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 Background: This paper discusses the roles of leadership in the development of small 
and medium sized enterprise (SMEs) amidst a fast-evolving globalised business 
environment. As organisation grows and evolves, the need for leadership traits like 
visionary, innovativeness, and drive would be stronger. Objective: To examine the 
leadership theories, types and leadership styles that can influence, inspire and motivate 
followers to achieve higher firm performance. In addition, this paper also examines the 
roles of organizational culture in the relationship. Results: From the extant literature 
and empirical findings, it is found that transformational and transactional leadership 
styles have positive effect on firm performance. Such link may be stronger under the 
influence of organisational culture since strong core cultural values would be 
particularly critical to promote group cohesiveness. Conclusion: Based on the results 
above, this study proposes a model to support the leadership-performance link in the 
cultural milieu of SMEs. 
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INTRODUCTION 

 
Leadership is one of the most complex and multifaceted phenomena to which organisational and 

psychological research has been applied (Van Seters & Field, 1990). Daft (2005) defines leadership as an 
influence relationship amongst leaders and followers who intend real changes and outcome that reflect their 
shared purposes. Thus leadership involves people in a relationship, influence, change, a shared purpose of 
achieving a desired future, and taking personal responsibility to make things happens. Moreover, leaders should 
not only good at conceptualising but also executing vision, strategy and ideas (Daft, 2011). Yukl (1989) states 
that leadership has been defined in terms of individual traits, leader behaviour, interaction pattern, role 
relationships, follower perceptions, influence over followers, influence on task goals, and influence on 
organisational culture. Indeed, no leaders can succeed on their own in today’s connected and fast paced world. It 
is true that without followers, there are no leaders. In fact, leadership is not only important to organisational 
viability and effectiveness, but suitable leadership styles can result in employee job satisfaction (Hashim, 
Ahmad, & Ooi, 2008). Similarly, leaders are not only innovative, passionate; and willing to take risks, but also 
adaptable in their leadership styles to fit the situation and people involved (Scarborough, 2011). 

Leadership is a key success factor for growing businesses for SMEs (Ghosh, Tan, Tan, & Chan, 2001; Kee, 
Effendi, Talib, & Rani, 2011). Higher potential SMEs do not stay small for long and to manage growing SMEs 
is a different leadership game. Strong leadership is critical to the success of SMEs but its form depends on 
business’s stage of growth. As business evolves, they require different leadership capabilities. In new, start-up 
SMEs owner-managers are involved in hands-on, sleeves-rolled-up management, but as organisation grows, 
they have to be involved in establishing visions, set directions, execute strategies, monitor results but also are at 
the forefront of anticipating the future changes (Oh & Turner, 2008). Greiner (1972) identifies leadership as the 
first crisis in growing enterprises. Founder entrepreneurs need to delegate responsibility to managers and 
specialists in the organisations and recognises that specialist help is essential to the growth of business. This is a 
critical juncture in a new organisation’s life cycle as it makes the point when the entrepreneurial driver needs to 
be balanced with day-to-day management and leadership. Scott and Bruce (1987) developed a five-stage model 
for small business growth, arguing that SME owners-managers need to manage the problem of change at the 
four crisis points that precede the advance into the next stage of development from inception, survival, growth, 
expansion to maturity. Timmons and Spinelli (2004) recognised leadership as one of the six themes of desirable 
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and acquirable attitudes and behaviours of an entrepreneur. Leadership is also recognised as one of the six 
schools of thought for entrepreneurship (Cunningham & Lischeron, 1991). 

 
Management: 

The literature showed that owner-managed firms are fundamentally different from professionally managed 
firms. When compared to a professionally managed firm, an owner-managed firm has an implicit advantage 
because the principal and the agent is the same person. On the other hand, the absence of professional business 
acumen can present disadvantages to an owner-managed firm when compared to those that are professionally 
managed (Holt, 2010). Leadership is often equated with good management, yet leadership and management are 
distinct processes. Leadership is about coping with change which is needed to compete effectively. Leadership 
creates the systems that managers manage and changes them in basic ways to take advantage of opportunities 
and to avoid hazards. On other hand, management is about coping with complexity. Good management brings 
order and consistency to key dimensions like the quality and profitability of products. Management makes 
systems of people and technology work well (Kotter, 2013). Management with effective leadership is a critical 
resource in achieving the greatest positive outcomes. For SMEs, it is thus particularly important to understand 
organisation need to be both managed and led. This means effective leaders manage, and effective managers 
also lead (Daft, 2002). 

