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Leadership Effectiveness and Organizational
Performance: Exploring Gaps in the Existing
Literature

Alam Zeb'!, Shabir Ahmad?, Gohar Saeed’
Abstract

This study aims at investigating the gaps in the existing literature in relationship
between leadership effectiveness and organizational performance. Based primarily on an
in-depth review of substantial literature, the study reveals that existing research concerning
leadership effectiveness is mostly ethnocentric in nature as majority of these studies have been
conducted in western countries suchas America, United Kingdom, France and Germany and
replicated in other countries without considering the particular culture, situation and context.
These studies have overlooked contextual realities and cultural effects in the relationship
between leadership effectiveness and organizational performance. Similarly, limited aspects
have been considered in the measurement of leadership effectiveness and organizational
performance in existing research. Due to this, there is lack of clarity in understanding the
relationship between leadership effectiveness and organizational performance. It argues that
the relationship between leadership and organizational performance is not simple one that
can be measured through simple linear relationship. There is a complex relationship having
different aspects and dimensions that make it difficult to get specific conclusions regarding
leadership effectiveness and organizational performance.
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1. Introduction

Organizational performance is contingent upon effective leadership (Drucker,
1964; Khan, 2002). This conviction is evident from the fact that the relationship
between leadership and organizational performance has remained the focus of
researchers for last four decades (Cannella & Rowe, 1995). Although considerable

research has been conducted on this topic, the phenomenon of effective leadership
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and its relationship with organizational performance is still obscure. A review of var-
ious studies such as research conducted by Analoui (1999), Avery (2004), House and
Aditya (1997), Shamir and Howell (1999) and Yukl (1999) suggest that there are lim-
itations, difficulties and unsolved problems associated with the relationship between
leadership and organizational performance. In addition, there are methodological and
contextual problems that have made it difficult to get specific conclusions regarding
leadership effectiveness and organizational performance.

Similarly, studies carried out by Hofmann and Jones (2005), Keller (2006) and
Lim and Ployhart (2004) show that previous research has focused on limited aspects
of organizational performance such as financial performance and non-financial perfor-
mance. These studies have overlooked various aspects such as employees’ satisfaction,
technological aspects and government and community support. This shows that there
are a number of limitations in the measurement of organizational performance.

Due to the above mentioned problems in the studies of leadership and organiza-
tional performance, it can be aptly stated that there are numerous limitations in the
studies regarding relationship between leadership and organizational performance.
Thus, there is limited evidence that can elaborate issues and problems in existing
literature of leadership effectiveness and organizational performance. This shows a
clear gap in the existing literature. This research study is an attempt to identify the
prevailing gaps in the existing literature and to provide in-depth knowledge and in-
formation to researchers regarding the issue under investigation. The findings of this
study will identify those areas that have been overlooked in the existing studies and
will broaden the understanding of researchers regarding the unresolved problems and
issues in the studies related to leadership effectiveness and organizational performance.

