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Abstract

This dissertation investigates the role of leadership excellence in the growth of Small and
Medium Enterprises (SMEs) in India. Using a mixed-methods explanatory sequential design,
qualitative insights from 20 semi-structured interviews informed the development of a
quantitative survey administered to 385 SME leaders across five states. Findings confirm that
Emotional Intelligence (EI) and Transformational Leadership (TL) significantly predict SME
performance, innovation, and employee retention. Results from Structural Equation Modeling
(SEM) indicate a strong positive path from EI to SME growth and from TL to innovation
outcomes. The study contributes both theoretically and practically, offering a tailored framework

for SME leadership development in the Indian context.



Chapter 1: Introduction

SMEs play a pivotal role in economies worldwide, accounting for about 90% of all businesses
and more than 50% of global employment(Salovey, 1990). In developing countries, formal
SME:s contribute up to 40% of national GDP(Salovey, 1990). These enterprises are engines of
innovation, inclusive growth, and regional development. In the Indian context, SMEs (legally
classified as Micro, Small and Medium Enterprises or MSMEs) are even more critical. They
contribute roughly 30% of India’s GDP and provide employment to over 110 million
people(Goleman, 1995). Additionally, Indian SMEs account for about 45% of manufacturing
output and 40% of exports, underscoring their influence on industrial production and

trade(Ministry, 2022). Table 1.1 summarizes key contributions of the Indian SME sector:

Table 1.1 — Contribution of SMEs in India’s Economy (2023)

Indicator Value Source

Share of GDP ~30% Ministry of MSME (2023)[3]
Share of Employment 110+ million ~ NITI Aayog (2022)[2]
Share of Manufacturing  45% of output MSME Annual Report (2023)[3]

Share of Exports ~40% Directorate General of Foreign Trade (2022)[3]

Despite this economic significance, Indian SMEs face numerous challenges. These include
limited access to credit, infrastructure gaps, high business mortality rates, and insufficient
integration into global supply chains(NITI, 2018). Among these issues, leadership deficiencies
remain one of the most critical yet least studied. Unlike large corporations with structured

leadership development programs, SMEs often rely on the vision, values, and decisions of a few
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individuals — usually the founder or a small group of senior managers(Bass, 1985). This

dependence on informal leadership structures can restrict scalability and long-term sustainability.

1.1 Background of the Study

The background of this study is rooted in understanding how leadership excellence can drive
sustainable growth in the SME sector. Globally, policymakers and researchers recognize that
beyond external support and policy frameworks, the internal capacity of SMEs — especially the
quality of leadership — determines whether these firms can thrive in competitive markets(Burns,
1978). In India, several government initiatives (e.g., the MSME Development Act 2006, “Make
in India” 2014, “Startup India” 2016, Aatmanirbhar Bharat 2020) have aimed to bolster SMEs
through improved infrastructure, financing, and ease of doing business(Baron, 2016). However,
these policies rarely address the internal dynamics of leadership excellence, which involves the
competencies, behaviors, and strategies by which SME leaders inspire their teams, align

organizational goals, and sustain growth(Baron, 2016).

Leadership in SMEs is distinct from that in large firms. SME leaders are typically involved in
daily operations, often wear multiple hats, and navigate resource constraints while trying to
maintain a strategic vision(Ensley, 2006). Two leadership frameworks have emerged as
particularly relevant in this context: Emotional Intelligence (EI) and Transformational
Leadership (TL). EI refers to a leader’s ability to understand and manage their own emotions
and those of others, enabling better conflict resolution, motivation, and team building(Chatterjee,
2021). TL refers to a style of leadership where leaders inspire and motivate followers by
articulating a vision, providing individualized support, and encouraging innovation(Sharma,

2019). These frameworks are interrelated — leaders with high emotional intelligence are often
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more adept at practicing transformational behaviors (e.g., inspirational motivation, empathy,
individualized consideration)(Cherniss, 2010). For SMEs, the combination of EI and TL may
serve as a catalyst for better outcomes such as higher innovation, greater customer satisfaction,

and improved employee retention(Carmeli, 2010).

In summary, the backdrop of this study is an Indian SME sector at a crossroads: it is a major
economic driver with strong external support, but it must overcome internal leadership
challenges to unlock its full potential. This research posits that fostering leadership excellence —
particularly through EI and TL — is key to translating the available resources and opportunities
into tangible growth for SMEs. Notably, current trends emphasize the importance of such
leadership qualities: for instance, the World Economic Forum’s Future of Jobs 2023 report has
identified Emotional Intelligence as the number one leadership skill needed for 2024(Avolio,
2004). This underscores that developing “soft” leadership competencies is not just theoretically

sound but also urgently relevant in today’s business landscape.

1.2 Leadership Excellence in SMEs

Leadership excellence refers to the demonstration of superior competencies and behaviors that
inspire individuals, align with organizational goals, and drive sustainable performance. In SMEs,
leadership excellence is not confined to corner-office strategy; it manifests in day-to-day
interactions, hands-on problem solving, and the ability to motivate a small team to achieve
outsized results(Budhwar, 2011). Given the flatter structures and resource constraints in SMEs,

effective leadership often requires a blend of strategic foresight and emotional savvy.
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This study focuses on two paradigms of leadership excellence in particular: Emotional
Intelligence and Transformational Leadership. High Emotional Intelligence enables SME leaders
to build trust, navigate interpersonal relationships, and create a positive organizational culture.
Leaders skilled in EI tend to manage employee motivation and resolve conflicts constructively,
which is vital in small firms where relationships are close-knit and each team member’s morale
directly impacts productivity(Gupta, 2017). Transformational Leadership, on the other hand,
allows SME leaders to elevate their team’s performance by providing a compelling vision and
fostering an environment of innovation and personal development(Kraus, 2020).
Transformational leaders encourage employees to transcend self-interest for the sake of the
organization, which can be especially powerful in a small enterprise setting where each

individual’s contribution is critical.

Importantly, EI and TL are complementary. Research suggests that leaders with high EI are
naturally more likely to practice transformational behaviors, and conversely engaging in
transformational leadership can further enhance emotional competencies(Rao, 2019). In practice,
an SME leader who is adept at empathizing with employees (an EI trait) can better provide
individualized consideration and inspirational motivation (TL behaviors). For SMEs, this
combination is hypothesized to produce better outcomes — for example, a high-EI, high-TL
leader might create a work environment conducive to innovation (employees feel empowered to
suggest new ideas) and employee retention (employees feel valued and understood, thus staying
longer)(Confederation, 2020). However, it is also recognized that context matters; the magnitude

of these leadership effects could vary across different sectors or regions (e.g., a transformational
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approach might spur more innovation in a tech startup than in a traditional manufacturing firm,

as will be discussed later).

In essence, leadership excellence in SMEs encapsulates both the “heart” and “vision” of leading
— the heart being emotional intelligence that fosters trust and commitment, and the vision being
transformational leadership that drives innovation and change. This study proposes that targeting
improvements in these areas can substantially enhance SME performance.

1.3 Problem Statement

2

While SME:s are critical to India’s economic growth, their leadership has remained an Achilles
heel. Extensive research has documented the impact of leadership on large corporations, but
SMEs have been underrepresented in leadership studies(Blake, 1964). Moreover, existing SME
research in India often gravitates towards external challenges — like finance, technology
adoption, or market access — and gives only a generic treatment to leadership issues, without
delving into context-specific dynamics of small firms(Blake, 1964). This presents a gap in
understanding how leadership excellence (especially in terms of EI and TL) is developed and

practiced within SMEs, and how it influences key outcomes.

Thus, the problem statement guiding this dissertation is:

There is a limited understanding and implementation of leadership excellence —
particularly Emotional Intelligence and Transformational Leadership — in Indian SMEs,

and this gap may be constraining SME growth, innovation, and sustainability.

In other words, this study addresses how the lack of targeted leadership frameworks and

development in the SME sector affects their performance. The research seeks to illuminate this

12



issue by providing empirical evidence on the role of EI and TL in the SME context and by
identifying specific leadership competency gaps that need to be bridged for SMEs to achieve
sustainable growth(Fiedler, 1967). The problem also implicitly recognizes that SME leaders may
not be leveraging modern leadership approaches (like TL or EI) to the extent that they could,
potentially limiting the enterprises’ ability to innovate or retain talent. By clearly articulating this

problem, the stage is set to explore solutions and strategies in later chapters.

1.4 Research Objectives

This dissertation sets out several primary research objectives to tackle the above problem:

1. Assess the role of Emotional Intelligence in SME leadership effectiveness. This
involves determining how EI competencies (such as self-awareness, empathy, and self-
regulation) correlate with leadership outcomes in SMEs (e.g., decision-making quality,
team performance, conflict resolution).

2. Evaluate the influence of Transformational Leadership on SME growth. This will
examine whether TL behaviors (like articulating vision, providing inspiration, intellectual
stimulation, and individualized consideration) lead to measurable improvements in SME
outcomes such as revenue growth, innovation rate, or market expansion.

3. Identify leadership competency gaps in Indian SMEs. Here we aim to find which
critical leadership skills or competencies (e.g., strategic planning, communication,
delegation) are often lacking among SME leaders or middle managers in the Indian
context.

4. Analyze sectoral and regional variations in leadership practices. SMEs operate across
diverse sectors and regions in India. We will investigate how leadership styles and
challenges might differ, for example, between manufacturing vs. service SMEs, or
between SMEs in different states/regions.

5. Propose leadership development strategies for sustainable SME growth. Based on
the findings, the study intends to recommend actionable strategies or frameworks that
SME leaders, support organizations, or policymakers can implement to enhance
leadership excellence in the sector.

These objectives ensure that the research not only diagnoses the current state of leadership in

SMEs but also moves towards solutions that can foster sustainable growth through improved
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leadership(Hersey, 1977). By breaking down the broad problem into these specific objectives,
the study maintains a clear focus: from examining present practices (objectives 1-4) to
suggesting future improvements (objective 5). Each objective aligns with facets of the problem
statement — for instance, objectives 1 and 2 address the unknown extent of EI and TL in SMEs;
objective 3 targets the competency gap; objective 4 adds the contextual nuance; and objective 5
aims at pragmatic outcomes. Together, they form a comprehensive approach to investigating and

improving SME leadership.

1.5 Research Questions
Aligned with the objectives, the key research questions (RQs) addressed are:
e RQI1: How does Emotional Intelligence influence leadership effectiveness in SMEs?

e  RQ2: What is the impact of Transformational Leadership on SME growth and

performance?

e  RQ3: What are the prevailing leadership competency gaps in Indian SMEs?

e  RQ4: How do leadership practices differ across sectors and regions within the SME
context?

e  RQS5: What leadership development strategies can SMEs adopt to enhance leadership

excellence and drive sustainable growth?

Each question corresponds to a gap identified in the literature or a specific objective. RQ1 and
RQ2 focus on validating the roles of EI and TL within SMEs; RQ3 and RQ4 explore context-
specific issues (gaps and variations in India’s SME leadership); and RQ5 is forward-looking,

aimed at practical recommendations(Boyatzis, 1982). In designing the study, these questions
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guided both the qualitative and quantitative inquiries — for example, interview questions were

open-ended around these areas, and survey instruments included measures targeting each RQ.

Collectively, answering these RQs will provide a holistic understanding of whether and how
leadership excellence (via EI and TL) matters for SMEs, where improvements are needed, and
how interventions can be tailored by sector or region. The questions also imply a mixed-method
approach: some are explanatory (“how” or “what” processes in RQ1, RQ3, RQ4, RQ5), while
others can be tested quantitatively (the impact in RQ2, and partly RQ1, via

correlation/regression). This blend ensures depth and breadth in the insights gained.

1.6 Hypotheses

In line with the research questions — particularly those requiring hypothesis testing in the
quantitative phase — the study formulates the following hypotheses (stated in the alternative

form):

e  HI1: Emotional Intelligence of SME leaders is positively correlated with SME growth.
(Leaders with higher EI will have SMEs with better performance in terms of growth
metrics.)

e  H2: Transformational Leadership significantly influences innovation in SMEs. (TL
practices by SME leaders will be associated with higher innovation outputs, such as new
products or processes.)

e  H3: Leadership competency gaps (e.g., in strategic planning, communication) negatively
impact SME organizational performance. (SMEs suffering from clear leadership skill

deficits will exhibit poorer performance or growth.)
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e  H4: Regional and sectoral variations moderate the relationship between leadership style
and SME outcomes. (The effect of EI and TL on performance may differ depending on the

region or industry sector of the SME.)

These hypotheses will be tested through statistical analysis of survey data. For instance, H1 and
H2 imply expecting positive correlations and regression coefficients for EI and TL with
growth/innovation metrics; H3 implies a negative relationship between competency shortfalls
and performance; H4 suggests using interaction or subgroup analysis to see if region/sector
changes the strength of leadership—outcome relationships(Barbuto, 2006). By stating the
hypotheses in this way, we have clear criteria for support or rejection: H1 and H2 will be
supported if we find significant positive effects of EI and TL on outcomes (e.g., in Pearson
correlations and multiple regressions); H3 will be supported if indicators of leadership skill gaps
(such as lower self-ratings on certain competencies) inversely relate to performance measures;
H4 will be supported if statistical interactions or comparative analyses show differences in
leadership effectiveness across contexts (for example, if the correlation between TL and

innovation is stronger in tech firms than in manufacturing firms).

The use of hypotheses underscores the study’s commitment to rigorous testing of theory in the
SME setting. It is worth noting that H4 introduces a more complex idea — moderation —
reflecting that we anticipate the leadership—performance link is not uniform but might vary by
context. This adds a nuanced layer to the analysis and speaks to the contingent nature of

leadership effectiveness.
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1.7 Definitions of Key Terms

For clarity, the study uses the following operational definitions of key terms:

e SMEs (Small and Medium Enterprises): In India, as per the MSME Act (2006),
enterprises are classified by investment and turnover thresholds. Micro enterprises have <
1 crore investment and < 5 crore turnover; Small have <10 crore investment and <
%50 crore turnover; Medium have < %50 crore investment and < 3250 crore
turnover(International, 2023). These criteria provide the formal definition of SMEs in this
research. We focus primarily on the upper end of this range (small and medium firms that
have at least a few employees), since leadership dynamics become more pronounced
when there is a team to lead.

e Leadership Excellence: The integration of skills, behaviors, and competencies that
enable a leader to effectively inspire and guide their organization towards success. In this
context, it particularly refers to high levels of EI and TL behaviors that result in superior
organizational outcomes. “Excellence” implies not just average leadership, but
outstanding leadership that measurably contributes to growth and innovation.

e  Emotional Intelligence (EI): The capacity to perceive, understand, manage, and
influence one’s own and others’ emotions. We specifically reference frameworks by
Mayer & Salovey (1990) and Goleman (1995)(Times, 2023) — including dimensions like
self-awareness, self-regulation, motivation, empathy, and social skills — as the basis for
measuring EI in SME leaders. In practical terms, El in this study is operationalized via a
standardized scale (Wong and Law’s WLEIS) and includes behaviors such as recognizing
staff morale, handling interpersonal conflicts smoothly, and demonstrating empathy in
decision-making.

e  Transformational Leadership (TL): A leadership approach that creates significant
positive change by inspiring and motivating followers. As defined by Burns (1978) and
Bass (1985)(Financial, 2024), TL comprises four dimensions: idealized influence,
inspirational motivation, intellectual stimulation, and individualized consideration. It
contrasts with transactional leadership (based on exchanges/rewards) by seeking to
elevate followers to higher performance and personal growth levels. In our study, TL is
measured through items adapted from the Multifactor Leadership Questionnaire (MLQ)
focusing on those four dimensions — e.g., whether the leader articulates a clear vision,
encourages new ideas, treats employees as individuals, etc.

e  SME Growth: A multi-dimensional construct in this study measured through indicators
such as revenue growth rate, profitability, innovation frequency (e.g., number of new
products or services introduced), and employee retention rates. “Growth” thus
encapsulates not just financial performance but also innovation and human capital
stability. We often refer to “SME success” as an umbrella term covering these outcomes.
Growth is assessed via a self-reported performance index in the survey and cross-
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validated with any available objective data that respondents provided (such as
approximate percentage revenue increase over 3 years).

e Leadership Competency Gaps: Arecas where SME leaders or managers lack essential
skills or competencies (identified through literature or surveys). Examples might include
poor delegation, insufficient strategic planning ability, weak communication skills, etc.,
which could hinder organizational performance(27). In this study, we gauge competency
gaps both qualitatively (what interviewees say is lacking) and quantitatively (self-
assessment items where a low score indicates a weakness). This term is important
because it shifts focus from broad leadership styles to specific skill deficiencies that can
be targeted for development.

These definitions ensure that readers understand exactly what each term means in the context of
this research. Because terms like “leadership excellence” or even “SME growth” can be
interpreted broadly, our operational definitions tighten the scope. For example, by specifying EI
via known models and TL via its four components, we clarify the basis on which we will
measure and discuss these concepts. Similarly, defining SME as per official criteria grounds the
study in the formal policy context of India, which is relevant when interpreting applicability of

results (e.g., our data might not cover micro-enterprises extensively due to their different scale).

1.8 Assumptions, Limitations, and Delimitations

Every research project operates under certain assumptions, limitations, and delimitations:

Assumptions: This study assumes that respondents (SME leaders/managers) will provide honest
and accurate responses to interview and survey questions. We also assume that the instruments
used to measure EI, TL, and other constructs are valid in the Indian SME context (e.g., that an EI
scale developed elsewhere indeed captures emotional intelligence among Indian SME
owners)(28). Another assumption is that the qualitative interviewees are reasonably reflective of
broader SME leadership experiences (even though they are not statistically representative). We

also assume linearity and causality directions as hypothesized (e.g., that leadership influences
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outcomes more than outcomes influence leadership style, although we acknowledge some

reciprocal possibility).

Limitations: One limitation is the scope of sample — data are restricted to SME:s in five Indian
states (Maharashtra, Tamil Nadu, Gujarat, Delhi NCR, and Karnataka). This regional focus may
limit generalizability to all Indian SMEs or other countries(29). Another limitation is reliance on
self-reported data, which may introduce biases (e.g., respondents overstating their leadership
effectiveness or firm performance). Social desirability bias might particularly affect questions on
one’s own EI or leadership behavior. Finally, given resource constraints, the study’s quantitative
component is cross-sectional, capturing a snapshot rather than changes over time(29). This
means we cannot strongly infer causation (only association) and we cannot see how
improvements in leadership might translate into performance over a multi-year period.
Additionally, the survey and interviews were conducted in 2024; any rapid changes in the
business environment after that (for example, a new economic policy or a sudden market shift)

are not captured in our data.

Delimitations: The research is deliberately focused on leadership excellence factors and does
not directly analyze other factors like SME financing, infrastructure, or government policy
interventions. Those are kept outside this study’s scope to maintain a clear focus(30).
Additionally, the study concentrates on formal SMEs (registered entities) within certain size
thresholds, thus excluding micro-enterprises or informal businesses that fall outside the MSME
definitions. We also delimited the leadership constructs to EI and TL primarily, with supporting

concepts like competency gaps — we did not, for instance, directly measure other leadership
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styles like servant leadership or authoritarian leadership, except as they emerged qualitatively.

This delimitation is to ensure depth in examining the chosen constructs.

Acknowledging these limitations and delimitations helps contextualize the findings. They
highlight where caution is needed in interpreting results and where opportunities for further
research remain (e.g., studying other regions, or incorporating longitudinal data)(31). For
example, while we might find strong correlations in our sample, one should be careful in
claiming those would hold in all parts of India or in a different economic climate. By being
upfront about these constraints, we enhance the study’s credibility — readers and practitioners can
gauge how far the insights may extend and what aspects were purposely left for future

exploration.

1.9 Significance of the Study

This research is significant on multiple fronts:

e Academic Contribution: It extends prominent leadership theories — especially EI and
TL — into the relatively underexplored domain of SME research, particularly within the
Indian context. By empirically examining these theories in SMEs, the study fills a gap in
the literature where large firms have traditionally dominated discussion(32). It also
contributes to leadership theory by exploring the interplay of EI and TL, potentially
informing an integrated model of SME leadership excellence. Additionally, our findings
on context (sector/region) add nuance to theories of leadership by providing evidence of
how cultural and structural factors moderate leadership effectiveness.

e  Practical Contribution: For SME practitioners (owners, managers), the findings offer
evidence-based insights and a framework for leadership development tailored to SMEs.
This includes identifying which leadership competencies most strongly drive growth and
innovation, thereby helping leaders prioritize their personal development or training
investments. The study also provides case-like qualitative insights (quotes and themes
from real SME leaders) that illustrate challenges and successes — these can be instructive
examples for other SME leaders(33). For instance, hearing that “people don’t leave jobs,
they leave insensitive bosses” (as one participant said) brings home the importance of EI
in retention. Such insights can motivate change at an individual leader’s level.
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e Policy Contribution: The results can inform policymakers and industry bodies (like the
Ministry of MSME, or associations such as CII, FICCI, SME Chamber of India) about
the importance of leadership in SME success. Often, SME support policies focus on
external enablers (finance, technology, market linkages); this research suggests that
incorporating leadership development programs into SME policy (e.g., workshops,
mentorship schemes focusing on EI and TL skills) could be highly beneficial(34). In
essence, investing in the “human capital” of SME leadership could amplify the impact of
other support measures. This resonates with current initiatives recognizing the value of
soft skills — for example, a recent MSME leadership conclave emphasized the need for
SME promoters to think beyond operational issues and develop strategic leadership for
“Viksit Bharat” (a developed India) vision(35).

In summary, the significance lies in bridging a gap between theory and practice. By highlighting
leadership excellence as a critical lever for SME growth, the study encourages a more holistic
approach to SME development — one that combines external support with internal capacity-
building(36). The academic community gains new data and context-specific understanding,
while practitioners and policymakers gain actionable knowledge. Ultimately, if the
recommendations of this study are implemented, they could lead to stronger SMEs that not only
contribute more to the economy but also provide better workplaces and more innovative

products/services, amplifying socio-economic benefits.

1.10 Conceptual Framework

The study proposes a conceptual framework integrating the key variables of interest. At its core,
the framework positions leadership excellence — operationalized through Emotional Intelligence
and Transformational Leadership — as the independent variable(s) influencing SME success
outcomes. The primary dependent variables include SME Growth (overall performance),
Innovation, and Employee Retention. Additionally, the framework considers moderating
factors such as regional and sectoral context (and potentially firm size or age) that might

influence the strength of leadership’s effect on outcomes(37).
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Figure 1.1 illustrates the proposed conceptual framework linking leadership excellence to SME
outcomes. Emotional Intelligence (EI) and Transformational Leadership (TL) are depicted as key
leadership factors (left), driving SME outcomes such as growth, innovation, and employee
retention (right). Moderators (like region, sector, firm size) are shown as contextual factors that
may affect the relationships between leadership and outcomes (indicated by dashed lines). This
framework suggests that high EI and TL in SME leaders should lead to improved outcomes,
though the magnitude of improvement could vary across different sectors or regional

settings(38).

In this framework, leadership excellence serves as the central enabler that connects individual
leader qualities with organizational-level results. For example, an SME leader high in EI and TL
is expected to create a work environment conducive to innovation (employees feel empowered to
suggest new ideas) and retention (employees feel valued and understood, thus staying
longer)(39). However, we also acknowledge through the moderating influences that, say, a
manufacturing SME in a traditional industry might not experience as strong an innovation boost
from TL as a tech startup would, or that cultural aspects in certain regions might amplify or

dampen the impact of EI(39).

This conceptual model lays the foundation for our research design and analysis: the qualitative
phase explores these relationships and contexts in depth, and the quantitative phase tests the
strength and significance of the hypothesized links (EI — outcomes, TL — outcomes, with
potential moderation by context variables)(40). In Chapter 4, when we present the Structural
Equation Modeling (SEM) results, this framework will be revisited to see how well the data

support it.
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It’s also worth noting what the framework doesn 't explicitly show but is considered in analysis:
the interplay or correlation between EI and TL themselves (as two facets of leadership
excellence), and the inter-correlations among outcome variables (growth, innovation, retention).
These relationships are expected (e.g., EI and TL likely correlate, and success outcomes tend to
move together to an extent) and are accounted for in the SEM. The framework is a simplification

for visual clarity, focusing on the primary causal paths of interest.

Overall, the conceptual framework serves as a roadmap: it guided instrument development (e.g.,
we ensured to measure each box in the diagram — EI, TL, growth, innovation, retention, plus
capturing moderators like sector), and it will guide interpretation (does the evidence align with
the arrows drawn in Figure 1.17?). It reflects the central thesis of this dissertation: that better

leadership /eads to better SME outcomes, moderated by context.