 
Leadership Styles: 

Leadership styles are a pattern of behaviours that a leader exhibits in dealing with subordinates. Burns 
(2011) argues leadership styles are complex as they depends on the interaction and interconnectedness between 
the leader, the task, the group being led, and the situation or context. Goleman, Boyatzis and McKee (2004) 
suggest that there are six distinct leadership styles namely a) visionary leaders who mobilise people toward a 
shared vision; b) coaching leaders who develop people by establishing a relationship and trust; c) affiliative 
leaders who promote emotional bonds and organisational harmony; d) demonstrative leaders who build 
consensus through participation; e) pacesetting leaders who set challenging and exciting standard and expect 
excellence; and f) commanding leaders who demand immediate compliance (Petty, Palich, Hoy, & 
Longenecker, 2012). Reardon, Reardon and Rowe (1998) suggested leaders should have the capacity to adapt 
their styles from commanding, logical, inspirational and supportive to the demand of situations especially when 
their organisations are undergoing radical change in five stage namely planning, enabling, launching, catalysing 
and maintaining. In addition, Grinnell (2003) argues that besides considering the psychological characteristics of 
SME owner-managers, it is necessary to consider contextual and structural factors to determine predictors of 
appropriate leadership styles. Bass and Riggio (2006) categorised leadership styles into transformational, 
transactional and laissez-faire. Firstly, transformational leadership is a leadership style that stimulates and 
inspires followers to both achieve extraordinary outcomes and in the process develop their own leadership 
capacity. Secondly, transactional leadership is another leadership style that offers financial rewards for 
productivity or denies rewards for lack of productivity. Finally, laissez-faire leadership, also known as passive 
avoidant leadership, is the absence of leadership. In fact, the conceptualisation of transformational leadership 
and transactional leadership has been validated with a series of statistical tests such as factor analysis, 
correlation and reliability analysis and the instrument is found to be valid and reliable even in the non-Western 
context (Lo, Ramayah, & De Run, 2010). 

 
Resource-Based View: 

Schaper and Volery (2007) assert that resource-based view of entrepreneurship, which considers both 
resources and entrepreneurial leadership, is relevant for firm performance. Firms gain sustainable competitive 
advantage when their endowment of strategic resources are a) valuable (exploits opportunity; neutralise threats), 
b) rare (unique; costly to procure), c) costly to copy (unique history; causality ambiguous; socially complex), 
and d) non-substitutable (through similar modes or different modes) (Barney, 1991). Dollinger (2003) 
summarises the strategic resources into five types, called PROFIT resources, namely a) Physical - tangible 
property the firm used in product and administration; b) Reputational – perception that people in the firm’s 
environment have of the company; c) Organisational – the firm structure, procedures, routines and systems; d) 
Financial – represent money assets; e) Intellectual and Human – include the knowledge, training and experience 
of the entrepreneurs and his or her team of employers and managers; and f) Technological – made up of 
processes system, or physical transformations including labs, research and development facilitates, and testing 
and quality control technologies. As we know, leadership is the processes and behaviours used to motivate, 
inspire, and influence the behaviours of others. And if such leadership processes are difficult for competitors to 
understand and, hence, to imitate, the firm will create a competitive advantage (Barney, 1991). 

 
 
 



458                                                                    Hee Song Ng et al, 2013 
Australian Journal of Basic and Applied Sciences, 7(14) December 2013, Pages: 456-468 

 
SMEs in Malaysia: 

SMEs play an important role in economic and social development and though much smaller compared 
significant large corporations. In Malaysia, SMEs are a fundamental part of the economic fabric, contributing up 
to 32% of the country’s gross domestic product, 59% of employment and 19% of export. There are 645000 
SMEs operating in Malaysia which comprise 97.3% of the total business community including the emerging 
sectors like ICT and biotechnology. They form the bedrock of the private sector dynamism in the country. The 
growth rate of SMEs in Malaysia, which reached a peak of 10% in 2007, moderated to 6% in 2008, before 
declining slightly by 0.4% in 2009 due to the global financial crisis. SMEs were on a strong recovery path and 
value added growth was projected to expand by 8-8.5% in 2010. SMEs remain resilient in 2011 with the SME 
GDP continuing to expand at a faster pace of 6% than the overall economy of 5.1% (NSDC, 2011/ 2012). Table 
I indicate the growth rate. Indeed, SMEs can act a growth stabiliser during an economic slowdown as their size 
and flexible structures are more agile and able to adjust to changes in the market conditions more efficiently 
than large enterprises (NSDC, 2009/ 2010).  

 
Table 1: SME Performance Indicators (NSDC, 2011/ 2012) 

# Key Indicators 2006 2007 2008 2009 2010e 2011p 2012e 2013f 
1 SME Growth (%) 6.4 10.0 6.5 0.2 8.0 6.8 6.5 7.0 
2 Overall GDP Growth (%) 5.6 6.3 4.8 -1.5 7.2 5.1 4.5-5.0 4.5-5.0 
3 SME GDP (%) 29.6 30.7 31.2 31.7 32.0 32.5 NA NA 
4 Large Firm GDP (%) 70.4 69.3 68.8 68.3 68.0 67.5 NA NA 

e: estimate; p: preliminary; f: forecast; NA: not available 
 

SME Corp Malaysia: 
Recognised their importance the government has been investing heavily in grooming and growing the SME 

