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Abstract: Primary motive for this study was little research in Pakistani SMEs especially in the relationship of
individual construct of leadership style as intellectual stimulation to the innovations and SMEs performance.
This study investigates this relationship in the SMEs and for this purpose data was collected from the 50 SMEs
in Hattar (Haripur) industrial area of Pakistan. Out of 500 questionnaires 350 were returned and 348 were valid
for analysis, response rate was 70%. Pearson correlation and regression analysis was used for investigation
of this relationship. This study found that intellectual stimulation may be used as tool for the development of
innovations and higher SMEs performance and this study also found a strong positive relationship of

innovations to the SMEs performance.
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INTRODUCTION

Enterprises must be able to evolve with a good
strategy in consonance with the environment for
achievement of sustainable competitive advantage in the
dynamic, global competitive environment [1, 2]. One
important path for the organizations to achieve success,
superior performance and a sustainable competitive
advantage is to bring innovations in the products/
services and processes.

Globalization also encouraged SMEs to be innovating
to operate in the global competitive market and to achieve
success [3] and in the situations of economic instability
organizations should concentrate on innovations [2].
Innovations are helpful in achieving benefits of cash,
knowledge, brand and ecosystem [4] and as today
economy is knowledge based [5] therefore organizational
capability to manage knowledge is prerequisite.
Innovativeness is organizational capabilities to offer new
products and services in persuasion of target market
opportunity through unique strategic and innovative
process behavior [6].

Organizational systems pursue for its goals and
control its performance standard that are coordinated,
directed and controlled on continually basis. The person
who plays central role for all of these activities in the

organization is a leader. Leader prepares the people to
exert high efforts to achieve the targets that they have
never thought to achieve and obtain the action of
employees to contribute their best for the organizations,
so there is a vital relation between the leaders and the
organizational performance [7]. To achieve overall goal of
superior performance of the enterprise transformational
leadership is more important then others styles of the
leadership because transformational leadership enhance
organizational innovativeness by taking initiatives
[40, 8, 41, 9] and traditional styles of leadership are not
effective in today business environment because today
organizations do not want administrators but the leaders.
Transformational leadership style is effective who take
initiatives with the environment changes and give a new
life to its business [54] and Intellectual Stimulation is a
dimension of transformational leadership style [10] which
encourage employees to be innovative and Intellectual
Stimulation is positively associated with organizational
performance [11]. So leadership is most important element
which influence organizations to innovate [42] and
leadership have influence over the innovations that drive
organizational performance [43].

SMEs are considered weak in innovations because of
their limited resources but there are strong evidences that
SMEs are more accurate platform for innovations as

Corresponding Author:

Ghulam Yasin, Department of Management Science,

COMSATS Institute of Information Technology, Pakistan.



Middle-East J. Sci. Res., 19 (1): 74-81, 2014

having close contact with their employees and customers.
SMEs capital is developed and maintained by its
employees [12]. SMEs which have developed innovative
capabilities and adopted innovations have bigger impact
on their sales, profitability and have a strong positive
relation to the operational performance [13] therefore
innovations are not required only for the survival of
existing SMEs but also needed for the development of
large enterprises and to inject a new blood into the
national economy.

Pakistan economy mainly comprises of SMEs but
leadership of this sector has not realized its potential. In
most of the places there is bad attitude toward workforce
that results inefficiency, ineffectiveness and poor
productivity of the organizations. Right type of leadership
was not applied for Pakistani workforce and for the
organization. By the most recent estimate (SMEDA) SMEs
employee 78% of the non agriculture workforce
approximately, their contribution to the GDP is 30% and
these SMEs share to the exports is 25%. They have also
a share of 35% in the manufacturing value addition.
Although the importance of SMEs has been recognized as
the key characteristic of prosperous and the growing
economy but SME sector has not been able to achieve
well targeted results because of suffering from a number
of challenges and weaknesses that influence the SMEs
ability to turn its potential into act and to take advantage
of the opening global world economy and increasing their
products to the world market and most of these
challenges and weaknesses are related to the leadership.
By overcoming the weaknesses many small and medium
scale industries in the public and private sector can
contribute the national economy, can control the rapid
decline of foreign exchange, overcome on poverty and
increase opportunity for employment. It depends on the
leadership that at what extant they understand their roles
effectiveness and performs for the organizational
productivity and for the national level contribution
because organizational productivity in SMEs which
contribute to the national level productivity is developed
and maintained by its employees [12].

