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Abstract 

This research intends to provide the theoretical evidence on the relationship between leadership style and 

organizational performance of small medium enterprises (SMEs) in East Malaysia.  The growth organizational 

performances among SMEs in East Malaysia have been at stagnant stage, as they are not able to respond to 

unforeseen issues due to weak leadership. The SMEs in East Malaysia are losing their competitive advantages as 

compared to West Malaysia. There is lack of motivation among the followers working in SMEs in East Malaysia 

as employees do not put extra effort in their tasks. There is absence of creativity in workplace as employees have 

not been giving any productive output from a long time. Previous research have documented that there are 

relationships between leadership style and organizational performance in SMEs in East Malaysia. The current 

study steps forward to contribute to gaps in body of knowledge by looking at the effects that occur due to 

different leadership style and its influence on the organizational performance in SMEs in East Malaysia. The 

nature of this study add to the existing literature by integrating the theory and evidence that could enhance 

organizational performance.  

Keywords: leadership style, organizational performance, Small Medium Enterprises (SME), East Malaysia 

1. Introduction 

Organizational performance is the performance of any organization can be judged by examining their final 

outcomes after the implementation of certain plan or procedure. It has seemed that end results prefer by 

organizations and their relevance to measuring whether the business increasing or decreasing in terms of 

productivity and efficiency. Also, these results used to identify the further progress of a company in short-term 

and long-term (Cameron & Whetten, 2013). The previous survey has illustrated that more than 50% 

organizations rely on their performance measure for the formation and execution of further strategies. They 

believe that current performance has a huge influence over the future development of business (Li & Tan, 2013). 

In the annual review, 30% organizations have presented that the growing issues in the economic system have 

caused destruction in their level of organizational performance. This situation will continue in the future if 

organizations fail to improvise their existing work system (Buoziute-Rafanaviciene, et al., 2015). The balanced 

scorecard is utilized by more than 50% organizations for the measurement of elements related to organizational 

performance (Valmohammadi & Ahmadi, 2015). The contribution for employment by small medium enterprises 

in East Malaysia was 66 percent and GDP is 37% in 2017, which is below average hence an indication of 

problems in organizational performance, and the poor organizational performance can be attributed to lack of 

entrepreneurial skills, funding, knowledge, and skills in management as well as marketing under new the 

economy (Neil, 2019). 

The State Finance Ministry in 2019 State Budget allocated some funds for local entrepreneurs to further develop 

their business with statistics indicating there are over 43,000 people involved in small medium enterprises who 

lack of adequate funds to enhance their earnings as well as provide employment opportunities for the locals, 

hence an indication of problems in organizational performance through job creation and profit maximization 

(Daily Express, 2019a). According to Royce (2019), out of 50,000 small medium enterprises in Malaysia, only 

300 have signed up for the evaluation for the selection process for a complimentary readiness assessment (RA) 

on readiness for fourth industrial revolution and this is an indication of poor preparedness as an outcome of 
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problems in leadership style as well as organizational performance as they lack a matrix and framework to focus 

on. 

Sabah Tour and Travel Association (Satta) Chairman Datuk Seri William Liaw pointed out that Sabah is 

underperforming in providing entertainment for tourist which is an indication of serious problems in the 

organizational performance of small medium enterprises in East Malaysia (Sherell, 2019). With over 600,000 

Chinese arrivals in 2018, Sabah is ranked behind Thailand, Indonesia, and the Philippines in tourism service 

provision. According to Glassdoor rating statistics, review rating score of a Sabah SME X-FAB Sarawak is 3.5 

out of 5.0, with numerous people on the complaining about X-FAB Sarawak, which is an indication of problems 

organizational performance, for instance, an Engineer in Kuching, Sarawak pointed out that he walks to car park 

at least 10 minutes and gets sunburns because no roof, in addition, has to spend RM 5 every day for cafeteria 

food which can be provided for free by management (X-FAB Sarawak, 2019). Subsequently, based on 

leadership performance, reviews indicate serious issues in leadership in Sarawak Energy Berhad with a rating 

score of 3.2, such issues include career progression is based on race and seniority, supervisors and managers do 

not bother to get people who registered to handover their knowledge and tasks, office politics which affects 

increment and performance appraisal, slow promotions and lack of career growth (Sarawak Energy Berhad, 

2019). Another problem in SMEs in East Malaysia like SEGi University has scored a rating of 2.4 out of 5.0 and 

26% approve of CEO, from the reviews, as there is a very slow career and salary growth, increasing workload, 

fussy bosses who cheat to get work done, the management do not know actually what they are promising and 

non-flexible management, hence most of the staffs are unhappy and less satisfied (SEGi University, 2019). 

