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Chapter One
Introduction
1.1 Background of the study
Across the world, Small and Medium Enterprises (SMEs) are key drivers of economic progress. In sub-Saharan Africa—and Nigeria in particular—SMEs are central to economic diversification, job creation, and poverty reduction (Ezekiel & Tolulope, 2023). Despite their significant contributions—making up about 49% of Nigeria’s GDP and 96% of its businesses (National Bureau of Statistics, 2023)—many Nigerian SMEs face challenges that threaten their sustainability. Two major issues stand out: leadership shortcomings and limited innovation. Leadership plays a defining role in setting a business’s direction, managing its people, and determining its overall success. Research by Chukwuka and Dibie (2024) shows that leadership style can directly influence how well a business performs. Their study in Asaba revealed that firms that embraced a laissez-faire leadership style saw up to a 48% increase in performance for every 1% increase in its application. On the other hand, democratic leadership was also shown to boost employee involvement and productivity.
Innovation is equally important. In today’s fast-changing markets, SMEs that innovate—whether through new products, improved processes, or fresh marketing strategies—are better positioned to compete and grow. Ezekiel and Tolulope (2023) found a strong link between innovation and improved SME performance in Ilorin, underscoring the need for continuous improvement and adaptation. What’s becoming clearer is that leadership and innovation are not isolated factors—they work hand in hand. Okoronkwo (2021) points out that entrepreneurial leadership often encourages a culture of innovation, helping businesses maintain their competitive edge. This study explores how leadership and innovation shape SME performance in Nigeria, focusing on research findings from 2022 to 2024.
1.2	Statement of problem
Small and Medium Enterprises (SMEs) play a huge role in Nigeria's economy, making up almost half of the country's Gross Domestic Product (GDP) and giving jobs to millions. Yet, their growth and long-term survival are big worries. The National Bureau of Statistics (2023) reports that over 80% of Nigerian SMEs don’t make it past their fifth year. This challenging failure rate is often linked to poor leadership and a lack of fresh ideas, which keeps them from adjusting to market changes and competing well.
Good leadership is key to setting a clear direction, boosting employee productivity, and building a culture that encourages growth. A key constraint undermining SME sustainability in Nigeria is ineffective leadership, often due to limited managerial training (Chukwuka & Dibie, 2024). Compounding this is a lack of innovative practices that would otherwise enhance competitiveness (Ezekiel & Tolulope, 2023). This study aims to explore the relationship between leadership styles and innovation capabilities, and how they together impact the performance of Nigerian SMEs. Understanding this connection is important for developing strategies that boost SME growth, competitiveness, and sustainability in our fast-changing economy.
1.3	Objectives of the study
This study examines how leadership and innovation play a role in the performance of Small and Medium Enterprises (SMEs) in Nigeria. While the specific objectives are:
 i.     To understand how various leadership styles impact SME performance in Nigeria.
 ii.   To evaluate how innovative approaches in products, processes, and marketing can boost performance.
iii.     To explore how the combination of leadership and innovation contributes to the growth and success of SMEs in Nigeria.
1.4 Research Questions
i. What are the effects of different leadership styles on the performance of SMEs in Nigeria?
ii. How does innovation in products, processes, and marketing influence SME performance in Nigeria?
iii. In what ways do leadership and innovation together shape the growth and success of SMEs in Nigeria?
1.5 Significance of the Study
This study offers practical insights for SME owners, SMEDAN, and policymakers to enhance leadership and innovation, promoting SME sustainability and competitiveness. Entrepreneurs can apply these findings to improve leadership, encourage employee creativity, and adopt innovative practices that address challenges such as low productivity, limited market access, and poor customer satisfaction, ultimately supporting business growth.
The study also provides recommendations for SMEDAN and policymakers to develop training programmed and policies that strengthen SME leadership and innovation capacity. Additionally, it contributes to academic literature and offers a foundation for further research on SMEs' role in economic growth and job creation in Nigeria.


Chapter Two
Literature Review
2.1	Preamble
In this chapter, the study will take a closer look at the existing research on how leadership and innovation influence the performance of small and medium enterprises (SMEs) in Nigeria. Also, the study will dive into some key concepts, theories, and earlier studies related to different leadership styles and innovation practices. Furthermore, the study will determine gaps in prior research to lay the groundwork for our current study.