This study focuses on the SMEs internal resources
[44] that how can leadership be helpful to achieve
sustainable competitive advantage through innovating
their products, services and processes by applying right
type of leadership style. This study investigates that how
transformational individual construct [14, 15] as
intellectual stimulation may influence innovations and at
what extant have influence over firm performance of SMEs
in Pakistan.
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Significance of the Study: In Pakistan there are
approximately 3.2 million business enterprises of small and
medium scale and running of these enterprises
necessitates frequent interactions and expectations
among the leaders, employees and organizations. Today
in the global environment responsibilities of the leaders
have been increased and almost all of the industries are
investing R&D to develop new processes and innovative
management styles to improve their organizational
productivity to take competitive advantage over their
competitors, to achieve success in the more competitive
market and to maximize the stake holder’s wealth. This
study is extremely significant in a number of ways:

« It helps to reveal the relationship between Intellectual
Stimulation, Innovations and  organizational
performance

*  This study will be important for the students of the
business administration who might become
entrepreneurs and leaders of the small and medium
scale industries of the Pakistan

«  This will also help management and leaders of SMEs
to become aware of the element that may result in
higher productivity and to build a competitive
advantage in the global competitive market place
through developing capabilities of SMEs for
innovativeness

Literature Review

Transformational Leadership: Leaders exhibit both style
of leadership, transformational leadership is vary from
transactional leadership that elevate the interest of the
leaders in which cooperation is obtained through the
exchange of rewards, leaders may reward follower when
objectives are achieved and provide motivation during the
era of change and transactional leaders motivate
subordinates to perform as their expectation, this style is
needed for effective department management, developing
performance standards and categorizing jobs as
expectation [16]. Transformational leadership is
associated with improved performance, to enhance
effectiveness and productivity and transformational
leadership is more associated with organizational
effectiveness as compared to the transactional leadership
[17]. Organizational failure and success have an effect
on the norms of the organization and the perceptions of
the leadership style. Transformational leadership
stimulates to goal setting and leads to task achievement
and accomplishment. Transformational leadership is
more associated to performance beyond expectations.
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(Products & Process)

\
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(3) SMEs Performance

Fig. 1: Research Model: for relationship between the variables

More over it can also be viewed that transformational
leadership leads group’s expectations for higher
performance that effect level of performance [45] and
transformational leadership behavior in important to
provide vision and motivation at the time of
environmental and  professional change [16].
Transformational leadership style as the independent
variable [14, 15] there are five dimensions and key
components (1). Intellectual stimulation-increase ones
ability to complete the task have innovative ideas to solve
problems and encourage subordinates to express new
ideas and this key component of the leadership encourage
for improvement in the organization through creativity
and creation of knowledge to develop sustainable
competitive advantage [18] and innovation is based on
the creative knowledge that based on the intellectual
stimulation [19] and in result intellectual capital contribute
to the higher SMEs performance and provide a
competitive advantage over others (2). Individual
consideration [20] leaders have interactions to their
followers and tries best to align their goals and objectives
with the individuals that results in better achievement of
the goals. This element changes the behavior of the
people for high productivity and quality. (3) Inspirational
motivation-this element leaders properly communicate the
company vision, mission in a positive way to energize, to
increase inspiration and enthusiasm to bring the followers
to a stage at which they adopt the leaders wishes and
gives value to things that are required for the company
[20, 21]. (4) Idealized Influence Attributed-this element
have central importance to the transformational leadership
[14, 22] and is important especially in the difficult issues
that develop followers trust and confidence through
taking stand on the difficult issues leaders emphasize on
the purpose. (5) Idealized Influence Behavior-this element
is behaviorally based and holds charismatic leadership
traits [23].