sector. Set up in 2009, SME Corp Malaysia, under the National SME Development Council (NSDC) has been 
tasked with the development of competitive, innovative and resilient SMEs through effective coordination and 
comprehensive business support. In fact, SME Corp have been instrumental in nurturing and developing SMEs 
through the phases of initial setup, growth, expansion, and finally export market. To help spur SMEs to a new 
level, the government has launched the SME Masterplan (2012-2020) in July 2013 to push for an accelerated 
growth trajectory of 8.7% per annum during the period. There are six high impact programmes and 32 initiatives 
in the pipelines which help SMEs scale up. This eight-year roadmap will look into six factors that influence the 
performance of SMEs, namely a) Innovation and Technology adaptation, b) Human capital development, c) 
Access to Financing, d) Market Access, e) Legal and Regulatory environment, and f) Infrastructure, to 
significantly increase the sector’s contribution to the economy’s growth, employment and economy. Indeed, it 
has been acknowledged that SMEs are critical to the economic transformation programmes toward a high-
income nation by 2020. As such, it is urgent to help SMEs grow and transform their business into wealth 
creating enterprises. 

 
SME Leadership Issues in Malaysia: 

The key challenges facing SME owner-managers are that they need to give up certain responsibilities for 
certain operational activities and then start leading people to whom the responsibility goes (Bolden, 2011). The 
relinquishing of responsibilities is however a crucial activity if the entrepreneurs want to continue his/ her 
business successfully. SME owner-managers need to change their leadership styles once their businesses grow 
and develop. It is because start-up skills often differ from leadership needed as a firm grows larger. As such, 
SME Corp coordinate the SME@University Programme to train and develop SME owner-managers in a 
structured way to improve their leadership skills (SME Corp, 2010).  

Frederick, Kuratko and Hodgetts (2007) highlight the changing roles of the founders at each stage of 
growth. Entrepreneurs typically face certain risks of assuming different types of entrepreneurs, namely a) 
entrepreneurial genius – new company, enthusiastic founders with little interest in anything other than the firm’s 
success; b) benevolent dictator – founders act as parents surrendering no autonomy to followers; c) dissociated 
director – founders may feel alienated as they begin to realise that followers do not want to depend on them to 
make all decisions, however, may still work at an operational hands on level despite this; and d) visionary leader 
– leadership used to position firm strategically for sustainable growth. Founders at this level tend to be removed 
from ay-to-day operations, communicate openly with followers and adopt a more transformational style of 
leadership (Lee-Ross & Lashley, 2009). Transformational Leadership is concerned with the set of abilities that 
allows a leader to recognise the need for change, to create a vision to guide that change, and to execute the 
change effectively. Transformational leadership heighten motivation to attain designated outcome with extra 
effort, which leads to subordinate performance beyond normal expectations. Transactional Leadership is 
comparable to management as it involves routine, regimented activities. It holds the current state of expected 
subordinate effort which subsequently leads to normal expected subordinate performance. 
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No doubt, the success of a growing business is inextricably intertwined with the leadership capability of 

SME founder-managers. From founding to leading growing companies, SME founder-managers face the 
challenge of building a top management team that complements rather than mirrors founder own skills, thus 
playing pivotal role in routine problem solving and decision making (Escribá -Esteve, Sánchez-Peinado, & 
Sánchez-Peinado, 2009; Weinzimmer, 1997). Indeed, consistent high performance depends on collective efforts 
rather than that of a single heroic founder. SMEs should provide distributed leadership (Cope, Kempster, & 
Parry, 2011). By doing so, SME founder-managers may have to turn the entrepreneurship to professionally 
functionally managed companies in order to cope with the changing business environment (Hofer & Charan, 
1984). 

Leaders achieve their organisational objectives through other people. It follows that, to be successful, they 
must have a high degree of interpersonal skills. The leadership style will reflect the personality of the lead 
entrepreneurs. Consequently, it can change from authoritarian, participative or democratic, or laissez-faire, 
contingent upon on situation (Cherry, 2010; Yammarino, Dansereau, & Kennedy, 2001). Situational approach to 
leadership assumes that appropriate leader behaviour varies from one situation to another. However, the skills 
required are the same. These include the ability to select appropriate team members, communications, 
mediation, negotiation, ad persuasion skills. Furthermore, motivation and empowerment of, and the sharing 
strengths and credit for achievement with, team members and / or employee is crucial. In this way, 
entrepreneurs appreciate their own strengths and weaknesses when it comes to managing the business. Moreover 
they understand its future prospective depend on addressing existing skills and knowledge deficits through 
entrepreneurial teams and external networks. SME owner-managers recognise the role of employees as genuine 
stakeholders in the business and keen to involve them in development of the businesses (Jones & Crompton, 
2009). 

Government is taking a differentiated approach with the overall vision of creating a new breed of SMEs that 
are globally competitive. This is also in line with the core characteristics of the New Economic Model to be 
more entrepreneurial as entrepreneurship is the engine that is capable of successfully driving home-grown 
industry and national economy (NEAC, 2010). SME owner-managers need to adopt an entrepreneurial approach 
in running their business. Therefore, SME owner-managers should become entrepreneurs who are risk takers, 
innovative, proactive, autonomous, and competitively aggressive (Dess & Lumpkin, 2005). SME success 
depends on entrepreneurship and luck to develop competitive advantage in the long term (Barney, 1986; Ong, 
Ismail, & Goh, 2010). Leadership experts agree that a key challenge facing leaders now and in the future is 
responsiveness to radical change. It is necessary to ensure SME owner-managers are ready and can determine 
which stages of radical change they are equipped to handle (Reardon, et al., 1998). 