Also, there are numerous negative reviews on SOPB such as traditional organization framework and monthly 

salary below market rate, discouragement of innovation hence limited growth, since the employees just deal with 

fixed and mundane tasks on daily basis, employees are rarely given the chance to grow and even have to work on 

Saturdays (SOPB, 2019). The local terrain and market of Sabah and Sarawak is around six million people, 

however, there have been challenges to exploit this large customer base due to lack of correct strategy, hence an 

indication of a problem in leadership style by small medium enterprises in East Malaysia which can facilitate 

implementation of new strategies to collaborate with other foreign firms to exploit this opportunity (Madani, 

2019). A serious problem faced by SMEs in East Malaysia is poor planning, the negative reviews from 

employees in SMEs in East Malaysia are quoting that management does not have a clear direction to guide the 

employees through, as well as planning only happens when issues have already occurred (X-FAB Sarawak, 

2019). Moreover, the lack of corporation from key personnel and top management on various matters is another 

indication of problems in SMEs in East Malaysia, for instance there are numerous negative comments on 

Rimbunan Sawit Berhad, which are including lack of corporation by top management on safety & health matters 

and most people speak their own dialect (on Rimbunan Sawit Berhad, 2019). 

The growth organizational performances among SMEs in East Malaysia have been at stagnant stage, as they are 

not able to respond to unforeseen issues due to weak leadership (Lee & Lam, 2012). The SMEs in East Malaysia 

are losing their competitive advantages as compared to West Malaysia (Mustafa Kamal & Flanagan, 2012). 

There is lack of motivation among the followers working in SMEs in East Malaysia as employees do not put 

extra effort in their tasks. (Bakar & Mahmood, 2014). There is absence of creativity in workplace as employees 

have not been giving any productive output from a long time (Moghimi & Subramaniam, 2013). The middle line 

managers making decisions among SMEs in East Malaysia are not effective as they are not able to meet the 

specific team goals (Arham, et al., 2013). The speed of work is at slow process as the actual time of completing 

tasks exceeds from expected deadlines (Ping, 2015). There seems to be high dependency on the leader among 

SMEs in East Malaysia as employees are not able to cope-up with uncertain situations on their own (Al-Swidi, et 

al., 2012). There is lack of new ways for conducting jobs as managers ask employees to complete work as per 

traditional ways (Masa'deh, et al., 2016). There is low level of enthusiasm among employees working in SMEs 

in East Malaysia as workplace seems boring (Yagambaram, 2012). There is high level of rules, regulations and 

punishments given to employees, which increased turnover rate (Asiimwe & Sikalieh, 2012). Employees are 

leaving the company every month. Hence, the main purpose of this research is to explore on the theoretical 

evidence on the relationship between leadership style and organizational performance of SMEs in East Malaysia. 

2. Literature Review  

2.1 Theories 

2.1.1 Great Man Theory  

Great Man Theory (year 1840) analyzes effects of leadership style on organizational performance of SMEs in 

East Malaysia. The founder of this theory is Thomas Carlyle and found in year 1840 (Faludi, 2013). The 
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evolution of Great Man Theory from 1840s has been done after the study of influential heroes. In the initial 

stages, it was not easy to identify who the great leaders are. The theory was recognized by its name only, that 

only men are the leaders. It showed that leadership traits are intrinsic. As per the theory, leaders are born not 

made (Marx, 2014). Further research is needed on Great Man Theory because the scope of leadership training 

has changed. The training sessions and seminars regarding the importance and usage of leadership qualities are 

conducted in order to make them effective. The shift in mentality has also been experienced, that is why further 

research is to be conducted (Yusuf & Kazeem, 2014). The extended theoretical framework on Great Man Theory 

should be based on leadership qualities particularly. Leaders are not always by birth leaders, they are also trained 

time to time. Many of them learn from their experiences. The attributes of great man theory must be according to 

the analysis of situation (Hamerstone & Hough, 2013). Great Man Theory suggest to solve the research problems 

on organizational performance by the application of different leadership styles. These five leadership styles can 

add to enhance the performance of the organization. The first researcher Marx (2014) who proposed Figure 2.1 

own model to study the list of rare factors affecting the Great Man Theory includes the traits which are focused 

upon the intuition, charm, commanding personality and the persuasiveness that exists. The second researcher 

