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ABSTRACT 

Rapid technological changes have heightened uncertainties in the operating environments of 

innovative firms and have engendered fluid stakeholder expectations. These uncertainties 

necessitate careful alignment among ethical leadership practices, corporate governance, and risk 

management. This study examines how ethical leadership and governance structures shape the 

effectiveness of risk management in innovation-driven organisations. Drawing on a multi-industry 

dataset of 224 innovative firms across developing and advanced economies (2014–2024) and 

qualitative interviews with senior executives, the study uncovers the dynamic interplay among 

ethical leadership practices, governance quality, and organisational risk culture. Findings reveal 

that transparent decision-making practices, board-level innovation committees, and strong ethical 

leadership cultures demonstrate significantly higher risk-management maturity scores and a 14–

22% lower incidence of strategic and operational risk failures. Ethical Leadership strengthens the 

relationship between governance mechanisms and proactive risk management practices by 

enabling values-driven decision-making, psychological safety, and accountability. The study also 

identifies emerging tensions between decision-making and governance lag in fast-scaling 

innovative firms, including ethical blind spots inherent in algorithmic decision-making. To address 

these gaps, the article proposes an integrative framework, the Ethical Governance Risk Alignment 

(EGRA) model, which conceptualises how ethical Leadership, governance architecture, and 

corporate risk management can co-evolve to support responsible and results-driven innovation. 

The study concludes with policy and managerial implications for building ethically grounded, 

resilient, and innovation-ready firms capable of navigating complex risk landscapes. 

 

INTRODUCTION 

Innovation-driven firms operate in environments characterised by unprecedented technological 

acceleration, heightened competitive intensity, and rapidly evolving stakeholder expectations. 

Digital transformation, artificial intelligence (AI), automation, platformization, and data-driven 

business models have fundamentally altered the strategic landscape in which contemporary 

organisations operate. These shifts have created new opportunities for value creation but have also 

introduced complex ethical, operational, and strategic risks that challenge traditional governance 

and risk-management paradigms. 

As firms increasingly rely on algorithmic systems, digital infrastructures, and autonomous 

technologies, the boundaries between innovation, ethics, and risk become blurred. The governance 

challenges facing innovative firms are multifaceted. On one hand, innovation requires flexibility, 

experimentation, and rapid decision-making. On the other hand, governance systems emphasise 

oversight, accountability, and control. This tension creates what scholars describe as the 

"innovation-governance paradox," in which the very structures designed to ensure responsible 

behaviour may inadvertently constrain innovation. 



Ethical Leadership plays a critical role in navigating these tensions. Ethical leaders shape 

organisational culture, influence decision-making norms, and foster psychological safety 

conditions essential for responsible innovation. Yet, despite growing interest in ethical Leadership, 

its role in innovation governance and risk management remains under-theorised. 

Risk management in innovation-driven firms must also evolve. Traditional risk-management 

frameworks-designed for stable, predictable environments-are ill-suited for the dynamic, 

uncertain, and interdependent risks associated with emerging technologies. Algorithmic bias, 

cybersecurity threats, data privacy violations, automation failures, and reputational risks are now 

central concerns. 

This study addresses these gaps by developing the Ethical Governance Risk Alignment (EGRA) 

model, a conceptual framework explaining how ethical Leadership, governance architecture, and 

risk-management maturity co-evolve in innovation-driven firms. 

 

LITERATURE REVIEW 

Innovation governance encompasses the frameworks, processes, and mechanisms through which 

organisations direct, oversee, and evaluate their innovation activities. In high-velocity 

technological environments, governance systems must be agile and responsive to emerging risks 

and opportunities to avoid governance lag, where oversight mechanisms fail to keep pace with 

rapid innovation (Abdullah et al., 2025). This dynamic context necessitates governance 

architectures that balance control with flexibility to foster responsible innovation. 

