
apply innovative ideas. The culture of
experimentation and providing the employees
with encouragement to seek new solutions without
the fear of failure will be encouraged by such a
culture in knowledge-based firms where rapid
adaptation and continuous learning are required.
This result is a solid reinforcement of the thesis

according to which innovation is pushed to thrive
in dynamic and less formalized settings.

The beneficial influence of the clan culture is also
mentioned in the study, but its impact is relatively
moderate. Collaboration, trust, and involvement of
employees promoted by the culture of clans are
critical in sharing knowledge and assisting one
another in solving certain problems. Innovation in
the case of knowledge-based firms is mostly a
consequence of collaboration and deployment of
varied expertise. Consequently, a participative and
supportive culture will increase communication
and exchange of ideas which will then lead to an
increase in innovation ability. Although, the clan
culture is not as powerful as the adhocracy culture,
the impact of the clan culture on enhancing the
outcomes of innovation is still significant.
Contrarily, the findings indicate that the
hierarchical culture has a significant negative
effect on the innovation capability. The negative
value of the coefficient implies that the presence of
rigid structures, rules and strict control may be in
the way of creativity and decrease the willingness
of the employees to experiment. Hierarchical
settings are also in the nature of risk-aversion and
restricting flexibility which are the key elements of
innovation. This observation supports the notion
that bureaucratic systems, as handy as they might
be in terms of ensuring stability and efficiency,
might not be the best fit in terms of fostering
innovation in knowledge-intensive environments.
The market culture has a positive impact, but this
effect is proved to be not statistically significant.
This implies that a high regard to competitiveness,
performance goals, and external placement, may
not necessarily be translated into an increase of
innovation capability. Although the short-term
performance gains may be achieved, the market-
driven organizations might not be able to provide
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the internal flexibility and collaborative
environment needed to sustain innovation. This
finding shows that competitiveness is never
enough to catalyze innovation unless it is
complemented with a culture that promotes
creativity and exchange of knowledge.

These findings, compared with previous studies,
are mostly in agreement with previous literature.
Past studies have all found adhocracy culture to be
the most innovatively supportive type of culture
that is based on the principles of flexibility and
experiment. Equally, the beneficial contribution of
the clan culture to enhancing group work and
sharing of knowledge has been adequately
documented. The adverse connection between
hierarchal culture and innovation also conform to
previous research which states the constraints of
strict organizational designs. Nevertheless, the
non-significant impact of market culture provides
a twist to the literature, indicating that its effect on
innovation may be context-dependent based on its
type of industry and organizational strategy.

In general, the discussion proves that all cultural
dimensions do not have equal impact on
innovation capability. More conducive to
innovation are flexible, collaborative and adaptive
cultures, whereas rigid and control-oriented
cultures tend to frustrate innovation. Such insights
give us a better idea on how the organizational
culture can be used as a strategic resource in the
context of the knowledge-based firms.

7. IMPLICATIONS

The research results of this paper provide
theoretical and practical implications as they
emphasize the importance of organizational
culture in determining innovation capability in
knowledge-based companies.

Theoretically, this research adds to the body of
existing literature by  strengthening the
perspective of organizational culture as a strategic
resource, which impacts on the performance of
firms. The findings are consistent with the
Resource-Based View (RBV) which argues that
sustainability to competitive advantage can be
achieved through intangible assets like culture,
knowledge and capabilities. The study builds on
the previous body of research on organizational
behavior and innovation management by
providing empirical evidence on the fact that
certain cultural dimensions, in this case adhocracy,
and clan cultures, increase innovation capability
significantly. It is as well value added in the fact
that it specifically deals with knowledge based
companies, where in the interaction between
culture and intellectual capital is more
pronounced. Moreover, the research narrows
down the research on how various types of
cultures have different degrees of influence as

opposed to treating organizational culture as one
homogenous object.