Hamerstone and Hough (2013) who proposed Figure 2.2 own model to study the list of rare factors affecting the 

Great Man Theory established that the personal charisma tops the priority for rare traits within leaders. The 

similarity in their proposed models between the first researcher Marx (2014) and the second researcher 

Hamerstone and Hough (2013) is that these studies work on how important the personality trait of charisma is 

for successful leadership. Researchers understand the importance of using charisma and charm in a way that they 

are able to achieve the objectives that are set. The difference in their proposed models between the first 

researcher Marx (2014) and the second researcher Hamerstone and Hough (2013) is that Marx (2014) shows that 

leadership is a combination of the four traits. On the other hand, Hamerstone and Hough (2013) believe that the 

personal charisma is more important for a leader. The reason is that it helps power through different challenges.  

 
Figure 2.1. Great Man Theory by Marx (2014) 

(Source: Marx, 2014) 

 

Figure 2.2. Great Man Theory by Hamerstone and Hough (2013) 

(Source: Hamerstone and Hough, 2013). 

 

2.1.2 Trait Theory  

Trait Theory (year 1974) analyzes effects of leadership style on organizational performance of SMEs in East 

Malaysia. The founder of this theory is Raymond Cattell and found in year 1974 (Ryckman, 2012). Evolution of 

Trait Theory from 1940's gets an emphasis in the beginning of 1970's. The theory initially included only the big 

five traits of personality. Emotional intelligence gained favour by 1980's as a crucial trait. The theory is known to 

be an effective tool for sustaining the organizational performance. The reason is that employee's trait affect the 
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overall performance (Paraschiv, 2013). Further research is needed on Trait Theory because the past research does 

not focus on the changes in the leadership trait over a period of time. The traits vary according to the situation, 

hence further studies are to be carried to discuss this factor. Further research is needed because the theory does 

not emphasise on personality changes during different situations (Clack, 2017). Figure 2.3 extended theoretical 

framework on Trait Theory should be on the basis of changing of behaviour and traits by the time. It emphasised 

over the need of flexibility within the leader and their ability to use the energy during uncertain situations (Silva, 

2015). Trait Theory suggested to solve the research problems on organizational performance by examining the 

changing in traits form person to person. The theory can be effectively used when the traits are being applied 

based on the situations. The first researcher Manning (2014) who proposed Figure 2.4 own model to study the 

list of rare factors affecting Trait Theory, which are, the intelligence, initiative, and supervising ability linked 

with self-assurance and decisiveness. The second researcher Northouse (2015) who proposed Figure 2.5 own 

model to study the list of rare factors affecting Trait Theory, which are, the clear link that exists amongst the 

leadership trait and patterns and the consistency of the patterns across different situations. The similarity in their 

proposed models between the first researcher Manning (2014) and the second researcher Northouse (2015) is 

that the leadership skills are often in-built within individuals. If they use these traits successfully, the leadership 

objectives are attained. Moreover, researchers agreed that the individuals have certain leadership emergence 

skills which differentiate them and lead to the mutual success. The difference in their proposed models between 

the first researcher Manning (2014) and the second researcher Northouse (2015) is that the second researcher had 

more emphasis over helping develop a link that used the leadership traits of an individual to establish patterns of 

behaviour. It is not an aspect that is covered by the first researcher whose main focus has been to differentiating 

the abilities, personal traits and motivators.  

