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Abstract

Purpose: The objective of this study is to see the mediating effect of innovative
culture and organizational learning between leadership styles and organizational
performance in Malaysian SMEs.

Design/methodology/approach: Questionnaires were used to collect data from
owners/managers and 950 questionnaires distributed by using postal and email
strategy. Out of 950, only 409 questionnaires returned back, 25 questionnaires have
missing values and eliminated from a sample, and only 384 questionnaires were
used for final analysis.

Findings: Findings reveal that leadership styles have a significant influence on
organizational learning, innovative culture, and organizational performance. Innovative
culture and organizational learning have a significant influence on organizational
performance. Moreover, innovative culture and organizational learning significantly
mediate between leadership styles and organizational performance.

Practical implications: In practical term, the current study contributes for managers/
owners in SMEs to focus leadership styles with innovative culture and organizational
learning in their decision making if they want to enhance their organizational
performance.

Research originality: This study is one of the pioneer studies that test leadership styles
at third-order with the combination of two mediating variables innovative culture and
organizational learning with organizational performance.

Keywords: Leadership styles, Innovative culture, Organizational learning, Organizational
performance
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Introduction
Effective leadership plays an important role to determine the success or failure of any

kind of organization (Tourish, 2014). In the last few decades, leadership is the most

studied area in business as well as in industry. Moreover, leadership has become a com-

pulsory part for organizations (Bryman, 2007; Brymer & Gray, 2006). Despite the wider

quantity of studies on leadership, there has been scant research done on small and

medium-size enterprises (SMEs) (Franco & Matos, 2015). A highly competitive market

and rapidly changing strategies enhance the importance of leadership in attaining a

competitive edge over their competitor through leaders to enhance organizational per-

formance (Jaramillo, Mulki, & Marshall, 2005). The primary purpose of organizations is

to focus financial efficiency but also considers their intangible resources and leadership

to maintain competitive advantage (Wang, Chich-Jen, & Mei-Ling, 2010). Literature

demonstrates that Malaysian SMEs faces issues regarding leadership styles that reduce

organization performance (Aziz, Abdullah, Tajudin, & Mahmood, 2013; Hashim,

Ahmad, & Zakaria, 2012; Rahim, Zainal Abidin, Mohtar, & Ramli, 2015). Prior studies

suggested that effective leadership can help to improve the organizational performance

in that situation where organizations face a lot of new issues and challenges (Franco &

Matos, 2015; McGrath, Mac Grath, & MacMillan, 2000). Leadership styles have an in-

fluence on both individual and organizational performance (Wang et al., 2010; Wind-

sor, 2009). Sometimes firms do not identify the ineffective or effective leaders until

time passed and organizations suffer (Nazarian, Soares, & Lottermoser, 2017). Leader-

ship styles are a vital element that explains organizational performance. Hence, this

study focuses on leadership styles to determine SMEs performance.

Malaysian SMEs faces issues regarding innovative culture and organizational learn-

ing (Abdul-Halim, Ahmad, Geare, & Thurasamy, 2018; Gorondutse & Hilman, 2018;

Hanifah, Halim, Ahmad, & Vafaei-Zadeh, 2017). Moreover, Malaysian government

plans to renovate their economy by adopting innovative culture and organizational

learning among SMEs (Abdul-Halim et al., 2018; Hanifah et al., 2017). In addition,

most of the articles published on innovation but scant research conducted on in-

novative culture in respect of SMEs (Abdul-Halim et al., 2018). The motivation be-

hind this study is that Malaysian SMEs performance reduces due to leadership styles,

innovative culture, and organizational learning (Abdul-Halim et al., 2018; Rahim,

Nik Mahmood, & Masrom, 2016). This study significantly contributes to the body of

knowledge because this is the pioneer study that determines the mediating effect of

innovative culture and organizational learning between leadership styles (transac-

tional leadership and transformational leadership) and SMEs performance. In this

study, theoretical framework developed with the help of resource-based view (RBV)

theory. Leadership styles uses as resources innovative culture and organizational

learning uses as capabilities to explain the relationship between resources and

organizational performance. This study contribute theoretically because it covers

leadership styles (vision, inspirational communication, intellectual stimulation, sup-

portive leadership, personal recognition, contingent rewards, management by excep-

tion (active), management by exception (passive), innovative culture, and

organizational learning in the light of RBV theory).

Small and medium enterprises (SMEs) play a significant role in the development of

an economy and considered as the backbone of Asian countries (Nasir, Al Mamun, &
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Breen, 2017; Yoshino, Taghizadeh-Hesary, Charoensivakorn, & Niraula, 2016). In

Malaysia, 98.5% of the business establishment is SMEs and there are 907,065 estab-

lishments that contribute 36.6% of Malaysian’s gross domestic product (GDP) in

the year 2016 (SMEinfo, 2018). SMEs contribute changes from 2016 to 2020 in

terms of GDP (36.6% to 41%), employment (65.3% to 65%), and exports (18.6% to

23%) (SMEinfo, 2018). Therefore, SMEs play an important role in the Malaysian

economy. Table 1 elaborates in more details regarding SMEs in Malaysia.

Literature review
Leadership styles

According to me, “leadership refers to the ability of a person to motivate, influence,

and facilitate other persons to contribute to the success of an organization.” More-

over, leaders are the persons that facilitate their followers by performing task first

then say to others to do this; they eat at the end not at the start; and leaders are

those that create opportunities for their followers, society, and for their organization.