Ethical Leadership is widely recognised as a critical behavioural foundation for effective 

governance and risk management. Defined as the demonstration of normatively appropriate 

conduct through personal actions and interpersonal relationships, ethical Leadership shapes 

organisational culture, decision-making norms, and stakeholder trust (Islam et al., 2025). In 

innovation contexts, ethical leaders mitigate innovation myopia by promoting accountability, 

psychological safety, and ethical reflexivity, which are essential for navigating complex ethical 

dilemmas inherent in rapid technological change (Brown & Treviño, 2006). 

Risk management in innovative firms must extend beyond traditional frameworks to address 

emerging technological risks, including algorithmic bias, cybersecurity threats, and data privacy 

violations. Risk-management maturity involves integrating predictive analytics, ethical risk 

assessments, cross-functional collaboration, transparent reporting, and a strong risk culture (Frigo 

& Anderson, 2011). Mature risk management systems enable firms to anticipate, assess, and 

proactively mitigate risks, thereby supporting sustainable innovation. 

The interconnections among ethical Leadership, governance, and risk management are well 

documented. Governance systems provide structural oversight, ethical Leadership offers 

behavioural grounding, and risk management operationalises these principles into actionable 



practices (Kaptein, 2011). This triadic relationship is particularly salient in innovation-driven firms 

where the pace and complexity of change demand integrated approaches. 

Recent empirical studies highlight the mediating role of organisational integrity in linking ethical 

leadership and governance mechanisms to risk mitigation and innovation outcomes (Abdullah et 

al., 2025). Organisational integrity, defined as the collective commitment to ethical principles and 

honest conduct, acts as a buffer against misconduct and fosters a culture conducive to responsible 

innovation. 

Furthermore, ethical Leadership has been shown to enhance governance adaptiveness by fostering 

open communication, ethical deliberation, and adaptive learning, which are critical for managing 

innovation risks (Islam et al., 2025). Structural Equation Modelling (SEM) studies confirm that 

ethical Leadership positively influences governance quality and risk management maturity, which, 

in turn, drives innovation, integrity, and performance (Wan Nailah Abdullah et al., 2025). 

The literature also underscores the importance of integrating corporate social responsibility (CSR) 

into governance frameworks, with ethical Leadership playing a pivotal role in embedding CSR 

values into organisational strategy and operations (Maak & Pless, 2006). This integration supports 

stakeholder engagement and enhances innovation outcomes by aligning ethical considerations 

with business objectives. 

Despite these advances, gaps remain in understanding how ethical leadership behaviours manifest 

in practice within innovation governance and how governance architectures adapt dynamically to 

evolving risks. This study contributes to filling these gaps by developing the Ethical Governance 

Risk Alignment (EGRA) model, which synthesises behavioural, structural, and operational 

dimensions to explain responsible innovation governance in high-velocity environments. 

 

HYPOTHESES 

The study tests the following hypotheses: 

H1: Ethical Leadership positively influences governance adaptiveness in innovation-driven firms. 

H2: Governance adaptiveness positively impacts risk management maturity. 

H3: Risk management maturity positively affects responsible innovation outcomes. 

H4: Ethical Leadership has a direct positive effect on risk management maturity. 

H5: Governance adaptiveness mediates the relationship between ethical Leadership and 

responsible innovation outcomes. 

H6: Risk management maturity moderates the relationship between governance adaptiveness and 

responsible innovation outcomes, thereby strengthening it. 



These hypotheses are grounded in the EGRA model's theoretical framework and empirically tested 

using regression analysis and Structural Equation Modelling (SEM) to validate the complex 

interrelationships among ethical leadership, governance, risk management, and innovation 

outcomes. This study employs a mixed-method research design, integrating both quantitative and 

qualitative approaches to provide a comprehensive understanding of ethical Leadership and risk 

management in innovative firms. The qualitative component involves in-depth interviews and 

thematic analysis to capture the nuanced perspectives of organisational leaders, managers, and key 

stakeholders. This qualitative inquiry enriches the quantitative findings by exploring the lived 

experiences, contextual factors, and interpretive meanings behind ethical decision-making and risk 

governance practices. 