 
Literature Review: 
Leadership Development: 

Stogdill (1975) analysed the evolution of leadership theory from six perspectives namely environmentalist 
school, personalitic school, exchange relations, expectancy-reinforcement, path-goal and contingency. Van 
Seters and Field (1990) categorise it into 10 eras namely, personality era, influence era, behaviour era, situation 
era, contingency era, transactional are, anti-leadership era, culture era, transformational era and integrative era. 
However, Daft (2005) summarises only 7 major approaches to leadership as a) Great man theories (early 1990s- 
1950s); b) Traits (19940- to present); c) Behavioural theories (1940 and 1950 to present); d)Individualised 
leadership, e) Contingency theories (late 1950s to present); f) Influence theories (1960s to present); and h) 
Relational theories (1960 to present). Lee-Ross and Lashley (2009) state that the rational theories look to how 
leaders and followers interact and influence each other. The leadership process is a shared process with 
interpersonal relationship. And this is related to transformational leadership theories. And, transformational 
leadership is mostly used theories. Transformation leader stimulates, excites, arouses; inspire followers to exert 
more efforts to achieve extraordinary outcomes. Moreover, transformational leadership is more than charisma 
because a transformational leaders attempt to instil in followers the ability to question not only established 
views but views held by the leader (Avolio & Bass, 1999). 

 
Transformational Leadership and Transactional Leadership: 

James MacGregor Burns (1979) put forward the concept of “transforming leadership” which is a 
relationship of mutual stimulation and elevation that converts followers into leaders and may convert leaders 
into moral agents. Transforming leadership occurs when one or more persons engage with others in such a way 
that leaders and followers raise one another to higher levels of motivation and morality. Bass (2005) was 
credited for popularising and developing this concept further into transformational leadership. Bass and Riggio 
(2006) eventually distinguished leadership styles into transformational leadership, transactional leadership and 
laissez-faire leadership with nine dimensions. Transformational leadership has five dimensions namely idealised 
influence (attributes) (IA); idealised influence (behaviour) (IB); inspirational motivation (IM); intellectual 
stimulation (IS); and individualised consideration (IC). Transactional leadership has three dimensions namely 
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contingent reward (CR), management-by-exception active (MBEA) and management-by-exception passive 
(MBEP). Finally, Laissez-faire leadership (LF) is the avoidance of leadership and is, by definition, most 
inactive. Transformational leadership differs from transactional leadership in four significant areas, namely a) 
transformational leadership develop followers into leaders; b) transformational leadership elevates the concerns 
of followers from lower-level physical needs to higher-level psychological needs; c) transformational leadership 
inspires followers to go beyond their own self-interest for the good of the group; and d) transformational 
leadership paints a vision of a desired future state and communicates it in a way that makes the pain of change 
worth the effort. In brief, transformational leaders are those who stimulate and inspire followers to both achieve 
extraordinary outcomes and, in the process, develop their own leadership capability. On other hand, 
transactional leaders are those who lead through social exchanges by offering financial rewards for productivity 
gain or deny rewards for lack of productivity. 

 
Entrepreneurial Leadership: 

Exceptional entrepreneurs are people who a) have passion for innovation and challenge the status quo, b) 
understand and embrace their risks to deliver rewards, c) have a clear vision, d) act with integrity and are 
committed to quality, e) understand the value of their people, f) inspire others with their leadership, g) are 
responsible to the changing needs of the markets (Ernst & Young, 2012). Charan, Hofer and Mahon (1980) 
states that the importance of entrepreneurial leadership which is central to success of entrepreneurial ventures 
and find that the characteristics of entrepreneurial firms, namely a) a highly centralised decision-making system; 
b) an overdependence on one or two key individuals for the firm's survival and growth; c) an inadequate 
repertory of managerial skills and training; and, d) a paternalistic atmosphere. Collins (2001) states that 
entrepreneurs should have embody five characteristics of leadership namely, a) vision, b) dedication and drive, 
c) commitment to excellence, d) team leadership, and d) organisational culture. 

There are many definitions for entrepreneurial leadership. Kuratko and Hodgetts (2007) define 
entrepreneurial leadership as the entrepreneur’s ability to anticipate, envision, maintain flexibility, think 
strategically, and work with others to initiate changes that will create a viable future for the organisation. Gupta, 
MacMillan and Surie (2004) define entrepreneurial leadership as leadership that creates visionary scenarios that 
are used to assemble and mobilise a supporting cast of participants who become committed by the vision to the 
discovery and exploitation of strategic value creation. 