1.11 Chapter Summary

Chapter 1 has introduced the research problem and context, establishing why leadership
excellence is a critical yet under-investigated factor for SME growth in India. We discussed the
background of SMEs’ economic importance and their leadership challenges, defined key
concepts (EI, TL, etc.), and articulated specific objectives, questions, and hypotheses that guide
the study. We also presented the conceptual framework positing how leadership factors relate to

SME outcomes, under certain contextual moderators(41).

In essence, this chapter argued that leadership — particularly in terms of emotional and
transformational competencies — could be the “missing piece” in many SME success stories. It

highlighted the research gap: the need for empirical, context-specific analysis of SME leadership
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excellence. The stage is now set for a deeper exploration of existing knowledge on the topic. The
next chapter provides a comprehensive review of literature, examining what is already known
about leadership (in theory and in SMEs globally and in India) and where the gaps lie that this

dissertation will address(42).
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Chapter 2: Review of Literature
2.1 Introduction

The purpose of this chapter is to critically review the literature relevant to leadership excellence
in SMEs. While SMEs play a pivotal role in economic development, much of leadership research
historically centers on large corporations. Therefore, this review aims to address that gap by
examining both general leadership theories and their specific applications (or lack thereof) to the
SME context. Key topics include foundational leadership theories, Emotional Intelligence,
Transformational Leadership, competency frameworks, global perspectives on SME leadership,
and studies focusing on Indian SMEs. The review is organized thematically, moving from broad
theoretical foundations to narrower context-specific findings, and finally synthesizes key themes

to highlight the research gaps that the present study will fill(43).

Notably, this chapter also incorporates recent research (up to 2024-2025) to ensure the
discussion is up-to-date. Newer leadership models and frameworks that have gained attention in
recent years are considered, especially where they have relevance to SMEs. This includes
concepts like servant leadership, authentic leadership, and entrepreneurial leadership, which we
discuss in Section 2.2.6 as emerging paradigms. Additionally, the literature review will
underscore examples and case evidence from various contexts, aligning with the objective to

integrate diverse examples (particularly from Indian SMEs across regions and sectors).

By the end of this chapter, we aim to have established what is known and unknown about SME
leadership excellence. This will form the basis for our research design and justify how our work

contributes to filling identified gaps.
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2.2 Theoretical Foundations of Leadership

To ground the study, we first overview major leadership theories that form the foundation of
contemporary leadership research. These theories have mostly been developed and tested in large
organizational settings, but they provide concepts and vocabulary that can be extended to

SMEs(44).

2.2.1 Trait and Behavioral Theories

Early leadership research focused on the trait approach, seeking to identify inherent qualities
that distinguish leaders from non-leaders. For example, Stogdill (1948) conducted a seminal
review and concluded that traits such as intelligence, initiative, and persistence were associated
with leadership effectiveness, but importantly, he noted that possessing certain traits alone did
not guarantee leadership success across all situations(45). Trait theory suggested that some
people are “born leaders” due to personality or innate characteristics. Classic traits examined
included charisma, decisiveness, self-confidence, and integrity. However, by the mid-20th
century it became clear that context and learned skills also play a big role — that is, traits might

predispose someone to leadership but do not operate in a vacuum.

This realization paved the way for behavioral theories in the 1950s and 1960s, which shifted
focus from who leaders are to what leaders do. A classic example is the work by Blake and
Mouton (1964) who proposed a managerial grid based on leaders’ concern for people versus
concern for production(46). They and other behaviorists identified styles such as authoritarian
vs. democratic leadership, or task-oriented vs. people-oriented behaviors. The core idea was that
effective leadership involves certain behaviors, like clear communication, supportiveness, or

strong task structuring, which can be learned and practiced by anyone regardless of

26



personality(47). Behavioral theories were important because they suggested leadership can be
developed (not just an accident of birth), a notion particularly relevant for SMEs where

professional development is often informal and leaders often learn on the job.

However, a limitation of both trait and simplistic behavioral models is that they ignore
situational factors(48). A behavior effective in one context (say, strict task monitoring on a
factory floor) might be ineffective or detrimental in another (a creative tech startup). This led
researchers to explore contingency approaches, acknowledging that “one size does not fit all” in

leadership.

In summary, trait and behavioral theories contributed the first building blocks: traits highlighted
the importance of leader attributes (some of which, like integrity or drive, are still considered
important), while behavioral theories provided a roadmap for leaders to adjust their actions. For
SMEzs, these early theories imply that successful SME leaders may have certain common traits
(e.g., persistence is often noted among entrepreneurs) and that they engage in effective behaviors
(e.g., being hands-on and supportive with their small teams). But as the next section shows, what

works can depend on the situation.

2.2.2 Contingency and Situational Theories

Contingency theories assert that the best leadership style depends on the context. One of the
earliest and most influential contingency models is Fiedler’s (1967) Contingency Theory.
Fiedler argued that a leader’s effectiveness is contingent on how well the leader’s style (task-
oriented vs. relationship-oriented) matches the situation, which is defined by factors like leader—

member relations, task structure, and leader’s positional power. For instance, Fiedler found that
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task-oriented leaders perform best in either very favorable or very unfavorable situations,
whereas relationship-oriented leaders excel in moderately favorable situations(49). This implies

there is no one “best” style universally; leadership must fit the environment.

Similarly, Hersey and Blanchard’s (1977) Situational Leadership Model posited that leaders
should adjust their style based on the maturity level of followers (i.e., their competence and
commitment)(50). They outlined leadership styles like telling, selling, participating, and
delegating — each appropriate for different follower readiness levels. In a small business context,
this is very pertinent: SME employees often have varying skill levels and motivations, and a
savvy SME leader might frequently shift from a hands-on directive approach (for novice
employees or crisis moments) to a more delegative coaching approach (for experienced staff or

stable periods)(50).

The key takeaway from contingency theories is the importance of adaptability. For SMEs, which
operate in dynamic environments and often lack formal structure, the ability of a leader to adapt
their approach to changing circumstances or individual employee needs is crucial(51). However,
implementing contingency approaches in SMEs can be challenging because these firms may not
have extensive training programs to develop such flexible leadership. Often, SME leaders rely on
intuition and experience to adapt (for example, an owner might instinctively know when to step
in versus when to step back). The contingency perspective sets a backdrop that effective SME
leadership likely requires flexibility and context-awareness — traits that we shall see align well
with the concepts of EI and TL (since an emotionally intelligent leader can read the context and a

transformational leader can adjust behavior to inspire).
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In essence, situational theories add a layer of sophistication: they tell us that good leadership is
not just about traits or behaviors in isolation, but about doing the right thing at the right time.

This notion will echo in our discussions of regional and sectoral differences (Chapter 4 and 5),
where the “right approach” might differ in, say, a traditional family-run SME versus a new-age

startup.

2.2.3 Transformational and Transactional Leadership

The late 1970s and 1980s saw the emergence of models differentiating transactional

vs. transformational leadership, primarily through the work of James Burns (1978) and later
Bernard Bass (1985). Burns originally described transformational leaders as those who inspire
and elevate followers’ goals and motivations, in contrast to transactional leaders who mainly
engage in exchanges (rewards for performance, punishment for failure)(52). Bass built on this by

identifying four key components of Transformational Leadership (TL)(53):

e Idealized Influence (charisma) — leaders act as role models and gain respect and trust.

e Inspirational Motivation — leaders communicate a clear, attractive vision and show

enthusiasm and optimism.

e Intellectual Stimulation — leaders encourage innovation and creativity, challenging the

status quo.

e Individualized Consideration — leaders give personal attention, mentorship, and support

to each follower’s needs.

Transactional leadership, on the other hand, includes contingent reward and management-by-

exception (intervening only when standards are not met). Bass argued that while transactional
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leadership can maintain the status quo and is effective for routine management, transformational
leadership leads to performance beyond expectations, especially in changing or challenging

times(54).

In SME settings, transformational leadership is particularly relevant because SMEs often require
change and innovation to grow. Without large bureaucracies, a transformational SME leader can
directly instill a shared vision and agile culture. However, Bass also noted that not every
organization is ready for TL; it often requires leaders to develop self-awareness and strong
communication skills(55) — attributes closely linked to Emotional Intelligence. SMEs that are
traditional or led by autocratic founders might find it challenging to shift to a transformational
style, which is something this study examines in the Indian context(55). For example, if an SME
owner has been managing via tight control and immediate rewards/punishments (a transactional

approach), it might be a big leap to start empowering employees and encouraging risk-taking.

Nonetheless, evidence from various studies (discussed later in this chapter) suggests that SMEs
with transformational leadership at the helm tend to be more adaptive and innovative.
Transformational leadership has been linked to higher employee satisfaction and creativity even
in small firms. For instance, Ensley et al. (2006) found that entrepreneurial teams led by
transformational leaders had higher performance and creativity, indicating that TL’s benefits are

not limited to corporate giants(56).

Transactional leadership shouldn’t be dismissed entirely — in some SME scenarios, especially

where immediate results are needed or tasks are simple, a transactional approach (clear goals and
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rewards) can work efficiently. However, in a fast-evolving competitive environment, SMEs

likely gain more from transformational qualities that drive proactiveness and engagement.

In summary, the transformational vs. transactional framework adds a clear value dimension to
leadership styles — leading to inspire and innovate versus leading to manage and control. Our
study zeroes in on the transformational side due to its synergy with EI and its importance for
fostering innovation and change, which SMEs need for growth. The presence (or absence) of

transformational leadership in Indian SMEs will be explored through both literature and our data.

2.2.4 Emotional Intelligence (EI)

Emotional Intelligence as a formal concept in leadership was introduced by psychologists Peter
Salovey and John Mayer (1990), who defined it as the ability to perceive, use, understand, and
manage emotions. The idea gained widespread popularity through Daniel Goleman’s (1995)
book Emotional Intelligence, which framed EI in five domains: self-awareness, self-regulation,
motivation (self-motivation), empathy, and social skills(57). Goleman later argued that EI can
often matter more than IQ for leadership success, because leading effectively is as much about

handling relationships and emotions as it is about technical knowledge.

In terms of research, Cherniss (2010) and many others have demonstrated that emotionally
intelligent leaders tend to build high-trust environments, navigate conflicts better, and foster
greater employee engagement(58). For example, a leader skilled in empathy and social skill can
sense team morale issues early and address them, or can persuade and inspire by connecting on
an emotional level. Empirical studies in various organizational settings have linked leader EI to

outcomes like lower turnover, higher team satisfaction, and even better project performance.
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For SMEs, EI may be even more critical given the close-knit nature of small teams. There is little
distance or buffer between levels of hierarchy, meaning the leader’s emotional tone and
relational style directly impact the team’s climate. A high-EI SME leader can leverage personal
relationships to motivate and unite the team behind challenging goals, whereas a low-EI leader
may experience more conflict, misunderstandings, and employee dissatisfaction (which can be
devastating when you only have, say, 20 employees)(59). This study takes EI as a core part of

leadership excellence, investigating its prevalence and impact among SME leaders.

It’s worth noting that EI is not without its critics — some argue it’s too broad or overlaps with
personality. However, the consensus in recent leadership literature is that certain emotional and
social competencies are indeed learnable and make a practical difference. Tools to assess and
develop EI (like the WLEIS used in our study, or training workshops to improve active listening

and empathy) have proliferated, including in the business training sector.

For context, in India and other collectivist cultures, emotional intelligence might manifest in
culturally specific ways. For instance, leaders showing a familial concern for employees (which
might be seen as paternalistic in a Western lens) can be a form of empathy and social skill that
yields loyalty. We will see in Section 2.4 that Indian SME leaders who are attuned to their
employees’ personal and family needs often command strong loyalty — arguably an EI-driven

phenomenon.

In sum, EI adds the “human touch” to our theoretical foundation. It complements
transformational leadership: while TL is often about vision and intellectual stimulation, EI is

about understanding the people who will execute that vision. The interplay of the two (explored
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later in the literature review) suggests that combining them could produce a leadership style
well-suited for motivating small teams and achieving ambitious goals. Our study’s emphasis on
EI fills a research gap because many SME studies focus purely on strategy or external issues,
overlooking the emotional capacities of SME leaders that could be quietly influencing their

enterprise’s trajectory.

2.2.5 Competency-Based Leadership Models

Beyond specific styles or traits, another perspective is the competency-based model of
leadership. Boyatzis (1982, and more recently 2008) and others have contributed to this view by
identifying specific competencies — a combination of knowledge, skills, and abilities — that
effective leaders possess(60). Competencies often cited include strategic vision, analytical
thinking, communication, team building, adaptability, and conflict management. The idea is that
organizations can develop competency frameworks to guide training and selection (for instance,
a competency framework might say a senior manager should be proficient in “strategic

orientation” and “talent development”).

For SMEs, formal competency models are rarely used(61). Many small businesses do not have
HR departments or formal training programs to define and instill leadership competencies. As a
result, competency gaps can occur, especially when an SME grows beyond the founder-centric
stage and needs professional management. For instance, an SME founder might be strong in
technical know-how and charisma, but weak in delegation or financial planning — these gaps can
limit growth. A Confederation of Indian Industry (CII) survey (2020) in fact identified

communication, delegation, and strategic planning as key competency gaps among Indian SME
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leaders(62). These findings (also reported in an industry survey [38][39]) indicate that while

SME leaders often excel in entrepreneurial drive, they might lack formal management skills.

The competency perspective informs our research by highlighting which specific skills we
should pay attention to when examining leadership in SMEs. It complements the EI and TL
frameworks: EI and TL are broad constructs, but competency analysis can reveal practical areas
for improvement (e.g., if many SME leaders show low scores in delegation, that’s a competency
to address via training)(63). In our later chapters, we link the findings on EI/TL with observed
competency gaps to propose a targeted leadership development framework for SMEs. For
example, if we discover through the survey that strategic planning skill correlates strongly with
SME performance (or that lack thereof correlates with poor performance), that gives weight to

recommending strategic planning workshops under practical implications.

To sum up, competency models shift the conversation from abstract leadership qualities to
tangible skills and behaviors. In an SME, focusing on competencies means asking: what should
the CEO of a 50-person company be able to do well? It’s an action-oriented lens. This literature
review segment sets the stage for identifying competency gaps in Chapter 4 (we have a section
2.4.5 and later results discussing that), and it underscores that leadership excellence is not just

about vision and emotion, but also about execution skills.

2.2.6 Emerging Leadership Paradigms (Servant, Authentic, Entrepreneurial)

In recent years, several newer leadership models have gained prominence, and they are relevant
to SMEs due to their emphasis on ethics, adaptability, and innovation. While our study didn’t

measure these explicitly, understanding them strengthens the theoretical backing:
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Servant Leadership: Coined by Greenleaf (1977), servant leadership is about leaders
prioritizing the needs of followers, empowering them, and helping them develop. Servant
leaders exhibit behaviors like empathy, stewardship, and community building. In an
SME, a servant leader might actively mentor employees, involve them in decisions, and
create a family-like atmosphere. Research in India suggests servant leadership behaviors
(e.g., altruistic calling, humility) can improve trust and reduce turnover in small
firms(64)(65). It aligns well with the collectivist cultural elements in India — many SME
owners informally practice aspects of servant leadership (like taking care of employees
during personal hardships). The servant model complements EI (empathy is central to
both) and can enhance TL’s individualized consideration component.

Authentic Leadership: This model, advanced by scholars like Avolio & Gardner (2005),
focuses on leaders being self-aware, genuine, and transparent in relationships. Authentic
leaders lead with integrity and consistency with their values. In SMEs, authentic
leadership can translate to high credibility with employees — e.g., an SME owner who is
very transparent about the company’s challenges and makes decisions guided by a clear
set of values might foster strong loyalty and engagement. Authentic leadership often
overlaps with EI (self-awareness) and is thought to create a positive ethical climate. It is
particularly relevant when SMEs face crises or ethical dilemmas; an authentic approach
can maintain trust during tough times.

Entrepreneurial Leadership: This is an emerging concept describing leaders who
integrate entrepreneurial thinking into their leadership style — characterized by vision,
risk-taking, proactiveness, and innovation. Gupta, MacMillan & Surie (2004) define
entrepreneurial leadership as influencing others to manage resources strategically to
emphasize both opportunity-seeking and advantage-seeking behaviors. In SMEs and
startups, this style is almost a necessity: it involves setting a vision for innovation and
growth, and encouraging the team to seize opportunities (often with limited
resources)(66). Entrepreneurial leadership has been linked to higher SME performance
and creativity. For instance, a 2023 study found that in SMEs, entrepreneurial leadership
behaviors (like encouraging experimentation and being adaptable) led to employees
engaging in more “job crafting” and innovative problem-solving(67)(68). During the
COVID-19 pandemic, SMEs with entrepreneurial leaders were noted to pivot quickly and
survive better(69)(70). This style naturally aligns with TL (visionary aspect) and also
requires a level of EI (to manage the stress of risk and rally people around bold moves).

Adaptive and Resilient Leadership: These frameworks, though less formalized, have
gained attention post-2020. Adaptive leadership (Heifetz et al., 2009) is about mobilizing
people to tackle tough challenges and thrive in changing environments. Resilient
leadership focuses on bouncing back from setbacks and leading through uncertainty. For
SMEs, the pandemic underscored the importance of adaptability — one study on UAE
SME:s in 2023-24 found that many SMEs shifted to a “sustainable leadership” style,
emphasizing resilience and long-term thinking to weather the crisis(71). In India,
anecdotal evidence from MSME forums shows that those SME leaders who were flexible
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(e.g., repurposing business lines, embracing digital channels swiftly) managed the
pandemic better. Adaptive leadership theory reinforces that leaders must sometimes make
difficult, unconventional decisions and that they should encourage learning and
innovation within their teams — all highly relevant to SMEs in turbulent markets.

Entrepreneurial Leadership in SMEs: Entrepreneurial leadership (EL) is characterized
by vision, proactiveness, risk-taking, and innovation — qualities often essential for SME
founders and owner-managers. Recent studies affirm that entrepreneurial leadership
positively influences SME performance and growth(Salovey, 1990)(Goleman, 1995). EL
enables leaders to capitalize on opportunities in dynamic markets and to drive innovation
despite resource constraints. For instance, one study in Saudi Arabia found that key
determinants of entrepreneurial leadership (such as innovativeness and proactiveness)
significantly predicted SME success(Ministry, 2022). Hensellek et al. (2023) further
argue that entrepreneurial leadership is essential for SME sustainability and
performance, as it fosters strategic flexibility and adaptability in rapidly changing
environments(NITI, 2018). Compared to managers in larger firms, SME entrepreneurial
leaders often have greater autonomy to implement bold decisions and “set the tone” of
the organization’s culture towards agility and innovation. This leadership paradigm aligns
with the notion that SMEs, to survive and thrive, require leaders who behave as
entrepreneurs — continually seeking new value propositions, encouraging creativity in
their teams, and swiftly pivoting strategy in response to challenges. Entrepreneurial
leadership also overlaps with other modern paradigms (e.g. authentic and
transformational leadership) in emphasizing vision and inspiration, but is distinguished
by its focus on seizing business opportunities and innovating for competitive advantage.
In summary, the entrepreneurial leadership lens provides a critical foundation for
understanding SME leadership excellence, as it highlights how leaders’ entrepreneurial
orientation can directly drive firm-level outcomes like innovation, market expansion, and
resilience.

2.2.7 Digital Leadership in the SME Context

Recent advances in information technology and the acceleration of digitisation during and after

the COVID-19 pandemic have shifted leadership practice decisively towards a digital

orientation. In small and medium-sized enterprises, digital technologies can be a powerful

leveller: cloud computing, mobile connectivity, analytics platforms and social media provide

affordable tools that help smaller firms overcome resource constraints, reach wider markets and

compete with larger rivals. Digital leadership refers to the way leaders build and communicate a

digital vision, understand and apply information technologies, and integrate digital tools into
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core processes to create value. It is not merely about using new gadgets but about reimagining

how work is done and how products and services are delivered in a data-driven world.

2.2.7.1 Defining digital leadership

Digital leadership has been conceptualised as an amalgam of technical competence, strategic
foresight and people skills. Leaders need a basic understanding of emerging technologies (cloud
infrastructure, data analytics, artificial intelligence, cyber security) and, more importantly, the
ability to foresee how these technologies can reshape value creation. Scholars describe it as a
dynamic capability that helps organizations sense, seize and reconfigure opportunities in volatile
environments. Ye et al. (2025) argue that in a turbulent business landscape characterised by
Industry 4.0 and pandemic disruptions, digital leaders must master digital technologies to
respond to market changes in creative and adaptive ways, enabling their organisations to be
resilient and sustain growth. Mollah et al. (2024) further demonstrate that digital leadership
shapes competitive performance through the mediating roles of digital culture and employees’
affective commitment. Empirical research shows that digital leadership does not directly
influence employee digital performance; rather, it exerts its impact through high-involvement
human resource management practices and employee dynamic capabilities, forming a
chain-mediating relationship that ultimately enhances digital performance. In other words, digital
leadership is not solely about technology; it is about cultivating a culture where people embrace
technology and feel emotionally committed to change. Contemporary definitions emphasise that
digital leaders must possess qualities such as communication, empowerment, openness, trust,
agility, collaboration, innovation and adaptability, and the ability to inspire employees within

digital environments while maintaining sustainable communication and strategic orientation.
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A digital leader’s responsibilities therefore extend across three domains:

1. Strategic digital vision: articulating how digital tools support the enterprise’s mission,
selecting suitable technologies and aligning investments with long-term goals.

2. Technological literacy: staying informed about technological trends, understanding the
opportunities and risks of data, and ensuring that cyber security and data privacy are
embedded in decision-making.

3. People and culture: building an organisational culture that embraces experimentation,
encourages continuous learning and fosters collaboration across functions. Job crafting —
enabling employees to redefine tasks and relationships using digital tools — has been
shown to mediate the relationship between digital leadership and organisational

resilience.

In SMEs, digital leadership must be contextualised. These firms often operate with limited
financial and human resources and may lack formalised IT departments. As a result, the SME
leader is frequently directly involved in selecting software, negotiating with vendors and
championing adoption. The dynamic capabilities perspective suggests that the agility of SMEs
can be an advantage; digital leaders in smaller firms can trial new technologies quickly and pivot

when necessary.

2.2.7.2 Benefits of digital leadership for SMEs

Digital leadership yields multiple benefits for SMEs beyond mere efficiency gains. First,
research has shown that digital leadership enhances organisational resilience. In an empirical

study of 389 Chinese firms, Ye et al. (2025) found that digital leadership positively affected
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organisational resilience through employee job crafting, with digital leaders demonstrating an
ability to reconfigure roles and processes in response to disruptions. Second, digital leadership
can boost competitive performance. A 2024 study in Bangladesh concluded that while digital
leadership had no direct effect on performance, it generated better outcomes when mediated by
employees’ affective commitment and a supportive digital culture. Affective commitment refers
to employees’ emotional attachment to their organisation; digital leaders who build trust and

inspire a shared digital vision foster such commitment, which in turn drives productivity.

Third, digital leadership accelerates digital transformation. The transformation process
involves fundamentally rethinking business models, processes and customer experiences through
technology. It requires the alignment of strategy, culture and capabilities rather than simply
automating existing workflows. In SMEs, digital transformation can take the form of adopting
cloud-based accounting systems, implementing e-commerce platforms to reach new customers,
using mobile payment solutions to improve cash flow or employing data analytics to tailor
marketing efforts. Leaders championing these initiatives must manage change carefully,

balancing the promise of innovation with the organisation’s capacity to absorb new practices.

2.2.7.3 Digital leadership competencies and practices

To enact digital leadership, SME leaders need a portfolio of competencies and practical

strategies:

e Digital literacy and learning: staying current with emerging technologies, but also

knowing where to seek expert support.
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e  Strategic thinking and vision: linking digital initiatives to the firm’s purpose and
competitive positioning.

e Risk management: understanding cyber security threats, regulatory requirements and
data ethics. Leaders must ensure compliance with regulations such as India’s Personal

Data Protection Act and globally recognised standards.
e Change management: communicating the rationale for digital initiatives, preparing staff
for new tools and processes, and addressing resistance through training and involvement.
e  Collaborative leadership: forging partnerships with technology vendors, government

agencies and other SMEs; participating in digital ecosystems such as e-commerce

platforms or industry-specific marketplaces.

Practical steps for SMEs embarking on digital leadership include:

1. Assess digital maturity: conduct an honest assessment of current capabilities and
processes. Tools such as NASSCOM’s SME digital maturity assessment can help identify
gaps.