Intellectual Stimulation and Firm Performance:
Significant positive relationship was found between the
transformational  leadership  individual  construct
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intellectual stimulation and organizational performance
[11]. Leaders exhibit transformational style more than the
others [24] and transformational leaders are more effective
for the organizations [16]. Transformational leaders move
their organizations to the qualities of transformational like
intellectual stimulation, individual consideration and
accomplishment [20, 25] said that employees perceive
their transformational leaders more adaptive, involving
and integrating. Further more adaptive orientation was
found positively linked to the organizational performance
[45].

Hypothesis 1: Intellectual Stimulation is positively
associated with SMEs Performance.

Innovations and SMEs Performance: SMEs have higher
sales, profitability and operational performance which had
developed capabilities for innovations and have taken
innovative actions. Other traditional enterprises were
facing serious downturn [13]. [43] explained that
technological innovations drive the organizations and
have direct impact on the firm performance, many
countries are conducting research on the workplace
innovations for the purpose of performance improvements
[26] because it is combination of technological and non
technological innovations [27]. Taiwanese companies
especially in the electronic industry have invested heavily
in innovations and have a name in the world for electronic
design and production [28]. According to the [1] there is
evidence that products and process innovations have
direct impact on the organizational performance and it was
empirically proof in the Malaysian SMEs and process
innovations [46] is important for the organizations to
promote competitiveness.

Hypothesis 2: Organizational Innovations have positive
impact on the SMEs Performance.

Organizational Performance: Organizational performance
has been debated in many studies and criticized [47, 48]
that selection of measures in most performance
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relationship was in limited perspective because their focus
was on the few subjective measures. Organizational
outcomes such as net profit have been used in several
studies [29, 30]. While [31] provided the more accurate
and true measure of the organizational performance
measure. Others researchers such as [7, 32] have used
either one and neglected one the non financial measures
as customer satisfaction and employee satisfaction as
their focus was on the financial measures as net profit and
controllable cost and they have not used both form of
measures. [33] evaluate firm performance on the basis of
two variables of accounting and operating based
variables as (1) return on assets and equity (2) return on
sales and sales growth. According to the [34] firm
performance based on the earlier work [49-50] is consist of
two variables and combination of these two variables
provide a broad assessment about the perceptions of
organizational performance.

MATERIALS AND METHODS

Respondents: Organizations that were selected for this
study are Small and Medium Scale Enterprises (SMEs) in
the industrial estate area of Hattar Haripur, Pakistan.
SMEs have been defined on the basis of no. of
employees. Companies that have maximum no. of
employees up to 250 fall in the category of Small and
Medium Scale Enterprises as defined by the SMEDA
Pakistan and this definition has been considered in this
research work, all types of SMEs that fall in the defined
standard both in the public and private sector have been
included.

Respondents for the study were higher level
employees who were involved in organizational wide
decisions including top management team, managers,
GMs, managing directors, Vice presidents and CEOs were
also included.

Simple Random Sampling: There are 150 SMEs in the
Hattar (Haripur) Industrial Estate Area of Pakistan. Data
for this study was collected from 50 SMEs. Simple
Random Sampling method was used for this study
because this method has least bias and this method offers
most generalizability. SMEs were selected in a way that if
there are 10 Chemical related companies, 4 out of 10 were
selected randomly and questionnaire distributed, similarly
other enterprises were selected.

Sample Size: Data for this study was collected from
50 SMEs, 10 questionnaires were distributed by hand to
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each SME and in this way 500 total questionnaire were
distributed. Sample size that was considered for this study
is 350 respondents. This size of the sample was
considered enough for this study.