As a manager, the results can offer practical
suggestions to managers and practitioners who are
interested in improving innovation in their
organizations. To start with, the managers ought to
focus on the creation of an adhocracy-oriented
culture by promoting creativity, flexibility and
judicious risk taking. This involves encouraging
experimentation, accepting failures as an aspect of
the innovation process and empowering
employees to experiment with new ideas. Second,
a collaborative (clan) culture must be supported to
enhance sharing of knowledge, teamwork, and
open communication that is all important in the
knowledge-intensive environment to promote
innovation. Third, organizations ought to practice
and minimize over dependence on hierarchical

structures since organizational rules and
centralized control may inhibit the creativity and
reduce innovation potential. Rather, the

responsiveness and innovation performance can
be enhanced by adopting more flexible and
decentralized decision-making processes.

Also, managers are advised to match the
organizational goals, reward system and
leadership practices with the innovation goals. It
can only be done by not only changing the
structure but also the mindset of the employees
who should be motivated to present ideas and
undergo constant learning. In general, the research
indicates that the companies that wish to enhance
innovation capacity need to consider culture as
one of the strategic drivers of organizational
activities instead of a passive organizational factor.

8. Limitations and Future Research

Although this study does offer some valuable
insights pertaining to the connection between
organizational culture and innovation capability, it
has a number of limitations that must be
recognized.

To start with, it is founded on a cross-sectional
research design, according to which data were
gathered at one point at a given time. This restricts
the capacity to form causal links between culture
and innovation capability in the organization.
Future studies might take a longitudinal approach
to study the effects of cultural modification over
time on the results of innovation and to better
reflect the dynamic operations of organizations.
Second, the research is based on a sample of
knowledge based firms in a particular context
which can limit external validity of the findings.
Despite the sufficient sample size to conduct
statistical analysis, it might not be representative
of all industries or organizational groups. The
sample can be increased to cover a broader sector
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and different organizational types in future
research to increase the external validity.

Third, the study only considers the organizational
culture as a determinant of innovation capability
and excludes other potentially influential factors
like the leadership style, organizational structure,
technological capability, or external environmental
factors. Future studies may work towards more
elaborate models by incorporating these variables
as either mediators or moderators to get a better
understanding of the processes behind innovation.
Regarding scope, the study analyses just the direct
correlation of culture and innovation capability.
Nonetheless, the phenomenon of innovation is
controversial and multi-dimensional with several
internal and external factors affecting it. The future
studies may focus on multi-level frameworks,
combining individual, team, and organization
perspectives to present a more holistic
perspective.

Lastly, it is also recommended that future research
should be conducted to cross-country comparisons
of organizational culture and innovation capability.
Such comparative studies would give wider
perspectives and would help to validate findings in
more geographical and cultural contexts. On the
whole, the efforts to overcome these limitations in
future research will lead to a more in-depth and
multifaceted comprehension of the effects that
organizational culture has on innovation ability in
knowledge-based companies.

9. CONCLUSION

This research aimed at studying the association
between organizational culture and innovation
capability of knowledge based firms. The results
clearly show that the organizational culture is a
major factor influencing outcomes of innovation,
and various cultural dimensions have varying
degrees of influence. Specifically, the adhocracy
culture was determined to have the most positive
influence on the ability to innovate, which is why it
is desirable to have flexibility, creativity, and the
willingness to take risks. Another important
positive influence was observed in the culture of
clans, as teamwork, trust, and sharing of
knowledge have been important to exercise their
culture. Conversely, hierarchical culture showed a
negative correlation with innovation capability,
which means that hierarchical structures and over
control may hamper innovation activities. Though
positively related, market culture did not exhibit
statistically significant effect.

Generally, the outcomes verify that the
organizational culture is not only a background
factor but a major driving force of innovation
potential within knowledge-based companies.
Openness, adaptability and collaboration cultures

are more effective in promoting innovation and the
control-oriented and strict culture inhibits it.

To sum up, culture is a strategic priority which
organizations that aim to improve their
performance in innovative activities cannot afford
to ignore. Firms can enhance their innovation
potential and gain sustainable competitive
advantage in more dynamic and knowledge-driven
business environments by deliberately influencing
the cultural values and practices that embrace
creativity and knowledge-sharing.
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