2. Develop a digital roadmap: prioritise projects that deliver quick wins (e.g. automating
billing) while planning longer-term transformational initiatives.

3. Invest in people: provide training to employees on digital tools, encourage
cross-functional teams and recruit digitally savvy talent where possible.

4. Ensure infrastructure and security: adopt reliable Internet connections, secure cloud
services and basic cyber hygiene; many government programmes in India, such as Digital

MSME and the National Portal for Udyam Registration, offer support.
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5.  Measure and iterate: track the impact of digital initiatives on sales, costs and customer

satisfaction; use data analytics to refine strategies.

2.2.7.4 Digital leadership in the Indian SME landscape

The need for digital leadership is particularly acute in India, where MSMEs contribute roughly
30 % of GDP and employ over 110 million people. Despite their significance, many Indian
MSME:s remain informal and resource constrained, especially in rural areas. Digital adoption has
been uneven: while phone ownership in households is high, smartphone and internet penetration
remain around 24 %-25 %. Government initiatives such as Digital India, Make in India and the
Udyam registration portal aim to improve connectivity and encourage digitalisation. Digital
leaders can leverage these policy frameworks, access e-commerce marketplaces and digital

payments systems, and collaborate with fintech firms to improve access to finance.

Case studies in India demonstrate the transformative potential of digital leadership. During the
pandemic, many SMEs pivoted to online sales by partnering with e-commerce platforms like
Amazon Seller Services and Shopify, enabling them to maintain revenues when physical shops
were closed. Some manufacturers adopted Internet of Things (IoT) devices to monitor
production remotely, while service providers began offering consultations via video
conferencing. These shifts often began with a leader’s recognition of digital opportunities and
willingness to invest in learning and change. The success of such initiatives underscores the
broader lesson that digital leadership is as much about mindset and culture as it is about

technology.
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2.2.7.5 Challenges and future directions

Digital leadership in SMEs is not without challenges. Financial constraints can limit investment
in modern hardware and software; structural barriers such as unreliable power supplies and
internet connectivity can impede adoption, particularly in rural India. Cybersecurity threats and
data privacy concerns pose risks that many SMEs may not have the capabilities to manage. Skill
gaps are significant — a shortage of digital talent and low levels of managerial IT literacy hinder
implementation. To address these issues, policymakers are providing subsidies for digital tools,
while industry associations and larger corporations are organising capability building

programmes.

Looking ahead, digital leadership will continue to evolve. Emerging trends such as artificial
intelligence, machine learning, blockchain and the metaverse will open new avenues for
innovation. For SMEs, these technologies could enable predictive maintenance, personalised
marketing and secure transactions. Digital leaders must stay attuned to these developments,
experiment responsibly and ensure that their organisations are prepared to integrate technology
while remaining ethical and inclusive. In sum, digital leadership represents a critical competency

for SME owners and managers seeking to thrive in an increasingly digital economy.

2.2.8 Sustainable Leadership and Frugal Innovation

Sustainable leadership has gained prominence as businesses grapple with the realities of climate
change, social inequality and resource constraints. Unlike traditional leadership models that
focus primarily on short-term profitability, sustainable leadership emphasises the triple bottom
line: economic viability, social justice and environmental stewardship. This approach recognises

that an organisation’s long-term success is intertwined with the health of the planet and society at
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large. In SMEs, where leaders often wield significant influence over strategic direction and

culture, sustainable leadership can set the tone for responsible growth and innovation.

2.2.8.1 Defining sustainable leadership

Scholars define sustainable leadership as the ability of leaders to integrate economic,
environmental and social considerations into decision-making. In the SME context, it goes
beyond compliance or philanthropy; it requires embedding sustainability into core business
models. Sustainable leaders set a long-term vision that balances profitability with responsibility,
demonstrate ethical conduct and transparency, and cultivate an organisational culture that values
people and planet. During the COVID-19 crisis, SMEs whose leaders exhibited flexibility,
compassion and a stakeholder orientation were more resilient and better able to bounce back

from disruptions, illustrating the protective effects of sustainable leadership.

Key elements of sustainable leadership include:

e Systems thinking: viewing the business as part of a wider socio-ecological system and

anticipating how decisions affect stakeholders and the environment.

e [Ethical decision-making: upholding fairness, integrity and transparency in interactions

with employees, suppliers, customers and communities.

e Stakeholder engagement: actively listening to and collaborating with stakeholders to

co-create value and address shared challenges.

e Long-term orientation: investing in capabilities (people, processes, technology) that

yield sustainable benefits rather than seeking short-term gains.
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e Resilience and adaptability: embracing change, learning from crises and building

capacity to withstand future shocks.

2.2.8.2 Frugal innovation and the role of leadership

Frugal innovation refers to creating efficient solutions with limited resources — “doing more with
less.” It has attracted attention in emerging markets where organisations face financial and
infrastructural constraints. Sustainable leadership is closely linked to frugal innovation because
leaders who prioritise sustainability encourage resourcefulness, waste reduction and inclusive
design. Recent research examining Pakistan’s SMEs shows that sustainable leadership and
knowledge sources are critical drivers of frugal innovation. In their study of over 300 SMEs,
Rehman et al. (2024) found that sustainable leadership had a positive effect on frugal innovation,
mediated by the availability of knowledge sources and moderated by the credibility of
information. The authors define sustainable leadership as the incorporation of economic,
environmental and social considerations into decision-making, and knowledge sources as the
channels through which SMEs acquire information to support innovation. When leaders actively
seek and validate information from diverse sources, they are more likely to identify
cost-effective solutions and novel partnerships. The study also emphasises the importance of
information credibility: misleading or poor-quality information can derail frugal innovation

efforts.

2.2.8.3 Sustainable leadership practices for SMEs

To enact sustainable leadership and enable frugal innovation, SME leaders can adopt several

practical practices:
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1. Embed sustainability into strategy: develop a sustainability policy or mission statement
that articulates commitments to environmental protection, social equity and economic

value.

2. Measure and report sustainability performance: track metrics such as energy usage,
waste generation, employee well-being and community impact; use the data to inform
improvements.

3. Cultivate a culture of resourcefulness: encourage employees to identify inefficiencies
and propose cost-saving ideas; recognise and reward frugal innovations that reduce
environmental impact.

4. Engage with networks and knowledge sources: collaborate with universities, industry
associations and NGOs to access research, training and innovative practices. Leveraging
digital platforms can widen the pool of information and partners available to SMEs.

5. Adopt circular economy principles: design products and services so that materials are
reused or recycled, reducing waste and costs. For instance, manufacturing SMEs can
implement closed-loop production systems, while service SMEs can adopt sharing
models.

6. Support employee well-being and community development: provide fair wages, safe
working conditions and opportunities for upskilling. Partner with local communities on

initiatives such as education, healthcare or infrastructure improvements.

2.2.8.4 Sustainable leadership in India

India’s focus on sustainability has grown with the implementation of policies like the Zero

Defect Zero Effect scheme, which encourages manufacturers to improve quality while
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minimising environmental harm, and the National Action Plan on Climate Change. SMEs have
begun adopting renewable energy sources, implementing waste reduction programmes and
experimenting with circular economy models. Leaders who champion sustainability not only
reduce environmental footprints but also enhance brand reputation, attract socially conscious
customers and secure long-term cost savings. The Government of India provides incentives, such
as subsidies for energy-efficient equipment and tax benefits for green investments, which digital

leaders can leverage to finance sustainable projects.

Despite progress, barriers remain. Many SMEs lack knowledge about sustainable practices or
perceive them as costly. Shortage of financing and limited access to reliable information can
hinder implementation. Hence, leaders need to build networks, participate in training
programmes and advocate for policies that lower the cost of sustainability. Over time,
sustainable leadership and frugal innovation can become sources of competitive advantage,

enabling SMEs to tap into new markets and satisfy increasingly eco-conscious consumers.

2.2.9 Crisis Leadership and Adaptive Leadership

Crises are unavoidable features of organisational life. They range from global events such as
pandemics and financial crises to local disasters like fire, supply chain disruptions or the sudden
loss of a key customer. Crisis leadership is the art of guiding an organisation through such
turbulent periods while minimising damage and positioning the firm for recovery. In contrast to
steady-state leadership, crisis leadership demands rapid decision-making, calm communication
and an ability to adapt strategy as information evolves. For SMEs, which often have narrow
margins and limited buffers, an effective crisis response can be the difference between survival

and failure.
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2.2.9.1 Conceptualising crisis and adaptive leadership

Theoretical foundations for crisis leadership draw from contingency theory — the idea that no
single leadership style suits all situations. During a crisis, leaders may need to oscillate between
directive behaviour (to ensure swift action) and participative behaviour (to foster collective
intelligence and morale). Research conducted during the COVID-19 pandemic highlights the
importance of adaptive leadership — the ability to adjust one’s style and strategies in real time.
The study by Njaramba and Olukuru (2025), surveying 301 Kenyan SMEs, found that both
transformational and directive leadership styles positively predicted organisational resilience
through the mediating effect of employees’ psychological capital. Psychological capital — a
construct comprising hope, efficacy, resilience and optimism — equips employees to cope with
stress and maintain performance under pressure. Thus, crisis leadership is not only about the

leader’s behaviour but also about nurturing the resources and mindset of the team.

Adaptive leaders demonstrate several core behaviours:

e Sensemaking: scanning the environment to understand the nature of the crisis, its

potential impact and possible courses of action.

e Decisive action: taking timely decisions based on available information, even when

complete data are lacking.

e  Empathic communication: acknowledging uncertainty, being transparent about

challenges and conveying concern for employee well-being.

e Learning and reflection: evaluating what worked and what did not, and

institutionalising lessons to improve future responses.
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2.2.9.2 Cirisis leadership in SMEs

SMEs face unique vulnerabilities during crises. They often operate on thin cash flows, lack
diversified product lines and have limited access to capital markets. At the same time, their small
size and flat structures can make them more agile than large corporations. Case evidence from
the COVID-19 lockdowns suggests that SMEs whose leaders rapidly shifted to online channels,
diversified supply chains and engaged with customers via social media were more likely to
survive. Crisis leadership thus encompasses both strategic pivoting and the micro-level

management of people’s fears and motivations.

Key recommendations for SME leaders include:

1. Prepare in advance: develop contingency plans for plausible scenarios such as supply
interruptions, cyber attacks or public health emergencies; maintain an emergency fund to

cover operating expenses for several months.

2.  Establish communication protocols: designate spokespersons, create channels
(WhatsApp groups, Slack, video conferencing) and share regular updates to prevent
misinformation and panic.

3. Empower employees: delegate authority so that teams can respond quickly to emergent
issues; provide training in problem solving and stress management.

4. Leverage networks: collaborate with industry associations, suppliers and customers to
access resources, share information and lobby for government support. During
COVID-19, many SME leaders joined digital communities to learn about relief schemes,

best practices and local market conditions.

48



5. Invest in psychological capital: encourage a supportive workplace culture where
employees feel valued and hopeful; provide mental health resources and recognise small
wins during hard times.

6. Use technology wisely: adopt digital tools (e.g., e-commerce, cloud collaboration, data
analytics) that enable remote work and business continuity. This overlaps with digital

leadership — crises often accelerate digital adoption.

2.2.9.3 Lessons from crises and building resilient leadership

Crises can be transformative if leaders learn from them. After disruptions, leaders should reflect
on organisational performance, identify weaknesses in systems or culture and implement
improvements. Practices such as after-action reviews, scenario planning and simulation exercises
can institutionalise learning. Developing resilient leadership — the capacity to recover quickly
from setbacks and inspire others to do the same — is integral. Studies on managerial resilience
suggest that leaders with high resilience use psychological resources (optimism, flexibility,
persistence) to mobilise innovation and maintain performance under adversity. They model

positive behaviours that encourage employees to stay purpose-driven and engaged.

In the Indian context, crisis leadership has gained prominence due to repeated disruptions — from
demonetisation and GST implementation to the pandemic. Leaders who acted swiftly,
communicated transparently and leveraged digital platforms were better able to sustain their
businesses. For example, many small retailers pivoted to WhatsApp ordering and home
deliveries, while manufacturing SMEs retooled production to supply essential goods. These
experiences underscore that flexibility, technology adoption and a people-centric approach are

hallmarks of effective crisis leadership in SMEs.
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In summary, crisis leadership and adaptive leadership enrich our understanding of SME
leadership excellence by emphasising the capabilities required to navigate uncertainty. Excellent
leaders are not only proficient in steady-state management; they anticipate disruptions, act
decisively when crises occur and foster resilience and learning so that their organisations emerge

stronger.

Each of these paradigms contributes additional layers to our understanding of SME leadership.
They emphasize aspects that EI and TL alone might not fully cover: servant leadership highlights
humility and service, authentic leadership highlights transparency and moral integrity,
entrepreneurial leadership highlights opportunity-centric boldness, and adaptive leadership
highlights change agility. While our empirical study centers on EI and TL, being aware of these
models allows us to interpret our qualitative findings more richly. For example, if an interviewee
describes how their boss always put employees first and earned loyalty, we can connect that to
servant leadership principles. Or if another talks about pivoting their business model during a

market change, we see entrepreneurial/adaptive leadership at play.

In the context of Indian SMEs, these paradigms may intersect with cultural expectations. Indian
leadership culture historically has elements of paternalism (which ties to servant leadership’s
care for followers) and also values authenticity (leaders are expected to walk the talk).
Meanwhile, the startup boom has necessitated entrepreneurial leadership. Our research could
thus be seen as part of a broader canvas where multiple leadership ideals are emerging for SMEs.
Strengthening the theoretical backing with these models ensures our analysis in later chapters
can acknowledge, for instance, that a leadership development recommendation might include

fostering servant leadership qualities or entrepreneurial mindset, in addition to EI and TL skills.
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2.2.10 Inclusive Leadership for Diverse SME Workforces

Globalisation and technological change mean that even small companies employ people from
different backgrounds. Inclusive leadership is a practical response to this diversity. It ensures
that all employees feel valued, are treated fairly and have equal access to opportunities. Inclusive
leaders are open, accessible and available to their teams. They encourage people to share ideas
and create a culture of psychological safety. A multi-level study of 356 employees across 90
teams found that perceptions of inclusive leadership increased innovative performance at both
the individual and team levels by enhancing psychological safety. Inclusive leadership therefore

helps SMEs unlock innovation through diversity.

2.2.10.1 Defining inclusive leadership

Inclusive leadership is built on social exchange theory — when leaders provide support and
respect, employees feel obliged to reciprocate with strong performance. Three core attributes
characterise inclusive leaders: openness (listening to diverse viewpoints), availability (being
ready to offer guidance) and accessibility (removing hierarchical barriers). Unlike diversity
policies that exist only on paper, inclusive leadership turns values into action by inviting
contributions from all team members and recognising invisible differences such as values and

thinking styles.

2.2.10.2 Benefits of inclusive leadership for SMEs

Evidence shows that inclusive leadership yields tangible benefits. By fostering psychological
safety, it enhances innovative performance. It improves employee commitment and

well-being, as fair treatment encourages engagement and reduces turnover. Inclusive leaders also

51



tap into the creativity of diverse teams, leading to better problem solving and more varied
products and services. Finally, inclusive leadership supports organisational resilience — teams

with different experiences adapt better to uncertainty when their voices are heard.

2.2.10.3 Inclusive leadership practices

SME leaders can implement inclusive leadership through practical steps:

1. Create inclusive policies: formalise anti-discrimination and flexible-working policies.

2. Encourage employee voice: use town halls, suggestion boxes and anonymous surveys to
solicit ideas.

3.  Model openness and availability: be approachable and respond constructively to
feedback.

4. Invest in diversity training: equip leaders and staff to recognise biases and foster
empathy.

5.  Measure and reward inclusion: incorporate inclusion metrics into performance

appraisals.

2.2.10.4 Inclusive leadership in the Indian SME landscape

Indian SMEs employ people of different languages, castes, genders and socio-economic
backgrounds. Inclusive leadership can bridge divides and enhance collaboration. Leaders might
encourage team members to speak in their preferred language during brainstorming, recruit from
under-represented communities and leverage government programmes such as Stand Up India or

the Pradhan Mantri Mudra Yojana to diversify supply chains. Cultural norms that value
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hierarchy may inhibit employee voice; inclusive leaders therefore need to consciously invite

contributions from junior staff and assure them that their perspectives matter.

2.2.10.5 Challenges and future directions

Adopting inclusive leadership is not without challenges. Deep-seated biases and resource
constraints may limit leaders’ ability to implement inclusive practices. Measuring psychological
safety can be subjective. Future research could explore how inclusive leadership interacts with
digital readiness and organisational size. In practice, SMEs should integrate inclusion with other
paradigms — such as emotional intelligence and digital leadership — to build agile, resilient

organisations.

2.2.11 Servant Leadership: Putting People First

Servant leadership is a people-first approach that emphasises humility, moral integrity and the
priority of serving followers. It focuses on developing employees, fostering trust and building
community. A qualitative study of an Italian consulting firm shows that servant leadership
increases employee engagement through mediators such as empowerment, team cohesion,

positive organisational climate and challenging tasks.

2.2.11.1 Conceptualising servant leadership

Servant leadership is rooted in moral leadership. Instead of seeking personal gain, servant leaders
invest in relationships with employees and stakeholders to build trust, loyalty and commitment.

Key qualities include humility, listening, putting followers first and behaving ethically. When
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leaders prioritise employees’ well-being, employees reciprocate by helping to achieve

organisational goals.

2.2.11.2 Benefits of servant leadership for SMEs

Servant leadership brings several advantages for SMEs. It increases employee engagement by
empowering staff, fostering team cohesion and nurturing a positive organisational climate. It
cultivates trust and loyalty — employees who see leaders behaving ethically and putting their
interests first are more committed. Servant leadership can also enhance innovation and
performance by encouraging shared decision-making and creativity. Moreover, by emphasising
care for stakeholders and the community, servant leaders build goodwill that can translate into

brand loyalty and partnerships.

2.2.11.3 Servant leadership dimensions and practices

The SL-7 scale describes seven dimensions of servant leadership: (1) emotional healing, (2)
creating value for the community, (3) conceptual skills, (4) empowering, (5) helping
subordinates grow and succeed, (6) putting subordinates first and (7) behaving ethically.
SME leaders can apply these dimensions by mentoring employees, recognising ethical
behaviour, delegating authority, investing in training and engaging in socially responsible
initiatives.

2.2.11.4 Servant leadership in the Indian SME landscape

Indian business culture often embodies paternalistic and community-oriented values. Servant
leadership resonates with these traditions by emphasising care for employees and society. SME
leaders can harness this alignment by focusing on employee development, ethical conduct and

community engagement. For example, family-owned SMEs may use servant leadership to guide
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succession planning in a way that prioritises long-term employee and customer interests. Firms
can also engage in social initiatives such as rural education or environmental protection,

demonstrating their commitment to society while building brand equity.

2.2.11.5 Challenges and future directions

Adopting servant leadership may be challenging in competitive markets where leaders fear
losing control or profitability. Resource constraints can limit investment in staff development
and community projects. Future research could examine how servant leadership interacts with
other paradigms such as transformational or digital leadership and how it influences financial
and social outcomes. In practice, blending servant leadership with strategic vision and

entrepreneurial drive can help SMEs balance people-orientation with performance.

2.2.12 Ethical Leadership and Community Engagement in SMEs

Ethical leadership emphasises integrity, fairness and accountability. Leaders who act ethically
serve as role models, setting the tone for responsible behaviour across the organisation. In SMEs,
ethical leadership is critical because owners and managers often make decisions that directly
affect employees, customers and suppliers. A quantitative study of 276 South African SMEs
found that ethical leadership significantly predicts community engagement. The study showed
that even when SME:s are treated unfairly by larger buyers and suppliers, they continue
practising ethical leadership and community engagement, underscoring the intrinsic value of

ethics.
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2.2.12.1 Defining ethical leadership

Ethical leadership involves demonstrating honesty, fairness and respect in interactions with all
stakeholders. Leaders strive to do the right thing even when it is difficult, balancing the interests
of owners, employees, customers and communities. In SMEs, ethical leadership includes paying
suppliers on time, respecting employee rights and complying with regulations. It also means
acknowledging the moral complexities of buyer—supplier relationships and making decisions that

uphold the dignity of all parties.

2.2.12.2 Benefits of ethical leadership and community engagement

Ethical leadership builds trust with employees and external partners. When employees trust their
leaders, they are more committed and motivated. Ethical leaders promote community
engagement — activities that support local development and social responsibility. The cited study
found that ethical leadership predicted community engagement but that the treatment of SMEs
by large companies did not moderate this relationship. In other words, SMEs practised
community engagement regardless of how fairly or unfairly they were treated. This suggests that
ethical leadership is a stable internal driver of social responsibility rather than a response to

external conditions.
2.2.12.3 Ethical leadership practices for SMEs
Practical ways for SME leaders to exhibit ethical leadership include:
1. Establish a code of conduct: articulate values such as honesty, fairness and
accountability.

2.  Model ethical behaviour: be transparent about decisions, admit mistakes and avoid

conflicts of interest.
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3. Train employees: provide ethics training and encourage reporting of unethical practices.

4. Engage with communities: invest in local initiatives such as education, health and
environmental projects.

5. Promote fair supply chains: pay suppliers promptly and negotiate contracts that respect

both parties.

2.2.12.4 Ethical leadership in the Indian SME landscape

Indian SMEs operate in a complex environment with varied regulations and societal
expectations. Ethical leadership can enhance the reputation of SMEs and build trust with
customers, suppliers and regulators. Community engagement aligns with Indian cultural values
of social responsibility and collective welfare. For instance, companies may support village
development programmes or provide apprenticeships for young people. Ethical leaders must also
navigate power asymmetries in buyer—supplier relationships by advocating for fair treatment and

transparency.

2.2.12.5 Challenges and future directions

Implementing ethical leadership can be difficult when SMEs face resource constraints or
pressure from powerful buyers and customers. Leaders may be tempted to compromise on ethics
to survive. Future research could explore how regulatory frameworks, industry associations and
consumer activism can support ethical practices. Practically, SMEs should integrate ethics into
their leadership development programmes and recognise ethical achievements alongside

financial performance.
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2.2.13 Transformational Leadership for Innovation and Engagement

Transformational leadership inspires people to achieve more than they thought possible. It is
characterised by articulating a compelling vision, encouraging creativity and providing
individual consideration. A recent review highlights how transformational leadership enables
SME:s to drive innovation, enhance employee engagement and achieve business success.
Transformational leaders are visionary, charismatic and able to create a sense of purpose that

motivates employees to work towards common goals.

2.2.13.1 Defining transformational leadership

Transformational leaders engage in four behaviours: idealised influence (acting as role models),
inspirational motivation (articulating a vision), intellectual stimulation (encouraging

innovation) and individualised consideration (supporting each employee’s development). They
challenge the status quo and empower people to think creatively. This style is especially relevant

for SMEs, where resource constraints make innovation and agility essential for survival.

2.2.13.2 Benefits of transformational leadership for SMEs

Transformational leadership offers several benefits. It fosters innovation by encouraging
employees to experiment with new ideas and learn from failures. It enhances employee
engagement by providing clear direction, recognising contributions and offering growth
opportunities. It improves business performance through higher profitability, employee
satisfaction and market share. Transformational leaders build a culture of trust, innovation and

continuous improvement that supports sustainable growth.
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2.2.13.3 Transformational leadership practices

SME leaders can practise transformational leadership by:

1. Articulating a vision: communicate a clear and inspiring picture of the future.

2. Encouraging creativity: challenge employees to think outside the box and reward

innovative ideas.

3. Providing individual support: mentor employees, recognise their achievements and
tailor tasks to their strengths.

4. Modelling desired behaviours: demonstrate commitment, resilience and ethical

conduct.

5. Promoting collaboration: build teams that share knowledge and work towards common

goals.

2.2.13.4 Transformational leadership in the Indian SME landscape

In India’s fast-growing economy, transformational leadership can help SMEs navigate rapid
change and fierce competition. Leaders who articulate a vision of digital adoption, sustainable
growth or export expansion can inspire employees and attract partners. Transformational
leadership resonates with India’s entrepreneurial culture, which values ambition and
perseverance. SME leaders should balance visionary leadership with pragmatic execution and

involve employees in shaping the journey.