2.2 Conceptual review
Here, the study explores the essential concepts tied to our study titled "Effects of Leadership and Innovation on SMEs Performance in Nigeria". Aim to clarify what leadership, innovation, and SME performance really mean, and how they all connect, based on the latest literature.
2.2.1 Definition of Leadership
Leadership is generally seen as the ability of someone to inspire, motivate, and guide others toward achieving ORGANISATIONAL goals (Northouse, 2022). In SMEs, leadership often means that the owner or manager wears many hats to steer the business's vision and day-to-day operations. Iyaji and Bakare (2023) pointed out that transformational leadership, which promotes involvement and nurtures innovation, tends to be more effective for SMEs in Nigeria than autocratic approaches that stifle employee engagement. Different styles of leadership—such as transformational, transactional, and autocratic—play a major role in how adaptable and successful an organization can be in the long run (Ogundana et al., 2024).


2.2.2 Definition of Innovation
Innovation is all about creating or improving products, services, processes, or business models that add value for both the business and its customers (OECD, 2023). For SMEs, staying innovative is critical for keeping a competitive edge, especially in fast-changing environments like Nigeria, where resources can be tight. Galadanchi (2024) emphasized that SMEs in Nigeria that are more innovative tend to see boosts in productivity and market share, even while facing challenges like limited funding and infrastructure issues.
2.2.3 Small and Medium Enterprises (SMEs) Performance
When talking about SME performance, it means how well a business meets its goals in areas like profitability, market growth, operational efficiency, and sustainability (SMEDAN, 2022). Performance can be tracked using financial measures (like sales growth and profit margins) and non-financial ones (like customer satisfaction and innovation results). As Isichei et al. (2022) noted, strong leadership and innovation are key factors that drive better performance in Nigerian SMEs, particularly regarding export activities and competitiveness.
2.2.4 The Interrelationship Between Leadership, Innovation, and SME Performance
Recent research shows a solid link between leadership, innovation, and SME performance. Transformational and ambidextrous leadership styles create an environment where innovation can flourish, leading to improved performance outcomes (Isichei et al., 2022). In this relationship, innovation acts as a mediator, while trust within the organization enhances the positive impacts of leadership on the success of SMEs (Ogundana et al., 2024).
2.2.5	Conceptual framework
Fig.1: The combination of leadership style and innovation which are the independent variables of the study is expected to have positive effects on SMEs performance. The model shows the process.

2.3 Theoretical framework
This study is guided by three main theories: Transformational Leadership Theory, Resource-Based View (RBV), and Diffusion of Innovation (DOI) Theory. These frameworks will help understand how leadership, innovation, and SME performance are interconnected in Nigeria.
1. Transformational Leadership Theory
First introduced by Burns (1978) and expanded upon by Bass (1985), this theory focuses on how leaders can motivate and inspire followers to achieve higher levels of performance. Transformational leaders cultivate innovation through intellectual stimulation and personalized attention. Considering Nigerian SMEs, this theory will help us look at how the right leadership style can drive innovation and finally enhance business success.
2. Resource-Based View (RBV)
The Resource-Based View (RBV), developed by Barney (1991), suggests that firms can achieve competitive advantages by using unique resources. Leadership skills and innovation are seen as strategic resources that can boost SME performance. This study will use the RBV to demonstrate how internal capabilities contribute to sustainable growth.
3. Diffusion of Innovation (DOI) Theory
Introduced by Rogers (1962), the DOI Theory explores how new ideas and technologies spread. Leadership has a critical role in encouraging the adoption of innovations within SMEs. We’ll use this theory to investigate how leaders assist the diffusion of innovation to improve firm performance.