Most entrepreneurs use a leadership style that stems from their personality characteristics and 
circumstances. Entrepreneurs are tasked-oriented and charismatic person, drive themselves and others 
relentlessly, yet their personalities inspire others. Entrepreneurial leadership has the behavioural characteristics 
like a) strong achievement drive and sensible risk taking; b) high degree of enthusiasm and creativity; c) 
tendency to act quickly when opportunity arises; d) constant hurry combined with impatience; e) visionary 
perspective combined with tenacity; f) dislike of hierarchy and bureaucracy; g) preference for dealing with 
external customers; and h) eye on the future (Baum & Locke, 2004; DuBrin, Dalglish, & Miller, 2006). Kuratko 
(2007) asserts entrepreneurial leadership, which is now a global trend, need to include to ethical perspective. 

Entrepreneurial leadership has much in common with transformational leadership in that the leader evokes 
superordinate performance by appeals to the higher needs of followers except entrepreneurial leaders need to 
adapt to emerging environmental contingencies (Gupta, et al., 2004). Visser, de Coning and Smit (2005) found 
that transformational leadership can be applied to entrepreneurial leaders in SMEs where organisations 
experience changes in technology, international competition and workforces. There is a significant and positive 
relationship exists between the characteristics of an entrepreneur and the characteristics of a transformational 
leader in South African SMEs. Wickham (2001, p. 369) asserts that there are eight key components of 
entrepreneurial leadership, namely, a) personal vision; b) communications with stakeholders; d) organisational 
culture; d) knowledge and expertise; e) creditability; f) performance of venture; g) leadership role; and h) desire 
to lead. 

Frederick, Kuratko and Hodgetts (2007) assert entrepreneurial leadership is the most important factor in 
managing high growth ventures successfully, and concur that strategic leadership is the most effective for fast 
growing entrepreneurial organisations. Rowe (2001) argues that strategic leaders are a synergistic combination 
of managerial leaders (who emphasise past short-term financial stability); and visionary leaders (who are future-
oriented and concerned with risk-taking). Strategic leaders dream and do something about their dreams which 
eventually results in wealth creation for all stakeholders. Ireland and Hitt (2005) assert growing entrepreneurial 
organisations need to develop effective strategic leadership by determining firm’s purpose or vision; b) 
exploiting and maintaining core competences; c) developing human capital; d) sustaining an effective 
organisational culture; e) emphasising ethical practices; and f) establishing balanced organisational controls. 

 
Leadership-Performance Relationship: 

Kifli (2007) examine the leadership styles and business practices on the performance of SMEs and the 
findings are two folders: a) there are two types of leadership styles that are commonly practiced by the SME 
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owner- managers, namely transformational leadership and transactional leadership. However, the leadership 
styles of SME owner-managers are not a good predictor of SME’s performance in terms of achievement of sales 
growth and profitability, and reduction in employee turnover in comparison with the SME’s business practices; 
and b) Four types of business practices, namely: information and analysis, customer and market focus, process 
management, and strategic planning are considered they key resource that should be focused by the SMEs in 
Sarawak to achieve superior performance.  

Ling, Simsek; Lubatkin and Veiga (2008) examine the impact of CEO transformational leadership on firm 
performance in SMEs. And the findings reveal that firm size, founder status and CEO tenure moderate the 
relationship between transformational leadership and firm performance in term of sales growth and perceived 
firm performance. Indeed, transformational CEOs play a direct role in enhancing firm performance. 

Matzler, Schwarz, Deutinger and Harms (2008) reveal that transformational leadership is probably an 
appropriate approach for the management of SMEs. Transformational leadership has a positive direct impact on 
innovation, growth and profitability. The leadership styles of the top management can have a strong impact on 
the innovativeness and the performance of the firm and innovation positively impacts on growth and 
profitability. Aslan, Diken and Şendoğdu (2011) assert that transformational strategic leadership through 
environmental uncertainty perception effects innovativeness significantly, and transactional leadership 
appropriate for management has no significant relation. 

Boga and Ensari (2009) examine the moderational role of organisational change on the relationship between 
transformational leadership and perceptions of organisational success. And the findings confirm that 
transformational leadership is more strongly associated with perceptions of organisational performance when 
the organisation undertakes high changes as opposed to low changes. Pedraja-Rejas, Rodríguez-Ponce, Delgado-
Almonte and Rodríguez-Ponce (2006) state that comparatively, transactional leadership is most frequent, 
transformational leadership is moderate, and laissez faire style is infrequent in small companies in Chile. 
However, transformational leadership has a positive impact on performance, whereas transactional leadership 
and laissez faire style had a negative impact. 

Wang and Poutziouris (2010a) reveal that the managerial style of entrepreneurs is influenced by a series of 
demographic and situational factors. Moreover, owner-managed businesses, which are characterised by 
delegation of authority, appear to achieve higher growth in sales and operationalise in a more professional way. 
Soriano and Martínez (2007) state that while relationship leadership shows a positive impact, with an intensity 
of more than double that of participative leadership, a task-oriented leadership style reduces the chances of 
transmitting the entrepreneurial spirit to the work team by having a negative influence on the generation of 
collective entrepreneurship in the firm. 

O'Regan and Ghobadian (2004) stress that contrary to popular belief, managing short-term performance 
differs significantly from managing long-term performance and the findings are the improvement of short and 
long-term performance is driven by distinctly different attributes of strategy, leadership, culture and 
organisational capability. O'Regan, Ghobadian and Sims (2005) assert that a balanced transformational and 
transactional leadership style is likely to lead to better performance and the need to consider and align leadership 
and strategy in order to achieve sustainable competitive performance. 