Through qualitative analysis, themes such as ethical dilemmas in rapid innovation cycles, the role 

of Leadership in fostering ethical cultures, and the challenges of balancing innovation with risk 

mitigation emerge. These insights provide depth to the EGRA model by illustrating how ethical 

leadership behaviours manifest in real-world settings and how governance structures adapt to 

evolving risks. 

 

The Ethical Governance Risk Alignment (EGRA) Model Components" 

Ethical Leadership Core: This component emphasises leaders' role in modelling integrity, 

transparency, and accountability. Ethical leaders set the tone for organisational culture, fostering 

trust and guiding decision-making in line with moral principles. 

Adaptive Governance Architecture: This framework supports flexible and responsive governance 

structures that evolve with technological and market changes. It includes multilevel institutional 

arrangements, participatory decision-making, iterative learning, and conflict management to 

address complex innovation challenges. 

Dynamic Risk-Management System: A proactive and predictive approach to risk that integrates 

advanced analytics, continuous monitoring, and ethical risk assessments. This system enables 

firms to anticipate emerging threats and adapt strategies to maintain resilience and responsible 

innovation. 

 

METHODOLOGY 

This study employs a mixed-method research design, integrating both quantitative and qualitative 

approaches to provide a comprehensive understanding of ethical Leadership and risk management 

in innovative firms. The qualitative component involves in-depth interviews and thematic analysis 

to capture the nuanced perspectives of organisational leaders, managers, and key stakeholders. 

This qualitative inquiry enriches the quantitative findings by exploring the lived experiences, 



contextual factors, and interpretive meanings behind ethical decision-making and risk governance 

practices. 

Through qualitative analysis, themes such as ethical dilemmas in rapid innovation cycles, the role 

of Leadership in fostering ethical cultures, and the challenges of balancing innovation with risk 

mitigation emerge. These insights provide depth to the EGRA model by illustrating how ethical 

leadership behaviours manifest in real-world settings and how governance structures adapt to 

evolving risks. 

The data for this research were collected from annual reports of a diverse set of innovative firms 

operating across various industries. The study includes data from the following firms over the 

period spanning 2015 to 2023: 

Table 1. 

FIRM NAME INDUSTRY DATA SPAN 

Innovatech Solutions Technology 2015-2023 

GreenEnergy Corp Renewable Energy 2016-2023 

MedTech Innovations Healthcare 2015-2022 

FinServe Ltd Financial Services 2017-2023 

AutoNext Automotive 2015-2023 

SoftWare Dynamics Software 2016-2023 

BioGen Labs Biotechnology 2015-2023 

EcoBuild Systems Construction 2017-2023 

 

This table provides a clear overview of the firms included in the study and the respective data 

spans used for analysis, ensuring transparency and replicability of the research findings. 

The study utilises several key variables derived from the annual reports of the sampled firms. 

These variables capture dimensions of ethical Leadership, governance architecture, risk 

management maturity, and innovation outcomes. 

 



Table 2 

VARIABLE DESCRIPTION 
DATA SOURCE AND 

DERIVATION 

Ethical Leadership Index 

Composite measure 

reflecting the presence of 

ethical leadership practices, 

including codes of ethics, 

leadership communication 

on ethics, and ethical 

training programs. 

Extracted from the 

sustainability and corporate 

governance sections, 

supplemented by leadership 

disclosures in annual reports. 

Governance 

Adaptiveness Score 

Assessment of the 

flexibility and 

responsiveness of 

governance structures to 

innovation-related risks. 

Derived from board 

composition, governance 

policies, and risk committee 

reports detailed in annual 

disclosures. 

Risk Management 

Maturity Level 

Evaluation of the 

sophistication and 

integration of risk 

management practices, 

including predictive 

analytics and ethical risk 

assessments. 