 
Figure 2.3. Extended Framework of Trait Theory 

(Source: Manning, 2014) 

 
Figure 2.4. Trait Theory by Manning (2014) 

(Source: Manning, 2014) 
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Figure 2.5. Trait Theory by Northouse (2015) 

(Source: Northouse, 2015) 

 

2.1.3 Role Theory  

The Role Theory (year 1987) analyzed the effects of leadership style on organizational performance of SMEs in 

East Malaysia, because it deals with the role of individuals conducted on everyday basis such as norms, 

behaviours, duties and rights of managers (Koenig, & Eagly, 2014). The founder of this theory is Alice Eagly and 

found in year 1987 (Franke, Crown, & Spake, 1997). Evolution of Role Theory from social psychology helps in 

building the appropriate leaders for the organizational sustainability. The theory did not have to wait for social 

modelling in order to be applied. The application of role theory is related to the day to day situation as it can be 

simply produce (Clack, 2017). Further research is needed on Role Theory because it has restrained time, space 

and specific situation of real life. The role player might not be exactly playing its role on what is required in that 

proposed situation. For the correct interpretation of this theory, more studies are required to be done (Harnich & 

Frank, 2012). Extended theoretical framework on Role Theory should also include the variables related to 

variations in role. The person who is assigned a particular role might not be interested in that which creates a 

negative impact on the mind of that individual. The proper identification of roles is required to be defined. Role 

Theory suggests to solve the research problems on organizational performance by interpreting the correct form 

of role that has to be assigned. It can make the relation and moulding of rights to get strong for the organizational 

benefit. The first researcher Harnich & Frank (2015) who proposed Figure 2.7 own model to study the list of rare 

factors affecting Role Theory, which are the effect of social learning and behaviour on the leader. It also 

emphasises over the role adoption and role expectations. The second researcher Drysdale, et al (2016) who 

proposed Figure 2.8 own model to study the list of rare factors affecting Role Theory, which involves what the 

leader wants to do and what the leader gets to do. It assesses the job dissonance. The similarity in their proposed 

models between the first researcher Harnich & Frank (2012) and second researcher Drysdale, et al (2016) is that 

they analyze the influence of expectations over the leaders which in turn influence their decisions and successful 

goals and objectives. Overall, the similarity is evident as both researchers evaluate the final success of the role 

and how their objectives are achieved which sometimes lead to conflictions or dissonance. The difference in 

their proposed models between the first researcher Harnich & Frank (2012) and second researcher Drysdale, et al 

(2016) is that the second researcher is more focused on how leaders’ role dynamics might create a gap from what 

the leader actually wants to perform. These leaders have to adhere to the signals regarding the value-added 

leadership. 

 
Figure 2.6. Extended Framework of Role Theory 

(Source: Harnich & Frank, 2012) 
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Figure 2.7. Role Theory by Harnich & Frank (2015) 

(Source: Harnich & Frank, 2012) 

 

Figure 2.8. Role Theory by Drysdale, et al (2016) 

(Source: Drysdale, et al, 2016) 

 

2.2 Organizational Performance  

The organizational performance is defined as the achievement of competitive advantage by the company for 

long-term. This performance can be measured in terms of tangible and intangible facets (Choudhary, Akhtar & 

Zaheer, 2013). It is also defined as the comparison of the actual output of the company with its expected 

outcomes (Noruzy et al, 2013). 

Financial parameters used to measure organizational performance are accounting measures such as stock price 

which evaluate value of a firm and accounting profits which establish the ability of a business to generate returns 

(Gundemir, et al., 2019). Definition of financial organizational performance is the efficiency of its assets, that is its 

employees to generate returns and is obtained from data collected from the past (Porkona and Castek, 2016). 

Another definition of financial organizational performance is the efficiency with which a firm manages its 

liquidity, solvency, and profitability for a given period of time (Fatihudin and Mochklas, 2018). Challenges to 

control financial organizational performance are changes in government regulation and increased competition 

from rival firms (Hanggraeni et al., 2019). Limitations to control financial organizational performance are the 

inability to upgrade technological assets accordingly and a poor marketing strategy which decreases sales 

(Srivastava, 2016). 