Sam, Tahir and Bakar (2012) showed that entrepreneurial leadership style is more effective than managerial 
leadership style and the mixed style in terms of increasing financial performance. It also has practical 
implications for business leaders and SME owner-managers in IT sector. However, Gagnon, Sicotte and Posada 
(2000) found that administrative style rather than entrepreneurial style is more effective in facilitating the 
process of adopting a new technology. Spencer, Buhalis and Moital (2012) argue that beside ownership, 
leadership is the most significant driver that influence firm strategy and resource use, which both affect 
technology adoption decisions and eventually firm performance. Stevenson and Gumpert (1985) argue 
entrepreneurship is neither a set of personality traits nor an economic function. Rather it is a cohesive pattern of 
managing entrepreneurial firms or traditional managed firm that can be measured in six dimensions i.e. strategic 
orientation, commitment to opportunity, commitment to resources, control of resources, management structure, 
and reward philosophy (Stevenson, 2000). Brown, Davidsson and Wiklund, (2001) expanded the Stevenson’s 
model into 8 dimensions: strategic orientation; commitment to opportunity; commitment of resources; control of 
resource; management structure; reward philosophy; growth orientation; and entrepreneurial culture. Table II 
summarises selected literature on the leadership and performance. 

 
Firm Performance and Enterprise Success: 

SME success can become a source of inspiration and motivation for budding SME entrepreneurs to 
emulate, learn their grit and unwavering determination, the principles of strong will and never giving up, to 
sustain and build their business. Their story about struggles and success can result in building confidence among 
customers, employees and suppliers for attaining further success. Randøy and Goel (2003) found that founding 
family leadership plays the moderating roles between the relationship between ownership structure and firm 
performance. 
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Broadbent (2007) stresses the oft-promoted wisdom that says "if you can't measure it, you can't manage it" 

in managing for results. Therefore, it is desirable for organisations to know performance measurement system in 
terms of criteria, yardstick, and monitoring tool for proper improvement and benchmarking (Neely, Gregory, & 
Platts, 2005). There are many viewpoints and approaches to measuring firm performance even though Dollinger 
(1984) argues that there is no single measure of effectiveness appropriate for all entrepreneurial firms. 

Business performance can be measured using both subjective and objective indicators. These indicators can 
be divided into financial and non-financial indicators. Katz and Green (2009) proposed four domains in term of 
a) firm bottom line, b) the community, c) the family, and d) the entrepreneur’s life. Wiklund, Patzelt and 
Shepherd (2009) suggest that small business growth should be measured by the employment growth, sales 
growth, sales growth compared to competitors, value growth compared to competitors. Gorgievski, Ascalon, 
and Stephan (2011) use business success with 10 criteria, i.e. a) personal satisfaction, b) profitability, c) satisfied 
stakeholder, d) balance between work and private life, e) innovation, f) firms survival/ continuity, g) utility/ 
usefulness, h) contributing back to society, i) public recognition, and j) growth, and the findings indicate that a) 
personal satisfaction, b) profitability, and c) satisfied stakeholders ranked the highest. Ahmad, Wilson and 
Kummerow (2011) state that based on the perspectives of SME owner-managers in the Malaysian context, 
enterprise success is a four-factor structure, namely, a) satisfaction with financial performance, b) satisfaction 
with non-financial performance, c) performance relative to competitors, and d) business growth. Abu Bakar 
(2011) points out that measure of success of graduate enterprises is based on growth in sales, growth in assets, 
growth in number of employee, profitability, survivability and satisfaction. Hashim and Zakaria (2010) state that 
the eight variables namely, a) sales, b) assets, c) gross profit, d) employment, e) equity, f) return on sales, g) 
return on equity, and h) return on asset were used to assess the performance of SMEs (Hashim, 2000). 

Reijonen and Komppula (2007) find that perceptions of success can be measured by financial and non-
financial measures at three different stages – performance, growth, and success. a) using financial measures, the 
measures at performance stage efficiency (ROI), growth, and profit, b) the measures at growth stage are change 
in turnover, number of employees, market share/ values, and c) the measures at success stage are growth, profit, 
turnover, ROI, increase in employees. For non-financial measures, the measures at performance stage are time, 
flexibility and quality whereas the measures at success stage are autonomy, job satisfaction, the ability to 
balance family and work. 

Hence, we hypothesise that there is a significant and positive linkages between leadership and firm 
performance. 

 
H1: Leadership styles will positively correlate with firm performance. 