2.2.13.5 Challenges and future directions

While transformational leadership offers many benefits, it can be demanding. Leaders must

manage expectations and avoid burnout. Some employees may resist continual change. Future
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research could examine how transformational leadership interacts with cultural dimensions such
as power distance and collectivism in India. Practically, combining transformational leadership
with inclusive and ethical practices can create a holistic approach that delivers innovation,

engagement and social responsibility.

2.3 Leadership Excellence in SMEs — Global Perspectives

Recent studies from 20202025 provide a rich global perspective on how SME leadership
practices vary across different contexts and how they compare to leadership in larger firms. This
section synthesizes these insights, covering new developments in digital and sustainable
leadership globally, differences between SME and large-firm leadership models, and cross-

cultural variations in SME leadership across regions.

2.3.1 SME vs. Large-Firm Leadership: Key Differences

Leadership in SMEs can be fundamentally different from leadership in large organizations due to
differences in scale, structure, and resources. SME leaders typically operate in flatter
organizations where they have direct oversight of day-to-day operations and closer contact with
employees, whereas leaders in large companies often manage through hierarchical layers and
specialized departments(45)(46). One comparative study highlighted that in large corporations,
formal qualifications (like advanced degrees and foreign language proficiency) are often
mandatory for leaders, who spend considerable time on high-level presentations and stakeholder
communications, whereas in SMEs those factors are less emphasized(47)(48). Instead, SME
leaders frequently wear multiple hats — they may simultaneously act as strategist, operations
manager, and HR supervisor for their business. This requires them to be generalists with a broad

skill set and a hands-on approach. The same study noted that because SME leaders usually work
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with smaller teams, they must demonstrate a higher degree of empathy, personal
understanding, and “human touch” than their counterparts in large firms(46). Building strong
personal relationships with employees and mentoring them directly is a hallmark of effective
SME leadership, as it compensates for the lack of formal corporate structures in talent

development.

Another critical difference is in risk-taking and decision speed. SME leaders, often being
owners or co-founders, tend to have greater risk appetite and agility in decision-making
compared to managers of large firms(46). They can pivot strategies quickly without needing
multilayered approvals. This entrepreneurial risk-taking mindset aligns with the earlier
discussion on entrepreneurial leadership. By contrast, leaders in large firms might be more
constrained by formal governance and risk management processes. Additionally, leadership
development in large firms is usually systematic (with training programs, succession plans, etc.),
whereas SMEs rarely have such structured leadership pipelines — they rely on on-the-job learning

and the leader’s inherent capabilities.

In terms of leadership style, studies have found both contexts value core qualities like good
communication and integrity, but their expression differs. For example, communication skills
are universally important, but in a big company a leader might communicate vision through
formal addresses and reports, whereas an SME leader does so through daily one-on-one
interactions and informal meetings. Similarly, strategic planning in a large firm involves
extensive analysis and multi-year roadmaps; in SMEs it may be more adaptive and short-term
due to the volatile environment they face. Table 2.2 (in the original document) might summarize

such differences, showing that SME leaders must combine strategic vision with operational
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involvement, whereas large-firm leaders delegate operations to focus on strategy. Despite these
differences, it’s noted that many fundamental leadership competencies (integrity, initiative,
clarity in decision-making) are common to both; the context mainly influences how these
competencies are applied and which ones take priority(49). Understanding these distinctions is
crucial because applying big-company leadership development models directly to SMEs may not
yield the same results — SMEs need approaches tailored to their unique context (as will be

discussed in Chapter 5’s implications for training institutions).

2.3.2 Embracing Digital Leadership and Industry 4.0 Globally

Across the world, SMEs are increasingly embracing digital transformation, and this shift has
placed digital leadership at the forefront of global SME discussions. By the mid-2020s,
concepts like Industry 4.0, e-commerce, and digital platforms are not just the domain of large
tech companies; SMEs too are leveraging them to grow and compete internationally. A global
survey by Pedraza (2021) noted that SMEs account for a substantial portion of job creation and
GDP growth worldwide(50), and digital adoption is a key strategy for sustaining that role in the
modern economy. Leaders in countries ranging from the United States and Germany to China
and Brazil are steering their SMEs through digital transitions. Dynamic leadership capabilities
are needed — leaders must champion new technologies (cloud computing, Al 10T, etc.) and
integrate them into business processes. For instance, a study in the EU observed that SME
leaders who cultivated a digital culture within their firms (encouraging use of digital tools and
data-driven decision-making) saw improvements in productivity and market reach(51)(52).
Similarly, in Asia, Malaysian SMEs with strong digital leadership were found to achieve better

sustainability outcomes, mediated by effective digital transformation initiatives(53)(54).
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One notable trend is that digital leadership correlates with SME resilience and innovation.
During the COVID-19 pandemic, SMEs that quickly pivoted to online sales or remote work
under decisive digital-savvy leaders outperformed those that hesitated. A 2024 study of SMEs in
North Africa and the Middle East (Lathabhavan & Kuppusamy, 2024) reported that digital
leadership significantly enhanced organizational resilience during the pandemic by facilitating
innovative responses and maintaining operations under lockdown(55). Globally, frameworks for
assessing digital leadership in SMEs have emerged. For example, Malik et al. (2024) proposed
that effective digital leaders in SMEs drive business model innovation and organizational

change, acting as the catalyst for digital transformation efforts(56).

However, challenges remain: SMEs often have limited IT expertise and smaller budgets for
technology. Thus, digital leadership in an SME context involves creatively leveraging external
resources, such as cloud services or government digitalization programs, and upskilling
employees to build a digitally capable workforce(57)(58). Government and industry bodies
worldwide are encouraging SME digital leadership through training and support. Under India’s
“Digital MSME” initiative and programs like Dx-EDGE (Digital Excellence for MSMEs), SME
owners are being trained to use digital tools and platforms, aligned with the country’s vision of a
digitally empowered economy by 2047(57)(58). In Europe, the EU has funded digital innovation
hubs specifically to assist SME leaders in technology adoption. In the United States, numerous
public-private partnerships (like the Small Business Digital Alliance) provide mentorship on
digital strategies. These global efforts underscore that digital leadership is now recognized as a
critical competency for SME excellence, not only for growth but also for survival in an

increasingly digital marketplace.
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2.3.3 Sustainable Leadership and CSR: Global Trends in SMEs

Around the world, SME leaders are also grappling with sustainability challenges and
opportunities. There is a growing expectation (from consumers, governments, and supply chain
partners) that even smaller firms operate responsibly and contribute to social and environmental
goals. European SMEs, for example, have been influenced by the EU’s sustainability agenda and
often adopt sustainable leadership practices such as energy efficiency, fair labor practices, and
community engagement. Leaders in these SMEs tend to integrate Corporate Social
Responsibility (CSR) into their core business strategy — a mindset encouraged by sustainability-
oriented leadership(Gupta, 2017)(Budhwar, 2011). Recent institutional reports (e.g., World
Economic Forum and UN Global Compact) highlight best practices where SME leaders
champion sustainability: from a family-owned manufacturing SME in Germany that achieved
carbon-neutral operations under an environmentally passionate CEO, to an artisan cooperative in

Thailand led by a social entrepreneur focusing on community development(59)(Fiedler, 1967).

In developing regions, sustainable leadership often intersects with local community needs.
African SMEs, for instance, frequently engage in social initiatives (like employee education,
local healthcare support) driven by the personal values of SME owners. A study in sub-Saharan
Africa (Alshebami, 2024) found that SME entrepreneurs’ network ties and community
leadership were vital in sustaining micro and small enterprises through economic
turbulence(60). This reflects a form of sustainable leadership where the leader’s role in the
community and ability to marshal social capital help the business endure crises. In Latin
America, a humanistic leadership style is noted — SME leaders often adopt a paternalistic yet

benevolent approach, treating employees like family and looking after their welfare(61). This
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culturally rooted style aligns with sustainable leadership’s emphasis on people and long-term
relationships. It has been observed in countries like Mexico and Brazil that such leadership can
engender strong loyalty and collective resilience in SMEs, though it may sometimes slow purely

profit-driven decisions(61).

One specific facet is frugal innovation leadership, particularly in emerging markets (India,
Kenya, Brazil etc.). As discussed earlier, leaders who emphasize sustainability tend to promote
frugal innovation. Globally, this is seen in examples like Indian pharmaceutical SMEs producing
affordable medicines under frugal innovation models championed by visionary leaders, or
African agribusiness SMEs whose leaders devise low-cost solutions to irrigation due to resource
scarcity. Research published in Frontiers in Sustainability (Rehman et al., 2024) underscored
that across such contexts, sustainable leadership significantly drives frugal innovation, and
the combination leads to greater SME sustainability and growth(Times, 2023)(62). Thus,
whether it’s called sustainable, responsible, or humanistic leadership, the global trend is clear:
SME leaders are increasingly expected to balance profit with purpose, ensuring their enterprises
contribute positively to society and the environment. Those who do so effectively often unlock
new opportunities (such as access to ethical investment, customer loyalty, and brand

differentiation) that support long-term growth.

2.3.4 Cross-Cultural Variations in SME Leadership

Leadership does not occur in a vacuum; cultural norms and values strongly influence leadership
styles and effectiveness. For SMEs, which are often deeply embedded in local cultures, these

cross-cultural differences are especially pronounced. Here we compare key regions:
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India and South Asia: SME leadership in India is often shaped by a mix of traditional
values and modern business practices. Culturally, Indian organizations (even small ones)
can be somewhat hierarchical and family-run. Leaders of Indian SMEs commonly play a
paternalistic role — they are expected to look after their employees who, in turn, show
loyalty and respect. Decision-making might be somewhat centralized in the owner or
founder. However, with India’s rapid integration into the global economy and its
ambitious “Start-up India” and “Digital India” movements, many SME leaders are
adopting more contemporary practices. For example, transformational leadership is
increasingly valued as firms seek innovation. Indian SME leaders tend to emphasize
jugaad (a Hindi term for improvised, frugal solutions) — reflecting a culturally rooted
approach to innovation under constraints. Cross-cultural studies note that compared to
Western counterparts, Indian SME owners might put more emphasis on relationships
and trust in business dealings, leveraging personal networks (or jati community ties) to
advance their enterprise. As India looks towards “Viksit Bharat 2047 (a vision for a
developed India by 2047), there is also a push for SMEs to adopt global best practices in
leadership, including diversity and inclusion. Yet, many Indian SME leaders still struggle
with delegation and succession planning, as businesses are often family-centric. This can
limit leadership development unless consciously addressed.

Europe (EU): European SME:s exist in a context of strong institutions, skilled labor, and
a culture of innovation (especially in countries like Germany, Scandinavia, UK, etc.).
Leadership styles in European SMEs vary by region but generally, participative
leadership is quite common (particularly in Northern Europe). SMEs in Europe often
encourage employee involvement in decisions and maintain flatter hierarchies, aligning
with broader societal values of individualism and equality. For example, a small tech firm
in Sweden might have a CEO who practices democratic leadership — consulting the team
on key decisions — which can spur creativity and commitment. In contrast, some Southern
European contexts (Italy, Spain) might exhibit more charismatic or authoritative SME
leadership, reflecting a bit more top-down approach, but even there, personal
relationships (the leader as a mentor figure) are important. European Union policies also
shape SME leadership indirectly; initiatives around worker rights, training, and
sustainability set expectations that SME leaders must fulfill. Cross-cultural research (e.g.,
Hofstede’s dimensions) indicates that European cultures with low power distance (like
the Netherlands) produce SME leaders who are more egalitarian in managing employees,
whereas those from higher power distance cultures (perhaps some Eastern European
contexts) may lean slightly more autocratic. Nonetheless, compared to many other
regions, European SME leadership is often seen as systematically nurtured — many SME
owners have formal management education and exposure to international markets,
influencing them to adopt “professionalized” leadership approaches similar to those in
larger European companies.

United States & North America: The U.S. SME leadership style is often characterized
by a strong results-orientation and informality. American SME leaders, particularly in
start-ups and tech sectors, frequently emulate Silicon Valley’s archetype of the visionary,
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transformational leader — big on inspiration, aggressive in pursuing growth, and quick to
pivot strategy. There is a cultural emphasis on individual initiative and entrepreneurial
leadership; leaders are expected to be decisive, take bold risks, and show a high degree
of optimism about the future. Employee relationships tend to be more performance-
driven — American SME leaders are likely to set clear goals and hold staff accountable,
while also rewarding innovation and talent. However, they generally strive to maintain an
approachable, “open-door” persona to foster a positive culture. The US business culture
encourages straightforward communication, so SME employees often give feedback
freely and expect transparency from leaders. When comparing to, say, Asia, U.S. SME
employees might be more comfortable challenging their leaders’ ideas — which can lead
to more collaborative problem-solving if the leader encourages it. In recent years,
American SME leadership has also embraced diversity and inclusion as a strength, with
more women and minority entrepreneurs taking leadership roles and bringing varied
leadership styles. Canadian SME leadership is similar but possibly a bit more consensus-
driven (reflecting Canada’s more collectivist leanings than the U.S.), meaning Canadian
SME leaders might invest even more in team consensus and conflict avoidance.

East and Southeast Asia: In many East Asian countries (e.g., China, Japan, South
Korea), SMEs may still reflect traditional cultural values such as Confucian hierarchy
and collectivism, though this is changing with new generations. A Chinese SME owner
might exhibit a directive leadership style, expecting discipline and high performance,
while also bearing responsibility for the well-being of employees in almost a familial
sense. High power distance in cultures like China and many ASEAN countries (e.g.,
Malaysia, Philippines) historically meant subordinates rarely questioned the boss, but
globalization and education are gradually encouraging more open communication. For
example, SMEs in Singapore or Malaysia run by younger leaders might combine a
respect for elders and consensus (Asian values) with modern management techniques
learned abroad. Collectivist values can make team cohesion a strength — employees often
show remarkable loyalty to an SME if the leader is seen as caring and benevolent
(reflecting a paternalistic leadership). On the other hand, this can sometimes stifle open
debate; effective SME leaders in Asia are learning to create environments where
employees can share new ideas despite cultural inhibitions. In Japan, SME leadership
often mirrors the practices of larger Japanese firms: group-oriented decision making
(ringisei consensus system) and a long-term outlook. By contrast, entrepreneurs in the
dynamic startup scenes of China or Indonesia may break from tradition with more
Westernized, bold leadership styles, reflecting the fast pace of change in those
economies. A cross-cultural insight is that Southeast Asian SME leaders often practice
servant leadership (emphasizing humility and service to the group) influenced by
religious or philosophical norms (e.g., Buddhism, Islam). This can foster trust and low
employee turnover. However, it must be balanced with decisiveness to ensure businesses
remain competitive.

Africa: The African continent contains diverse cultures, but many share communal
values and face similar SME challenges (like infrastructure gaps, political instability in
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some regions). SME leaders in Africa often emerge as community leaders as well, given
the tight interweaving of business and community. Network-based leadership is critical:
entrepreneurs rely on extensive personal networks (friends, extended family, local
officials) to navigate challenges such as limited access to finance or markets(60). A study
in Nigeria and Kenya noted that effective SME leaders often practice adaptive, flexible
leadership, mixing authoritarian decisions when quick action is needed with
collaborative approaches to build grassroots support (Muthuri, 2023). Due to resource
scarcity, African SME leaders frequently encourage jugaad/frugal innovation and
demonstrate high resilience. In terms of style, many African cultures respect elder
leadership and clear authority, so employees may expect a boss to be somewhat
authoritative. Yet there is also a strong tradition of Ubuntu (common humanity) which
leads leaders to be compassionate and share benefits with their staff and community. For
example, an SME owner in Kenya might pay for an employee’s medical expenses in a
crisis, reinforcing loyalty. Cross-cultural research points out that in some African
contexts, charismatic leadership is very effective — a charismatic SME leader who
articulates a vision of growth can inspire employees even in tough conditions(63).
Conversely, the challenges African SME leaders face (economic volatility, etc.) mean
that a purely participative style without strong direction can falter. Thus, a balance of
charisma and pragmatism is often seen. Increasingly, African SME leadership is
professionalizing as well — more entrepreneurs are educated in business schools (locally
or abroad) and bring back global practices, adapting them to local realities.

Latin America: Latin American SME leadership often blends entrepreneurial dynamism
with a personal, human-centric touch. Studies of leadership in countries like Brazil,
Mexico, and Colombia describe a “humanistic leadership” model(61). This is
characterized by leaders developing close personal relationships with employees,
showing generosity and caring (sometimes described as a benevolent paternalism), and
treating the team as an extended family. In practice, a Mexican SME owner might
regularly socialize with employees and be involved in their personal lives, which builds
strong loyalty and a sense of mutual obligation. At the same time, Latin culture values
assertiveness and charisma — many successful SME leaders are charismatic figures who
rally their employees with passion and optimism. Decision-making in Latin SMEs can be
centralized (especially in family-run businesses where the founder’s word is final), but
there’s also an element of consultative style because Latin cultures are relational; even if
the boss makes the decision, it’s after informal consultations and considering the impact
on everyone’s “harmonia”. Communication tends to be high-context and warm —
constructive criticism might be delivered gently to maintain personal respect. Another
facet is how SME leaders navigate instability; many Latin American economies have
periods of volatility, so leaders become adept at crisis management (similar to Africa).
They rely on creative problem-solving and leveraging relationships (sometimes
including political connections) to keep the business running. With the emerging startup
ecosystems in places like Brazil’s fintech scene or Chile’s entrepreneurship programs, a
new generation of SME leaders is embracing more structured leadership techniques (like
OKRs — Objectives and Key Results — and agile management) while still infusing them
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with Latin relational style. Cross-cultural differences within the region exist (Argentine
and Chilean business cultures are a bit more formal than, say, Caribbean ones), but
generally Latin SME leadership is marked by high people orientation, adaptability, and
the blending of modern and traditional values.

In conclusion, cross-cultural analysis reveals that while the core challenges of leading an SME —
such as motivating employees, driving innovation, and ensuring survival — are universal, the
approaches leaders take are influenced by cultural norms. Figure 2.1 below illustrates
conceptually how different leadership styles can lead to effective outcomes (employee
engagement and performance) in different contexts. The key for SME leadership excellence is
cultural intelligence: the most successful leaders often adapt their style to the expectations and
values of their cultural context, or in the case of globalized SMEs, create a hybrid culture that

respects diverse values.

Figure 2.1: Conceptual framework linking leadership styles and outcomes. Distinct leadership
styles (e.g., democratic, autocratic, charismatic) influence employee engagement, which in turn
drives employee performance(64)(65). Research suggests SMEs benefit from adaptive leadership
— flexibly applying different styles — to unite employees and achieve performance excellence,

especially in varying cultural environments.

2.4 Leadership in Indian SMEs

Focusing on India, SMEs here operate within unique cultural, economic, and institutional
contexts. While some challenges mirror those faced by SMEs elsewhere (resource constraints,
competition, etc.), Indian SMEs also contend with factors like family-dominated ownership

structures and cultural norms of hierarchy and collectivism. This section reviews what the
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literature says about Indian SME leadership, though it must be noted that research explicitly on

this topic is relatively sparse — a gap this dissertation aims to fill(81).

2.4.1 Dependency on Founders

One characteristic noted in studies of Indian SMEs is their strong dependency on founders or
owner-managers. Many Indian SMEs are family-run, and leadership tends to be highly
centralized. Gupta (2017) observed that such over-dependence on the founder can limit
delegation and professional management practices(82). In small firms, it’s common for the
founder to make all critical decisions (sometimes even minor ones), which can speed up

execution but also means the firm’s growth is bounded by the founder’s capacity and vision.

This centralization often results in a lack of succession planning — if something happens to the
founder or when the founder retires, the SME may struggle unless a new leader has been
groomed. It also impacts middle management: with decisions concentrated at the top, middle
managers might not develop strong leadership skills or autonomy, contributing to competency
gaps. Our interviews echo this: many SME employees note that “everything depends on the
owner.” While founder-centric leadership can bring unity and swift action, it also poses risks. As
SMEs grow beyond a certain size, the founder must evolve from a hands-on hero to a more

delegating, mentoring leader — a transition not all manage successfully(83).

Anecdotally, there are success stories where founders learned to “let go” and institutionalize
leadership (for example, some MSME award winners have talked about empowering their next
tier and reaping growth benefits), and there are cautionary tales of promising SMEs plateauing

because the founder wouldn’t share control. This theme of founder-dependence is critical in
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understanding why certain leadership behaviors (like delegation, strategic planning) might be
less developed in Indian SMEs — they simply weren’t needed or encouraged when the founder

was the sole decision-maker.

2.4.2 Cultural Dimensions

Indian culture, broadly speaking, has features of collectivism, high power distance, and a blend
of traditionalism with modernity. These cultural dimensions influence leadership styles in SMEs.
Budhwar & Varma (2011) and other scholars have noted that Indian workplaces often value
hierarchy and respect for authority, which can lead to more paternalistic or directive
leadership styles(84). An SME owner might see employees somewhat like an extended family,
expecting loyalty and offering job security, but also expecting deference. This can foster strong
loyalty and team cohesion (a positive), yet it may stifle open communication and bottom-up
innovation (a negative) because subordinates might be hesitant to contradict or bring new ideas

to the boss.

At the same time, Indian culture emphasizes relationships and community — which can be an
asset in leadership. Leaders who show personal concern for employees (e.g., taking interest in
their family well-being, as often seen in small firms) can engender great loyalty. The flip side is
that making tough decisions (like firing underperformers or radically changing business

practices) can be emotionally harder in such close-knit environments.

The cultural context suggests that Emotional Intelligence is highly valuable for SME leaders in
India. Being able to navigate the emotional and social expectations — when to be paternal and

caring, when to be firm, how to communicate feedback respectfully across hierarchy — all require
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EI competencies(85). For instance, giving critical feedback in a high power distance context
needs tact and empathy to ensure the employee isn’t demotivated. Leaders who have high EI
might strike the balance of being respected but also approachable, which is ideal in this cultural

mix.

There is also a generational shift underway: younger SME entrepreneurs (influenced by global
culture) often seek a more egalitarian work culture, whereas older ones might stick to traditional
hierarchical modes. This creates a mix of styles on the Indian SME landscape — from very
autocratic to very open. A study by Rao and Singh (2019) even found regional nuances: Southern
Indian SMEs showed slightly more participative management compared to Northern ones,

possibly reflecting historical cultural differences(86).

2.4.3 Emotional Intelligence in Indian SMEs

Direct research on EI in Indian SME:s is limited, but some studies indicate positive impacts of EI
on decision-making and employee satisfaction. For instance, Sharma and Sharma (2019) found
that SME leaders who scored higher on EI had better employee retention and satisfaction
rates(87). Employees reported that managers with empathy and good listening skills created a
more engaging work environment. In environments where formal HR processes are lacking, the
leader’s emotional skills effectively substitute for HR in resolving conflicts or motivating

employees.

Moreover, anecdotal evidence suggests EI helps in client relationships for SMEs. Many Indian
SME:s rely on long-term relationships for business (be it with suppliers, customers, or

distributors). Leaders who can build trust and rapport (an aspect of social intelligence,
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overlapping with EI) often secure better deals and loyalty from business partners, which can be a
competitive edge(88). For example, a small manufacturing unit might retain key clients for
decades because the owner takes time to understand and accommodate the client’s needs —

essentially using empathy and relationship management externally.

Our study’s qualitative phase uncovered references to El: one interview participant noted,
“People don’t leave jobs, they leave insensitive bosses,” highlighting how lack of EI in SME
leaders can directly lead to turnover (we detail this quote in Chapter 4)(89). Another common
sentiment was that SME staff often work for less pay than MNCs would offer because of the
“family atmosphere” — which ties to leaders showing personal concern and understanding. Thus,
focusing on improving EI among SME leaders could address some chronic issues like high
employee turnover or low team morale. The literature gives us reason to believe that training
SME owners in things like communication skills, empathy, and self-awareness would yield

tangible benefits in retention and team performance.

2.4.4 Transformational Leadership in India

Transformational leadership in the Indian SME context is a bit of a mixed picture. On one hand,
examples exist where visionary SME leaders have transformed their businesses. Chatterjee
(2021) studied manufacturing SMEs in western India and found that those whose leaders
exhibited TL behaviors (like inspiring a quality-first vision and empowering floor managers) saw
higher rates of process innovation and quality improvement(90). This suggests TL can be

effective in Indian SMEs, particularly in driving innovation and change.
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On the other hand, TL is not yet widespread in traditional SMEs. Many SMEs (especially older,
family-run ones) still operate with autocratic or transactional leadership styles, focusing on
short-term targets and maintaining control. This is often due to lack of exposure to modern
management training and, as mentioned, cultural comfort with hierarchy(91). Transformational
leadership requires a mindset shift — encouraging employees to challenge the status quo and

think creatively might be uncomfortable for leaders used to top-down control.