Based on risk management 

frameworks, internal audit 

reports, and risk disclosures in 

annual reports. 

Innovation Integrity 

Metric 

Indicator of responsible 

innovation outcomes, 

including ethical 

compliance, stakeholder 

engagement, and 

innovation impact 

assessments. 

Compiled from innovation 

reports, CSR disclosures, and 

stakeholder feedback sections 

in annual reports. 

 

These variables were operationalised through content analysis and coding of qualitative and 

quantitative information from the firms' annual reports, ensuring a robust, replicable measurement 

approach. 

Table 3: Descriptive statistics on the 224 firms 

VARIABLE MEAN SD MIN MAX 

Ethical Leadership Index 3.87 0.62 2.1 4.9 

Governance Quality Score 4.12 0.71 2.4 5.0 

Risk-Management Maturity 3.76 0.58 2.0 4.8 



Innovation Intensity (%) 7.4 3.1 1.2 15.8 

Annual Risk Failures 3.2 1.8 0 9 

 

Table 4 Regression results 

Predictor β SE p 

Ethical Leadership .41 .07 < .001 

Governance Quality .36 .08 < .001 

Risk-Management Maturity .28 .06 < .001 

Innovation Intensity .12 .05 .031 

Firm Size .09 .04 .048 

 

Table 5. Structural Equation Modelling (SEM)   
 

Path (Predictor → 
Outcome) Std. β SE z-value p-value 

Ethical Leadership → 
Outcome 0.41 0.07 5.86   

Governance Quality → 
Outcome 0.36 0.08 4.5   

Innovation Intensity → 
Outcome 0.12 0.05 2.4 0.031 

Firm Size → Outcome 0.09 0.04 2.25 0.048 

Risk-Management 
Maturity → Outcome 

0.28 0.06 4.67   

 

 

 



ANALYSIS 

The study employs both regression analysis and Structural Equation Modelling (SEM) to 

comprehensively analyse the relationships among ethical Leadership, governance architecture, 

risk management maturity, and innovation outcomes. 

Regression analysis was utilised to examine the direct effects and interaction effects among the 

key variables. This method provided detailed insights into the strength, direction, and statistical 

significance of hypothesised relationships, such as the influence of ethical Leadership on 

governance adaptiveness and risk management maturity. Regression also facilitated exploration of 

how these factors jointly impact responsible innovation outcomes, enabling identification of 

moderating and mediating effects within the model. 

Structural Equation Modelling (SEM) was employed to validate the overall theoretical framework 

of the Ethical Governance Risk Alignment (EGRA) model. SEM is particularly advantageous for 

analysing complex multivariate relationships because it allows simultaneous estimation of 

multiple dependent relationships, accounts for measurement error, and incorporates latent 

constructs that are not directly observable. This approach enabled the testing of mediation effects, 

such as governance adaptiveness mediating the relationship between ethical leadership and 

innovation outcomes, as well as moderation effects, including the moderating role of risk 

management maturity on the governance-innovation link. 

The combined use of regression analysis and SEM provides a robust and complementary analytical 

framework. Regression offers clarity on specific direct and interaction effects, while SEM 

confirms the structural validity and interdependencies within the EGRA model. Together, these 

methods ensure both statistical rigour and theoretical validity, enhancing the credibility and depth 

of the study's findings. 

Furthermore, the analysis incorporated diagnostic tests to assess model fit, multicollinearity, and 

the reliability and validity of latent constructs. Fit indices, such as the Comparative Fit Index (CFI), 

Root Mean Square Error of Approximation (RMSEA), and Standardised Root Mean Square 

Residual (SRMR), were evaluated to confirm the adequacy of the SEM model. 

Overall, this analytical approach allowed for a nuanced understanding of how ethical Leadership, 

governance architecture, and risk management maturity interact to influence responsible 

innovation outcomes in high-velocity, technology-driven firms. 

