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The Relationship between Innovation-oriented Leadership
and SMEs Survival in Crises Times: The Mediating Role of
New Product Development

Dr, Ahmed Elsetouhi

A Lecturer of Business Management at Faculty of Commerce - Mansoura
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Abstract

This study aims o investigate the direct and indirect effect of innovation-onented
leadership {10L) on SMEs survival in crises times via new product development
(NPD), Data were collected from 200 SMEs managers in New Damietta-Egypt
using a questionnaire. Path analysis technique is emploved to test the research
hypotheses using a partial least squares structural equation modelling (PLS -
SEM). The reseach findings showed that 101 significantly influences both NPD
and SMEs survival in crises times. Furthermore, NPD partially mediates the
refationship between [0L and SMEs survival in crises times.

Keywords: Innovation-oriented Leadership; New Product Development:
SMEs Survival in Crises Times.
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I, Introduction

Small and medium-sized enterprises (SMEs) encompass the mainstream of firms
in most economics. According to the sight of many governments, SMEs are & key
source of new jobs (Mazzarol & Rehboud, 2020). SMEs represent the
competitive spiril that & market economy necessitales (o achieve efficiency. They
help an economy to grow and to significantly adapt 1o structural changes through
conlinuous initiatives which represent new products and technologies, They are
an essential source of innovation, and a significant basis for new industries
(Hashim & Abdullah, 2000}, Zaied (2012) approves that SMEs characterise the
greatest share of the productive units of the Egyptian economy. SMEs arc a
crucial driver of economic growth for Egypt. Economist Intelligence Unit {2009)
admils that SMEs has contributed significantly o the economies of the African
continent, representing around 90% of all businesses, and providing the central
source of jobs and income for African people. Particularly, in Egypt, SMEs
represent & greal proportion of economic activity and international development
organizations {Rexhepi, 2015).

Management researchers are increasingly interested in investigating innovation
m SMEs (De Massis et al, 2012). Product innovation is a key determinant of
competitive advantape for exporting SMEs (Falahat et al, 2020), Firm
innovalion is widely acknowledged to be essential for the organizations' success,
growth, and swvival (Cho & Pueik, 2005). Innovation has a positive effect on
survival SMEs  (Lussak et al, 2020). Distinction through new produc
development {NPLY) is one of the most crucial strategies for accomplishing
success (Valle & Avella, 2003). Improvememts in technologies have enabled
firms to focus on developing new products for current markets and new wiys of
WOTKIng in order 1o meet major changes in economic conditions (Avag & Gzdem,
2007). However, despite the importance of NPI, the failure rate of new products
continues to increase. Lampel et al. (2008) conclude that many leadership styles,
such as innovative leadership, are essential in affecting NPD project success.

To prove the impartant of studying SEMs survival, the failure rates of small
lirms are very high. For example, if we have ten start-ups, we can realize that one
will succeed. four will fight in the ‘land of the living dead’. and five will be
forced inlo bankrupicy (Mazzaral & Reboud, 2020). According to Global
Entrepreneurship Monitor (GEM) report (2018/2019), the rate of business
discontinuation has increased significantly over the last years from 2.7% (2010)
o 10.2% (2018) in Egypt (Bosma & Kelley, 2019). In addition, literature reviews
have concluded that the research still provides a limited understanding of the
driving mechanisms thal enhance it (Brouder & Eriksson, 2013). Thus, it appears
that there are important relationships among leadership style, NPD, and firm
survival that need to be better understood. Previous sludies have explored the
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effects of leadership styles on NPD (Edmondson & Nembhard, 2009; Woulers et
al., 2009) and performance (Yitshaki, 2012; Matzler et al., 2008).

Uhere are some research gaps. Prior researches had focused on the AsSOCiAlon
hetween transformational leadership style (Edmondson & Membhard, 2009) and
NPD: 10L and NPD (Bossink, 2004). There is a lack of prior research in terms
of examining such an association in the context of SMEs. No prior research has
sxplored the elfects of NPD on SMEs survival in crises times. Consequently, in
order to fill these gaps, this study seeks to address the following research
guestions within the context of Egyptian SMEs. Firstly, how does 10L directly
alfect NPD on SMEs survival in crises times? Secondly, whether NPD mediates
the relationship between [OL and SMEs survival in crises times? To answer the
ahave questions, this paper aims to examine the direct and indireci effect 1OL on
SMEs survival in crises times through the mediating role of NPD.