According to Daft (2014), leadership means a relationship between followers and

leaders where both influence each other and lead to revolutionizing and outcomes

that reveal their shared objectives. Literature shows that one of the leading typolo-

gies of leadership is the Bass’s one (Sarti, 2014; Yahaya & Ebrahim, 2016). Bass

(1990) leadership consists of two dimensions such as transformational leadership

and transactional leadership. Transformational leadership refers to "a styles of articu-

lating a shared vision of the future, intellectually stimulating subordinates, providing

a great deal of support to individuals, recognizing individual differences, and setting

high expectation (Kirkman, Chen, Farh, Chen, & Lowe, 2009). Transformational

leadership consists of five dimensions such as articulating a vision, inspirational

communication, intellectual stimulation, supportive leadership, and personal recog-

nition as developed (Bass, 1985). Transactional leadership entails an exchange in the

relationship between followers and leaders like followers collect prestige and wages

for obeying task from leader’s side. While transactional leadership consists into three

main dimensions like contingent rewards, management exception (active), and

Table 1 SME’s information

Why SMEs matter in Malaysia

Total number of SMEs in Malaysia 907,065

Contribution to GDP 36.6%

Micro 76.5%

Small 21.2%

Medium 2.3%

Services 89.2%

Manufacturing 5.3%

Construction 4.3%

Agriculture 1.1%

Mining and quarrying 0.1%

Source: (SMEinfo, 2018)
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management exception (passive) (Avolio, Bass, & Zhu, 2004; Bass & Riggio, 2006;

Megheirkouni, Amaugo, & Jallo, 2018).

Vision

Vision is recognized as a significant dimension of transformational leadership encom-

passed by the more common construct of charisma. Bass (1985) give an argument that

the most usual and significant part of transformational leadership is called charisma.

Leadership with the charisma or idealized influence has superior standards of ethical

and moral conduct and can be counted upon to do the right things (Megheirkouni et

al., 2018). Charisma refers to the gift of grace or gifted individuals presented by ALLAH

and describe individual characteristics that ordinary language generally cannot depict

(Levine, Muenchen, & Brooks, 2010). Moreover, charisma signifies personal attraction

that enables an individual to significantly influence other persons (Verčič & Verčič,

2011). In this study, we are focusing on the term vision that is the opposite a wider

construct of charisma influence proposed by Bass and his contemporaries. According

to Rafferty and Griffin (2004), vision refers to a transcendent ideal that signifies collect-

ive values and ideological in nature. In the current research, we refer the term vision as

the expression of an ideal image of upcoming based on firms values.

Inspirational communication

Inspirational motivation is considered a significant factor of transformational leader-

ship. According to Megheirkouni et al. (2018), leaders that have superior inspirational

motivation can communicate higher expectations of their subordinates, inspire subordi-

nates through motivation to become more committed to, and a part of, the joint vision

of the firm. Moreover, inspirational communication refers to the team spirit, optimism

displayed, and enthusiasm; organizational leaders gets subordinates or followers in-

volved in an attractive vision and commitment to objectives and shared vision features

this domain (Yaslioglu & Erden, 2018). In various ways, inspirational leadership looks

alike transformational leadership more deeply as compared to charismatic leadership

(Barbuto, 1997). Charismatic leaders refer to a person that focuses on inspiring appeals

as well as expressive talks to provoke their follower motivation to go beyond

self-centeredness for the good of the group (Bass, 1985). While inspirational leaders

boost up the objectives and values of their followers to the firm’s goals or missions,

then give power to followers to attain them (McClelland, 1975). Although studies have

conducted leaders communication but scant research has determined the construct of

inspirational communication (Smith, Figgins, Jewiss, & Kearney, 2018). A frequent part

inside inspirational leadership definition is the use of oral announcement or communi-

cation to motivate and provoke emotions of followers. Therefore, in this study, we are

focusing on inspirational communication to provoke follower’s emotions, as contrasting

to the wider term of inspirational motivation proposed by Bass and his contemporaries.

Intellectual stimulation

Intellectual stimulation is an element of transformational leadership that is used less. In-

tellectual stimulation means a situation where leaders stimulate their followers to be

innovative and creative and to challenge their personal values and beliefs (Megheirkouni
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et al., 2018). Moreover, intellectual stimulation refers to a situation where followers are

encourage to raise your voice, talk to problem, search solutions, and try new methods

(Yaslioglu & Erden, 2018). The results of intellectual simulations come in terms to

enhance the ability of followers to analyze, conceptualize, and comprehend problems and

in the superior quality of solutions (Bass & Avolio, 1990).

Supportive leadership

Individual consideration is an indicator that distinguishes the transformational leadership

with the latest theories regarding leadership. At the start, Bass (1985) recognizes that indi-

vidual consideration takes place in a situation where a leader has a developmental direction

toward followers and exhibited individual consideration to followers and answer properly

to their private needs. Supportive leadership requires a significant understanding of the fol-

lowers needs as well as wants with the purpose of providing them with the essential sup-

port (Al-Malki & Juan, 2018). In order to confirm supportive leadership effectiveness, it is

vital for organization leaders to formulate pleasant communication environment with their

followers (Al-Malki & Juan, 2018). Hence, supportive leadership considers a vital part of

effective leadership in the path-goal theory. In this study, we define the term supportive

leadership as articulating concern regarding followers and work on their personal needs.

Personal recognition

Personal recognition refers to the rewards from the leader’s side in term of congratulating

and acknowledgment to their followers for the attainment of particular objectives. Accord-

ing to Rafferty and Griffin (2004), personal recognition means a situation when employees

get recognition from leaders for their specified work and due to this, they would feel well

within other employees. In addition, personal recognition refers to a follower’s acknowledg-

ment due to performing their duties in terms of psychological rewards and admiration (Bass

& Riggio, 2006). Personal recognition means the rewards from leader’s side due to achieve-

ment of particular objectives (Keskes, 2014). Personal recognition occurs at that time when

leader specifies follower’s efforts and provides rewards. In this study, we are using personal

recognition in term of acknowledgment as well as praise from leader’s side for the efforts of

followers in attaining organizational objectives.

Contingent rewards

Contingent rewards refer to “rewards to followers in completing the particular task that

the leaders give.” According to Podsakoff, Bommer, Podsakoff, and MacKenzie (2006),

contingent rewards depict the leader’s image that clearly corresponds to the goals to be

achieved and that give rewards to followers that fulfill their jobs. Contingent rewards

significantly contribute to the team effectiveness as well as team development

(Al-Malki & Juan, 2018). Bass (1985) emphasize that by paying contingent rewards to

followers, a transactional leader might encourage a rational level of involvement, com-

mitment, loyalty, and finally performance from subordinates.