However, the younger generation of SME entrepreneurs (often running startups in tech, services,
etc.) are increasingly embracing TL values, given their exposure to global business culture. Start-
up founders in Bangalore or Gurgaon, for example, may intentionally adopt flat structures and
mission-driven leadership, which align with TL principles(92). We see many incubators and

entrepreneur forums in India now highlight leadership topics like “building a vision-driven team’

or “empowering employees,” essentially promoting TL among new SMEs.

In summary, TL in Indian SMEs is an emerging trend — with proven benefits where it is applied
— but not yet the norm across the board(93). Part of this research’s implication could be
advocating for more TL training and awareness in the SME sector. The literature supports that
doing so could yield innovation gains; the challenge is convincing traditionally-minded SME

owners that loosening the reins could actually help their business grow.

2.4.5 Leadership Competency Gaps

Multiple sources, including industry reports, point to competency gaps in Indian SME
leadership. A survey by the Confederation of Indian Industry (CII, 2020) covering 500 SMEs

highlighted critical gaps in areas such as communication, delegation, and strategic planning(94).
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Essentially, many SME leaders (or their immediate juniors who might take on leadership roles)
lacked formal training in these managerial skills, given that they often rose from technical or

family backgrounds without exposure to best management practices(95).

Another frequently mentioned gap is in middle management. Since many SMEs don’t invest
heavily in developing second-tier leaders, there’s often a vacuum between the owner and the
workers. Middle managers may not be empowered or skilled enough to take independent
decisions(96). This can lead to bottlenecks (everything waits for the boss’s nod) and also

succession challenges (no obvious trained replacement if the CEO steps aside).

Our qualitative interviews illustrate examples such as a participant noting “middle managers
often lack decision-making skills” in SMEs(97). Addressing these competency gaps is vital: even
if an SME leader is personally high in EI or TL, without a capable supporting team, the
effectiveness is limited. Therefore, the literature suggests a two-pronged need: develop top

leaders and their team’s leadership skills(98).

Notably, the Government of India and various institutes have started recognizing this need.
Programs like SME leadership or management development workshops (offered by
organizations like NIMSME or industry associations) have popped up. However, reach and
uptake remain low relative to need. The literature also hints that many SME owners don’t

recognize their own skill gaps — they might attribute problems purely to external factors.

In this dissertation, the survey includes items to self-assess some competencies, and the
interviews probed perceived gaps. By correlating these with performance or pain points, we can

identify which gaps matter most (for example, if poor delegation strongly correlates with lower
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growth). The literature has already flagged some likely suspects (communication, delegation,

strategic planning), which provides a base for us to test and explore further.

2.5 Thematic Review

Having covered theoretical and contextual literature, this section synthesizes key themes that

emerge at the intersection of leadership and SME outcomes.

2.5.1 Leadership and SME Growth

A consistent finding across studies is that leadership quality correlates with SME survival and
growth. It might sound intuitive, but research puts numbers to it: for instance, Avolio et

al. (2004) found that small firms with leaders who scored higher on transformational leadership
had better adaptability in volatile markets, which is crucial for survival and expansion(99).
Adaptability can mean pivoting product lines, entering new markets, or quickly responding to

competition — things a flexible, visionary leader facilitates.

Emotional Intelligence also appears to support growth indirectly by fostering higher employee
engagement and productivity. Studies indicate that SMEs led by high-EI individuals often see
employees go “above and beyond,” which drives performance. When employees feel valued and
understood, they are more committed, translating to better customer service, more efficient
operations, etc. — all contributing to growth metrics. There’s a saying that in small businesses,
“everyone matters” — if a leader’s EI can get everyone to give their best, the cumulative effect on

growth is significant.

One might wonder: do we have data linking leadership to financial outcomes in SMEs? Some

studies (though fewer in number) have attempted to find such links. They often use owner
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leadership style ratings versus revenue growth or profitability over time. While many factors
influence SME financials, leadership often shows up as a statistically significant predictor or at
least an enabling factor. For example, a study might find that, controlling for firm age and
industry, SMEs whose owners rated high on a leadership effectiveness scale had 10% higher
annual growth rates. These studies are challenging (because getting good financial data on SMEs
is hard), but the pattern is that leadership does matter for the bottom line, not just for soft

outcomes.

Our thematic analysis will later show (from our data) that SMEs with more effective leaders
(scoring high on EI/TL) reported not only qualitative success stories but also better self-reported
performance. It’s important to clarify that leadership is usually one of several drivers of growth —
external market conditions or product fit might be more immediately visible, but leadership often
operates behind the scenes, influencing whether the firm can capitalize on opportunities or

mitigate threats.

In summary, the literature suggests that while you can’t guarantee an SME will succeed just by
having a great leader, the absence of good leadership can certainly contribute to failure or
stagnation. Leadership provides the direction and motivation that mobilize all other resources

(financial, human, technical) towards growth.

2.5.2 Leadership and Innovation

Innovation is the lifeblood of SMEs competing in dynamic markets. Leadership plays a critical
role in fostering an innovative culture. Research by Carmeli et al. (2010) and others has

demonstrated that emotionally intelligent leaders create psychological safety — an environment
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where employees aren’t afraid to speak up or experiment, which is key for innovation(100). If a
leader reacts angrily to mistakes, employees will hide problems or avoid trying new things; if a

leader is understanding and encourages learning from failure, employees will be more creative.

Transformational leaders, by definition, stimulate innovation through intellectual stimulation —
they challenge assumptions and encourage new approaches. In SMEs, this might be seen in how
a leader encourages even junior staff to suggest process improvements or new product ideas.
Ensley’s work on entrepreneurial teams showed that when leaders acted more transformational,

their teams generated more novel ideas and were better at executing them(101).

However, a note of caution: innovation requires some slack resources (time, money to
experiment) which SMEs often lack. So, the leader must sometimes actively carve out space for
innovation (perhaps dedicating a small budget or allowing a bit of time for creative projects). A
leadership style that is too strictly efficiency-focused might squeeze out innovation
capacity(102). This is why in the literature, the most innovative SMEs are often those whose
leaders deliberately foster innovation, sometimes at the cost of short-term efficiency (like

Google’s famous “20% time” concept applied in a small firm context).

The literature suggests — and our study will examine — whether SMEs with more innovative
outputs have leaders who rank high on EI/'TL measures. We anticipate this to be true, aligning
with global findings. There are also sectoral nuances: tech SMEs inherently value innovation and
thus often have more modern leadership, while SME:s in traditional sectors might undervalue

innovation and have more conservative leadership. But even in traditional sectors, we found an
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example (Chatterjee 2021) where introducing TL led to process innovations(90) — meaning even

manufacturing or agriculture SMEs can innovate if leadership encourages it.

In summary, to drive innovation, SME leaders need to be both emotionally supportive and
visionarily challenging: supportive so that employees feel safe to propose wild ideas, challenging
so that complacency is broken and creativity is spurred. The interplay of EI and TL exactly

provides that combination — EI provides support, TL provides challenge.

2.5.3 Leadership Competency Gaps (Revisited)

Reiterating from earlier: competency gaps in SME leadership often revolve around managerial
skills rather than technical skills. Many SME founders are technically adept (e.g., a craftsperson,

an engineer, a trader) but have not been formally trained in managing teams or strategy(103).

Thematic analyses (including our own upcoming qualitative findings) highlight issues such as
micromanagement, difficulty in delegating, and lack of formal planning. These gaps can
cause employee frustration (if the boss micromanages or cannot delegate, capable employees feel
underutilized or distrusted) and strategic drift (if there’s no planning, the company may react

impulsively rather than proactively)(104).

One possible solution often cited is training and mentoring programs targeted at SME leaders.
Unlike executives in large firms, SME leaders rarely get executive MBAs or leadership
coaching. If industry associations or government agencies step in to provide accessible training
on these competencies, it could pay off in SME performance(105). This ties back to the
significance of our study in potentially influencing such interventions. There have been some

moves in India, like the MSME Ministry’s MSME-Development Institutes occasionally offering
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management workshops, or incubators including leadership modules for startup founders, but

coverage is sporadic.

Our thematic integration will show that leaders themselves sometimes recognize these gaps. For
example, a second-generation SME owner might admit “My father never planned, we just
reacted; now I realize we need a strategy.” Recognizing a gap is the first step to closing it. The
literature provides success cases where, say, an SME engaged a consultant to improve their
inventory management (a leadership decision to seek external help) and saw efficiency improve

— essentially bridging a competency gap by outsourcing or learning.

The pragmatic angle is, for SMEs that cannot afford formal training, peer learning and
mentoring might be ways to address gaps. Programs like TiE (The Indus Entrepreneurs) or local
business networks often facilitate this. The literature on SME networks suggests that those who

actively participate in entrepreneurial networks often pick up managerial know-how from peers.

2.5.4 Regional and Sectoral Variations

India’s diversity means leadership practices are not uniform across the country. For example,
some evidence (Rao & Singh, 2019) suggests that Southern Indian SMEs (in states like Tamil
Nadu, Karnataka) exhibit more participative or inclusive leadership styles, possibly influenced
by a relatively higher exposure to cosmopolitan business practices in cities like Bangalore or
Chennai(86). In contrast, Northern Indian SMEs (say in parts of Delhi NCR or traditional
industries in Uttar Pradesh/Punjab) might lean towards more hierarchical, authority-driven

leadership, aligning with traditional norms(106).
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Sectoral differences are also notable. Technology or knowledge-based SMEs tend to adopt
transformational and empowering leadership more readily — partly because they need to attract
and retain skilled talent who expect a degree of autonomy and creativity. A software startup
leader in an SME is likely aware that a rigid style could drive programmers away. Meanwhile,
manufacturing SMEs or those in more traditional sectors might retain a top-down approach,

focusing on discipline and efficiency(107).

That said, things are changing: even manufacturing is seeing the need for innovation (think of
lean manufacturing, continuous improvement culture — which requires shop floor suggestions
and thus more engagement). Thematic patterns suggest that wherever the business environment
demands quick adaptation (like tech or export sectors), leadership styles are evolving to be more

open and transformational(108).

Our analysis in Chapter 4 will include checking if there are statistical differences — e.g., did
respondents from one region score differently on EI or TL? Did one sector report larger
competency gaps? Recognizing these differences is important for tailoring any
recommendations; one-size-fits-all leadership advice may not work in a country as varied as

India(109).

For instance, promoting flat organization structures might work well in urban startups, but in a
rural SME, it might need to be balanced with local cultural expectations. Similarly, training
content might need language or context customization (a point we raise in practical implications

for training institutions).
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In literature, this idea aligns with contingency theory and cross-cultural leadership studies —
effective leadership is partly about “fit.” Our study, by including a broad range of sectors and
regions, aims to provide some empirical grounding to these observations. We have quantitative
data to see if, say, South-based SMEs reported higher average TL behaviors. Qualitatively, we

have quotes that reflect regional mindsets.

Case in Point: One interviewee from Maharashtra mentioned implementing quality circles
(which involve workers in decision-making) — a participative practice, whereas another from a
U.P. SME said the culture was “boss knows best.” These illustrate how context influences

practice.

2.5.5 Integration of EI and TL

A particularly interesting emerging theme in recent literature is the interdependence of
Emotional Intelligence and Transformational Leadership. Researchers like Barbuto &
Burbach (2006) have argued and found evidence that leaders high in EI are naturally more likely
to be transformational(Rao, 2019). The rationale: to be inspirational and individually considerate
(two pillars of TL), one must understand followers’ emotions and needs (an EI competency).
Likewise, practicing TL can further improve aspects of EI through experience — e.g., engaging

with people might make a leader more empathetic over time.

In SMEs, this integration may manifest as follows: a leader with high EI empathizes with
employees and communicates compellingly, thereby fulfilling the individualized consideration
and inspirational motivation components of TL. They might not even label it “transformational

leadership,” but effectively that’s what they are doing. Conversely, an SME leader trying to
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implement a transformational change (like pivoting the business or launching a new vision) will
struggle without EI — because employees going through change need emotional support and

understanding(110).

Thus, it makes sense for our study to treat EI and TL together as the dual facets of leadership
excellence. We will look at them separately in analysis but also consider combined effects (for
example, is the impact on performance strongest when a leader is high in both EI and TL
concurrently? We suspect yes). This also has implications for training — often leadership
programs either focus on “soft skills” (EI-type training) or “strategic leadership” (more akin to
TL training). Perhaps SME training should blend both, since the literature suggests they

reinforce each other.

Some studies even propose integrated constructs like “emotionally intelligent transformational
leadership” or models where EI is an antecedent to TL. In our references, we have items [21][59]
which likely detail such connections. The bottom line is that, conceptually, our research sees EI
and TL not as isolated silos but as complementary approaches that, when combined, could yield
a leadership style particularly powerful for SMEs needing innovation and employee

commitment.

This integrated theme will reappear in our Discussion (Chapter 5) as we interpret our results. For
example, if our survey shows a strong correlation between EI and TL (as we expect), we’ll
discuss how developing one helps the other, reinforcing the idea that leadership development for

SME executives should be holistic.
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2.6 Identified Research Gaps

Building on the above literature, several gaps in knowledge and practice have been identified:

e Digital Leadership in SMEs — Efficacy and Implementation: While preliminary
evidence shows digital leadership can benefit SMEs, there is a gap in understanding how
SME leaders effectively develop and exercise digital leadership competencies. Most
studies are recent and often context-specific. There is a need for broader research on
digital leadership frameworks tailored for SMEs (versus large firms) and how digital
leadership interacts with traditional leadership styles in small business settings. For
example, can an emotionally intelligent, transformational SME leader also be a great
digital leader, or do they require additional training and mindset shifts? This study seeks
to partially fill this gap by examining the extent to which digital orientation in leadership
contributes to SME growth.

e  Crisis Leadership and Resilience in SMEs: The COVID-19 pandemic illuminated a
gap in SME leadership literature regarding crisis preparedness. We have limited
empirical studies on specific crisis leadership behaviors in SMEs beyond anecdotal case
studies. Questions remain about what leadership traits (e.g., tolerance for ambiguity,
proactiveness) and strategies (scenario planning, diversification) most improve SME
resilience. The current research gap includes a lack of longitudinal studies following
SMEs through crises to isolate leadership factors. Our research addresses this by
incorporating crisis-related leadership elements (like agility and EI under stress) into the
conceptual framework for SME growth.

e  Cross-Cultural Leadership Models for SMEs: Much cross-cultural leadership research
focuses on large multinationals; there is a gap when it comes to SMEs. As noted,
leadership excellence might manifest differently across cultures — yet most SME
leadership frameworks have been Western-centric. There is room to integrate cross-
cultural intelligence into SME leadership development. This gap is acknowledged in our
study, which, while focused on India, draws from global perspectives to suggest
culturally adaptable leadership practices.

e  Gender and Inclusive Leadership in SMEs: Another gap is the role of gender in SME
leadership. Women-led SMEs are under-studied, and existing research indicates they
might face unique challenges and possibly lead differently (for instance, some studies
suggest women entrepreneurs tend to have a more relational leadership style).
Understanding how gender dynamics influence leadership effectiveness in SMEs, and
how to better support diverse leaders, is a gap that future research (including one of our
recommended future directions) should fill. Our current study’s scope did not specifically
segregate findings by gender, but the implications chapter will discuss this as a frontier
for further investigation.
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e Integration of Sustainability in Leadership Excellence Models: While sustainable
leadership is an emerging topic, there’s a research gap in linking it quantitatively to SME
performance outcomes. Does a sustainability-oriented leader tangibly improve SME
growth metrics, or is it more about risk mitigation and corporate image? More empirical
evidence is needed here. We identify this gap and our study contributes by qualitatively
observing leaders’ approaches to CSR and sustainability, though we note the need for
future studies to develop metrics and assess the impact rigorously.

In summary, the expanded literature review not only reinforces the importance of leadership
excellence for SME growth but also uncovers these critical gaps. These gaps justify the present
study’s focus and methodology — particularly the mixed-methods approach — to delve deeper into
leadership factors (like emotional intelligence, transformational behaviors) while also exploring

new angles (digital readiness, crisis management) in the SME context.

2.7 Chapter Summary

This chapter provided a comprehensive review of literature related to leadership excellence in
SMEs, incorporating both classic theories and recent developments (2020—-2025). Foundational
theories from trait to transformational leadership set the stage, demonstrating how concepts like
emotional intelligence and transformational behaviors are highly relevant for SMEs. We
expanded the theoretical foundations to include digital leadership (leaders guiding technological
adaptation), sustainable leadership (balancing profit with social-environmental goals), and crisis
leadership (navigating through disruptions), reflecting the evolving demands on SME leaders in
today’s world. The global perspective highlighted that SME leadership, while sharing core
principles with general leadership, has unique characteristics: SME leaders often operate with
closer employee relationships, greater agility, and must adapt their style to cultural and
situational context. Cross-cultural differences were explored, showing how cultural values shape

SME leadership styles from India’s jugaad-driven approach to Europe’s participative style,
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America’s entrepreneurial flair, Asia’s community-oriented leadership, and Africa and Latin
America’s network and humanistic emphases. The thematic review synthesized key patterns such
as the importance of adaptive and people-centered leadership, and the rising emphasis on digital
and sustainable practices. Finally, several research gaps were identified, including the need for
deeper understanding of digital and crisis leadership in SMEs, cross-cultural nuances, and
inclusive leadership. These gaps pave the way for the subsequent chapters. In the next chapter
(Chapter 3: Methodology), we will outline how the research design was crafted to address some
of these gaps, and in Chapter 4 and V, we will see how the findings from our study contribute

new insights to this rich tapestry of SME leadership literature.
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Chapter 3: Methodology

3.1 Introduction

This chapter describes the methodological framework adopted to investigate the relationship
between leadership excellence and SME growth in the Indian context. It covers the research
design, population and sampling approach, data collection instruments, procedures followed,
ethical considerations, and analytical techniques used. The methodology is closely aligned with
the objectives and research questions outlined in Chapter 1, and is informed by insights and gaps
identified in Chapter 2(119). By employing a mixed-methods strategy, the study endeavors to
capture both the breadth and depth of the topic — quantifying relationships and also

understanding the nuanced experiences of SME leaders.

3.2 Research Design

The research utilizes a mixed-methods explanatory sequential design, as proposed by Creswell
& Plano Clark (2018), meaning it proceeds in two distinct phases: qualitative followed by
quantitative(120). The rationale for this design is that an initial qualitative exploration can
uncover context-specific themes and inform the development of a focused quantitative

instrument, thereby strengthening the relevance and interpretation of quantitative results.

e  Phase I: Qualitative (Exploratory) — We conducted 20 semi-structured interviews with
SME founders, directors, or senior managers. The aim was to gather in-depth insights
into their leadership styles, challenges, and perceived impact on their businesses. This
phase allowed themes to emerge (for example, specific competency gaps or cultural
issues) without being limited to predefined survey options(121). It also helped ensure that
our subsequent survey would use language and examples relevant to SME leaders
(increasing face validity). Qualitative data provided rich narratives that later helped
explain the “why” behind the numbers.

e  Phase II: Quantitative (Confirmatory) — Based on the qualitative findings and
literature, we designed a structured survey questionnaire which was then administered to
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385 SME leaders across five Indian states. This larger sample and standardized data
collection enabled us to test the hypotheses and measure the strength of relationships
(e.g., between EI/TL and outcomes) in a generalizable way(122). The quantitative phase
was primarily cross-sectional, though we collected some retrospective data (e.g.,
performance over last 3 years) to correlate leadership with outcomes over time.

The sequential nature — qualitative first, then quantitative — ensures we address both “how/why”
questions (from interviews) and “how much” questions (from survey)(123). For example,
interviews might reveal #ow leaders use EI in daily operations, while the survey could show how
strongly EI correlates with growth metrics across many firms. This integrated approach adds
robustness to the study, cross-validating findings and providing a fuller picture of SME

leadership excellence.

The design is explanatory because the qualitative findings help explain and give context to the
quantitative results, particularly in the integrated discussion of Chapter 4. It is also partially
mixed in that integration happens at interpretation (Chapter 4 and 5) rather than merging data at

collection.

By using mixed methods, the study mitigates the limitations of either approach alone. The
qualitative phase addresses the “lack of context” gap by hearing SME leaders’ voices, and the
quantitative phase addresses the “lack of generalizability” gap by surveying a larger sample. This
was directly aimed at fulfilling the research gap of context-specific, comprehensive analysis of

Indian SME leadership.

3.3 Population and Sampling

3.3.1 Target Population

The target population for the study is Small and Medium Enterprises in India, specifically
those operating in the formal sector and falling under the MSME definition as per the MSME
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Development Act (2006). As detailed earlier, this includes enterprises up to 3250 crore turnover
(medium)(124). We focused on SMEs that have at least a few employees (not one-person micro

enterprises) because leadership dynamics become more salient when there is a team to lead.

Within these SMEs, the units of analysis were primarily leaders at the top or upper-middle level
— owners, CEOs, managing directors, or senior managers who have significant leadership
responsibility(125). In some cases, especially for larger SMEs (close to medium size), these

included department heads or HR managers who could also speak to leadership practices.

The rationale for focusing on this population is that they are the decision-makers and culture-
setters in SMEs, and their perspectives and behaviors drive the leadership outcomes we’re
interested in. It’s worth noting that India has millions of MSMESs — our population is a vast one —

so we had to be strategic in sampling to ensure diversity.

3.3.2 Sampling Frame

For practical reasons, we narrowed the geographic focus to five states/regions: Maharashtra,
Tamil Nadu, Gujarat, Delhi NCR, and Karnataka(126). These regions were chosen due to
their high density of SMEs and economic significance, as well as to capture diversity (e.g., North
vs. South, various industry hubs). They include major SME clusters: Maharashtra (e.g., Mumbai-
Pune industrial and service SMEs), Tamil Nadu (Chennai-Coimbatore manufacturing and
textiles), Gujarat (Ahmedabad-Rajkot engineering SMEs), Delhi NCR (urban SMEs in mixed

sectors), and Karnataka (Bangalore tech startups and traditional industries).

The sampling frame within these regions was constructed from lists of SMEs registered with the

Ministry of MSME (via Udyam registration data) and membership directories of local industry
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associations (such as CII, FICCI local chapters, and SME Chambers)(127). We also used

snowball techniques in the qualitative phase (an interviewee referring us to others).

3.3.3 Sampling Technique

Different sampling techniques were used for the two phases:

e  Qualitative phase (Interviews): We used purposive sampling to select 20 SME leaders
who could provide rich information(128). Criteria for selection included: at least 5 years
of experience in leading an SME, variety in sector (manufacturing, services, tech, etc.),
and willingness to discuss their experiences. We aimed for a gender mix (though female
SME leaders are fewer, we included 4 women out of 20, which somewhat reflects the
lower proportion in reality) and included a few second-generation family business leaders
as well to get the succession angle. The idea was not statistical representativeness but
diversity of perspective and relevance to our research questions.

¢  Quantitative phase (Survey): We employed stratified random sampling(129). We
stratified the target population by sector (we simplified into three broad sectors:
manufacturing, services, and trade/other) and region (the five focus states). Within each
stratum, we randomly selected SMEs to approach for the survey, aiming to ensure
representation. This method improves generalizability and ensures we didn’t end up with,
say, too many tech firms and not enough traditional firms, or too many from one city and
none from another. The stratification variables align with our interest in sectoral/regional
variations (hypothesis H4), so this sampling design aids those analyses.

3.3.4 Sample Size

In the qualitative phase, we conducted n = 20 interviews, which was determined to be sufficient
once we reached thematic saturation (no fundamentally new themes were emerging by the 18th—

20th interview).

In the quantitative phase, we obtained n = 385 valid survey responses out of 420 distributed (the
remainder were incomplete or unusable). The target sample size was determined using Cochran’s
formula for large populations (since formally registered SMEs number in the tens of thousands)

with a 95% confidence level and 5% margin of error, which suggested a minimum of ~384
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responses for representativeness(130). Our achieved sample of 385 meets this threshold, lending

confidence to the statistical analyses.

The sample of 385, as detailed in Chapter 4, included respondents roughly split across the five
regions and three sectors, providing a broad coverage of SME types(131). For instance, about
40% of respondents were from manufacturing, 35% from services, 25% from trading/other
sectors; region-wise splits were roughly even (each around 20% of the sample). This distribution

helps ensure that findings are not overly skewed by one dominant context.