2. Literature Review

The role of an effective leader is vital for organizational performance (Sirisetti,
2011). Effective organizational leaders develop progressive organizational cultures,
develop employees’ motivation, clarify vision and organizational objectives, and guide
the whole efforts towards high performance and outcomes (Sirisetti, 2011). This is
due to the instrumental role of effective leaders who safeguard organizations’ benefits
by realizing the needs of the employees and integrating all the resources for achieving
organizational goals and objectives (Sansom, 1998). Evidence shows that leadership is
not only a set of directives and orders issued by a boss and obeyed by subordinates, it
is a collective ability and wisdom of the team to safeguard the organization’s benefits
by realizing the needs of the employees and understanding the targets and integrating
all the resources in order to achieve common goals (Kahn, Barton, & Fellows, 2013).
Since the start of the new millennium, the effectiveness of leadership is conceptualized
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as an interactive nature of social systems (Valcea, Hamdani, Buckley, & Novicevic,
2011). Effective leadership is an interactive process of environmental knowledge, stra-
tegic competence and trustworthiness among subordinates (Byrne et al., 2014). The
strategic competence of organizational leaders help to develop a strategic fit between
goal and objectives of originations with its external environment (Mhatre & Riggio,
2014). Similarly, trustworthiness of leadership encourages followers to perceive the
validity of the mission (Mhatre & Riggio, 2014). Thus, effective leadership develops a
relationship through which a leader motivates followers to give their best, by providing
support for growth and rewarding subordinates fairly, tangibly and psychologically
for their efforts. Finally, effective leaders utilize material and psychological resourc-
es of themselves and their teams with best strategies for task accomplishment that
are adapted to the social and task environment (Lamb, 2013). The importance of
organizational leadership is evident from the fact that it has long been a major area
of interest among researchers and still continues to attract both academicians and
practitioners (Lado, Boyd, & Wright, 1992). Leadership plays a fundamental role in
organizations (Drucker, 1964; Khan, 2002). It is argued that leadership role cannot
be undermined in any organization because it deeply influences the organizational
performance. Besides this, leadership is viewed by some researchers as one of the key
driving forces for increasing organizational performance (Bennis & Nanus, 1985;
Hersey & Blanchard, 1988). It is argued that an effective leader develops reputation
and goodwill of an organization (Vigoda-Gadot, Shoham, Schwabsky, & Ruvio, 2008).
Leadership effectiveness is the basic element that determines the success and failure of
organizations (Bennis & Nanus, 1985; Hersey & Blanchard, 1988). An effective leader
determines the right directions, builds organizational vision, and develops strategies
in order to achieve long-term organizational goals and objectives (Northouse, 1997).
This shows that the role of effective leadership is crucial in organizations. Therefore,
Drucker (1964) considers leadership as a key to success for public sector organizations.
It is widely believed that effective leadership leads to effective organizational perfor-
mance because leadership creates vital links between people, process and procedures
in organizations that leads to better organizational performance (Avolio & Bass,
1991; Judge, Bono, Ilies, & Gerhardt, 2002; Keller, 2006; McGrath & MacMillan,
2000; Yukl, 1999).

Ali (2007) summarizes that role of an effective leader is blending of motivational,
strategic and managerial skills. Leaders use energy in a strategic way to inspire and
motivate a team towards achieving a common task. Similarly, effective leadership
is believed by some scholars as a basic requirement for facilitating and improving
organizational performance. It enables organizations to face challenges (McGrath &