Non-financial parameters used to measure organizational performance are the degree to which the clients of a firm 

satisfied and its innovativeness indicated by regular creativity in operations and products (Kotane & 

Kuzmina-Merlino, 2017). Definition of non-financial organizational performance is that effectiveness of a firm 

that is expressed in the form of qualitative characteristics and includes client satisfaction and quality of products 

(Jorge and Borges, 2017). Another definition of non-financial organizational performance is the performance of a 

firm not in terms of its physical assets but intellectual capital (Kotane & Kuzmina-Merlino, 2017). Challenges to 

control non-financial organizational performance are the inaccuracy of industry comparison as the methods used 

by some firms vary (Newark, 2018). Limitations to control non-financial organizational performance are the 
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difficulty in calculating them as well as the long-period of time taken to arrive at an accurate performance value 

(Ashford, et al., 2018). 

2.3 Leadership Styles 

There are many types of leadership styles. Researcher has chosen particular leadership styles that are evident in 

SMEs in East Malaysia, they are charismatic leadership style, democratic leadership style, transformational 

leadership style, and transactional leadership style (Chan, 2010; Kele, et al., 2017; Ufen, 2015).  

The theory that analyze development charismatic leadership style is Signalling Theory (Su & Cheung, 2016). 

The founder of the Signalling Theory in the modern era are Connelly, Certo, and Reutzel and the year founded is 

2011 (Connelly, et. al., 2011). The variables of the Signalling Theory include the indication of interest and 

excitement through an increased activity level. Furthermore, it showcases the vulnerability that exists from the 

competitors (Grabo, et. al, 2017). The factors that influence the variables of Signalling Theory are increased 

motivation level within the leaders and there is excessive use of creativity and strength (Nikoloski, 2015). The 

important role of Signalling Theory to influence the charismatic leadership style in affecting organizational 

performance is that it helps attract attention and arouse emotions (Nikoloski, 2015).  

The theory that analyzes development of Democratic Leadership style is Critical Theory (Hudon & Rouillard, 

2015). The founder of Critical Theory is Max Horkheimer and the year found is 1937 (Horkheimer, 1937). The 

variables of critical theory are free will, emphasis on reason, pretentions of universality, presence of explanatory 

metanarrative, totalitarianism, consequences of massive industrialization and other options (Nagendra and 

Farooqui, 2016). The important role of Critical Theory to influence democratic leadership style in affecting 

organizational performance is that the theory emphasizes on enforcing new decisions in a way that there is 

increased participation amongst the employees (Yahaya, et. al, 2014).  

The theory that analyze the development of Transformational Leadership style is Figure 2.9 Path-goal theory. 

The founder of Path-goal Theory is Robert House and year found is 1971 (House, 1974). The variables of 

Path-goal theory are participative goals, performance goals, satisfaction, vision, intellectual stimulation, 

expectations, rewards and the employee satisfaction (Vecchio, et. al, 2008). The factors that influence the 

variables of path-goal theory are the behaviour of the leaders that help create value (Henry, 2013). The important 

role of Path-goal Theory to influence transformational leadership style in affecting organizational performance is 

that it analyzes the goals of the followers. The objective is to enhance chances of success (Polston-Murdoch, 

2013).  

 

Figure 2.9. Theoretical Framework of Path-Goal Theory 

(Source: Nelson & Quick, 2013) 

 

The theory that analyze development Transactional leadership style is Figure 2.10 Contingency Theory 

(Yishuang, 2016). The founder of Contingency Theory is John Woodward and the year founded is 1958 

(Woodward, 1958). The variables of Contingency Theory are the importance of the situation in determining the 

effectiveness of leadership and the need for rewarding a good performance, a good leader has to evaluate the 

situation and act accordingly, equal importance to the assignments as well as the social or emotional challenges 

their team encountered, requirements of a situation must be well met by the leader's behavior, quintessential 

factor responsible for positive outcomes, motivation to be a crucial determinant of excellent leadership. The 



http://ibr.ccsenet.org     International Business Research                    Vol. 13, No. 7; 2020 

272 

 

factors that influence the variables of Contingency Theory are follower compliance happens when overall 

motivation is captured (Linton, 2014).  