Management by exception (active)

The benefit of management by exception active is that when leaders see any mistake,

rule break, failure, and divergence from standards, then leaders take some corrective
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action as rapidly as possible. Management by exception active refers to a leader that ex-

amines the findings of followers and reprimands followers that do not meet the stan-

dards outcome (Bass & Riggio, 2006). Active leaders are those persons that respond

quickly, not waste time, and take corrective actions as soon as possible. According to

Rothfelder, Ottenbacher, and Harrington (2012), it is largely based on taking the cor-

rective actions and leaders control and observe actively their follower’s performance,

and observe closely for any rules they disobey. Active leaders do not waste time and

take initiatives while passive leaders wait until behavior occurs.

Management by exception (passive)

Management by exception passive is the opposite of management by exception ac-

tive because in this type of leadership, leaders get involved after a certain problem

occurs or when followers do not fulfill the standard outcomes. Management by ex-

ception passive has some comments from a leader’s side such as criticism, punish-

ment, and not giving rewards that decrease performance. According to Bass and

Riggio (2006), management by exception passive refers to a type of leadership

where leaders correct the problem when it becomes serious. It refers to contingent

punishment (Podsakoff, Todor, Grover, & Huber, 1984), rectifying the negative

reinforcement (Northouse, 2007).

Organizational learning

Organizational learning refers to the process of creating, keeping, conveying, and deliver-

ing modern or new knowledge in the organization that has a significant influence on

behavior/performance. Organizational learning plays an important role in the survival or

existence of any type of organization in a highly competitive market because

organizational learning significantly influences organizational performance or competitive

advantage. According to Sanzo, Santos, García, and Trespalacios (2012), organizational

learning refers to a dynamic process of building, acquiring, and integrating knowledge to

develop organizational resources and capabilities that will helps to enable the organiza-

tions in attaining superior performance. Moreover, this kind of organizational learning is

most beneficial for organizations that are growing in an uncertain and dynamic environ-

ment to enhance their performance due to the learning environment among employees

(Megheirkouni, 2017).

Innovative culture

Organizational culture is a combination of beliefs, shared values (honesty, diligence,

avoid discrimination, loyalty, persistent), norms, behaviors, characteristics, symbols, as-

sumptions, habits, rituals, philosophies, attitude, and practices that organizations used

in achieving an advantage over other organizations. According to Wallach (1983),

organizational culture consists into three types such as innovative culture, supportive

culture, and bureaucratic. In this study, we are focusing on innovative culture in deter-

mining organizational performance. Innovative culture refers to a culture where organi-

zations learn from their past beliefs, ideas, and actions that become a reason to failure

and focus on the future by using innovative ideas, risk-taking strategies, not only plan-

ning but performing, challenging environment, and creative culture that is ignored in
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the past. Moreover, innovative culture is considered as a precious resource for an

organization that differentiates your organization with others and has a significant in-

fluence on organizational performance. According to Riaz, Ramzan, Ishaq, Akram, and

Karim (2012), innovative culture’s main focus is on organization inner system and its

edge on competitors by encouraging openness to some new ideas.

Hypotheses development
Leadership styles and organizational performance

Leadership styles play an important role in determining organizational performance, espe-

cially researcher’s focus on transformational leadership and transactional leadership to

measure their organizational performance. According to Nazarian et al. (2017), leadership

styles have gained much attention over a period of time in determining organizational per-

formance. Literature reveals that transformational and transactional leadership is considered

as an important indicator in measuring organizational performance (Ekmekcioglu, Aydin-

tan, & Celebi, 2018; Hafeez, Rizvi, Hasnain, & Mariam, 2012; Nazarian et al., 2017). Despite

this, transformational leadership has significant positive and transactional leadership has a

significant negative influence on organizational performance (Al Khajeh, 2018). In addition,

some prior studies also elucidated that leadership does not explain organizational perform-

ance (Lieberson & O'Connor, 1972; Podolny, Khurana, & Hill-Popper, 2005). Therefore,

there are mixed finding between leadership styles and organizational performance. The rela-

tionship between leadership styles and organizational performance is inconclusive and

needs to be further studied. According to RBV theory, organizational learning and innova-

tive culture can explain the relationship between organizational resources (leadership styles)

and organizational performance (Barney, 1991). In this study, we are using organizational

culture and organizational learning as a mediating variable between leadership styles and

organizational performance as prior studies ignore.

H1: Leadership has a significant influence on organizational performance

H2: Organizational learning significantly mediates between leadership styles and

organizational performance

H3: Innovative culture significantly mediates between leadership styles and

organizational performance

Organizational learning, innovative culture, and organizational performance

Organizational learning plays a significant role in determining SMEs performance.

Organizational learning is considered a crucial factor within organizations in explaining

their performance (Kim, Watkins, & Lu, 2017). Various studies demonstrate that re-

searchers pay much attention on organizational learning in determining their perform-

ance (Nafei, 2015; Shurafa & Mohamed, 2016). Organizational culture cannot be

ignored in determining organizational performance (Ahmed & Shafiq, 2014; Gochhayat,

Giri, & Suar, 2017). Moreover, innovative culture has played a significant part in calcu-

lating performance (Wei, O'Neill, Lee, & Zhou, 2013). In the above-mentioned studies,

organizational learning and innovative culture are considered vital indicator in measur-

ing organizational performance.
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H4: Organizational learning has a significant influence on organizational performance

H5: Innovative culture has a significant influence on organizational performance

Leadership styles, organizational learning, and innovative culture

Leadership is the most crucial factor for any kind of organizations and it plays a significant

role in determining organizational culture. Literature reveal that leadership styles have be-

come an important factor and researchers do not ignore while creating and reinforcing of

organizational culture (Chong, Shang, Richards, & Zhu, 2018; Klein, Wallis, & Cooke,

2013). Several researchers suggested that leadership styles can influence organization culture

(Bass, 1998; Schein, 2010). One of the studies examined the relationship between transform-

ational, transactional, laissez-fair leadership, and organizational culture. Results reveal that

transformational and transactional leadership play a significant role in explaining

organizational culture (Gholamzadeh, Khazaneh, & Nabi, 2014). In addition, transactional

leadership has a significant influence on innovative work behavior (Faraz, Yanxia, Ahmed,

Estifo, & Raza, 2018). Therefore, this is a debatable area of how organizational culture is de-

rived and whether leadership has any influence to determine organizational culture.