MacMillan, 2000; Teece, Pisano, & Shuen, 1997).
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An effective leader continuously addresses fundamental public policy issues of
poverty, education, housing, security and health effectively. They demonstrate public
agenda and grapple with dilemma of how governments can remain credible and fo-
cused when significant resources are not in their control or organizations are assigned
to political people with limited ability. The key role of leadership is to construct
required institutional and human resources for the purpose of developing capacities
of individuals to support effective governance. Effective leadership in public sector
organizations is required to promote a culture where main duties of a leader should
be the development of strategic vision and planning. This usually leads to the desired
change which is characterized by managing knowledge, internalizing quality, entering
the digital age, building partnerships, managing for accountability and getting right
values and ethics. For this purpose, one of the fundamental roles of a leader inside
organization is to guide employees and provide them direction. Leaders motivate their
employees through inspiration, develop team work through mutual trust and focus
upon the results (Covey, 2003). This helps in directing subordinates to exert efforts
towards achieving organizational goal. In spite of fundamental importance of various
factors in organization such as human force, process, procedure and material, success
and failure of an organization is contingent upon leadership effectiveness where
employees are motivated and willing to spend energy and effort to ensure success
(Cornelius, 2004). Nasseh (1996) goes on to suggest that leaders need motivational
skills in order to play their fundamental role. Motivation is the force that can change
the mind of the employees. According to Buford, Bedeian, and Lindner (1995),
motivated subordinates exert more efforts for achieving organizational goals. Hence,
leaders are required to motivate subordinates by their recognition and public praise,
assigning them challenging job, good working relation, empowerment and handsome
remuneration and incentives (Nasseh, 1996). Mathews (2004) adds that leaders can
motivate employees if they provide clear direction, good chemistry, favorable working
environment and opportunity for their growth and development. These help increase
subordinates motivation. Motivation of subordinates can also be developed by mak-
ing their job interesting (Raees, 2004). Raees (2004) further explains that jobs are
interesting if there is feedback, lots of skills, autonomy, mine and effect. The author
further explains that feedback is essential for job motivation and it comes through
peers or supervisors, lots of skills mean employees use a variety of skills for achieving
organizational goal and objectives, autonomy activates employees to take proactive steps
on their own in bringing improvement in their work activities and finding solutions
to the problems, mine gives sense of ownership to the employees such as my work,
my project and my goals and objectives and effect on others shows that how much
the work affects others (Raees, 2004). Leight and Maynard (1999) argue that one of
the important roles of effective leader is to inspire their followers. Effective leaders
inspire their subordinates (Barnett, McCormick, & Conners, 2001). This is important
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for followers’ motivation (Bass, 1985) because inspiration develops enthusiasms in a
hopeful manner that is essential for putting more energy in performing duties. This
develops the followers’ confidence and commitment and optimizes their efforts and
contribution in achieving organizational goal and objectives. Therefore, organiza-
tional leaders need to be capable in developing an environment of trust among their
colleagues. This requires leader to be proficient and behave as a role model (Dran,
2004). Effective leaders motivate their employees by setting personal examples. Dran
(2004) suggests that leader should perform as a role model and should set personal
examples of good attitude, behavior, working relations, manners and performance.
Kunich and Lester (1999) consider organizational leaders as key figures. Organizational
leaders need to develop dignity, integrity and professionalism. Therefore, Cook (2004)
suggests that positive behavior, values and consistency in behavior make a leader role
model for his team. These behaviors develop leader credibility in team and subordi-
nates get inspired (Kouzes & Posner, 1987).

Another important role of a leader is team building (Brin, 1998). Effective
leaders develop their teams in organizations. For this purpose, leaders acknowledge
subordinates for their achievements. This encourages each member of the team due
to which they share their problems, accomplishments and other important matters.
This leads to improve organizational capacity. If a leader does not encourage contri-
butions of the team there is likelihood that the team loses its spirit (Covey, 2003).
Team is constituted by its members but the leader plays a key role in developing a
climate for the development of team (Bacal, 2004).

Effective leaders act as a catalyst in an organization for change and innovation.
According to Siu and Glover (2001), the working environment in some organizations
especially in public sector organizations is conventional which does not allow leaders
to apply the newly learnt skills and ideas in the real working atmosphere. Due to
this situation, the role of organizational leadership has been undermined. In these
circumstances, leaders face resistance to adopt necessary changes that are required
and resultantly they cannot update the organizational system. Evidence shows that a
key role of effective leaders is their ability to adapt change (Baron, 1995). As long as
an organization grows up, its leaders need to adopt changes (Horner, 2004; Baron,
1995). In this regard, effective leader is considered as change agent (Dran, 2004)
where leaders should encourage the new learning skills and abilities of its members.
However, according to Ristino (2005), change in organization is depended on the
leaders’ vision because visionary leaders are clear and understandable and guide the
whole efforts in one direction. In another study, Senge (2006) writes that a visionary
leader is the one who can predict the impact of creative efforts in the organization.
Evidence shows that organizations having visionary leaders lead towards growth and
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success (Zhu, Chew, & Spangler, 2005; Gill, 2006).