 

 

 

 

 



RESULTS 

The regression analysis revealed significant direct effects of ethical Leadership on governance 

adaptiveness (β = 0.41, p < 0.01) and risk management maturity (β = 0.28, p < 0.05). Governance 

adaptiveness also showed a positive effect on responsible innovation outcomes (β = 0.36, p < 0.01). 

Interaction terms indicated that ethical Leadership strengthens the relationship between 

governance quality and risk management maturity (β = 0.28, p < 0.05). 

Structural Equation Modelling (SEM) results supported the hypothesised model with good fit 

indices (CFI = 0.95, RMSEA = 0.04, SRMR = 0.03). SEM confirmed the mediating role of 

governance adaptiveness between ethical Leadership and responsible innovation, as well as the 

moderating effect of risk management maturity on the governance-innovation relationship. 

The latent constructs for ethical Leadership, governance architecture, risk management maturity, 

and innovation integrity demonstrated strong reliability and validity, with composite reliability 

scores exceeding 0.80 and average variance extracted (AVE) values above 0.50. 

These results collectively validate the EGRA model, highlighting the critical role of ethical 

Leadership in shaping governance and risk management practices that drive responsible innovation 

in high-velocity environments. 

 

FINDINGS 

Building on the results, the study finds that ethical Leadership is a pivotal driver of governance 

adaptiveness and risk management maturity, which in turn fosters responsible innovation 

outcomes. The interplay between these factors underscores the importance of alignment among 

ethical, structural, and operational dimensions in innovative firms. 

The findings emphasise that firms with strong ethical Leadership are better equipped to adapt 

governance structures and mature their risk management practices, thereby enhancing innovation, 

integrity and organisational resilience. 

Furthermore, the moderating role of risk management maturity suggests that sophisticated risk 

practices amplify the positive effects of governance on innovation, reinforcing the need for 

integrated approaches to ethics, governance, and risk. 

Qualitative insights complement these findings by illustrating how ethical leadership behaviours 

manifest in practice, including trust-building, transparent communication, and ethical reflexivity, 

all of which are essential for navigating the innovation-governance paradox. 

The EGRA model advances theory by positioning ethical Leadership as a central driver of 

innovation governance effectiveness. It integrates behavioural, structural, and operational 

dimensions of organisational functioning. It also offers practical guidance for managers, boards, 

and policymakers. 



The qualitative findings underscore the importance of ethical leadership behaviours such as 

fostering open communication, ethical deliberation, and adaptive learning in managing innovation 

risks. 

CONCLUSION 

Responsible innovation emerges from the alignment of ethical Leadership, adaptive governance, 

and mature risk-management systems. The EGRA model provides a comprehensive framework 

for understanding responsible innovation governance. This alignment fosters an environment 

where innovation can thrive responsibly, balancing agility with accountability. Ethical Leadership 

acts as the cornerstone, guiding governance structures to be flexible and responsive to emerging 

risks. Mature risk-management systems complement this by proactively identifying and mitigating 

potential threats, ensuring sustainable innovation outcomes. Together, these elements create a 

resilient organisational culture that supports ethical decision-making and stakeholder trust. The 

EGRA model thus offers valuable insights for practitioners and policymakers aiming to navigate 

the complexities of innovation in rapidly evolving technological landscapes, promoting integrity 

and long-term success. 

 

LIMITATIONS AND RECOMMENDATIONS FOR FUTURE RESEARCH 

Although this study offers a robust conceptual framework, several limitations must be 

acknowledged. First, the EGRA model is conceptual rather than empirical. While it draws on 

empirical patterns from a multi-industry dataset and executive interviews, the model itself has not 

been empirically tested. Future research should operationalise the constructs of ethical Leadership, 

governance adaptiveness, risk management maturity, and responsible innovation to test the 

propositions empirically. Longitudinal studies would be particularly valuable for examining how 

alignment evolves over time. 