Well-known researchers in the field of leadership and culture give their opinion that the be-

havior of leaders has a direct influence on developing organizational culture and change

(Kotter, 1996; Schein, 1992). To become a successful leader, there is a need to evaluate the

culture of an organization accurately as well as help followers in understanding it well

(Gholamzadeh et al., 2014). The literature demonstrates that leadership is an important in-

dicator in determining organizational culture in recent years but this area still undergoes

from the inadequacy of quality data (Fleenor & Bryant, 2002; Xenikou & Simosi, 2006).

Literature shows that leadership is a vital factor in determining organizational learn-

ing (Liao, Chen, Hu, Chung, & Liu, 2017; Sun & Anderson, 2012). Prior studies reveal

that transformational leadership has much importance in explaining organizational

learning (Liao et al., 2017; Theodore, 2013). Some researchers conclude that transac-

tional leadership plays a significant role in determining organizational learning (Jansen,

Vera, & Crossan, 2009; Vera & Crossan, 2004). Elshanti (2017) content that leadership

styles (transformational leadership) has the most significant indicator in determining

organizational learning and recommends that in the future there is a need to study trans-

actional leadership also with organizational learning. Some of the prior studies show that

whether the organizations have self-learning abilities, the leadership styles becomes a vital

construct that has an influence on organizational learning (Garcia-Morales,

Llorens-Montes, & Verdú-Jover, 2006; Gil, Rodrigo-Moya, & Morcillo-Bellido, 2018; Jimé-

nez-Jiménez & Sanz-Valle, 2011). Moreover, transformational leadership is a vital factor in

explaining organizational learning (Abazeed, 2018).

H6: Leadership styles have a significant influence on organizational learning

H7: Leadership styles have a significant influence on innovative culture

Resource-based view theory

In this study, RBV theory used as underpinning theory to develop a theoretical frame-

work. RBV theory is considered as an organizational theory which signifies that

organizational internal and external resources are significant and management pays
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attention to that resources. According to Barney (1991), organization resources must

be rare, imitable, non-substitutable, and valuable to become a source to get a competi-

tive advantage. Human resources and organizational culture are considered as vital re-

source for organization in explaining organizational performance (Barney, 1991).

Literature reveals that there are two major assumption of RBV theory such as resources

should be bundled and organizational capabilities underlying production should be het-

erogeneous across organizations, and these variations might be for long term and

imperfectly mobile (Barney, 1991; Wernerfelt, 1989). According to Grant (1991), intan-

gible resources heterogeneity and imperfect transferability prevents the use of the exist-

ing market prices in assigning them value. Moreover, organization resources are

considered as the inputs that are use into production process, while organizational cap-

abilities deems the capacity that used for both tangible and intangible resources to

execute some task (Grant, 1991). In this study, leadership styles, organizational learn-

ing, innovative culture, and organizational performance used to develop framework

with the help of RBV theory. Leadership styles are considered as vital resource for an

organization and influence on organizational performance (Barney, 1991).

Organizational learning plays a significant role in enhancing organizational perform-

ance in perspective of RBV theory (Makabila, 2018). Innovative culture is considered as

a strategic resource for an organization that helps in determining organizational per-

formance (Barney, 1991; Genç, 2013). Figure 1 demonstrates theoretical framework that

developed on the base of RBV theory.

Research methodology
Researchers paid much attention to research methodology portion as this determines

the purpose of any kind of research (Rehman, Mohamed, & Ayoup, 2019). To achieve

the research objectives and try to solve the theoretical and practical problem, there is a

need to use suitable analysis techniques (Rehman et al., 2019). Therefore, in the current

Fig. 1 Theoretical framework
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study, to see research nature, research problem, and the research objectives, we are fol-

lowing a quantitative approach and data were collected through a questionnaire at the

same time because cross-sectional design used (Rehman et al., 2019). In this study, de-

ductive reasoning approach was used and then linked with the quantitative research de-

sign. The reason to use deductive reasoning is that hypotheses were developed on the

basis of existing theory and after developing research hypotheses research strategy de-

sign to test hypotheses of this study.

Data collection method

In this study, data were collected to use questionnaires that adapted from some previ-

ous studies in the area of leadership styles, organizational learning, innovative culture,

and organizational performance. Questionnaires were distributed by postal survey to

owners or managers of SMEs in Malaysia.

Questionnaire development

The theoretical model of this study includes four variables. Every variable of this study mea-

sured to use some items. Previous studies used to design questionnaires and items of all var-

iables adapted instead of adopted. The questionnaire consists of two portions. The first

portion includes six questionnaires regarding respondent’s demographics. The second por-

tion includes 51 items regarding leadership styles, innovative culture, organizational learn-

ing, and organizational performance. Considerably, each item of questionnaires in the

second portion measured by using five-Likert scale range strongly agrees (5) to strongly dis-

agree (1). Leadership styles consist of transformational leadership and transactional leader-

ship. In the transformational leadership, articulating a vision (three items), supportive

leadership (three items), and inspirational communication (three items) were adapted from

House (1998), whereas intellectual simulations (three items) and personal recognition (three

items) were adapted from Podsakoff, MacKenzie, Moorman and Fetter (1990). In the trans-

actional leadership, contingent rewards (five items), management exception-active (four

items), management exception-passive (four items), and management-passive (five items)

were adapted from Bass (1995). Organizational learning consists of four items and adapted

from Hult (1998). Innovative culture consists of eight items and adapted from Wallach

(1983). Finally, organizational performance adapted from two sources, financial perform-

ance consists of three items from Henri (2006), and non-financial performance includes

eight items adapted from Teeratansirikool, Siengthai, Badir and Charoenngam (2013).