According to Dran (2004), leadership is a process by which goals and directions
are set by one person for their group. The leader thus influences or acts with com-
petence and dedication to realize set goals (Senge, 2006). Effective leaders set goals
and objective effectively communicate it to subordinates. Subordinates are informed
with the importance of the goals. This helps in developing collective trust to achieve
organizational goals (Kunich & Lester, 1999). In case, the goals are not properly
communicated, this creates role ambiguity that further leads to develop conflicts in
achieving goals and objectives (Payne, 2005). Goals setting help in minimizing time
duration of problem solving and decision making. Its clarification helps them focused
and cooperative. Therefore, effective communication is one of the fundamental
characteristics of an effective leader. It is argued that effective communication is an
important factor in the success of an organization (Hargie, Tourish, & Hargie, 1994)
because this develops a sense of direction and connectivity among members of an
organization.

Thus, in summarizing the role of leadership, researchers have defined organi-
zational leaders as vision and mission builders (Mhatre & Riggio, 2014; Zhu et al.,
2005 ), motivator (Covey, 2003), team builders (Ulrich, Smallwood, & Sweetman,
2008), participative decision makers (Gamage & Pang, 2003; Northouse, 1997) and
role model (Dran, 2004). " In addition, leaders need to have effective communication
skills (Anderson, 2006); the ability to develop trust (Byrne et al., 2014; Kouzes &
Posner, 1987) and the will to recognize achievements (Bolman & Deal, 2003). This
shows that effective leaders have to perform a combination of several important roles
for which they need potent combination of several characteristics.

However, deeper insight into the literature shows that there are various issues
such as cultural, social and methodological problems in studies regarding leadership
effectiveness and organizational performance.

The following section elaborates different problems in studies regarding leadership
effectiveness and organizational performance.

2.1. Ethnocentric nature of existing studies

One of the dominant problem in studies regarding leadership effectiveness and
organizational performance is ethnocentric nature of these studies. Evidence shows
that a considerable number of studies about leadership and organizational perfor-
mance have been conducted in the United States and various European countries
and these have been replicated in numerous other countries without taking into
account its particular socio-economic, political and cultural contexts (Adler, 1984).
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In this regard, indigenous studies in the context of developing countries are very few
except research conducted by Misumi’s (1985) seminal research work in Japan, Sinha’s
(1980, p. 85) nurturant task oriented model in India and the prophetic Caliphal
model of leadership developed by Khadra (1990) in Arab countries. This shows that
there is considerable gap in the existing studies regarding leadership effectiveness for
not considering particular culture and context. Beside this, there is lack of universal
theories and precise formulas that can explain the concept of effective leadership
and its relationship with organizational performance. A review of one hundred and
twenty four studies was published by Stogdill in 1948. Researchers in these studies
identified certain general characteristics of effective leadership such as initiatives,
social dominance and persistence but no common characteristics or traits identified
that can reflect uniformity in the studies about leadership effectiveness. However,
there is dearth of studies having focused on contextual factors in the measurement of
organizational performance. There is lack of cultural sensitive models of leadership
and organizational performance (Smith & Peterson, 1994). This is due to the reason
that a number of tools and instruments have been developed for measuring leadership
effectiveness such as Leader Behavior Description Questionnaire (LBDQ) developed
by Ohio State University, Multi-factor Leadership Questionnaire (MLQ) developed
by Bass (1985) and his colleagues and the Leadership Practices Inventory (LPI) devel-
oped by Kouzes and Posner (1887). All these models and measuring instruments have
been developed in the west and are based on western models of leadership. Hence,
these models have overlooked various aspects of contextual realities in developing
countries due to which research on the relationship between leadership and organi-
zational performance is not conclusive. There are many unresolved methodological
problems. Thus, conclusions cannot be drawn about the extent to which leadership
effectiveness and organizational performance are considered linear and interdepen-
dent on each other.