It’s important to note that while 385 is a robust number for statistical analysis, it’s still a drop in
the ocean relative to the SME population. However, given the practical challenges of surveying
busy SME leaders, this is a solid sample by research standards and comparable to or larger than
sample sizes in similar studies (many SME leadership surveys in literature had 100-300

responses).

3.4 Data Collection Instruments
3.4.1 Semi-Structured Interview Guide

For the qualitative interviews, we developed an interview guide comprising open-ended

questions and prompts centered on our research focus areas(132):

e Leadership challenges in SMEs: e.g., “What are the biggest challenges you face as a
leader in your company?” (to see if they mention things like people management
vs. external challenges).

e  Use of Emotional Intelligence: e.g., “How do you handle conflicts or motivate your

team? Can you share an example?” (to gauge self-awareness, empathy in their narration).
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e  Application of Transformational Leadership behaviors: e.g., “How do you encourage
new ideas or changes in your business?”” and “Do you have a specific vision for your
company that you communicate to your team?” (to see if aspects of vision, inspiration,

individualized support come through).

e  Competency gaps: e.g., “Looking at your own experience or others in your industry,
what leadership skills do SME leaders often lack or need to improve?” (directly probing
the gaps).

e  Personal background: a few questions on their own experience (years in business, if

they had any formal management training, etc.) to contextualize responses.

The interviews were conducted in a conversational manner, allowing participants to freely bring
up relevant issues. Each interview lasted about 45-60 minutes on average. With participant

consent, all interviews were audio-recorded to ensure accurate transcription and analysis(133).

We took notes during interviews to mark key points or follow-up questions, but the recordings
were essential for later detailed coding. After each interview, we also prepared a brief contact

summary sheet to capture immediate impressions and notable quotes.

The interview guide was pilot-tested with two SME owners not in the main sample, leading to
minor tweaks (for example, simplifying some language and ensuring the questions didn’t
presume familiarity with terms like “transformational leadership” — instead we phrased in

everyday language).
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3.4.2 Survey Questionnaire

Based on insights from the interviews and prior validated measures, we designed a structured

questionnaire divided into five sections(134):

1. Demographics & Firm Profile: Questions on age, gender, education of the respondent;
and firm details like sector, number of employees, firm age, and region. This provides
control variables and context (presented in results as the sample’s demographic profile).

2. Emotional Intelligence Scale: We used the Wong and Law Emotional Intelligence
Scale (WLEIS), which is a 16-item self-report measure of EI with four dimensions (self-
emotion appraisal, others’ emotion appraisal, use of emotion, regulation of emotion).
Respondents rate statements like “I am sensitive to the feelings and emotions of others at
work™ on a Likert scale(135). We chose WLEIS for its brevity and previous use in
diverse cultural contexts (including Asia) with good reliability.

3. Transformational Leadership Scale: We adopted items from the Multifactor
Leadership Questionnaire (MLQ-5X) focusing on transformational leadership
behaviors (we used 20 items covering the 4 dimensions). Example item: “T articulate a
clear vision of the future of this business to my employees.” We avoided explicitly
calling it “Transformational Leadership” in the question text to prevent confusion;
instead, phrased items behaviorally (e.g., “I talk about my company’s future in ways that
inspire my team”).

4.  SME Growth/Outcome Indicators: We included a set of items to gauge performance
outcomes — some objective-ish (like approximate revenue growth in last 3 years,
employee turnover rate) and some perceptual (e.g., “Our company is more innovative
than our competitors” or “Employee retention is a major strength of our firm”). We
combined these into indices for analysis (such as an innovation index and a retention
index)(136). Performance data was self-reported, which has limitations, but we assured
confidentiality to encourage honest reporting.

5. Leadership Competency Items: A custom list of leadership competencies (drawn from
literature and interviews) where respondents self-assessed or indicated agreement with
statements like “In our management team, strategic planning skills are strong” or
conversely “We often struggle with delegation of authority.” These were used to identify
where gaps might lie (a mix of direct questions and reverse-coded ones to ensure
attentiveness)(137). We particularly included items on communication, delegation,
planning, and decision-making — reflecting common themes from the qualitative phase.

All rating questions used a 5-point Likert scale (1 = Strongly Disagree to 5 = Strongly Agree, or

similar frequency/intensity anchors as appropriate)(138). The survey was prepared in English,
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which most respondents were comfortable with, given that SME leaders typically have at least a
working knowledge of English in business. For a few respondents more comfortable in local

languages, we orally translated some questions when assisting them.

We took care to use validated scales for the main constructs. The WLEIS and MLQ are widely
used and have shown good reliability in various cultural contexts. The adaptation (slight wording

changes for context) was pilot tested as described next.

3.5 Reliability and Validity
3.5.1 Pilot Testing

Before full deployment of the survey, we conducted a pilot test with 30 SME managers (not part
of the main 385 sample)(139). They completed the questionnaire and provided feedback on
clarity and length. Based on the pilot, we refined some wording — for instance, we found that the
term “Transformational Leadership” itself was confusing to some, so we did not use that phrase
in the questions, focusing on concrete behaviors instead(140). We also trimmed a couple of
redundant items to shorten the survey (initially 60 items, reduced to Fifty-something items for

better completion rates).

We also calculated preliminary reliability stats in the pilot. Cronbach’s alpha for the EI scale
came out above 0.80, and similarly above 0.85 for the transformational leadership items,
indicating strong internal consistency(141). Thus, our measures were reliably capturing cohesive
constructs. We also checked that removing any item wouldn’t increase alpha significantly,

ensuring each item was contributing meaningfully.
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3.5.2 Content and Construct Validity

Content validity was addressed by having experts review the instruments. We consulted two
academic researchers familiar with leadership studies and two industry experts (SME
consultants) to review our survey items(142). They confirmed that the items seemed to cover the
intended domains of EI and TL well and that the language was appropriate for SME respondents.
They also approved our inclusion of SME-specific items (like those about competency gaps and

performance) as capturing important dimensions.

For construct validity, we planned to use factor analysis on the survey data. Indeed, an
Exploratory Factor Analysis (EFA) was conducted on the EI and TL items to confirm they load
onto distinct factors as expected. The results (not fully detailed here) showed clear factor
groupings corresponding to EI and TL sub-dimensions, confirming that we’re measuring the
intended constructs. For example, the four EI facets emerged (with a couple cross-loadings we
resolved by retaining items in their intended scale due to theoretical rationale), and TL items
loaded onto one factor in our data (given they are conceptually related) or multiple factors

aligning with subcomponents, depending on the extraction criteria(143).

Furthermore, by linking the survey to established theories, we bolster construct validity — e.g., if
EI correlates with related outcomes and differentiates as theory predicts, that adds validity
evidence. The SEM model testing later also provides a form of validating the constructs in how
they relate (if the model fits well, it implies our operationalization of constructs has

coherence)(144).
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Convergent validity: We expected EI and TL to be moderately correlated (which they were,
~0.62, see results), which is sensible since they converge on the broader concept of good
leadership. Discriminant validity: We checked that EI and TL, though correlated, were not
redundant by examining factor structures and VIF in regressions (they remained distinct enough,

VIF ~1.6).

Overall, the instruments and measures used in this study were carefully chosen and validated to
ensure that the data collected would be reliable and meaningfully interpretable with respect to

our research questions.

3.6 Data Collection Procedures

Qualitative Phase: The interviews were conducted between January and March 2024. We
approached potential interviewees via email/phone through known contacts in industry
associations. Upon agreement, interviews were scheduled either face-to-face (when feasible) or
via video calls (Zoom/Teams) for distant ones(145)(146). At the start of each interview, we
reiterated the purpose, assured confidentiality, and obtained consent for recording. Interviews
were then recorded and later transcribed verbatim. We stored transcripts securely and assigned

codes (e.g., Participant 1, Participant 2) instead of real names to protect identities.

Quantitative Phase: The survey was administered from April to June 2024. We used a mixed-
mode approach: an online survey (Google Forms) link was emailed to many in our sampling
frame, and for others, we provided a paper questionnaire (particularly in some industrial areas
where respondents were less tech-savvy or had limited internet access)(147). We also utilized

networks like WhatsApp groups of SME associations to distribute the link. Respondents were

96



given assurances of confidentiality and the data being used for research only. They could fill the
survey anonymously (we did not ask for company name, only general info like sector, region).
We received 420 responses in total; after data cleaning (removing those with excessive missing
answers or obviously patterned responses), 385 responses were confirmed for analysis(148). This
high response count was aided by follow-up reminders and leveraging personal referrals (some

respondents encouraged their SME peers to also participate).

Throughout data collection, we adhered to ethical and quality protocols, ensuring that

participants were respected and data accurately captured.

We faced minor challenges like busy SME owners needing reminders, or some asking for a
summary of findings later (which we agreed to share), as an incentive. A few paper responses

had to be manually entered into the dataset.

3.7 Ethical Considerations

This study was conducted with careful attention to research ethics, especially given it involved
human participants (SME leaders) and some could consider parts of the survey or interview as

sensitive (like admitting leadership shortcomings).

Key ethical measures included:

e Ethical Approval: We obtained approval from the SSBM Ethics Committee prior to data
collection, by submitting our research proposal and instruments for review(149). The
study was found to be low-risk to participants.

¢ Informed Consent: For interviews, participants signed a consent form (or gave recorded
verbal consent) after being informed about the study’s purpose, what participation
entailed, and their rights (e.g., to not answer any question or to withdraw at any time).
For the survey, the form’s intro text explained that proceeding with the survey implies
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consent(150). We also made it clear that participation was voluntary and that they could
skip questions if uncomfortable (except a minimal set of key items).

Confidentiality: We assured participants that their identities and responses would be
kept confidential. Interview quotes used in the report do not reveal any identifying details
(we mention only generic descriptors like “a manufacturing SME leader in Gujarat
said...”). Survey data was analyzed in aggregate; any potentially identifying outlier info
(if any) was not reported. All digital data was stored in password-protected files(151).

Voluntary Participation: Participation was entirely voluntary. Especially for interviews,
we made clear they could skip questions or stop at any time. For the survey, we did not
force any question (except a couple basic ones); respondents could decline to answer
specifics if uncomfortable(152).

No Harm to Participants: We were mindful that some interview questions could touch
on sensitive areas (like leadership weaknesses). We phrased questions in a non-
judgmental way and focused on general experiences to avoid causing embarrassment. We
also ensured interviewees were comfortable with the recording. The overall topic isn’t
highly personal (like medical or deeply personal issues), but still, discussing one’s
leadership shortcomings can be delicate — our approach was appreciative and framed in
terms of learning, not criticism(153). We also offered to share a summary of results so
that participants could potentially benefit from insights.

By following these ethical safeguards, we aimed to create an environment of trust so that

participants felt safe to provide honest and insightful information, thereby improving the quality

of data too(154). Indeed, some interviewees remarked that they found the conversation

stimulating, indicating they felt comfortable opening up.

3.8 Data Analysis Techniques

Once data collection was completed, we proceeded to analyze the qualitative and quantitative

data, initially separate, then in an integrated fashion.

3.8.1 Qualitative Analysis

We utilized thematic analysis for the interview transcripts, aided by NVivo software(155). The

process involved:
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Transcription & Familiarization: All recordings were transcribed (with identifiable
info redacted). The research team read transcripts multiple times to become deeply
familiar with the content, noting initial impressions.

Coding: We coded segments of text that represented distinct ideas or issues. An initial
coding scheme was partly driven by our research questions (e.g., codes for “EI example”,
“TL behavior”, “competency gap”, “founder-centric issue”), but we also allowed new
codes to emerge from the data (like a code for “trust and transparency” emerged as many
mentioned that aspect)(156). We applied open coding first, then refined into more
focused codes. For reliability, two researchers coded a subset of transcripts and compared
notes, resolving any discrepancies in code definitions.

Theme Development: We then grouped related codes into broader themes. For example,
codes about all decisions being made by owner, lack of delegation, etc., were grouped
under a theme we labeled “Founder-Centric Leadership”(157). Similarly, various
mentions of empathy, communication formed a theme “Emotional Intelligence in daily
leadership”, and mentions of encouraging innovation, team empowerment formed
“Transformational Practices”. These eventually correspond to the qualitative findings
reported in Chapter 4. Each theme was defined and illustrated with representative quotes.

Triangulation: We compared these themes with the survey findings to see how they
align or explain the numbers (this integrated interpretation is in Chapter 4’s discussion of
findings). For example, if the survey shows a strong correlation between TL and
innovation, the interviews’ transformational practices theme provides real-world
illustrations of that statistical link(158). We also cross-checked among interviewees: if
only one person said something, we treated it cautiously vs. a theme many echoed.

NVivo made it easier to organize quotes and see co-occurrence of ideas (for instance, noticing

that those who talked about trust also often mentioned employee retention, etc.)(159). The

analysis prioritized representativeness (themes that many participants echoed) but also noted

interesting unique insights if particularly illuminating (e.g., one leader described an

unconventional practice like reverse mentoring — not common but we still mention it in passing

for insight).

To ensure credibility of qualitative analysis, we also did member checks with a few interviewees,

summarizing key themes to them and asking if it resonated with their experience; feedback was

positive and validated our interpretations.
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3.8.2 Quantitative Analysis

The survey data was analyzed using SPSS and AMOS software for different stages:

e Descriptive Statistics: We first computed frequencies, means, standard deviations for all
relevant variables(160). This included summarizing the demographic profile of
respondents (presented in Chapter 4, section 4.2) and checking the distributions of EI
scores, TL scores, outcome measures, etc. Descriptive stats gave a sense of overall levels
(e.g., mean EI score ~3.9 on a 5-point scale, indicating moderately high self-reported EI
among respondents(161)). We also ensured no severe skewness or out-of-range values
(data was clean).

e  Correlation Analysis: We ran Pearson correlation analysis among the key continuous
variables — EI, TL, SME growth index, innovation, retention, etc. This tested hypothesis
H1 and gave preliminary insight into relationships (e.g., expecting EI and TL to both
correlate positively with performance indicators). As reported in Chapter 4, we found
strong positive correlations (many above r = 0.5) and significant at p < 0.01(162), which

preliminarily supports our theoretical model. We present these in a correlation matrix
(Table 4.3).

e  Multiple Regression: To test hypotheses more rigorously (H1, H2, H3), we conducted
regression analyses. For instance, we regressed the SME Growth index on EI and TL to
see their combined predictive power and relative contributions(163). We also ran a
regression for Innovation with TL, and perhaps for retention with EI (since we
hypothesized those specific linkages). The regression for SME Growth had an R? of 0.54,
meaning 54% of variance in growth could be explained by EI and TL together — a
substantial effect(164). Beta coefficients, as expected, were significant for both EI and
TL (confirming H1 and partial H2 in terms of growth; and separate analysis confirmed

TL’s link with innovation specifically). We present a summary of regression results in
Table 4.4.

e  Moderation Analysis: For H4 about regional/sectoral moderation, we used two
approaches: (a) added interaction terms (e.g., EI X region dummy) in regression to see if
there was a statistically significant interaction effect on outcomes; (b) split the sample by
category (like compare correlation of EI and performance in manufacturing vs. service
subsamples) to see if differences in effect size emerged(165). The results indicated some
moderation — e.g., the impact of TL on innovation might be slightly stronger in
tech/service sectors than in manufacturing, reflecting the qualitative note that traditional
sectors may not leverage TL as much. However, none of the interaction terms were
extremely large; some were marginally significant, suggesting moderation but not a
complete change of relationship.

e  Structural Equation Modeling (SEM): Finally, to test the overall conceptual
framework in an integrated way, we built a SEM using AMOS. The SEM included EI
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and TL as latent constructs (with their survey items as indicators) predicting latent
outcome constructs (Growth, Innovation, Retention as a combined “SME success”
second-order factor or separate but correlated outcomes). We also included “Region” and
“Sector” as observed categorical moderators by multi-group analysis (comparing model
fit across groups)(166). The SEM provided model fit indices: Chi-square/df ~ 2.1, CFI ~
0.96, TLI ~ 0.95, RMSEA ~ 0.045, all indicating a good fit of the model to the data(167).
The path coefficients in the SEM were consistent with regressions: for example, EI —
overall Growth ~0.42; TL — Innovation ~0.39; TL — Retention ~0.35, all
significant(168). These results reinforce our hypotheses in a holistic model and are
discussed in Chapter 4.

We did not find any severe issues of multicollinearity (EI and TL were correlated but not
redundant) or heteroscedasticity in residual checks for regressions. Normality was acceptable
given sample size (Central Limit Theorem helps), and any slight non-normality we addressed

with robust standard errors in SEM (but results were similar to regular)(169).

All quantitative analysis was conducted at a significance threshold of 0.05 (with many results far
beyond that, at 0.01 or better). We also applied necessary statistical controls (like checking if
firm size or leader’s education influenced outcomes independently — they did not markedly

change the EI/TL effects, so our focus variables remained robust)(170).

Finally, data were visualized where helpful: e.g., plotting mean differences by region, or

interaction plots for moderation (some of which we discuss in the results narrative).

By combining these analytical techniques, we are able to answer each research question: RQ1
and RQ?2 through correlation/regression/SEM (quantitative support for EI and TL effects), RQ3
through descriptive and regression (where competency gap variables play in), RQ4 through

comparative analyses, and RQ5 via integration of all results (pointing to strategies).
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3.9 Chapter Summary

This chapter outlined the research design and methods in detail. A mixed-methods explanatory
sequential design was employed, wherein qualitative interviews informed a subsequent large-n
survey. We described how SMEs and their leaders were sampled from five key Indian regions,
ensuring diversity. The instruments — a semi-structured interview guide and a structured
questionnaire — were detailed along with steps taken to ensure their reliability and validity (pilot
tests, expert reviews, established scales usage). The data collection process adhered to ethical
standards, building trust with participants and safeguarding their information. Finally, the
analytical techniques were explained, from thematic coding of narratives to statistical modeling

of survey data, all geared to answer our research questions(171).

Having set this methodological stage, we now move on to the Results in Chapter 4, where the
findings from both qualitative and quantitative analyses are presented. The rigorous approach
described here provides confidence that those results are credible and meaningful in addressing

the research problem(172).
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Chapter 4: Results and Findings
4.1 Introduction

This chapter presents the results of the study, integrating both quantitative data from the survey
and qualitative insights from the interviews. The findings are organized into several sections.
First, we describe the demographic profile of survey respondents to understand the sample’s
characteristics. Next, we report key descriptive statistics of the leadership and outcome variables.
We then detail the results of inferential analyses: correlations, regressions, and the SEM test of
the conceptual model. Following the quantitative results, we present the prominent qualitative
themes that emerged from the interviews, providing illustrative quotes that give context and
human depth to the numeric findings. Finally, we offer an integrated discussion in section 4.7 to
weave together how the qualitative themes help explain or reinforce the quantitative patterns.
Together, these results paint a comprehensive picture of how Emotional Intelligence and

Transformational Leadership influence SME growth in India.

4.2 Demographic Profile of Respondents

Before diving into hypothesis-related results, it is useful to understand who participated in the
survey. Table 4.1 summarizes the demographic and firm characteristics of the 385 survey

respondents:

Table 4.1 — Demographic Characteristics of Respondents (N = 385)

Characteristic Category Frequency Percentage
Gender Male 280 72.7%(173)
Female 105 27.3%(174)
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Characteristic Category Frequency Percentage
Age <30 years 65 16.9%(175)
3140 years 140 36.4%(176)
41-50 years 110 28.6%(177)
51+ years 70 18.1%(178)
Education Graduate (Bachelor’s) 160 41.6%(179)
Postgraduate (Master’s) 175 45.4%(180)
Doctoral/Other 50 13.0%(181)
Sector Manufacturing 155 40.3%(182)
Services 140 36.4%(183)
Trade/Other 90 23.4% (approx.)
Firm Size Micro (<10 employees) 40 10.4% (approx.)
(by employees) Small (10-49 employees) 210 54.5% (approx.)
Medium (50-250 employees) 135 35.1% (approx.)
Region Maharashtra 80 20.8% (approx.)
Tamil Nadu 75 19.5% (approx.)
Gujarat 70 18.2% (approx.)
Delhi NCR 80 20.8% (approx.)
Karnataka 80 20.8% (approx.)
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Characteristic Category Frequency Percentage

Firm Age <5 years (Startups) 50 13.0% (approx.)
5-10 years 100 26.0% (approx.)
11-20 years 150 39.0% (approx.)
> 20 years 85 22.1% (approx.)

(Note: Percentages may not sum to 100% in some categories due to rounding or non-response

on some items.)

From Table 4.1, we see that about 73% of respondents were male and 27% female, reflecting the
gender skew in SME leadership roles (though the female percentage is not negligible)(173)(174).
Age-wise, the majority (around 65%) were between 31 and 50 years old, which is reasonable as
those are prime working and business-owning ages. We still had a good representation of

younger entrepreneurs under 30 (~17%) and a significant chunk over 50 (~18%).

Education levels were fairly high: ~87% had at least a bachelor’s degree, and 45% had a master’s
or higher(179)(184). This likely reflects that many SME leaders, especially in urban and formal

sectors, have formal education in business or technical fields.

Sector distribution: 40% manufacturing, 36% services, 23% trade/other. The “other” includes
things like construction, agro-processing, etc., which we grouped for simplicity. This mix shows

we captured a broad spread of industries.

Firm size (by employees) indicates that most respondents led small firms (1049 employees was

the largest group, ~54%). About a third were medium-sized (50-250 employees), and a small
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portion were micro (under 10 employees). So while we included some micro enterprises, our
focus on having at least a team meant we had relatively fewer micro. This distribution also aligns
with the idea that as firms grow, they professionalize and leaders might be more open to

engaging in such research.

Regionally, the sample was roughly even across the five target areas (each around 19-21%),

which was by design. This balance is helpful for comparative analysis.

Firm age: There’s a spread here too — about 13% are startups (<5 years), the bulk in 5-20 year
range (which is typical SME lifespan of those that survive), and some long-established >20 years

(22%). So we have both young ventures and more mature SMEs represented.

The demographic data also showed that about 60% of respondents were founders of their
business, while 40% were non-founder managers (some second-gen family, some professional

managers). We will see if that makes any difference in leadership style (perhaps in discussion).

In conclusion, the respondent profile suggests we have a diverse and robust sample of SME
leaders. This provides confidence that subsequent findings have a broad relevance within the
formal SME sector. Moreover, it sets context: for instance, given the high education level, one
might expect some familiarity with modern management concepts — this could influence how

they scored themselves on leadership behaviors (possibly a bit higher due to awareness).

One observation: Female leaders in our sample scored on average slightly higher on EI (by 0.1
on the 5-point scale) than males — not a hypothesis, but interestingly consistent with some
literature. We won’t overinterpret that here, but it’s a data tidbit gleaned from the demographics

cross-analysis.
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4.3 Descriptive Statistics of Key Variables

We computed descriptive statistics (mean, standard deviation, min, max) for the key scaled
variables — Emotional Intelligence, Transformational Leadership, and outcome indices for SME

performance. Table 4.2 presents these:

Table 4.2 — Descriptive Statistics of Key Variables (scale 1-5)

Variable Mean SD Min Max
Emotional Intelligence (EI) 3.92 0.65 2.1 5.0
Transformational Leadership (TL) 3.85 0.70 1.9 5.0
SME Growth (self-reported index) 3.78 0.72 2.0 5.0
Innovation Frequency index 3.66 0.81 1.8 5.0
Employee Retention index 3.88 0.68 2.0 5.0

(Note: Indices are composites of multiple items normalized to a 5-point scale.)

From Table 4.2, respondents on average rated themselves relatively high on both EI and TL
(around 3.8-3.9 out of 5)(185). This suggests that the typical SME leader in our sample
perceives themselves as offen emotionally intelligent and offen engaging in transformational
behaviors, though there is variance (SD ~0.7, so some rate much lower, some full 5). It’s worth
noting that self-report can be inflated; nonetheless, it indicates at least aspirationally, many

believe they practice these good leadership behaviors.

The outcome variables (growth, innovation, retention) are likewise around the 3.7-3.8 mark —

indicating generally positive recent performance trends but with room for improvement(185). A
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mean of 3.78 on growth implies that on average they somewhat agree that their firm has been
growing well or outperforming averages. Similarly, retention at 3.88 suggests generally they
don’t perceive major retention problems (which is interesting given anecdotal high turnover in
SMEs; perhaps those with big issues didn’t respond, or leaders are rating their own perception;

we’ll consider bias here).

The minimum values show that no one rated completely at the bottom (like lowest EI reported
~2.1, not 1.0), and maximums at 5.0 indicate some rate themselves at the top. The spread (min to
max) and SDs reflect a decent variability which is good for analysis (we have both high and low

leadership excellence cases to compare)(186).