Population and sampling

This study chooses Malaysian SME’s and respondents were owner or managers of

SME’s. For this study, only listed SME’s selected that were on Malaysian public website

and a total number of SME’s consists 907,065 (SMEinfo, 2018). There were five heads

regarding sector in this list such as services, manufacturing, construction, mining and

quarrying, and agriculture. A total number of questionnaires distributed among man-

agers/owners were 950 by using postal survey. Five-Likert scale was used in designing

questionnaires that range from 1 (strongly disagree) to 5 (strongly agree). There are

many reasons to use a five-Likert scale. First, response rate can be improved by using a

five-Likert scale because respondents fill the questionnaires with devotion and honesty.
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Second, respondents feel comfortable and easy due to the time constraints factor.

Third, the frustration level of respondents minimizes in five-Likert scale as compared

to seven-Likert scale. Area cluster sampling is suitable in a situation where population

is spread over a wider geographical area (Sekaran & Bougie, 2016). In this study, we are

using area cluster sampling to collect data from managers or owners of SMEs because

population is spread over a wider geographical area. Formation of the clusters was

based to see states in Malaysia. There are a total of 16 states in Malaysia that are fol-

lowing with SME’s portion. Selangor 19.8%, Kuala Lumpur 14.7%, Johor 10.8%, Perak

8.3%, Pinang 7.4%, Sarawak 6.7%, Sabah 6.2%, Kedah 5.4%, Kelantan 5.1%, Pahang 4.1%,

Negeri Sembilan 3.6%, Malacca 3.5%, Terengganu 3.2%, Perlis 0.8%, Labuan 0.3%, and

Putrajaya 0.1%. Each state is considered as one cluster and from 16 clusters 09 clusters

(Selangor, Kuala Lumpur, Johor, Perak, Pinang, Sarawak, Sabah, Kedah, and Kelantan)

were randomly chosen because 84.4% SME’s work in these 09 states. According to

Sekaran and Bougie (2016), one of the researchers suggested that by using cluster sam-

pling, first, define cluster then choose cluster randomly (Sekaran & Bougie, 2016).

There are various advantages of area cluster sampling that are as follows. First, area

cluster sampling minimizes the cost of data collection because it covers cluster that is

important and leaves those cluster that is not important. Second, area cluster sampling

is useful when concerned respondents spread in a wide area and by using this sampling

technique, researchers can cover the major portion of the population (Sekaran & Bou-

gie, 2016). Third, cluster sampling techniques cover the advantages of two sampling

techniques such as stratified random sampling techniques and simple random sampling

technique. Fourth, cluster sampling has another advantage that researcher can collect

data from one or more clusters. Fifth, area cluster sampling is considered an important

sampling technique in the case where respondents spread over a large area.

Sample size

According to Comrey and Lee (1992), a sample size lesser than 50 is deemed weaker,

within 51 to 100 considered weak, within 101 to 200 considered adequate, within 300

is good, 500 respondents considered good, and 1000 is considered excellent. In this

study, our respondents were managers or owners as these are persons that have held in

SME’s and know better about leadership styles, innovative culture, organizational learn-

ing, and organizational performance. In addition, managers/owners are educated

persons and understand better regarding organization and give better results. A total of

950 questionnaires were distributed by using postal technique. Out of 950 question-

naires, 409 questionnaires returned back, 25 questionnaires were excluded due to mis-

leading and missing values, and 384 questionnaires were used for analysis purpose.

Response rate is 43.05% and after excluding 25 questionnaires, response rate becomes

40.42%. Literature reveals that response rate in postal survey questionnaire was 48.7%

and the current study’s response rate is near to that study (Puffer, Porthouse, Birks,

Morton, & Torgerson, 2004).

Data analysis
In the current paper, we are using SmartPLS 3.2.8 in determining theoretical frame-

work as this tool is a rapidly growing second-generation technique as suggested (Hair,
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Hult, Ringle, & Sarstedt, 2014). According to Hair, Hult, Ringle, and Sarstedt (2017),

bootstrapping is a technique in getting path coefficients and factors loading, and there

is a need to run bootstrapping with 5000 subsamples to get significant values.

SmartPLS have some of the advantages over other tools like this tool which is superior

to perform estimation as in the comparison of regression, no issue of normality and

multicollinearity test, and best for any kind of theoretical framework either simple or

complex. In addition, the literature demonstrates that partial least squares structural

equation modeling (PLS-SEM) is superior in calculating outcomes and establishing

variable validities as compared to covariance-based structural equation modeling

(CB-SEM) (Afthanorhan, 2013; Hair et al., 2014). There is a need to calculate two re-

search models in PLS-SEM such as measurement model (outer model) and structural

model (inner model).

Measurement model

In this paper, we calculate the measurement (outer) model with the help of two things

such as convergent validity and discriminant validity.

Convergent validity

Convergent validity means the level to see items of a constructed measure the same

construct. According to Zhou (2013), convergent validity means a situation where

items of a variable reflect effectively to their associated indicator. Hair, Hult, Ringle,

and Sarstedt (2013) stated that calculate three things to see convergent validity of a

construct like average variance-extracted (AVE), factor loadings, and the final one is

composite reliability. The standardized values of these indicators are as follow; AVE

and factor loadings at least 0.50 and CR value must be higher than 0.70 (Hair et al.,

2013). To get better results regarding CR and AVE researchers should delete all those

items that have factors loadings less than 0.50 as recommended (Hayduk & Littvay,

2012). In addition, delete items that have factor loadings less than 0.50 makes a sound

theoretical model. In this study, few of the items deleted due to less factor loadings

such as IC2, IS3, SL1, PR1, CR1, CR2, CR5, MEA1, MEA4, INCUL4, INCUL5,

INCUL6, INCUL7, INCUL8, OP2, OP4, OP6, OP9, OP10, and OP11. Table 2 demon-

strates that factors loadings, CR, and AVE values above than the criterion value. Ac-

cording to George and Mallery (2003), a variable that has Cronbach’s alpha at least 0.70

considers excellent. Table 3 demonstrates that all variables meet this criterion. Hence,

this study validates all the conditions that require in calculating the convergent validity

of the theoretical model (Bagozzi & Yi, 1988). Figure 2 demonstrates that we have con-

ceptualized leadership styles as a third-order variable with organizational learning, in-

novative culture, and organizational performance. In this study, we use repeated

indicator approach for leadership styles. Repeated indicators approach has the ability to

estimate all variables at the same time rather than higher order and lower order dimen-

sions one by one (Becker, Klein, & Wetzels, 2012).