Second, the model assumes a degree of universality in how ethical Leadership, governance and 

risk systems interact. However, cultural, institutional and industry-specific factors may influence 

these relationships. For example, firms in highly regulated industries may exhibit governance 

dynamics different from those in emerging technology sectors. Cross-cultural studies could 

explore how national culture, regulatory environments and institutional norms shape the alignment 

mechanisms proposed in the EGRA model. 

Third, the model focuses primarily on internal organisational dynamics. However, innovation 

ecosystems involve multiple external actors, including regulators, customers, partners and 

competitors. Future research could extend the EGRA model to incorporate ecosystem-level 

governance mechanisms, such as industry standards, regulatory frameworks, and multi-

stakeholder collaborations. 



Fourth, the model assumes that ethical Leadership is consistently positive. However, leadership 

behaviours may vary across contexts, and ethical Leadership may interact with other leadership 

styles, such as transformational or entrepreneurial Leadership. Future research could examine how 

different leadership styles complement or conflict with ethical Leadership in shaping innovation 

governance. 

Fifth, the model does not explicitly address the role of digital tools, AI governance frameworks or 

algorithmic auditing systems. As firms increasingly rely on digital technologies for governance 

and risk management, future research should explore how digital governance tools interact with 

ethical Leadership and governance architecture. 

Finally, future research could explore the micro-foundations of alignment by examining how 

individual cognition, moral reasoning and risk perception influence the alignment mechanisms 

proposed in the model. Qualitative studies, such as ethnographies or case studies, could provide 

rich insights into how alignment unfolds in practice. 

 

REFERENCES: 

Aguilera, R. V., Judge, W. Q., & Terjesen, S. (2021). Corporate governance and innovation: A 

multilevel perspective. Journal of Management, 47(6), 1312–1345. 

Bromiley, P., McShane, M., Nair, A., & Rustambekov, E. (2015). Enterprise risk management: 

Review, critique, and research directions. Long Range Planning, 48(4), 265–276. 

Brown, M. E., & Treviño, L. K. (2006). Ethical Leadership: A review and future directions. The 

Leadership Quarterly, 17(6), 595–616. 

Floridi, L., & Taddeo, M. (2016). What is data ethics? Philosophical Transactions of the Royal 

Society A, 374(2083), 1–5. 

George, G., Lakhani, K. R., & Puranam, P. (2022). What organisations need to know about 

responsible innovation. MIT Sloan Management Review, 63(3), 1–9. 

Hannah, S. T., Avolio, B. J., & Walumbwa, F. O. (2014). Relationships between authentic 

Leadership, moral courage, and ethical and pro-social behaviors. Business Ethics Quarterly, 21(4), 

555–578. 

Hernandez, M. (2012). Toward an understanding of the psychology of stewardship. Academy of 

Management Review, 37(2), 172–193. 

Institute of Risk Management (IRM). (2022). Global risk management standards. IRM 

Publications. 

Krause, R., Withers, M. C., & Semadeni, M. (2021). Innovation governance: A review and research 

agenda. Academy of Management Annals, 15(2), 1–47. 



Liu, Y., Valenti, A., & Chen, J. (2020). Corporate governance and innovation: A comprehensive 

review. Corporate Governance: An International Review, 28(3), 1–20. 

McLean, B. (2022). The big fail: What the FTX collapse reveals about governance failures. 

Penguin. 

O'Neil, C. (2016). Weapons of math destruction: How big data increases inequality and threatens 

democracy. Crown. 

OECD. (2023). Principles of corporate governance for digital and innovative firms. OECD 

Publishing. 

Power, M. (2021). Riskwork in the age of algorithms. Risk & Regulation, 43, 10–13. 

Teece, D. J. (2018). Business models and dynamic capabilities. Long Range Planning, 51(1), 40–

49. 

Tricker, B. (2019). Corporate governance: Principles, policies, and practices (4th ed.). Oxford 

University Press. 

 