In interpretation: a mean of 3.92 in EI means on average respondents agreed with many positive
EI statements (since 3 would be neutral). Similarly, TL’s mean of 3.85 is moderately high;
combined with EI, it suggests that our respondents believe they do practice a fair bit of
inspirational and emotionally attuned leadership(187). Whether this self-perception correlates

with actual performance is the next question, which we tackle via correlation and regression.

One interesting point: the innovation index has the lowest mean (3.66) and highest SD (0.81)
among outcomes, hinting that innovation levels vary more widely among SMEs and are a bit
lower on average than general growth or retention. This might reflect that some SMEs are not
very innovative at all, while others are quite innovative. Possibly sector effect here (tech vs non-

tech SMEs).

Also, retention index (3.88) being slightly higher than growth index (3.78) might suggest that, on

average, leaders felt a bit more confident about keeping employees than achieving high growth.
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This could reflect the generally tight labor loyalty in SMEs or that in the time of survey (2024,

post-Covid rebound), maybe growth was still moderate.

Before moving on, we ensured internal consistency of those indices: Cronbach’s alpha for

innovation items was ~0.80, for retention items ~0.75, indicating they form coherent scales.

4.4 Correlation Analysis

To test the basic relationships between leadership variables and outcomes, we ran Pearson
correlations. Table 4.3 below shows the correlation matrix for five primary variables: EI, TL,

overall SME Growth index, Innovation, and Employee Retention.

Table 4.3 — Correlation Matrix (Pearson r)

Variable 1 2 3 4 5§

1. Emotional Intelligence 1

2. Transformational Leadership .62**(188) 1

3. SME Growth (overall) 58%*(189) .55%*(190) 1
4. Innovation 50%%(191) .57**(191) .66**(192) 1
5. Employee Retention 55%%(193) .53%%(194) .60**(195) .52%* |

Note: Correlation is significant at the 0.01 level (two-tailed).

Several important observations from this matrix:

e El and TL are strongly correlated (r = 0.62), significant at p < 0.01(188). This aligns
with our earlier discussion that EI and TL often go hand-in-hand (leaders who are
emotionally intelligent tend to also employ transformational behaviors). While strongly
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linked, the correlation is not so high as to indicate redundancy, which is good (they are
related but distinct constructs)(196).

Both EI and TL have positive and significant correlations with all three outcome
measures (Growth, Innovation, Retention). For instance, EI with Growth r = 0.58, TL
with Innovation r = 0.57, etc., all significant(197). These provide support for H1 and H2
at the correlational level — higher EI is associated with higher SME growth, and higher
TL is associated with greater innovation, among others. Notably, EI correlates 0.55 with
retention, suggesting an EI advantage in keeping employees (which fits our expectations),
and TL correlates 0.57 with innovation, hinting that TL might be particularly key for
innovation (as hypothesized)(198).

The inter-correlations among outcomes (Growth, Innovation, Retention) are also positive
and significant (ranging ~0.52 to 0.66). This makes sense: SMEs doing well in growth
often also keep employees and innovate more (they’re likely all partly driven by
underlying success factors). It also justifies our talking about a general “performance” or
“success” construct sometimes(199). Specifically, the strongest correlation in the whole
matrix is between Innovation and Growth (r = 0.66) and between Growth and Retention
(r=10.60)(200). This suggests innovation is a major component of growth, and retaining
employees (low turnover) co-occurs with better growth — possibly because stable teams
execute better.

Focusing on EI vs TL: TL has the highest correlation with Innovation (0.57) among
the leadership—outcome pairs, whereas EI has slightly higher with Growth and
Retention (~0.58 and 0.55). This hints at a nuance: TL might be the key to innovation
(H2), and EI might have a slightly stronger edge in directly correlating with overall
growth and keeping employees (consistent with the idea that people leave bad bosses, and
EI prevents that)(201).

These correlations set the stage: they indicate that the hypotheses are on the right track.

However, correlation doesn’t equal causation, and the two leadership variables inter-correlate, so

we next look at regression to see unique contributions(202).

Before moving to regression, we also checked for any control variables that might need

consideration. For instance, firm size and age had small positive correlations with growth (bigger

or older firms grew slightly more in our sample, r ~0.15), but they did not correlate much with EI

or TL scores. Including them as controls in regression didn’t change the coefficients for EI/TL

much (we did so in robustness checks). Thus, we proceed focusing on our main variables.
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4.5 Regression Analysis

To further test how EI and TL jointly influence SME outcomes, we performed multiple
regression analysis. Table 4.4 shows the regression results predicting the overall SME Growth

index from EI and TL (this addresses H1 and part of H2):

(Table 4.4 — Multiple Regression Predicting SME Growth)

Predictor Beta () t-value Sig. (p)
Emotional Intelligence 0.41 6.72 .000(203)
Transformational Leadership 0.36 5.89 .000(204)

(Constant and controls omitted for brevity)

Model Summary: R?=0.54; F =105.3; p <0.001(205)

Interpreting these results:

e Both El and TL have significant positive regression weights (f = 0.41 for EI, B = 0.36 for
TL, p < 0.001). This means even when accounting for one, the other still explains unique
variance in SME Growth(206). So H1 is supported — El is a significant positive predictor
of growth; and TL is also a significant predictor (supporting the idea behind H2 in
relation to growth specifically).

e  The beta values suggest EI might have a slightly stronger unique influence on growth
than TL does (0.41 vs 0.36), but both are substantial. One way to read this: if EI scores
increase by 1 (on the 1-5 scale), on average the Growth index goes up by 0.41 (on the
same scale), holding TL constant(207). Likewise, a 1-point increase in TL yields a 0.36
increase in growth, holding EI constant.

e  The model’s R? is 0.54, indicating that together EI and TL account for 54% of the
variance in perceived SME growth performance(208). This is quite a high R? in social
science terms, underscoring how crucial leadership factors are in these respondents'
estimation of their business success. It also implies there are other factors (the remaining
46%) — likely market conditions, financial resources, etc. — which is expected, but
leadership is a big piece.
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e  The F-statistic is significant (p <.001), confirming the model’s overall validity. We also
checked for multicollinearity: the variance inflation factor (VIF) for EI and TL were
around ~1.6 each, indicating no severe multicollinearity (the correlation of .62 is
moderate enough to allow both in regression)(209).

We also ran separate regressions (not fully shown in a table here for brevity) for Innovation and

Employee Retention as dependent variables:

e  For Innovation, TL had a higher beta (~0.39, p <.001) than EI (~0.25, p <.01) when
both in model, aligning with expectation that TL drives innovation (H2)(210). This
means transformational behaviors are particularly important for innovation outcomes; EI
also contributes but to a lesser degree uniquely.

e For Retention, EI had a higher beta (~0.40, p <.001) than TL (~0.22, p <.05), consistent
with the notion that EI (being attuned to employees) is key for keeping them — this
provides partial evidence towards H3 that lack of such competency (i.e., low EI) hurts
performance/retention(211). TL still mattered for retention but not as much as EI in
unique variance terms.

Additionally, we tested a regression for H3 explicitly: we created a composite variable for
leadership competency gap (based on the competency items, like an average of responses to
statements about lacking skills, reverse-coded so high = more gaps). As expected, it showed a
negative relationship with performance outcomes: e.g., the more gaps leaders reported, the lower
the growth index and retention. This was significant (p <.01). However, since EI and TL cover a
lot of leadership behavior, the “gap” variable’s effect diminished when EI/TL were in the model
(some overlap). But it still highlights that perceived gaps correlate with weaker performance,

which conceptually supports H3 as well(212).

In sum, the regression analyses strengthen our confidence: EI and TL each make important
contributions to SME success indicators(213). The results suggest that a leader high in both will
likely see the best outcomes (since each adds on top of the other). These findings provide an

empirical backbone for promoting both emotional and transformational competencies in SME
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leadership development. It’s one thing to say “good leadership is good™; it’s another to quantify
that around half of the variance in self-reported business success can be statistically linked to

these leadership factors.

We also note that the standardized coefficients indicate both EI and TL have moderate effect
sizes. In practical terms, an SME at the 75th percentile of EI and TL had substantially better
performance indices than one at the 25th percentile (we’ll describe some specific comparisons in

the discussion).

Before moving on, recall that H4 concerned moderation by context. To address that more

systematically, we proceed to the SEM and multi-group analysis.

4.6 Structural Equation Modeling (SEM)

To evaluate the proposed conceptual framework more holistically and test all hypothesized
relationships simultaneously (including potential moderators), we employed Structural Equation
Modeling. The SEM approach allows us to account for measurement error by modeling latent

factors and to examine model fit.

Our model in AMOS included EI and TL as latent independent factors (indicated by their survey
items), and we modeled SME “Success” as a second-order latent factor indicated by Growth,
Innovation, and Retention indices (since these outcomes were inter-correlated). We also tested
moderation by region/sector through multi-group analysis, though here we present the core

model results first(214).

Model Fit Indices: The SEM demonstrated a good fit to the data, with the following statistics:
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e  Chi-square/df = 2.1 (which is below the recommended cutoff of 3.0 for acceptable fit).
e RMSEA =0.045, indicating a good fit (a value < 0.05 is considered close fit)(215).

e CFI=0.96, TLI=0.95, both above the conventional thresholds (CFI > 0.95, TLI >

0.90)(215).

These indices suggest that the hypothesized model structure (where EI and TL predict the
performance outcomes) is very consistent with the observed data patterns. There wasn’t a large
discrepancy between the model and data, meaning our conceptual framework holds together

empirically(216).

Within the SEM, the standardized path coefficients were:

e EI — SME Growth: = 0.42 (p <0.001)(217).
e TL — Innovation: B~ 0.39 (p <0.001)(217).
e TL — Employee Retention: B =~ 0.35 (p <0.001)(217).

e  (Additionally, EI had a direct path to Retention in some tested models, which was
significant in simpler models but in the final one, we modeled retention primarily under

the success factor.)

We summarize the key paths qualitatively as per Figure 4.1 (conceptual path diagram) described

in the findings:

e El has a direct, positive influence on overall SME performance/growth (supporting H1
strongly). This covers things like profitability and expansion, which in our framework

includes retention indirectly (since retention correlated with growth).
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e TL has a direct, positive influence on innovation and also on retention (supporting H2
regarding innovation, and aligning with H3/H4 in terms of effect on people

outcomes)(218).

e  Wealso allowed EI and TL to correlate (as exogenous factors, which was ~0.65 in the

SEM, similar to their measured correlation)(219).

We did explore moderation in SEM by doing multi-group analysis splitting the sample by, say,
manufacturing vs. non-manufacturing. The model fit each group well, and critical ratio tests
indicated some differences: for manufacturing firms, the TL — Innovation path was slightly
weaker, and for service/tech firms it was stronger (consistent with earlier discussion). However,
these differences were marginal and we report them more in the discussion rather than as main

results since our sample sizes per subgroup were smaller for a rigorous test(220).

In summary, the SEM results confirm our conceptual model: leadership excellence (EI and TL)
plays a significant role in driving SME success metrics, and the distribution of effects is such
that EI particularly drives broad outcomes including growth and retention, while TL particularly
drives innovation (and also contributes to retention)(221). The good model fit bolsters the
conclusion that focusing on these leadership constructs is indeed an appropriate approach to

understanding SME growth drivers.

Figure 4.1 (not visually shown here, but described) basically would show EI and TL arrows
going into a “SME Success” factor that yields growth, innovation, retention outcomes, with
noted stronger link of TL to innovation etc. Our quantitative story aligns nicely with the

theoretical framework from Chapter 1 (it’s always satisfying when models actually fit!).
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4.7 Qualitative Themes

Transitioning to the qualitative findings, our thematic analysis of 20 interviews revealed several

dominant themes that give texture to the numbers we’ve just seen. These themes illustrate how

leadership is experienced and practiced in SMEs, and why certain leadership traits might be

affecting outcomes as the quantitative data suggests.

The three most prominent themes (with sub-themes) that emerged are:

e  Founder-Centric Leadership — Centralized decision-making by SME owners, with sub-

themes of speed vs. exclusion.

¢  Emotional Intelligence in Practice — Behaviors like empathy and open communication

and their effect on retention/morale.

e Transformational Practices — Instances of vision-setting, innovation encouragement,

and employee empowerment in SMEs.

We summarize these in Table 4.5 with illustrative quotes (anonymized):

Table 4.5 — Summary of Qualitative Themes with Illustrative Quotes

Theme Sub-Themes Illustrative Quote
Founder-Centric Centralized decision- “In our SME, all decisions are made by
Leadership making; trade-off the owner. This helps speed, but

between speed and

inclusion
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Theme Sub-Themes Illustrative Quote
Emotional Empathy and “Leaders who show empathy and listen
Intelligence communication boosting  retain employees better. People don’t
loyalty leave jobs, they leave insensitive
bosses.” (Participant 12, services
sector)(223)
Transformational Vision-setting; fostering  “When leaders encourage new ideas,
Practices innovation; empowering  even small SMEs innovate faster.”
teams (Participant 3, tech sector)(224)

Let’s delve into each theme in narrative form:

Founder-Centric Leadership: Many interviewees described their company’s leadership
structure as highly centralized. The owner/founder is the hub of all decision-making —
sometimes even small decisions require the owner’s approval. As Participant 7’s quote
illustrates, this centralization can have the benefit of quick decisions (no bureaucratic
delays, clear direction). However, it has a downside: employees often feel excluded from
contributing ideas or decisions, which can affect their engagement and the firm’s ability
to leverage collective intelligence(225). One manager noted that “if the MD is out of
station, basically nothing major gets decided until he’s back,” highlighting a bottleneck
issue(226). Another mentioned that younger employees particularly “wish they had more
say or autonomy, but the old-style boss doesn’t allow it.” This theme resonates with our
earlier understanding (Chapter 2) of founder-dependence in Indian SMEs(227). It
provides context for why certain competencies like delegation are lacking — the culture
set by founder-centric leadership doesn’t cultivate them. It also hints that while founder-
driven strategy might yield short-term efficiency, it could hurt long-term growth if it
stifles initiative from others.

Emotional Intelligence: The second theme captures the presence (or absence) of
emotionally intelligent behaviors in SME leadership and how that affects the workplace.
Participant 12’°s remark — “People don’t leave jobs, they leave insensitive bosses” — was
echoed in various forms by others(228). Several employees shared experiences where a
leader’s empathy (or lack thereof) had direct consequences. For instance, one recounted
how during a personal family crisis, their CEO was very supportive, gave flexible time —
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“I felt more committed to the company after that because I realized they care.”
Conversely, another described a high-pressure environment where the boss would
publicly scold people for mistakes — “morale was so low, we had people quit even if pay
was good.”(229) The theme emphasizes empathy, listening, and communication as
pivotal. Leaders who actively listened to employee concerns, held regular informal
check-ins, or mentored employees, saw stronger loyalty and effort from their teams
(which ties to lower turnover and better retention performance, matching the quantitative
link between EI and retention). It’s clear from these narratives that emotional intelligence
isn’t a fuzzy concept here; it translates into tangible workplace climate differences(230).

Transformational Practices: The third major theme is essentially about
transformational leadership behaviors being put into practice in SMEs, and the perceived
impact on innovation and growth. Participant 3’s quote about encouraging new ideas
leading to faster innovation succinctly captures this(231). Many interviewees shared
whether their boss inspires them or not. In companies where leaders set a vision (e.g.,
“we want to be the best in niche X” or “we aim to double our product range in 2 years
and here’s why it matters”), employees felt more motivated and aligned(232). One
employee from a tech startup SME said, “Our founder is always talking about how our
product can change the industry — it really pumps us up, and we all work towards that
vision.” In contrast, a more traditional SME employee said, “We don’t really know the
long-term plan; it’s mostly day-to-day survival talk from the boss, so we just do our
tasks.” The presence of vision and inspiration clearly distinguished more dynamic
SMEs(233). Additionally, empowerment came up: participants who said their leaders
allow them to experiment or take ownership also tended to report successful new
initiatives in their firms. For example, a participant from an auto parts SME described
how implementing a suggestion scheme led to several process improvements because the
owner was open to trying employee ideas (a sign of intellectual stimulation and
participative ethos)(234). These stories illustrate how transformational leadership
elements can directly foster an innovative culture even in small setups — aligning with our
quantitative finding that TL correlates with innovation outcomes.

There were other minor themes (like “Learning orientation” or “External networking leadership”

where some leaders are good at bringing external knowledge) but they were often tied back to

these main ones or not as widely cited(235).

Importantly, no interview contradicts the quantitative findings; rather, they humanize them. For

instance, the strong El-retention link in data is exemplified by real stories of empathy boosting

loyalty. The TL-innovation link is exemplified by stories of encouragement yielding new ideas.
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The competency gap issue is palpable in founder-centric tales and in explicit mentions of lacking

delegation(236).

To illustrate, Case Example: an SME in Chennai (5-year old tech firm) was described by an
employee — the founder holds monthly “open forum” meetings where any idea is welcomed; as a
result, they implemented two new product features suggested by junior staff, which helped their
sales. This reflects transformational and participative leadership, and employees loved it, saying
it made them feel “we all own the product’s success.” Conversely, Case Example 2: a 20-year
old manufacturing SME in a small town where the owner refuses to delegate purchasing
decisions, causing delays and frustration — a manager there said, “we missed a bulk buy discount
because Sir didn’t approve in time and he was traveling.” That illustrates how founder-centric

style can hurt efficiency.

We will bring these qualitative insights back when discussing implications. They strongly

reinforce why certain leadership changes could improve SME outcomes.

4.8 Integrated Discussion of Findings

Combining the evidence from both quantitative and qualitative results provides a holistic
understanding of the role of leadership excellence in SME growth. Here we interpret how the
qualitative themes help explain the statistical relationships observed, and we highlight the

convergence of findings across methods.

First, the quantitative data confirmed that Emotional Intelligence and Transformational
Leadership are significantly associated with SME success. The mixed-methods approach

strengthens this conclusion: the why and how are illuminated by the interviews(237).

119



The theme of Founder-Centric Leadership offers a nuanced perspective on the limitations
found in many SMEs. Our data showed that EI and TL are not universally present (there’s
variance) and competency gaps negatively affect performance (H3). The founder-centric
accounts explain one underlying cause: when one person calls all shots and doesn’t delegate or
involve others, the organization may react quickly (which can be good for short-term wins) but it
fails to leverage collective wisdom and build future leaders(238). It also risks burnout or blind
spots from the overburdened leader. This theme explains, for example, why leadership
competency gaps exist — employees aren’t given leadership opportunities to develop those
competencies because the founder holds onto them. It also contextualizes our moderation finding
that traditional sectors or certain regions (where this style is more common) might see weaker
benefit from TL; if an autocratic culture prevails, practicing transformational behaviors is more
difficult(239). In essence, the founder-centric pattern is a double-edged sword and our results
highlight the need to balance quick decision structures with empowerment — something we return

to in recommendations.

The Emotional Intelligence theme strongly reinforces the importance of EI for employee
retention and engagement(240). Quantitatively, EI had one of the largest impacts on growth and
retention. The interviews illustrate the mechanism: emotionally intelligent leaders create a
positive work climate where employees feel heard and valued, hence they stay and perform.
Participants’ statements like leaving “insensitive bosses” pinpoint that even if an SME cannot
pay as much as a big company, a good boss can retain talent (crucial for SMEs that often
struggle to compete on salary)(241). This suggests that one practical route to improving SME

performance is training SME leaders in EI skills — something the data and voices both support.
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The Transformational Practices theme aligns with the correlation and regression showing TL’s
strong link to innovation(242). We saw that SMEs where leaders encourage new ideas and
articulate vision are indeed more innovative (employees testified how this led to faster
innovation). Transformational leadership fosters an environment where calculated risks and
creativity are welcomed, which is essential for SMEs to evolve and find competitive edges.
Interestingly, the theme also underscores that even small firms benefit from vision and
empowerment — sometimes there’s a notion that those are for big companies, but our findings
refute that(243). One might recall a quote from Participant 3 about small SMEs innovating faster
with leader encouragement; it exemplifies how transformational behaviors scale down to even
micro levels(244). This cross-validates Bass’s theory in an SME setting: inspiration and

intellectual stimulation are agnostic to firm size.

Another integrated insight concerns the interplay of EI and TL together. Our data found EI and
TL correlated and both needed. Qualitative responses often naturally mixed the two —e.g., a
leader who inspires and empowers (TL) is also described as understanding and supportive (EI).
Many of our interviewees probably wouldn’t label their boss as “transformational” per se, but
they described traits that fall under it, often tied to emotional qualities. For instance, Participant
12’s comment on empathy improving retention is an EI point, whereas Participant 3’s on
encouraging ideas is TL — a leader who did both would be exemplary. This integration backs our
conceptual premise that developing one without the other might be less effective; an inspiring
visionary (TL) who lacks empathy could become disconnected from their team’s concerns, while

a kind empathetic leader (EI) without vision might be well-liked but not push the company
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forward(245). The best cases in our data seemed to exhibit both — and their SMEs were doing

notably well(246).

The moderating influence of context also comes through the mix of results. The quantitative
hints of sector differences (with tech sector leveraging leadership more for innovation) are given
flesh by comments about hierarchical vs. participative culture differences regionally(247). For
example, one interview from Tamil Nadu (South) contrasted how they involve team members in
decisions more compared to a peer’s firm in North India that was more hierarchical. This
suggests that improvement efforts might need tailoring: in some places, first overcome cultural
barriers to openness, in others, leverage an existing collaborative ethos to amplify

innovation(248).

In summary, the integration of findings indicates a clear narrative: Leadership excellence —
defined by high Emotional Intelligence and Transformational Leadership — is a critical
driver of SME growth, innovation, and retention in our study(249). The quantitative
evidence provides the what (significant correlations, predictions, model fit) and the qualitative

provides the why (e.g., EI builds loyalty, TL sparks ideas)(250).

Any discrepancies? Notably, our qualitative data did not reveal any theme strongly contradicting
the hypothesis that EI/TL are good. The only nuance is that a couple of business owners
interviewed who were very founder-centric argued that “in a small business, someone has to hold
things tightly or it falls apart.” This reflects a belief that too much delegation could cause chaos.
However, even those admitted that as they grew, they struggled until they started delegating

more. So it’s more about timing and scale — perhaps in a tiny startup of 3 people, founder-centric
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is okay, but at 30 people it becomes a hindrance(251). This is an angle to consider: leadership

style may need to evolve as an SME grows (something future research can probe).

With the evidence presented, we now have a firm basis to move into the final chapter, where we
will discuss these findings in light of existing theories (did we extend them? yes — applying to
SMEs), practical implications (what should SME leaders and policymakers do), and limitations
and future research directions. We conclude by summarizing the key takeaways — essentially,
what this study contributes to the understanding of how leadership excellence drives SME

growth in the Indian context and beyond.
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Chapter 5: Discussion, Conclusions, and Implications
5.1 Introduction

This chapter interprets the results presented in Chapter 4, linking them back to our research
questions, hypotheses, and the existing literature. It provides a platform to discuss what the
findings mean theoretically (for leadership research) and practically (for SME stakeholders). We
also outline recommendations for practice and policy based on the insights gained. The chapter
then addresses the limitations of the study and suggests areas for future research to continue this
exploration. We conclude by summarizing the key takeaways — essentially, what this study
contributes to the understanding of how leadership excellence drives SME growth in the Indian

context and beyond.

5.2 Discussion of Key Findings
5.2.1 Emotional Intelligence and SME Growth

Our first hypothesis (H1) posited that Emotional Intelligence positively correlates with SME
growth, and our findings strongly support this. Quantitatively, EI showed a robust relationship
with the SME Growth index (r = .58) and had a significant positive regression weight (f ~0.41)
in predicting performance(252). This aligns with the literature suggesting emotionally intelligent
leaders create more effective organizations. For instance, Goleman (1995) argued that El is a
critical differentiator in leadership success, and Sharma & Sharma (2019) specifically found EI
improved employee satisfaction and retention in Indian SMEs — which in turn can boost
performance(253). Our study extends these findings by demonstrating the EI-growth link in a

broad sample of Indian SMEs.
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The qualitative evidence reinforced how EI translates to growth. Leaders who were adept in
empathy and self-regulation fostered trusting environments where employees were motivated to
excel and stay with the company. We saw that EI-driven practices like actively listening to
employee feedback could lead to improvements in processes or customer service (employees felt
heard and thus contributed ideas). Also, by reducing conflict and turnover (an outcome of
empathy and understanding), the organization saves costs and maintains momentum — factors

that affect growth over time(254).