Discriminant validity

Discriminant validity refers to a situation that tells that every variable of theoretical

model differs from another variable (Rehman et al., 2019). In this study, discriminant
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validity calculated by using Fornell and Larcker (1981) recommended the method. Dis-

criminant validity can be calculated by using one of the methods. First, compare AVE

with squared correlations. Second, compare AVE square root values with the correl-

ation values. Rehman et al. (2019) stated that AVE square root values in upper diago-

nals should be greater than other values in the table in terms of rows as well as

columns Table 4 demonstrates that this study fulfills the above-mentioned criterion.

Structural model and hypotheses testing

In this section, we examined the hypotheses of this study by using SmartPLS 3.2.8 tech-

niques like algorithm and bootstrapping. According to Hair et al. (2017), bootstrapping

is a technique in getting path coefficients and factors loading, and there is a need to

run bootstrapping with 5000 subsamples to get significant values. In this paper, we

followed 5000 subsamples criterion. Table 5 stated that the current study has a total of

seven hypotheses, out of which five direct hypotheses and two indirect/mediating

hypotheses. Figure 3 shows the results of structural model.

Results
Table 5 shows that leadership styles have significant influence on organizational per-

formance with beta value = 0.372, t value = 12.543, p value = 0.000, and supported H1.

In addition, organizational learning significantly mediates between leadership styles and

organizational performance with beta value 0.046, t value = 3.735, and p value = 0.000

Fig. 2 Measurement model
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Table 2 Factor loadings, average variance extracted (AVE), and composite reliability (CR)

First-order constructs Second-order
constructs

Third-order
construct

Items Factor
loading

AVE CR

Articulating a vision AV1 0.907 0.805 0.925

AV2 0.915

AV3 0.869

Inspirational
communication

IC1 0.795 0.618 0.764

IC3 0.778

Intellectual simulation IS1 0.871 0.720 0.837

IS2 0.826

Supportive Leadership SL2 0.881 0.783 0.878

SL3 0.888

Personal recognition PR2 0.934 0.871 0.931

PR3 0.932

Transformational
leadership

Articulating a vision 0.853 0.618 0.889

Inspirational
communication

0.822

Intellectual simulation 0.759

Supportive leadership 0.776

Personal recognition 0.715

Contingent Reward CR3 0.891 0.775 0.873

CR4 0.870

Management
exception (active)

MEA2 0.830 0.736 0.848

MEA3 0.885

Management
exception (active)

MEP1 0.846 0.642 0.877

MEP2 0.849

MEP3 0.777

MEP4 0.760

Transactional
leadership

Contingent Reward 0.760 0.693 0.871

Leadership
styles

Management
Exception (active)

0.842 0.913 0.955

Management
Exception (passive)

0.891

Transformational
Leadership

0.953

Transactional
leadership

0.959

Innovative culture INCUL1 0.753 0.718 0.884

INCUL2 0.887

INCUL3 0.895

Organizational
learning

OL1 0.868 0.769 0.930

OL2 0.926

OL3 0.899

OL4 0.809

Organizational
performance

OP1 0.715 0.550 0.858

OP3 0.590

OP5 0.787

OP7 0.788
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and supported our hypotheses H2. Moreover, innovative culture significantly mediates

between leadership styles and organizational performance with beta value = 0.189, t

value = 6.338, p value = 0.000, and accepted our hypotheses H3. Meanwhile,

organizational learning has significant influence on organizational performance with

beta value = 0.176, t value = 5.159, p value = 0.000, and accepted H4. In addition, in-

novative culture has significant influence on organizational performance with beta

value = 0.530, t value = 16.918, p value = 0.000, and supported H5. Moreover, leader-

ship styles have significant influence on organizational learning with beta value = 0.263,

t value = 5.282, p value = 0.000, and accepted H6. Finally, leadership styles have a sig-

nificant influence on innovative culture with beta value = 0.355, t value = 6.697, p value

= 0.000, and supported our hypotheses H7.

Effect size

R2 refers to the strength of the theoretical model that how well endogenous variable ex-

plained due to all exogenous variables. Hair et al. (2014) suggested that from theoretical

framework, eliminate one exogenous construct and run again theoretical model, later

again add that eliminating construct and eliminate another exogenous construct; this

process continues until very last exogenous construct excludes. Therefore, a difference

in the R2 value due to the eliminating variable from the theoretical model should be

used to find the contribution of that eliminating variable on endogenous construct

(Hair et al., 2014). F2 has three types such as small effect size (0.02), medium effect size

(0.15), and the last one is large effect size (0.35) as suggested (Cohen, 1988). Leadership

styles and innovative culture have a large effect size 0.325 and 0.671 respectively.

Organizational learning has a small effect size such as 0.082.