 
Figure 2.10. Theoretical Framework of Contingency Theory 

(Source: Beckford, 2016) 

 

2.4 Evolution of Leadership Styles  

The evolution of the Signalling Theory occurred from covering the effect of the vision to ensuring that the 

energy is used effectively, it evolved in the late 20th century (Khan, et. al, 2013). Further research is needed on 

the Signalling Theory because there is a lack of current studies on signals of charismatic leadership affecting 

organizational performance, the future research would augment the approach adapted (Kakucha, 2015). Figure 

2.11 extended theoretical framework on Signalling Theory should be able to utilise the vision as the key to the 

theory. It would help formulate a long-term strategy. The extended theoretical framework can solve problems 

between charismatic leadership style and organizational performance analyzed in Para 1.0 as the variables 

emphasized on the use of the vision in a way that it aligns with the personality of the leader. The factors that 

influence variables of Signalling Theory are the highly motivational aspects which dictate the decisions made by 

the leaders when it comes to making successful coordination within the followers in times of emerging 

challenges. The first model that studied these factors is the Figure 2.12 evolutionary leadership model (Stutje, 

2012). The variables of this first model analyzed that the most important aspect is the presence of charisma and 

vision. Figure 2.13 the second model that studied these factors that influence variables of Signalling Theory is 

the Three Levels of Leadership Model. The variables of this second model analyzed that there are outer levels 

and the inner levels that develop the leadership presence of an individual (Scouller, 2016).  

 

Figure 2.11. Extended Framework of Signalling Theory 

(Source: Nagendra & Farooqui, 2016) 

 

Figure 2.12. Evolutionary Leadership Model 

(Source: Stutje, 2012) 
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Figure 2.13. Three Levels of Leadership Model 

(Source: Scouller, 2016) 

 

The evolution of Critical Theory happened from the early 20th century where the decision making had weak 

execution and strategies were analyzed to overcome the challenges, then the decision making is augmented 

(Akor, 2014). Future research is needed on Critical Theory because the managers do not have clear knowledge 

and understanding of the strategies they need to adapt. The new research can look into the motivational factors 

(Hudon & Rouillard, 2015). Figure 2.14 the extended theoretical framework on Critical Theory should include 

social conditions, instrumental rationality and capitalism to evaluate democratic leadership in today’s 21st 

century. This extended theoretical framework can solve problem between the democratic leadership style and 

organizational performance analyzed in Para 1.0 as the variables emphasized on four key aspects, they covered 

the impact the social conditions, instrumental rationality, capitalism and totalitarianism have on the individuals. 

The factors that influence variables of Critical Theory are the emphasis that is put on the reasoning, without 

effective reasoning, most leaders are expected to face trouble in rationality and decision making (Akor, 2014). 

The first model that studied these factors is the Figure 2.15 Critical Leadership Decision Making Model. The 

variables of the first model analyzed are there has been an effect of the leadership reasons on the decisions, the 

leadership reasons tend to influence the leadership intention (Westaby & Lee, 2010). Figure 2.16 the second 

model that studied these factors is Critical Elements of Reasoning Model. The variables of this model are the key 

factors that include the point of view from a reference, purpose of thinking goals or objective, information data, 

interpretation, concepts, assumptions, implications and consequences and lastly the information gathered 

altogether (Elder and Paul, 2010).  

 

Figure 2.14. Extended Theoretical Framework of Critical Theory 

(Source: Hudon & Rouillard, 2015) 
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Figure 2.15. Critical Leadership Decision Making Model 

(Source: Westaby & Lee, 2010) 

 

 

Figure 2.16. Critical Elements of Reasoning Model 

(Source: Elder and Paul, 2010) 

 

The evolution of Path-goal theory started from focusing on the work environment to implementing changes that 

would enhance the employees’ motivation and empowerment successfully (Malik, 2013). The further research is 

needed on Path-goal theory because there is limited analysis on the economic impact on implementing path-goal 

theory in the business that is adapted by the leaders (Obiwuru, et al, 2014). Figure 2.17 the extended theoretical 

framework on Path-goal Theory should enforce the focus on situation which impacts the leader and followers 

(Northouse, 2016). This extended theoretical framework can solve problems between Transformational 

leadership style and organizational performance analyzed in Para 1.0 as the variables emphasized on ensuring 

that new strategies are followed. The factors that influence variables of Path-goal Theory are the specific style of 

leadership that meets the criteria needed to help achieve the tasks (Cavazotte, et al, 2013). The first model that 

studied these factors is the Figure 2.18 New Paradigm Model of Leadership. The variables of this first model 

analyzed that leadership phenomenon includes the belief that the leadership is a process and holds certain 

influence. The second model that studied these factors is the Figure 2.19 Leaders Multifactor Change Agents 