 
Table II: Summary of the Selected Literature on SME Leadership and Performance 

# Authors 
(Year) 

Variables 
Sample/ 
Methods Main Findings Independent (IV) 

Moderating (MV) 
Mediating(IVV) 

Dependent 
(DV) 

1 Kifli 
(2007) 

1. Leadership Styles - 
transformational and 
transaction) (IV) 
2. Business practices 
(IV) 

Firm 
performance 

Questionnai
re survey on 
103 SMEs 
from both 
manufacturi
ng and 
services 

1. Two types of leadership styles that 
are commonly practiced by the SME owner-
managers, namely transformational leadership 
and transactional leadership.  
2. Leadership styles are not a good 
predictor of SME performance in terms of 
achievement of sales growth and profitability, 
and reduction in employee turnover. 
3. Four types of business practices, 
namely: information and analysis, customer and 
market focus, process management, and strategic 
planning are considered they key resource that 
should be focused by the SMEs to achieve 
superior performance.  

2 Ling et 
al 
(2008) 

1. Transformational 
Leadership (IV) 
2. Firm size (MV)  
3. Founder status 
(MV) 
4. CEO Tenure (MV) 

Sales 
Growth, 
Perceived 
Firm 
performance 

Questionnai
re survey on 
121 SMEs 

1. Firm size, Founder status, CEO 
Tenure moderate relationship between 
Transformational Leadership and Sales Growth. 
2. Founder Status and CEO Tenure 
moderate relationship between Transformational 
Leadership and Perceived Firm Performance. 

3 Matzler, 
et al 
(2008) 

1. Transformational 
leadership (IV) 
2. Product 
innovativeness (IVV) 

Profitability 
and Growth 

Quantitative 
survey on 
300 
innovative 
SMEs 

1. Transformational leadership has a 
positive direct impact on innovation, growth and 
profitability.  
2. Innovation impacts on growth and 
profitability.  
3. Transformational leadership might be 
an approach for the management of SMEs. 

4 Boga et 
al 

1. Transformational 
leadership (IV) 

Perceived 
organisation

Questionnai
re survey on 

1. Organisational change moderates the 
relationship between transformational leadership 
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(2009) 2. Transactional 

leadership (IV) 
3. Organisational 
change (MV) 

al success 82 SMEs and perceived organisational success. 

5 Pedraja-
Rejas, et 
al 
(2006) 

1. Transformational 
leadership (IV) 
2. Transactional 
leadership (IV) 
3. Laissez-faire (MV) 

effectivenes
s 

Questionnai
re survey on 
318 
managers 
from small 
organisation
s 

1. Transformational leadership has a 
positive impact on performance 
2. Transactional leadership and laissez 
faire style had a negative impact on 
performance. 

6 Wang et 
al 
(2010) 

1. Leadership styles – 
Directive, Supportive, 
Participative, and 
Achievement-oriented  (IV) 
2. Business, leaders, 
authority distribution context 
(MV) 
3. Demographic 
characteristics (MV) 

Business 
performance 
and business 
management 
system 

Large-scale 
poster 
survey on 
5710 SMEs 

1. Leadership styles of entrepreneurs 
are influenced by a series of demographic and 
situational factors.  
2. Owner-managed businesses, 
characterised by delegation of authority, appear 
to achieve higher growth in sales and 
operationalise in a more professional way. 
3. Participative leadership style is the 
most prevalent managerial pattern in the owner-
managed business, followed by the supportive, 
directive and achievement-oriented style. 
4. Leadership styles in small business 
are dependent on the business, leader and 
authority distribution context.  
5. Business performance is associated 
with leadership styles. 
6. The formality of the business 
management system is associated with the 
leadership styles. 

7 O'Regan 
et al 
(2005) 

1. Leadership styles 
(Transformational leadership 
and Transactional leadership) 
(IV) 
2. Strategy (IV) 

Performance Self-
reporting 
questionnair
e survey on 
194 SMEs 

1. A balanced transformational and 
transactional leadership styles lead to better 
performance, rather than weak or uncertain 
leadership styles. 
2. Leadership and strategy have to be 
aligned to achieve sustainable competitive 
performance. 

8 Sam et 
at 
(2012) 

1. Entrepreneurial 
style (IV) 
2. Administrative style 
(IV) 
3. Mixed 
entrepreneurial and managerial 
style (IV) 

Financial 
performance 

Questionnai
re survey on 
survey of 
200 SMEs 

1. Entrepreneurial leadership style is 
more effective than managerial leadership style 
and the mixed style in terms of increasing 
financial performance.  

 
Organisational Culture: 

Organisational culture is the set of values, norms, guiding beliefs, and understanding that is shared by 
members of an organisation and taught to new members as correct. Organisational culture evolves organically as 
it unfolds over the lifetime of the business and usually reflects the character and style of the founder. 
Organisational culture has three critical functions a) to integrate members so that they know how to relate to one 
another, and b) to help the organisation adapt to the external environment, and c) to guide employee make 
decisions in the absence of written rules or policies (Daft, 2004). Hofstede (1980) argues the difference in 
leadership styles of companies throughout the world can be traced to differences in the collective mental 
programming of people in different national cultures. 