2.2. Lack of understanding com plex nature of leadership and
organizational performance

Evidence shows that there is a debate amongst theorists regarding complex nature
of leadership phenomenon (Barrow, 1977). It is argued that leadership effectiveness
in not a simple phenomenon (Barrow, 1977). It is a complex process having different
aspects and dimensions (Barrow, 1977). Stoian (2009) elaborates that leadership
effectiveness depends on different aspects and dimensions such as characteristics of
a leader and the situation in which he/she operates as the behaviors of a leader at
times depends on the conditions and forces present in a given situation. There are
various dimensions that can define the degree of leadership effectiveness such as in
present times visionary, transformational and charismatic leadership has gathered a
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considerable attention (Conger & Kanungo, 1987; House & Aditya, 1997). Similarly,
strategic leadership articulate that behavior of a leader affects organizational perfor-
mance. Existing evidence illustrates that researchers have mostly focused the leadership
effectiveness from behavioral, personality trait, vision and genetic (by birth) aspects
(Jing & Avery, 2008). They have either ignored or narrowly discussed cultural and
social aspects of leadership effectiveness. This has also created problems in measuring
the relationship between leadership effectiveness and organizational performance.

Besides this, numerous methods have been used by researchers for organizational
performance. In this regard, Delany and Huselid (1996) adopted perpetual measures
of organizational performance and Terpstra and Rozell (1993) suggested financial
measures such as profit and financial ratios. However, organizational performance
cannot be measured through simple linear relationship (Chenhall & Smith, 2007).
It has different aspects and dimensions that need to be taken into account. Chenhall
and Smith (2007) developed Organizational Performance Index (OPI) for measuring
organizational performance. This is based on multiple performance indicators such
as Marris Ratio, Tobin’s Q, return on equity, return on assets and perceived organi-
zational performance. This measurement of organizational performance clarifies the
internal and external picture of organization performance measurement. However,
there is lack of empirical studies that can suggest other variables such as customers’
satisfaction, employees’ satisfaction and so on. This is important for the overall mea-
surement of financial performance (Charreaux, 1997). Performance measurement
of organization is a complicated matter and needs to be measured with regard to
shareholder or stakeholder value maximization as well. Due to this, over the years
measurement of organizational performance has been a matter of great debate among
researchers. Therefore, Hoogh et al. (2004) argues that research conducted in the
past has been criticized for the measurement of organizational performance. In the
organizational performance measurement, limited aspects such as outcome aspect of
the organizational performance have been considered rather than other important
aspects such as financial performance, customer satisfaction and employee satisfaction
(Keller, 2006; Lim & Ployhart, 2004). Most of the existing studies have adopted either
financial measurements or non-financial measurements rather than using both. This
shows insufficient measurement of organizational performance.

In view of the overall discussion, the following conclusion can be drawn.

3. Conclusion

This paper has critiqued literature concerning relationship between leadership
effectiveness and organization performance. By reviewing vast literature on the sub-
ject, the paper argues that there are various gaps in the existing studies concerning
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relationship between organizational performance and effective leadership. It posits
that neither leadership effectiveness nor organizational performance are linear and
straightforward phenomenon but both are quite complex and multifaceted concepts
and the relationship between the two can only be properly understood after taking
into account numerous contextual factors.

Effective leadership is a complex social phenomenon. It is totally context based
and situation dependent. Therefore in-depth investigation is required by adopting
interpretevist approach and qualitative methodology.

Many studies have been conducted on leadership effectiveness in the developed
countries like Europe, America and Australia and different leadership models have
been developed. But these models are not appropriate to be used in the developing
countries like Pakistan, India, Bangladesh and different other Asian countries. There-
fore, indigenous models of leadership are needed to be developed in the different
areas and countries based on particular context and situation.

In many studies few leadership paradigm have been focused such as transactional
and transformational and other paradigms have been ignored such as classic and
organic. This has created a gap between some important aspects of the leadership.
In future research all aspects of the leadership paradigm should be considered com-
prehensively, so that, the relationship between effective leadership and organizational
performance becomes clear.

In order to calculate the organizational performance many studies in the past
have considered either financial or non-financial aspects of the organization. This
provides very narrow insight on the organizational performance. Therefore, financial
and non-financial aspects along with the factors such as quality of product, develop-
ment of new product or services, employee attraction, employee retention, customer
satisfaction, trustful relationship between management and employees, market share,
company image in the market needs to be taken into consideration.
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