The predictive relevance of study model

Predictive relevance of the theoretical model is estimated by using two things like R2

and cross-validated redundancy (Geisser, 1974; Stone, 1974). R2 computed by running

the algorithm and it shows the degree of variance of the endogenous variable that ex-

plained due to all exogenous variables. Table 6 demonstrates that 12.6% innovative cul-

ture and 6.9% organizational learning were explained by leadership styles. Moreover,

organizational performance explained 69.6% due leadership styles, innovative culture,

Table 2 Factor loadings, average variance extracted (AVE), and composite reliability (CR)
(Continued)

First-order constructs Second-order
constructs

Third-order
construct

Items Factor
loading

AVE CR

OP8 0.805

Table 3 Cronbach’s alpha

Variable Cronbach’s alpha

Leadership styles 0.926

Innovative culture 0.800

Organizational learning 0.899

Organizational performance 0.792
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and organizational learning. Cohen (1988) recommends that R2 within the range of

0.02 to 0.13 is considered weak, R2 within 0.13 to 0.26 is considered moderate, and

higher than 0.26 is considered substantial. In the current paper, organizational perform-

ance was deemed substantial and organizational learning and innovative culture were

considered weak. The second requirement is Q2 that determines the quality of the the-

oretical model by using the blindfolding technique in SmartPLS. Prior researchers

recommended that Q2 value must be greater than zero (Chin, 1998; Fornell, 1994; Hen-

seler, Ringle, & Sinkovics, 2009). However, this paper fulfills the above-mentioned re-

quirement regarding Q2, as Q2 of innovative culture 0.083, organizational learning

0.049, and organizational performance 0.356 as mentioned in Table 6.

Model fit

Researchers should be very cautious to report and use model fit in PLS-SEM (Hair

et al., 2017). The standardized root mean square residual (SRMR) is based on the

transforming of both predicted and covariance matrix into correlation matrices.

SRMR value should be less than 0.08 or 0.10 as suggested by Hu and Bentler

(1998). The values of both d_G and d_ULS in itself do not pertain any value and

only bootstrap findings of the correct model fit measures allow an explanation of

the results (Hair, Hult, Ringle, & Sarstedt, 2016). Normed fit index (NFI) computes

the Chi2 value of the proposed model and compares this value with benchmark

(Hair et al., 2016). Table 7 demonstrates the model fit values.

Fig. 3 Structural model
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Discussion
The purpose of this paper is to determine the mediating effect of innovative culture

and organizational learning between leadership styles and organizational performance

in SMEs of Malaysia. The results of this paper elucidate that leadership style has a sig-

nificant positive influence on organizational performance. This significant result tells

that SMEs in Malaysia give importance to transformational leadership (articulating a vi-

sion, inspirational communication, intellectual simulation, supportive leadership, and

personal recognition) and transactional leadership (contingent rewards, management

exception active, and management exception passive) in their decision making to en-

hance their performance. The findings are similar with the work of Nazarian et al.

(2017) that both leadership styles transactional and transformational leadership are

considered important in determining and increase organizational performance. Nazar-

ian et al. (2017) collected data from 177 young professional in Germany. Moreover, in-

novative culture has a significant influence on organizational performance and tells the

story that Malaysian SMEs have an innovative culture that helps to increase

organizational performance. The results are consistent with Wei et al. (2013) in which

the author collected data from 3960 individual employees in Chinese organizations. In

addition, organizational learning has a significant influence on organizational perform-

ance and gives the idea that Malaysian SMEs have a learning culture in the organiza-

tions that boost up their performance. The work is similar to the previous work (Nafei,

2015; Shurafa & Mohamed, 2016) that reveals that organization learning plays an im-

portant role in enhancing organizational performance. Moreover, leadership styles have

a significant and positive influence on innovative culture that tells the story that leader

in Malaysian SMEs has an influence in developing an organizational culture in terms of

innovativeness. The findings are similar to the findings of Faraz et al. (2018) that lead-

ership determines innovative culture and authors collect data from 260 middle level

managers from Power sector in Pakistan. Furthermore, leadership styles have a

Table 4 Discriminant validity

Variables LS INCUL OL OP

LS 0.955

INCUL 0.353 0.847

OL 0.257 0.372 0.877

OP 0.622 0.699 0.455 0.741

Diagonals represent the square root of AVE, while the off-diagonals represent the correlations

Table 5 Direct relationships

Hypotheses Paths Original sample Sample mean Std. Dev. T values P values Results

H1 LS→OP 0.372 0.372 0.030 12.543 0.000 Accepted

H2 LS→OL→OP 0.046 0.047 0.012 3.735 0.000 Accepted

H3 LS→ INCUL→OP 0.189 0.187 0.030 6.338 0.000 Accepted

H4 OL→OP 0.176 0.179 0.034 5.159 0.000 Accepted

H5 INCUL→OP 0.530 0.529 0.031 16.918 0.000 Accepted

H6 LS→OL 0.263 0.264 0.050 5.282 0.000 Accepted

H7 LS→ INCUL 0.355 0.355 0.053 6.697 0.000 Accepted

LS Leadership styles, INCUL Innovative culture, OL Organizational learning, OP Organizational performance
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significant influence on organizational learning that shows that Malaysian SMEs works

on organizational learning through their leaders. The findings are consistent with the

findings of Garcia-Morales et al. (2006) and Jiménez-Jiménez and Sanz-Valle (2011)).

Finally, innovative culture and organizational learning plays a significant mediating role

between leadership styles and organizational performance. It gives benefits to Malay-

sian SMEs that in determining organizational performance do not ignore innovative

culture and organizational learning. The current study differs from others studies in

terms of leadership styles covers (articulating a vision, inspirational communication, in-

tellectual stimulation, supportive leadership, personal recognition, contingent rewards,

management exception (active), and management exception (passive)). Furthermore,

this study differs in terms of culture because less attention has been paid on innovative

culture as a mediating variable.

Theoretical implication
The current study contributes theoretically in terms of determining the influence on

the mediating effect of two constructs like organizational learning and innovative cul-

ture between leadership styles and organizational performance that prior studies largely

ignored. By incorporating leadership styles, innovative culture, organizational learning,

and organizational performance in a single model, the current study is in a position to

answer further studies to be held. Furthermore, organizational learning and innovative

culture that can be further used to explain the relationship between leadership styles

and organizational performance in SMEs performance. This is the first study that uses

leadership styles at third-order in examining organizational performance through in-

novative culture and organizational learning to use RBV theory.