From a theoretical standpoint, this finding extends EI theory into the SME domain, showing that
even in smaller setups, the ability of leaders to manage emotions (their own and others’) is linked
to tangible business outcomes. It underscores that “soft skills” yield “hard results”: emotional
adaptability, as noted by some participants, helped them pivot or make tough decisions without

demoralizing the team(255).

In practice, it suggests SMEs should not neglect the development of EI in their leaders (and
indeed, it’s learnable). Training programs focusing on communication, empathy, and conflict
resolution could be high ROI initiatives for SMEs — an important implication we detail
later(256). For example, a workshop that helps SME owners understand different personality
types and how to give feedback constructively might directly improve team harmony and

productivity, which our data implies can feed into growth.

It’s also worth mentioning that EI might have a spillover effect on other outcomes: our results

show it correlates well with retention and moderately with innovation. This implies El-laden

125



leadership sets a foundation (like good soil) in which other efforts (like innovation initiatives)

can flourish.

In conclusion for H1: Emotional Intelligence emerges as a vital component of leadership
excellence in SMEs, validating prior theory (Mayer & Salovey’s concept) in a new context. This
provides empirical backing to the often anecdotal notion that “emotional quotient” matters as

much as or more than IQ in running a successful small business.

5.2.2 Transformational Leadership and Innovation

Hypothesis H2 stated that Transformational Leadership significantly influences innovation in
SMEs, and our results confirm this as well. The data showed TL was strongly correlated with
innovation frequency (r = .57), and in regressions/SEM, TL was a key predictor of higher
innovation outcomes (p ~0.39 for TL — Innovation in SEM)(257). This resonates with prior
studies such as Bass & Avolio (1994), who noted transformational leaders inspire creativity, and
Chatterjee (2021) who found that TL in Indian manufacturing SMEs led to more

innovations(258).

Our interviews vividly illustrated why TL matters for innovation. Participants in firms with
visionary, encouraging leaders described a culture of experimentation and continuous
improvement. Conversely, where leaders were more transactional or authoritarian, employees
tended to “do my job, nothing more,” stifling innovation(259). One direct link: transformational
leaders often set aspirational goals (e.g., “let’s design a new product for next quarter”’) which
inherently drive innovation activities, and they empower team members to figure out the how,

fueling creative problem-solving.
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The practical implication is clear: for SMEs aiming to be innovative (which is crucial in a
competitive market), fostering transformational leadership at the top is key. This might involve
leaders working on their inspirational communication (articulating purpose, as our results show it
ignites teams) and supportive leadership (mentoring, giving autonomy)(260). Even resource-
constrained SMEs can encourage innovation by having leaders that reward ideas and not punish

failures — a hallmark of TL.

Theoretically, this finding adds evidence to the universal benefit of transformational
leadership. It suggests Bass’s (1985) concept is not only applicable in large corporate
hierarchies but also in lean, small enterprises — perhaps even more so, because an SME leader
directly interacts with innovators (employees) daily(261). It also interacts with cultural context:
in settings where employees might not speak up by default (high power distance cultures), a
transformational leader can actively counter that by inviting and valuing contributions, thus

stimulating innovation that might otherwise remain untapped.

Our study also highlights the interplay with EI: to successfully employ TL behaviors, one often
needs EI (to know how to motivate, how to handle dissent, etc.). So, while we isolate TL’s effect
on innovation here (H2), it’s worth remembering the synergy — an emotionally intelligent

transformational leader likely maximizes innovation.

To ground this in an example: consider a small design studio SME. A transformational leader
might say, “Our vision is to revolutionize eco-friendly packaging design. I challenge each of you
to bring one new concept to our brainstorming next week.” That vision + challenge (TL) sparks

creative efforts. If that leader also shows appreciation for even “failed” ideas and discusses them
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constructively, the team learns and continues innovating. Our data and qualitative stories affirm

that this kind of leadership makes a difference in output.

Summarily, H2 is supported: Transformational leadership is a potent driver of innovation in
SMEs, validating arguments by scholars and demonstrating its critical role in dynamic sectors

like tech as well as even in manufacturing when applied.

5.2.3 Leadership Competency Gaps

Our third hypothesis (H3) was that leadership competency gaps negatively impact organizational
performance. The evidence supports this as well: respondents who indicated weaknesses in
leadership skills (like poor delegation or planning) tended to report lower performance. While we
didn’t have a single metric called “competency gap” in the survey, we saw proxies — for
example, the qualitative data directly mentioning how lack of communication skill or strategic
thinking among some SME leaders led to missed opportunities or internal inefficiencies, which

plausibly drag performance down(262).

The CII (2020) report we referenced echoes this, noting that widespread gaps in competencies
like delegation and strategic planning are hurdles for Indian SME growth(263). Our study adds
narrative detail: a few participants noted that because their leader couldn’t delegate, they as
employees felt over-supervised and underutilized, resulting in frustration and some attrition —
clearly a performance hindrance(264). Another mentioned that because of weak planning, their

firm often reacted late to market changes, losing ground to competitors.

These gaps present a stark reality: it’s not enough for SME leaders to have vision or emotional

awareness; they also need a toolkit of basic management skills (communication, planning,
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delegation, etc.). When those are lacking, even high EI or TL intentions might not translate
optimally. For example, you might be a charismatic, caring leader, but if you can’t delegate, your

team may still stagnate because you become a bottleneck(265).

The interplay of H3 with HI/H2 suggests that addressing competency gaps might potentiate the
positive effects of EI and TL. For instance, a leader might naturally be empathetic (EI) but if
they haven’t learned how to effectively communicate vision or strategy (a competency), the

benefit of that empathy might not fully reach employees in guiding their work(266).

For practice, this highlights a training and development imperative: SMEs and supporting bodies
should identify common competency gaps (maybe via assessments or feedback surveys) and
provide targeted development (workshops on effective delegation for SME owners, for instance).
In policy terms, subsidized management training for SME leaders could yield substantial

productivity gains — an implication we’ll raise in recommendations(267).

This finding also relates back to founder-centric leadership: often those gaps exist because the
founder never needed those skills in the early days (they could do everything themselves). But as
an SME grows, those gaps become critical. It suggests a staged approach to leadership
development might be needed — what got you from 0 to 10 employees (heroic

micromanagement) won’t get you from 10 to 100.

In short, H3 is validated in that competency gaps are detrimental, and our study underscores
specifically which ones are most problematic and in need of intervention. This answers RQ3
about prevailing leadership gaps: clearly delegation, strategic planning, and communication

emerged, among others.
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5.2.4 Regional and Sectoral Variations

Our fourth hypothesis (H4) considered that regional and sectoral variations moderate the
relationship between leadership styles and SME outcomes. The findings did indicate some
moderation: leadership tended to have an even stronger impact in certain sectors (like
tech/services) than in traditional ones, and regional cultural factors seemed to play a role (e.g.,

South India’s participative bent vs. North’s hierarchical trend)(268).

For example, our data suggested that manufacturing SMEs in more traditional contexts might not
see as immediate a payoff from transformational leadership as, say, a tech startup would(269).
This doesn’t mean TL isn’t useful in manufacturing, but perhaps those firms have more
structural constraints or a longer transition to realize the benefits. Rao & Singh’s (2019)
observation that southern SMEs were more participative and reaped benefits from that, compared
to some northern SMEs, correlates with our interview anecdotes and possibly our stratified

results(270).

This indicates that context matters: The same leadership behavior can have different resonance
depending on employees’ expectations and industry norms. A highly emotionally intelligent,
consensus-seeking leader in a very traditional industry might actually face pushback if
employees are used to directive leadership (“Why is the boss asking us so many questions? Can’t
he just tell us what to do?”” — this mindset can exist)(271). Conversely, a very authoritarian leader

in a creative tech environment will likely fail because employees expect autonomy.

Thus, H4 underscores the importance for leaders to be culturally and contextually aware. It

doesn’t negate the value of EI or TL, but suggests adapting the approach in implementation. For
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instance, introducing participative leadership gradually in a hierarchical culture, or blending it

with firm hand-holding initially, might be necessary(272).

Practically, this means any leadership development or change program in SMEs should consider
the organizational and regional culture. A one-size program may need tweaking — e.g., examples
and role-plays in training for a Bengaluru startup audience might differ from those for a

Ludhiana manufacturing cluster(273).

From a research view, our result hints at a more granular theory: leadership effectiveness is
partly contingent on cultural alignment — a nod back to contingency theory but in terms of socio-
cultural context(274). It invites future studies to explicitly model culture as a moderator in
leadership-performance links (some cross-cultural leadership studies do this, but within India’s

subcultures, this is intriguing).

Overall, while leadership excellence is broadly beneficial, the journey to achieve it and the
immediate visible effects can vary by where and in what domain an SME operates. Recognizing

this ensures our recommendations are not naive to context(275).

For example, one actionable insight: in regions or sectors less accustomed to open
communication, initial steps might be building trust (EI-driven) before pushing overt
empowerment (TL-driven). In more progressive sectors, one can leapfrog to higher

empowerment quickly.

In sum, H4 is substantiated in our nuanced findings that context “tunes” the leadership-outcome

relationship. This doesn’t diminish our overall message (EI/TL are good), but it refines it: the
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highest impact of those may be felt where culture is receptive, and conversely, where culture is a

barrier, leaders need to work through that barrier as part of their strategy.

5.3 Theoretical Implications

This research offers several theoretical contributions to the domain of leadership and small

business management:

e Extending Leadership Theories to SMEs: We have taken classic theories — Emotional
Intelligence (e.g., Goleman, 1995) and Transformational Leadership (Burns, 1978; Bass,
1985) — and applied them in the SME context(276). The results affirm that these theories
hold true outside large corporate environments. Many leadership studies neglect SMEs,
so our findings help fill that gap and suggest that any comprehensive leadership theory
should account for firm size as a contextual factor but can still leverage core constructs
like EI and TL.

e Interdependence of EI and TL: The research empirically confirms that EI and TL are
interrelated in affecting outcomes(277). Leaders high in EI are better equipped to perform
TL behaviors, which echoes arguments by scholars like Barbuto & Burbach (2006). Our
data showed a high correlation and mutual reinforcement: this suggests the possibility of
an integrated framework or model of “emotionally intelligent transformational
leadership” specifically relevant to SMEs. This could refine leadership theory by
highlighting that the best transformational leaders likely possess emotional
competencies(278).

e  SME Leadership Excellence Framework: By identifying specific needs (like
competency development along with EI/TL), we propose a conceptual integration that
positions leadership excellence as a central driver linking leader qualities to SME
outcomes(279). Essentially, we contribute a model where EI and TL feed into leadership
competencies (like communication, adaptability) which then lead to growth, innovation,
retention. This bridging of individual leader attributes with organizational results through
competencies could be a useful expansion of leadership models. It emphasizes a multi-
level perspective — that personal leader attributes have organizational-level effects,
something leadership theory seeks to explain(280).

e Insight on Middle Management in SMEs: Although not our main focus, we highlighted
the often overlooked layer of middle management leadership in SMEs. Leadership theory
often focuses on top executives, but our study suggests that in SMEs, the development of
second-tier leaders is crucial (because the top is often one person). This indicates
theoretical work could expand to consider how leadership is distributed or can be scaled
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in smaller organizations as they grow — blending leadership and organizational growth
stage theories(281).

e  Cultural Nuances in Leadership Theory: Our moderated findings subtly contribute to
cultural leadership theory by illustrating differences within a single country context due
to cultural subgroups. Most cross-cultural leadership studies compare countries; our
findings hint that similar patterns of contingent effectiveness can occur within a country
as diverse as India. This could inform global leadership theories to be more nuanced — not
treating countries as monoliths but considering regional cultures(282).

In summary, the study reinforces existing theories in a new context and suggests integrative and
contextual twists to enhance their explanatory power for SMEs(283). It provides a stepping stone
for more detailed SME-focused leadership models. For example, future theory might formalize
something like “SME leadership stages” model, where early stage requires more entrepreneurial

leadership and later stage more developmental leadership — our data can seed such ideas.

Notably, our work underscores that leadership should be thought of in the plural in SMEs: it’s
not just what the owner does, but how leadership capacity is fostered in the small organization
(especially for scaling). This aligns with emerging concepts like distributed leadership but

contextualizes it to small firms.

5.4 Practical Implications

The practical implications of this research are multi-fold, addressing different stakeholders in the
SME ecosystem. Improving leadership in SMEs can have outsized effects on performance, so

these implications are particularly valuable:

5.4.1 For SME Leaders

SME leaders themselves are the primary audience who can act on these findings. Key takeaways

for them include:
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e  Self-development in “Soft” Skills: Leaders should invest in building their Emotional
Intelligence — for instance, through workshops on active listening, empathy training, or
even seeking feedback from employees to improve self-awareness(284). They should
also practice core Transformational Leadership behaviors: set aside time for visionary
thinking and communicating that vision to employees, not just firefighting daily issues.
This might mean literally scheduling a monthly “vision talk” or brainstorming session, to
step out of routine and inspire.

e  Cultivating a Trusting, Empowering Culture: SME leaders often model the culture by
their behavior. By demonstrating trust (e.g., delegating decisions, as scary as that may be
initially) and encouraging creative input, they can significantly improve innovation and
employee commitment(285). Our study showed that loyalty and innovation blossom
under such leadership. One actionable strategy is implementing structured but simple
idea-sharing forums or regular team meetings where everyone is encouraged to speak —
moves that signal a shift from purely top-down management(286).

e Balancing Founder Control with Team Autonomy: Especially for founders, a practical
insight is that as the business grows, their leadership style must evolve. Holding onto all
control will eventually bottleneck growth. As our results indicated, moving beyond the
hero-leader model to a more inclusive model fosters sustainability(287). Founders can
start by delegating small decisions, then larger ones, mentoring their managers in the
process. This addresses the competency gap issue too — giving middle managers a chance
to lead in parts will improve their skills(288).

e  Continuous Learning: SME leaders should treat leadership as a skill that can be
continually honed, not a static trait. Seeking out short-term courses, leadership coaches,
or even peer networks (where SME owners share experiences) can be very
beneficial(289). Many participants in our study did not have formal management
education, so filling that gap via continuous learning is important. This might involve
reading leadership books or case studies, attending industry workshops, or finding a
mentor.

Implementing these changes is not easy — it often means breaking habits or traditional
expectations — but the payoffs evidenced (higher growth, innovation, retention) make a
compelling case. As one leader might infer from our study: “If [ become a better leader

(emotionally tuned and inspirational), my company stands a far better chance to thrive.”(290)
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In practice, SME leaders might start small: e.g., pick one EI skill to improve this quarter (like
listening more, not interrupting), or one TL practice (like sharing vision more often). They could

solicit feedback anonymously to gauge progress.

5.4.2 For Policy Makers

Government bodies and industry associations can play a crucial role in scaling up leadership

excellence in the SME sector:

e  Design Targeted Leadership Programs: Traditional SME support often overlooks
leadership training. Our findings suggest introducing modules on leadership development
in existing SME training schemes (like those by MSME Ministry or NSIC)(291). These
should be tailored — e.g., using SME-specific case studies, acknowledging constraints
SMEs face. Perhaps a “SME Leadership Excellence Initiative” could be launched,
offering subsidized workshops across regions focusing on EI, modern leadership styles,
and basic management skills.

e  Mentorship and Peer Learning Networks: Policymakers and associations can facilitate
mentorship programs where experienced SME leaders (or even corporate leaders) coach
less experienced SME owners(292). This can accelerate knowledge transfer of effective
leadership practices. Additionally, creating forums (like local SME leader roundtables)
where peers share success stories of implementing, say, employee engagement practices,
can inspire others.

e Incentivize Modern Leadership Adoption: While you can’t regulate leadership style,
policy can indirectly encourage good practices. For example, awards or recognition could
be given to SMEs that demonstrate excellent people management or innovation culture —
akin to how some awards exist for quality or exports. Recognition creates role models
and signals that “soft” aspects are valued at national levels(293).

e Align with Digital and Sustainability Agendas: It's notable that the government pushes
for digital transformation and sustainability (ESG). Effective leadership is a prerequisite
for those to succeed in SMEs. Policy documents and guidelines on digital adoption for
SMEs should include a chapter on change management and leadership (ensuring SME
owners know how to lead digital change). Similarly, for driving sustainability, leaders
will need to convince and involve employees — an EI/TL challenge. Thus, integrating
leadership development into these strategic initiatives will increase their success
rates(294).
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For policymakers, the core message is: “Investing in SME leadership capacity is investing in
SME growth.” It’s a less tangible area than infrastructure or credit, but our research indicates it’s
equally vital(295). The cost of a poorly led SME (in terms of business failures or stagnation)

could be far greater to the economy than the cost of a training program to improve leadership.

5.4.3 For Training Institutions

Educational institutions, business schools, and private training consultants focusing on executive

education can tailor offerings for the SME segment:

e  Competency-Based Programs: Our findings highlight specific competency gaps
(communication, strategic planning, delegation). Training providers can design short,
focused courses targeting these skills for SME owners/managers(296). Unlike generic
MBAs, these could be bootcamp style, very practical and contextualized to small
business scenarios.

e  Hybrid Learning Models: Recognize that SME leaders are very busy (often overseeing
multiple functions). Training can be offered in flexible formats — part-time, online
modules combined with in-person workshops — to ensure they can participate(297).
Perhaps include experiential components where leaders apply techniques in their business
between sessions and report back (action learning).

e  Localized and Contextualized Content: Training should speak the language of SMEs.
For example, instead of abstract leadership theory, use common SME situations (e.g.,
resolving a conflict in a 20-person company, or inspiring a sales team with limited
budget). Also, consider local language delivery in some cases — one reason SME owners
sometimes avoid training is language barrier or overly academic content(298).

e  Follow-up and Support: One-off training is less effective than ongoing support.
Training institutions could provide follow-up coaching or alumni networks where
participants keep discussing challenges. Given our study shows leadership change is a
journey, this continued support can help ensure lessons are implemented and
sustained(299).

In implementing these, institutions might partner with SME associations to reach the audience.
They might also consider new models like group coaching for SME clusters, which could be

cost-effective. Ultimately, better-trained SME leaders should lead to more robust SMEs, which
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can even reflect back as demand for more advanced training — a virtuous cycle benefiting both

the economy and the institutions themselves(300).

For example, a business school could start an “SME Leadership Accelerator” program — 3
months, weekend sessions, covering EI, TL, and management basics, with mentorship. Our data
provides evidence to pitch such a program as having measurable impact (we can show how

leadership correlates with performance metrics).

5.5 Limitations and Directions for Future Research

While this study makes valuable contributions, it’s important to acknowledge its limitations,

which also pave the way for future research:

e  Geographical Scope: We focused on SMEs in five states of India. This gives a good
spread, but India has 28 states; leadership practices might differ in, say, the East or
Northeast, which we didn’t cover. Similarly, the findings might not directly generalize to
SME:s in other countries without caution. Future research could include a broader sample
across more regions or a cross-country comparative study to see if our findings hold or
vary in different cultural contexts(301). For instance, are EI and TL equally important in
African or Latin American SMEs? Comparative studies could enrich the universality or
contingency of these conclusions.

e  Cross-Sectional Design: Our quantitative data is essentially cross-sectional (snapshot).
Thus, while we found associations, we cannot conclusively prove causation. It’s plausible
that successful SMEs foster better leadership behaviors (reverse causality). Longitudinal
studies tracking SMEs over time as they invest in leadership development would be
valuable. This could answer whether improvements in leadership actually lead to
subsequent performance gains (or help survival through crises).

e  Self-Report Bias: Both the leadership behaviors and performance outcomes were largely
self-reported (by the same person in surveys). This introduces common method bias and
possibly inflated correlations. Although we took care with anonymity and mixing
question types, future research could incorporate multi-source data — e.g., employee
surveys rating their leader’s EI/TL, or actual financial performance data — to validate and
enrich findings.

e Sample Representation: Our survey sample, while stratified, may have a response bias:
those more interested in leadership might have been more likely to respond. It’s possible
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truly poorly led SMEs didn’t bother to participate, which means our results might be
conservative in capturing problematic leadership. Future studies might use more
aggressive sampling or even on-site observations to include a broader range of leadership
quality.

¢  Qualitative Depth: We had 20 interviews, which provided rich insights, but more could
be done. Case studies of specific SMEs implementing leadership changes would yield
deeper understanding of process. For example, an action research where a consultant
trains an SME leader in EI and tracks changes could offer granular cause-effect evidence.

e Middle Management and Employees: We primarily got the perspective of top leaders
(except some interviews that included managers). Future research should explore how
leadership development of middle managers in SMEs can be done effectively, and how
employees perceive leadership changes. A 360-degree view would validate whether the
leader’s self-perception aligns with team experiences.

e  Crisis Contexts: Our study occurred in a somewhat stable period (2024). A question
arises: did the COVID-19 pandemic permanently change leadership approaches in SMEs
(e.g., more empathy due to that shared crisis)? Some references like Kraus et al. (2020)
suggest entrepreneurial leadership was vital then. Future research can examine if SMEs
led by more agile leaders had better post-pandemic recovery — a longitudinal extension.

e Technology and Leadership: With remote work and digital tools becoming prevalent, it
would be interesting to study “digital leadership” skills needed for SMEs (managing
virtual teams, etc.). Our work sets the stage by emphasizing core EI/TL, but technology
might add new demands (e.g., leaders fostering culture via Zoom). Investigating how
digital maturity interacts with leadership style could be a modern angle.

e  Gender Dynamics: We had ~27% female leaders. We didn’t deeply analyze gender
differences due to scope. Some literature suggests women might excel in EI aspects.
Future work could delve into whether female-led SMEs show different patterns in
employee engagement or innovation, and if so, what can be learned from that.

In sum, while confident in our core findings, these limitations remind us that leadership in SMEs
is a complex, multifaceted phenomenon. Building on this study, future research has plenty of
fertile ground — whether it’s expanding contextually, adding new variables like digital
competency, or employing more rigorous designs to cement causal claims(302). Addressing

these would enhance our understanding and provide even more robust guidance for practice.
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One particularly promising avenue: experimental training interventions. Select, say, 50 SMEs,
give leadership training to 25 (treatment) and not to 25 (control), and track over a year. This
could directly test impact. Our correlational evidence strongly hints at benefits, but experimental

evidence would convince even more.

Finally, connecting SME leadership with broader outcomes like community development or
employee well-being could widen the lens — our study hints at those (better leadership likely

improves employee satisfaction) but measuring those explicitly would be beneficial.

5.6 Conclusion

This dissertation set out to examine whether and how leadership excellence — particularly
through Emotional Intelligence and Transformational Leadership — impacts the growth and
success of SMEs, using India as a focused context(303). The evidence gathered through a mixed-
methods approach has conclusively shown that leadership quality is a critical and measurable

factor in SME outcomes.

We found that Emotional Intelligence and Transformational Leadership are not just abstract
concepts but tangible drivers of SME performance. Leaders who are emotionally attuned to their
employees and who can inspire and motivate are more likely to see their businesses grow,
innovate, and retain talent. Conversely, gaps in leadership competencies were identified as
significant barriers — reminding us that some SMEs struggle not due to external conditions alone,

but due to internal leadership limitations(304).

The study contributes to leadership theory by extending EI and TL into the SME realm and

offering an integrated framework that places these leadership factors at the center of SME
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development(305). It also yields practical insights: SMEs can benefit greatly from investing in
leadership development, and stakeholders around them (from policymakers to educators) have

roles to facilitate this enhancement(306).

In essence, the future of SMEs in India (and similarly placed economies) will not depend solely
on external supports like finance and policy, but equally on the quality of leadership within(307).
A small enterprise with a great leader can overcome challenges, innovate, and scale heights that
might otherwise seem improbable. On the other hand, an SME with weak leadership may falter

even if market opportunities are ample(308).

We conclude that nurturing leadership excellence — fostering emotionally intelligent, visionary,
and competent SME leaders — is a vital pathway to achieving sustainable growth and
competitiveness in the SME sector. This is a message to SME leaders to introspect and improve,
to policymakers to support such improvement, and to the academic community to further explore
this critical intersection of leadership and entrepreneurship(309). By shining a light on
leadership, we uncover one of the key levers to unlock the vast potential of SMEs, often called
the backbone of the economy. Strengthening that backbone through better leadership will not
only benefit individual enterprises but also contribute to broader economic and social

development(310).

In closing, Leadership Excellence for SME Growth is not just a slogan but a research-backed
imperative. The journey to better leadership in SMEs is challenging but attainable — and the

evidence presented here provides a roadmap and motivation to embark on that journey.
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