Model (Smither, et al, 2016). The variables of this second model analyzed the different change agents. The 

leader is at the middle of the model.  
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Figure 2.17. Extended Framework of Path-goal Theory 

(Source: Northouse, 2016) 

 

Figure 2.18. New Paradigm Model of Leadership 

(Source: Magzan, 2012) 

 

 

Figure 2.19. Leaders Multifactor Change Agents Model 

(Source: Smither, et al, 2016) 

 

The evolution of Contingency Theory has been such that it was first focused on the leadership and motivation. 
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Gradually, it emphasised on determining the effectiveness of leadership and the need for rewarding a good 

pattern (McCleskey, 2014). The further research is needed on Contingency Theory because a clear representation 

of the benefits of transactional leadership style on organizational performance is not being researched in recent 

years, particularly in case of Malaysia SMEs. Moreover, its effectiveness in bringing organizational change is 

important (Sultana & Darun, 2015). Figure 2.20 the extended theoretical framework on Contingency Theory 

should be able to help control the organization and ensure that the effectiveness is achieved to help cope with the 

social and emotional challenges. The extended theoretical framework can solve problems between Transactional 

leadership style and organizational performance analyzed in Para 1.0 as the variables emphasized on 

understanding the organizational objectives. The factors that influence the variables of Contingency Theory are 

the need to achieve the predetermined goals (Islam & Hu, 2012). The first model that studied these factors that 

influence the variables of Contingency Theory is the Figure 2.21 Situational Leadership Model (Schermerhorn Jr, 

2012). The variables of this first model analyzed that there are two different types of behaviour, the directive 

behaviour and the supportive behaviour. The second model that studied these factors is the Figure 2.22 Diamond 

model of Leadership (Beckford, 2016). The variables of the second model analyzed that there is an 

interconnection amongst the leader, task, organization and organizational structure. It also includes the followers 

with their attributes.  

 

Figure 2.20. Extended Framework of Contingency Theory 

(Source: Wickramasinghe & Alawattage, 2012) 

 

 
Figure 2.21. Situational Leadership Model 

(Source: Schermerhorn, 2012) 
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Figure 2.22. Diamond model of Leadership 

(Source: Coleman & MacNicol, 2016) 

 

2.5 Conceptual Framework 

 

Figure 2.23. Theoretical Framework 

Source: Adapted from: (Nagendra and Farooqui, 2016; Obiwuru, et al., 2014; Choudhary, et al., 2013; Grabo, et 

al., 2017; Hudon and Rouillard, 2015; Yishuang, 2016; Borgatta, et al., 1954; Colbert, et al., 2012; Drysdale, et 

al., 2016). 

 

3. Conclusion 

The first common trend among past literature reviews is substantial amount of energy is required for charismatic 

leaders to influence employees as attractive personality does motivates followers (Nagendra and Farooqui, 2016; 

Grabo, et al., 2017). The second common trend among past literature reviews is decision making is shared by 

subordinates with the presence of an explanatory metanarrative under democratic leadership (Nagendra and 

Farooqui, 2016; Hudon and Rouillard, 2015). The third common trend among past literature reviews is managers 

motivates subordinates to do more than expected which may be immoral and unethical as caused by 

transformational leadership (Mutahar, et al, 2015; Vecchio, et al., 2008). The fourth common trend among past 

literature reviews is that employees place their trusts on the excellence and leadership skills of their transactional 

leaders (Obiwuru, et al., 2014; Yishuang, 2016). 