Instrument for Data Collection: Instrument that was used
for this study is a 14 items questionnaire. All questions
are based on the five point likert scale of two types one is,
1 = strongly disagree, 2 = disagree, 3 = neutral, 4 = agree,
5 = strongly agree and second type is 1=Worse, 2=Not
good, 3=Satisfactory, 4=Good, 5=Very good.
Respondents were asked to circle the appropriate number

according to their judgments and knowledge.
Questionnaire was distributed personally to the
respondents.

Measures of Variables
Intellectual Stimulation: For the measurement of
Intellectual Stimulation [51] Multifactor Leadership
Questionnaire was used.

Innovations: For the measurement of innovations, broader
assessment range of indicators [35] was used. Questions
were adopted from [52] that are listed in the questionnaire
design table.

Organizational Performance: Organizational Performance
is measured by two variables that were adopted by the
[34] for the measurement of firm performance consisting
on two components as organizational performance and
market performance and these two components together

give broad measurement of the organizational
performance.

Analysis, Discussion and Conclusion

Analysis Overview: Four hundred and fifty
questionnaires were distributed by hand to the

respondents in the selected area of the industry. Five
hundred questionnaires were returned, two of them were
incomplete, total three hundred and forty eight
questionnaires were utilized, response rate was low from
the higher level management then the lower level however
respondents made the response rate of 70% in overall.
Respondents were greater in number with
qualification of DAE, B-tech, B.E, B.COM, BBA, MBA
(Executive) and some were MBA and a few of them were
M. Phil. Their duration of working in the present
organization was from 4 years of minimum to 20 years of
maximum and their age was from 27 years to 50 years of
maximum. The gender of the respondents was almost male
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Table 1: Descriptive statistics, Cronbach alpha and Pearson correlations

Variable Mean SD o 1 2 3
Intellectual Stimulation ~ 3.221 0.805 0.909 -

Innovations 3.046 0.617 0.893 0.775** -

SMEs Performance 2911 0.675 0.954 0.739** 0.783** -

Notes: N= 348, a = internal consistency reliability

** Correlation is significant at the 0.01 level (2-tailed).

and only a few were female who were in the middle level
of management. Although response rate was high in the
survey but at about 12 respondents refused to participate
in the survey and four organizations have not allowed
entering for survey purpose and reason told for non
response to participate in the survey was too busy and
told that company policy was against the survey.

By the descriptive analysis mean value of intellectual
stimulation is 3.2205, innovations 3.0461 and mean value
of SMEs performance is 2.9112. the value of Standard
Deviation for all variables is less than 1 therefore
according to the Cohen data is normally distributed and
Pearson Correlation is best for the analysis of the data.
Alpha value for Intellectual stimulation is 0.909,
Innovations 0.893 and SMEs Performance scale have
reliability of 0.954.

Hypothesis Testing

Correlations and Regression Analysis: Correlation and
regression analysis will be used to test the impact of
Stimulation on Innovations,
stimulation relationship with SMEs performance and
Innovations impact on the SMEs Performance.

Intellectual intellectual

Hypothesis 1: Intellectual Stimulation is positively
associated with SMEs Performance.

By the Pearson correlation analysis there is a positive
association between the Intellectual stimulation and
Innovations. The value of correlation coefficient (r) for
Intellectual stimulation and Innovations is 0.739.

Hypothesis 2: Organizational Innovations have positive
impact on the SMEs Performance.