2, Literature Review and Hypotheses Development
The study adopts the following conceptual framework, as shown in Figured,

- =

H1 H2
MPD ST TS

H3
Figure (1): Conceptual Framework

2.1 Innovation-orientated leadership and New Produoct Development

IOL refers to the degree (o which a leader promotes the type ol climate and
arientation thal encourage employees Lo be innovative (Stock et al., 2013). TOL
wims 1o smooth the performance of innovators through inspiring their eliective
engapement in the processes of innovation, which relates (o individual imbiatives,
generation of idess, promotion and implementation. This benefits 10 reach an
innovative product and supports an exploratory orientation through cultivaung an
environment for lewning, change and adaptation among employvees, Thal 1s an

oreanization’s leader can boost a climate to produce & well environment for

innovation (Carmeli el al,, 2010), Also, Lade and Wilson (19594) inveterated Lhal
innovation-oriented leadership 18 & Key source 1or crealing competitive advantage
b inmavadion, 11 creates o unique value by making social relationships and

determining mulual exchunges between a firm and its employees, Moreover,

Stack el al (2014) argued that innovation-onented leadership #s o form ol
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organizational support not only fosters innovative behavior, but also encourages
cooperation across functions,

NPD is a set of activities that starts with observing marke! opportunities and ends
with producing, selling and delivering a product, which is eritical to the success
and sustainability of an organization (Avag & Bzdem. 200 7). Corso et al. (2001)
declared that product innovation is one of the most promisin ¢ areas in the field of
knowledge management. In addition, Olson et al. (1995) confirmed that in the
current highly competitive marketplace, firms are highly pressured 1o develop
new products. Additionally, Lichtenthaler and Lichtenthaler (2004} stated that
the firm's capability of continuously developing its products is significant for its
future success. An advantage of NPD for an organization is nol in the process
peruse, but rather in the implementation and efficiency of the process (Marion ¢
al, 2012). An efficient WPD managemen improves th: performance and
eventually leads to an increase in market share and profitability {Ahmad et al,,

2013).

Molina-Castillo and Munvera-Alema'na (2009) assured that among the possible
approaches to innovation, developing new products and new services takes huge
Inferest as it allows husiness to gain significant competitive advantage {Cormican
& OrSuilivan, 2004). Essentially, leaders play a crucial role in an NPD team
because they can use their leadership, empathy, knowledge, and ability 1o
persuade and encourape followers to achieve goals (Edmondson & Nembhard,
2009). They also can directly generate new ideas into an organtzation and foster
Innovation initiatives from subordinates,

Notably, leadership is a significant factor affecting NPD innovation (Matzler et
al., 2008). Therefore, leadership can enhance and improve NPD performance by
showing vision, inspiring followers with clear goals, setting high performance
expectations, and offering individual supports (Sarros et al,, 2002). Barczak et al.
(2009, p. 22) add that ieadership is an essential path 1o investigate NPD
processes. Furthermors, they argued, “high-ranking leaders can improve and
enhance a project's chance for success by ensuring that the NPD efforts are not
limited by resource constraints”, Besides, leaders with a higher rank provide an
umbrella of credibility and legitimacy to the NPD project. Moreover, Valle and
Avella (2003) concluded that a leader who runs the team has an influence an the
success of the NPD process. By contrast, NPD projects who have no a senior
leader, frequently, face substantial difficulties 1o be survive in business
environment. Thus, based on the above discussion, this study proposed the
following hypothesis:

Hy: TOL has & positive significant impact on NPD,
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= 3 [nnovation-orientated leadership and Firm Suwrvival in crises times
Firm survival is defined as the ability of firm to live in an economic crisis #nd
upe with its challenges. 1t has a superior competency o address the slowdown
'+ business activity and the ability of the firm's sales volume to round back to
—o-crisis level afler it has been reduced by the economic crisis (Naidao, 2010).

hra (2005) states that SMEs have the capacily 10 be innovalive. Casillas et al.
0101 add that the innovativeness ol SMEs improves their performance.
wceording to Liv el al, (2005), innovation is regarded as one of the most essential
wurces of sustainable competitive advantage as it aids in achieving high levels of
m growth and making continuous advances, Previous research investigales

| novation environment in family firms. For instance. Litz and hieysen {2001}
wclured that the founder of a family firm is more innovative than following
.nerations. Thus, innovation is a vital driver for a family firm’s performance
aczler et al., 2008). Likewise, Yitshaki (2012) indicated that entreprensurs’
Lsmonstration of leadership behaviours impact on the growth of family firms. In
addition, Matzler et al. (2008) proposed that leadership has a direct and positive
cifect on growth. This argument is hased on (he preface that leadership is not
limited io technical professionals, bat is applied to all employees. They assume
that leadership ennbles employees across the institution to explore and exploit

advantage of business opportunities.