The irregularity among past literature reviews is increased in employee turnover rate if the transactional 

leadership in SMEs in East Malaysia are not able to motivate employees to remain enthusiastic in their job 

position, the employees would want to join other organizations that practice charismatic leadership, hence 

transactional leadership would not increase organizational performance (Nagendra and Farooqui, 2016; Obiwuru, 

et al., 2014). The second irregularity among past literature reviews is that decision making that is centralized 

whereby decision-making is executed from one leader can be as important in increasing organizational 

performance as decision making that is decentralized whereby decision-making is shared by subordinates 

(Nagendra and Farooqui, 2016; Hudon and Rouillard, 2015). The third irregularity among past literature reviews 

is transformational leadership did not activate all employees’ higher order needs, as only some employees in 

SMEs in East Malaysia find themselves being interested with their jobs, hence the remaining employees in 
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SMEs in East Malaysia who did not feel intellectual stimulation from their transformational leaders would not 

trust and admire their transformational leaders (Obiwuru, et al., 2014; Vecchio, et al., 2008). The fourth 

irregularity among past literature reviews is feedbacks from some employees in SMEs in East Malaysia have 

shown that their transactional leaders would strictly require them to comply to standards but did not properly 

clarify goals to employees, which led to employees having to be punished for not complying to standards 

(Yishuang, 2016; Obiwuru, et al., 2014). 

Most of the theories have supported the relationship between leadership style and organizational performance. 

For example, Great Man Theory supported the significant relationship between charismatic leadership, 

democratic leadership, transformational leadership, transactional leadership and organizational performance of 

SMEs in East Malaysia by indicating that the leader has a major role to play in the SME in East Malaysia. 

Therefore, for effective performance organizations should select a leader who is all round and who shares values 

with the employees to ensure that the organization culture embraced fosters performance (Borgatta et al., 1954). 

Moreover, Trait Theory supported that the leaders’ openness to experience determines their effectiveness. The 

level of openness to experience of a leader determines their tolerance to ambiguity, their receptiveness to 

complex situations, ability to think divergently and creativity. All these factors are of much important in effective 

leadership thus influence achievement of organizational goals (Colbert et al., 2012). Role Theory supported that 

leaders’ roles determine their ability to improve organization performance (Drysdale et al., 2016). This is 

because when the role aligns with what they like to do, they easily motivate the followers towards a certain 

direction of achieving goals.  

Signaling Theory also supported the existence of significant relationship between charismatic leadership and 

organizational performance, because charismatic leaders helped to create an excitement in people for their work 

leading to higher productivity levels (Nagendra & Farooqui, 2016). Leaders in SMEs in East Malaysia should 

making working activities fun, so that employees are attracted to leader and being exited and willingly cooperate 

with leaders. Malaysia government should have a clear vision for corporations in East Malaysia. Other than that, 

Critical Theory supported the existence of significant relationship between democratic leadership and 

organizational performance, because it captures the aggregate values of the SME firm in East Malaysia from the 

historical perspectives that it holds, democratic leadership in turn leads to the election of leaders who are 

supported by a majority of stakeholders (Hudon & Rouillard, 2015; Nagendra & Farooqui, 2016). Leaders in 

SMEs in East Malaysia should allow subordinate and employees to make decisions. Malaysia government 

should ensure that employees in East Malaysia are developing skills and knowledge.  

Path-Goal Theory also supported the existence of significant relationship between transformational leadership 

and organizational performance, because transformational leadership encourages the election of a leader who 

explains to followers what is expected of them (Obiwuru et al., 2014). Path-Goal Theory holds that a leader 

seeks to get the viewpoints of employees on how tasks ought to be performed can create intellectual stimulation 

that will develop employees’ performance goal, which leads to organizational performance (Choudhary et al., 

2013). Leaders in SMEs in East Malaysia should allow employees to approach task in different new ways 

according to their own interests. Malaysia government should ensure that employees East Malaysia receive 

constant intellectual stimulation from task outcomes. Lastly, Contingency Theory supported the existence of 

significant relationship between transactional leadership and organizational performance, because the SMEs in 

East Malaysia that operate as open systems would make decisions depending on the situations they are faced 

with (Vecchio et al., 2008). Transactional leadership promotes responses that can be implemented in order to 

solve a particular problem, whereby employees get rewarded when goals are achieved and get punished if they 

have failed to follow orders (Mtimkulu et al., 2014). Future research needs to incorporate the other elements 

such as industry as a moderating variable in the framework. Leaders in SMEs in East Malaysia should ensure 

employees are developing corrective and constructive behaviours. Besides that, Malaysia government should set 

learning goals and standards for corporations in East Malaysia comply and follow.  
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