By the Pearson correlation analysis there is a positive
the and SMEs
performance. The value of correlation coefficient (r) for
Innovations and SMEs performance is 0.783.

association between Innovations

Results of Regression Analysis:

Y=a+pX +pX,+e
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SME Performance = Intercept + Intellectual Stimulation
+ Innovation + error

1.133 0.620 0.857
0.000 0.000 0.009
R=0.675 R*=0.624 R*¥=0.545
F=415.132 sig=(0.000) DW =1.954
N =348

By the regression results the value of B, is 0.620 that
explains that if managers in the SMEs have no emphasize
on the intellectual stimulation SMEs performance will be
0.620 and the value of B, show that if independent
variable is changed by one unit the SMEs performance
will be changed by 0.857 times. F-value is 415.132 that
explain regression model is a good predictor of the
dependent variable that is SMEs performance. Value of
R? is 0.624, P < 0.00 that indicates that intellectual
stimulation accounts 62.4% variation in the dependent
variable.

DISCUSSION

The purpose of this study is to investigate the
relationship of transformational individual construct as
intellectual stimulation to the innovations and SMEs
performance and to investigate the relationship of
innovations to the SMEs performance in the selected
areas of SMEs in Pakistan. By the correlation and
regression analysis positive relationship was found in all
of the relations as positive relation was found between
intellectual stimulation and SMEs performance, positive
relation was found between the intellectual stimulation
and innovations and positive relations was also found
between innovations and SMEs performance.

This supports the positive relationship of intellectual
stimulation to the SMEs performance and previous
studies also show a positive relationship between these
two variables as [25, 40] said that transformational
leadership move the organization to be more productive
through emphasize on the intellectual stimulation and
transformational intellectual
stimulation create an organizational culture that improve
organizational performance.

This study supports the view that intellectual

leadership through the

stimulation promotes innovations as by the analysis a
positive relationship was found between the intellectual
stimulation and organizational innovations. Previous
studies also show positive link in the relationship of
intellectual stimulations and organizational innovations as
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in the study of [23] that leaders involve their employees
in finding solutions of the problems and also viewed that
transformational leadership individual construct develop
environment for the employees to suggest new ideas for
the problems and are encouraged for innovations.

Finally this study supports the positive relationship
of innovations to the SMEs performance as in the
correlation and regression analysis a positive relationship
was found between these two variables. Previous studies
as [26, 27] viewed that there is positive relationship
between the innovations and SMEs performance. [1]
found a direct relationship of the innovations to the SMEs
performance he has found a negative
relationship of products innovations to the organizational
and market performance while other such as [53] have
found a positive relationship between these two variables.

however

CONCLUSION

This study mainly investigated and identified that the
intellectual stimulation has positive relationship with the
innovations and SMEs performance and also identified
that innovations have positive impact on the SMEs
performance. This study concludes after the detailed
literature review and hypothesis analysis that if the
leaders in the SMEs emphasize on the intellectual
stimulation individual construct of transformational
leadership style be able develop
innovativeness in their enterprises and they will have
higher SMEs performance. Finally it may be argued that if
SMEs want to be able to evolve with a good strategy in
consonance with the environment for establishing a

they will to

sustainable competitive advantage in the dynamic, global
competitive environment [1, 36] One important path for
the SMEs to achieve success, superior performance and
a sustainable competitive advantage is to bring
innovations in the products/services and processes as
globalization also encouraged SMEs to be innovating to
operate in the global competitive market and to achieve
success, intellectual stimulation may be used as a tool to
achieve this success of higher SMEs performance

through innovations.

Limitations and Future Research Recommendations:
This study contributes the existing literature in the form
of supports. There are some limitations of the study as
this was conducted only in the selected area of the SMEs
and secondly in the study SMEs performance was
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measured by the respondents self evaluation instead of
measuring the performance of the SMEs at two different
times e.g., at start of the study and after the six months
duration. Thirdly this study was considered only two
variables that influence SMEs performance while there are
many other variables that influence SMEs
performance. When intellectual stimulation has strong
positive relationship to the innovations and SMEs
performance than why Pakistani SMEs are not competitive
in the local market and position of Pakistani SMEs is
vulnerable in the foreign market. Interested researchers
may investigate the other factors that influence SMEs
performance and may investigate the problem that why
Pakistani SMEs are not performing at their level of
potentials and factors are militating against the SMEs.

may
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