Practical implication
The results of the current paper have various practical contributions that give benefits

to owners/managers of SMEs in improving organizational performance. The study elu-

cidates that leadership styles (transformational and transactional) play an important

role in determining organizational learning and innovative culture, which ultimately

has a significant influence on organizational performance. The current study suggests

that owners/managers should consider innovative culture and organizational learning if

Table 6 The predictive relevance of study model

Total R2 Q2

Innovative culture 0.126 0.083

Organizational learning 0.069 0.049

Organizational performance 0.696 0.356

Table 7 Model fit

Total Structured model Measured model

SRMR 0.073 0.079

d_ULS 49.962 54.350

d_G n/a n/a

Chi-square Infinite Infinite

NFI n/a n/a
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they want to enhance organizational performance. Moreover, innovative culture gives

fruitful results in that situation where organizations have also learning the culture. Em-

ployees have the ability to learn something new that will help in enhancing their per-

formance which ultimately boosts up organizational performance. Today, organizations

work on innovative culture in determining organizational performance. For instance,

ten examples of organizations that have a fantastic cultures like Zappos, Warby Parker,

South Airlines, Twitter, Chevron, Square Space, Google, REI, Facebook, and Adobe. In

addition, this study suggests that in organizations that have enthusiastic leaders but do

not have learning environment as their employees only do their job just for duty and

not interested to learn new knowledge, those organizations performance increase but

not up to that mark. On the other hand, those organizations that have good leaders

and also have an innovative culture and learning environment are successful in the

market. Malaysia is a country that is rapidly climbing up in global innovation index and

now ranked at 37th all over the world and there are some leaders that share their cor-

porate innovation advice such as Nathanael Noiraud, Galia Forouzesh, Sean Wong,

Leon Jackson, Hazim Nazlan, Melissa Woo, Suresh Naidu Sadasivan, Arnold Aranez,

and Namanzee Harris (Campus, C, 2018, March 27). Hence, this study contributes

practically that managers/owners do not ignore leadership styles, organizational learn-

ing, and innovative culture in measuring organizational performance.

Limitations and suggestions
This study focuses on SMEs that are working in Malaysia. Although the results of this

paper significantly give contribution to the literature regarding leadership styles, in-

novative culture, organizational learning, and organizational performance, the findings

of this paper cannot be generalized in the entire world. Therefore, there is a need to

further study the current theoretical model in other countries to generalize the find-

ings. Furthermore, in this study, we use only leadership styles, organizational learning,

and innovative culture to determine organizational performance. In the future, there is

a need to add some other constructs such as market orientation, entrepreneurial orien-

tation, organizational capabilities, knowledge management, and business strategy to

measures organizational performance in both developing and developed economies. In

addition, corporate governance, management control, and market orientation can be

used as a mediating variable between leadership styles and organizational performance.

Conclusion
This study concludes that leadership styles have a significant influence on organizational

learning, innovative culture, and organizational performance. Innovative culture and

organizational learning have a significant influence on organizational performance. It

means that researchers cannot ignore leadership styles to determine organizational per-

formance. Leadership styles also enhance positively organizational learning and innovative

culture that contribute positively to organizational performance. Leadership styles both

transformational leadership and transactional leadership used in this study that provides

fruitful results for SMEs in Malaysia. Moreover, innovative culture and organizational

learning significantly mediate between leadership styles and organizational performance.

Therefore, the findings of the current papers show that the resource-based view (RBV)

theory fully applied on the study model.
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Appendix
Table 8 Scale Items

Leadership styles

Transformational Leadership

Articulating a vision

1. Has a clear understanding of where we are going

2. Has a clear sense of where he/she wants our unit to be in 5 years

3. Has no idea where the organization is going (R)a

Inspirational communication

1. Says things that make employees proud to be a part of this organization

2. Says positive things about the work unit

3. Encourages people to see changing environments as situations full of opportunities

Intellectual stimulation

1. Challenges me to think about old problems in new ways

2. Has ideas that have forced me to rethink some things that I have never questioned before

3. Has challenged me to rethink some of my basic assumptions about my work

Supportive leadership

1. Considers my personal feelings before acting

2. Behaves in a manner which is thoughtful of my personal needs

3. Sees that the interests of employees are given due consideration

Personal recognition

1. Commends me when I do a better than average job

2. Acknowledges improvement in my quality of work

3. Personally compliments me when I do outstanding work

Transactional leadership

Contingent reward

1. Provides me with assistance in exchange for my efforts

2. Discusses in specific terms that is responsible for achieving performance target

3. Makes clear what one can expect to receive when performance goals are achieved

4. Expresses satisfaction when I meet expectations

5. Makes innovative suggestions to improve department

Management exception (active)

1. Focuses attention on irregularities, mistakes, exceptions and deviations from standards

2. Concentrates his/her full attention on dealing with mistakes, complains and failures

3. Keep track of all mistakes

4. Direct my attentions to failures to meet standards

Management exception (passive)

1. Fails to interfere until problems become serious

2. Waits for things to go wrong before taking action

3. Shows that he/she is a firm believer in ‘if it is not broke down do not fix it’

4. Demonstrates that problems must become chronic before I take action

Organizational performance

Financial performance

1. My organization profit increase gradually within the last 3 years

2. My organization sales volume increase gradually within the last 3 years

3. My organization return on investment increase gradually within the last 3 years
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Table 8 Scale Items (Continued)

Non-financial performance

1. The number of new product in my organization increase within the last 3 years

2. My organization market share increase significantly within the last 3 years

3. My organization market development increase significantly within the last 3 years

4. My organization quality of product/services of organization increase within the last 3 years

5. My organization employee commitment or loyalty to the organization increases within the last 3 years

6. My organization employee productivity increase within the last 3 years

7. My organization personnel development increase the last 3 years

8. My organization employee job satisfaction increase the last 3 years

Innovative culture

1. My organization culture is challenging

2. My organization culture is creative

3. My organization culture is enterprising

4. My organization culture is stimulating

5. My organization culture is driving

6. My organization culture is risk taking

7. My organization culture is result-oriented

8. My organization culture is pressurized

Organizational learning

1. Ability to learn is the key improvement

2. Basic values include learning as a key to improvement

3. Once we quit learning we endanger our future

4. Employee learning is an investment, not an expense
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