Organisational culture may be viewed from two perspectives. From managerial perspective, every 
organisation ‘has’ a culture, and culture is an independent variable; integrating and stabilising; managed from 
top; and symbolic leadership. In critical perspective, every organisation ‘is’ a culture; a metaphor; 
differentiation and fragmentation; tolerated; and management control (Buchanan & Huczynski, 2010; Smircich, 
1983). The first concept of ‘has’ is a structured view whereas the second concept of ‘is’ is a root system of 
meanings (Lee-Ross & Lashley, 2009; Legge, 1995). Hashim, Ahmad and Zakaria (2011) indicated that 
personal values, aesthetic, social and economic, found among SME owner-managers are positively related to 
leadership. The leadership styles are a) supportive; b) inspirational; c) logical; and d) commanding, adopted in 
these firms. Abdullah (1996) asserts that there is a need to look at our own indigenous Malaysian based values 
that have helped to shape our thoughts, feelings and actions. For Malaysia to grow and develop into an industrial 
society and developed nation, Malaysia needs to have a strong foundation that is based on six interrelated 
dimensions – a) roots; b) faith and meaning; c) knowledge and learning; d) intuition, sensitivity, and feeling; e) 
logic, intellect, wisdom, and understanding; and f) practice. Hence our cultural values, traditions and practices 
should be harnessed to enhance co-operation, work processes, reciprocity and productivity (Schermerhorn, 
1994). 
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Holt (2010) asserts while leadership influence is associated with achievement of organisational goals and 

theories of strategy, culture is a mechanism through which SME owner-managers can effectively exert and 
amplify their leadership influence. The key to organising an enterprise for sustainable operations is for 
leadership to establish a culture that is proactive in formulating environmental and social objectives and 
facilitate communications and stakeholder relationship-building (Kerr, 2006). 

Selvarajah and Meyer (2008) assert that although being a multicultural country with a distinct mix of 
mainly three races; Malaysia, Chinese and Indians, Malaysia is yet to forge a single Malaysian identity, and as a 
result, Malaysian managers still maintain distinctive leadership behaviour along ethnic lines. Kennedy (2002) 
also concurs that while Malaysia is fully engaged in the international economy, it retains a distinctive mix of 
Asian cultural values. And the findings of the GLOBE reveal that Malaysians place emphasis on collective well-
being (collectivism) and display a strong humane orientation within a society that respects hierarchical 
differences (high power distance). Such culture inhibits assertive, confrontational behaviour, giving priority to 
maintaining harmony. Effective leaders are expected to show compassion while using more of an autocratic than 
participative style. Indeed, the characteristics of leadership styles of Malaysian managers are instructive 
(DuBrin, 2012). We would like to know if SME owner-managers will have the same response. Hence, we 
hypothesise:  

 
H2: Organisational culture will moderate the relationship between leadership and firm performance.  
 

Proposed Theoretical Framework: 
Based on the extant literature and research objectives, a conceptual framework is put forth for consideration 

for this research. Figure 1 depicts the theoretical framework. 
 
 
 
 
 
 

 
Fig. 1: Proposed Theoretical Framework 

 
Discussion: 

Validation of leadership-performance relationship is addressed in the paper. A validated model will provide 
better understanding of the leadership-performance significant practical implication on SME performance issues 
and the development of effective performance management. First, empirical research has showed that despite 
having lack of resources SMEs can still compete and survive in this rigorously competitive business 
environment. Second, empirical testing of the proposed model will assist in determining appropriateness of both 
conceptualising leadership impact on firm performance and theorising partially moderated proposition of 
organisational culture. SMEs need to adopt an organisational culture that stimulates leadership development 
through organisational learning.  

This paper provides evidence that leadership is one key success factor driver for the survival, growth and 
development of SMEs in Malaysia. We argue that a thriving and more productive SME sector equipped with 
entrepreneurial leadership capabilities increase the contribution of SMEs to the country’s economy and 
prosperity. Third, in the global economy in which SMEs are increasingly required to operate, it is imperative 
that the impact of culture and environment is understood and appreciated. Therefore, our research framework 
posits that organisational culture moderate the leadership-performance relationship. We expect that exploring 
organisational culture is an important step for refining the relationship of leadership–performance in Malaysia 
context.  

 
Conclusion: 

In order to compete successfully locally and globally, SME owner-managers should be equipped with 
entrepreneurial leadership. SMEs need to strengthen resilience and competitiveness and to move up the value 
chain. Therefore, efforts should be intensified to acquire and harness entrepreneurial leadership. Finally this 
research makes contributions to the existing body of literature concerning leadership-performance link under the 
influence of organisational culture. Despite its contribution, the limitation of the study should be noted. First, 
since this is an initial attempt at understanding how intermediate outcomes of leadership may impact firm 
performance, Obviously, this is not an exhaustive list, as there are several other key success factors like SME 
competencies, innovativeness and image and reputation (Ng & Kee, 2012). These additional variables have the 
potential to interact with leadership-performance link under the influence of cultural milieu. Future work should 
consider what types of leadership which can enhance firm performance for SMEs. It would be worthwhile to 

 

Firm Performance Leadership Styles 
(Transformational and Transactional) 

 

Organisational Culture 
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examine how organisational culture works through competence to enhance the top SME performance. More 
research will provide useful insights into the issues of the leadership-performance construct in the culture milieu 
that can help us to better understand the development, survival and growth of SMEs in Malaysia. 
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