2.4 Empirical review
Iyaji and Bakare (2023) conducted a study titled “Leadership Styles and Sustainable Employee Performance in Nigerian SMEs.” This research aimed to explore how different leadership styles, particularly autocratic and transformational ones, impact employee performance and sustainability in Nigeria’s SMEs. The researchers used a quantitative approach, sending structured questionnaires to 350 SME employees across Lagos and Abuja. Their analysis involved descriptive statistics and regression to test their hypotheses. The results showed that transformational leadership positively influences sustainable employee performance, while autocratic leadership had a negative effect. The authors suggested that SME leaders should accept transformational leadership styles to boost employee commitment and drive growth within their organizations.
Galadanchi (2024) carried out a study titled “Innovative Capability and Performance of SMEs in Nigeria: A Review of Literature.” The study aimed to assess how innovation capability influences the competitiveness and financial performance of manufacturing SMEs in Nigeria. The research employed a qualitative approach, analyzing secondary data from journals, reports, and industry publications between 2018 and 2023. The findings indicated that SMEs with strong innovation capabilities tend to achieve higher productivity, better customer satisfaction, and improved profitability. The study recommended that SME owners invest in research and development (R&D) and promote a culture of continuous learning to enhance their innovation capacity.
Isichei, Chukwu, and Onyisi (2022) conducted a study titled “Ambidextrous Leadership and Export Performance of SMEs: The Role of Innovation Orientation and ORGANISATIONAL Trust.” The objective was to investigate the impact of ambidextrous leadership on the export performance of SMEs in Nigeria, considering the mediating role of innovation orientation and the moderating effect of ORGANISATIONAL trust. The study used a cross-sectional survey design with data collected from 210 SME managers in export-oriented firms. Structural equation modeling (SEM) was employed for data analysis. The findings showed that ambidextrous leadership significantly improves export performance, particularly when innovation orientation is high and there is strong ORGANISATIONAL trust. The authors recommended that SME leaders balance exploration and exploitation activities and build trust to foster innovation and enhance export outcomes.
2.5	Gaps in the literature
Existing studies often examine leadership or innovation separately, with limited focus on their combined impact on SME performance in Nigeria. Few have explored how different leadership styles and types of innovation together influence SME growth and success in the Nigerian context. This study aims to fill this gap by analyzing the joint effect of leadership and innovation on SME performance, providing practical insights for business owners and policymakers.


Chapter Three
Methodology
3.1 Preamble
This chapter will describe the methodology that the study will adopt to examine the effects of leadership and innovation on the performance of SMEs in Nigeria. It will outline the research design, population, sampling techniques, data collection methods, and data analysis procedures that will guide the study. The aim is to ensure a systematic and objective approach in addressing the research objectives and questions.
3.2 Research Design
The study will adopt a survey research design. This design is appropriate because it allows the collection of quantitative data from SME owners and managers through structured questionnaires. It will enable the researcher to assess the relationship between leadership styles, innovation practices, and SME performance.
3.3 Population of the Study
The target population will consist of owners and managers of registered SMEs in Lagos State, Nigeria. Lagos is chosen due to its high concentration of SMEs across different sectors. The study will focus on SMEs registered with the Small and Medium Enterprises Development Agency of Nigeria (SMEDAN).
3.4 Sample Size and Sampling Technique
The sample size will be determined using Yamane’s formula at a 5% margin of error. The study will adopt a stratified random sampling technique to ensure representation across different sectors (manufacturing, services, and trading). Respondents will be selected proportionally from each stratum.
3.5 Research Instrument
The study will use a structured questionnaire consisting of three sections. Section A will collect demographic information. Section B will focus on leadership styles and innovation practices. Section C will assess SME performance in terms of growth, profitability, and market expansion. The questionnaire will use a 5-point Likert scale.
3.6 Validity and Reliability of the Instrument
Content validity will be ensured through a review by experts in business management and entrepreneurship. A pilot study will be conducted with 30 SME owners, and reliability will be tested using Cronbach’s Alpha. A coefficient of 0.7 or higher will be considered acceptable.
3.7 Data Collection Method
Primary data will be collected using questionnaires administered in person and via email to respondents. Follow-ups will be made to ensure a high response rate.
3.8 Method of Data Analysis
Data will be analyzed using descriptive and inferential statistics. Descriptive statistics will summarize the respondents' profiles. Inferential statistics, such as Pearson correlation, will be used to test the relationship between leadership, innovation, and SME performance.
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