Furlhermore, Pearson and Marler (2010) suggested that employees who are
reated well by the leaders improve a sense of obiigation 10 perform in a positive
wav to the best interests of the organization. In addition, the lterature o
cconomic erisis highlights the nced for oulstanding leaderstup as a survival
mechanism, Thus, hased on the above discussion. the following hypothesis 15
developed:

H.: 101 has & positive significant impact on FS.

1.3 New Product Development and Firm Survival in criscs times

Prior researches coafirmed that SMEs are growing oves time (Memili €1 &l
W15 NPT increases the likelihood of SMEs growth (Cucculelli & Ermini,
17 Che & Pucik, 2005), Some studies {ind assoctations between product
nnovation and firm performance in ferms of productivity andior growih
(Cuccalelli & Ermini, 2012). Particularly, De Massis el al, (2012) focus on NPD
in family firms and argue that family firms are considered the most significan
form of organizalional enterprises, They siale thal family lirms evidently develop
lnmeer term oriented mnovations than non-family enterprises. This long-letm
Beertan o family businesses against non-family compamies plays & key role
ereating NPD- projects with long-term push. On the other hand, Souder and
Thomas (2003} declared that NPD in Tamily businesses has been overlooked and
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it needs more in-depth investigations that consider a vital role that NPD plays a5
4 source of sustained company performance.

NPD s significantly essential for company performance, survival, and
sustainable competitive advantage (Cormican & O'Sullivan, 2004 Cooper &
Kleinschmidt, 2007). This is particularly true for SMEs (Souder & Thomas,
2003). Moore (2011) concluded that family firms aim to save and maximize their
market share, particularly when their growth is threatened by spending more on
NPD. NPD process is & control system that reduces the risk of new products and
increases return on investment that leads to firm growth. Furthermore, NPD
should be a core element of an organizations strategy to retain its strength and
maintain growth in the market. Essentially, Stenholm (2011) confirmed that
innovative  actions that generate new product innovations improve  the
performance and growth of firms. As well, Stock (2011) declared thai Managers
extensively consider product innovaliveness as a crucial mean to ensure long-
term firm growth and to improve business performance. Moreover, Ernst (2002)
affirmed that among all possible fields of innovation, developing new products is
regarded as the most important for firms' performance. Additionally, De Brentani
el al. (2010) agree thal the firm's strategy of new product development js a
crucial determinant of the firm's performance. Therefore, NPD has a significant
influence on FS and, consequently, this study suggests the following hypothesis:
Hy: NPD has a positive and significant direct impact on FS.

2.4 The mediating cffect of NPD

Considering the previous discussions in developing the hypotheses namely M),
f1; and H; NPD mediates the relationship between 101 and ES. This suggested
relationship has been built based on the notion that 0L enhances NPD, and in
turn, NPD is positively associated with F5. Therefore, this study adopts the
following hypothesis:

H.: NPD partially mediates the relationship between I0L and FS.

3. Research Design

3.1 Sample and data collection

A post-positivist research philosophy was employed with a quantitative approach
o confirm the suggested framework, and survey guestonnaire was used (o
collect the research data from SMEs managers in New Damietta City- Egypt. An
English version of the questionnaire is developed and then translated into Arabic
and back translated from Arabic into English to check the translation accuracy of
the scale ilems. According 1o Saunders et al. (2009), this method confirms the
consistency of the real meaning of each item in the original questionnaires. Then,
4 pre-lest using 30 questionnaires was used to validate the questions. 230
questionnaires were personally distributed face to face to the main respondents.
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The researcher collecled 215 questionnaires (response rate 93%) and 2000
questionnaires of them were valid.

75 test the non-response bias, Armstrong and Chverton {(1977) recommended that
toe garly respondents should be compared o the late ones. The f-test results
erort that there are no significant differences between early and late respanscs.
"Thus means that non-response bias is not an issue, Moreover, following prior
wsearch (Podsakoff, et al, 2003), the common method bias is lested using
| srman’s one-factor test, which is used when many deviations may be explained
by a single variable. The results show that there s no common variahle bias

a-aeared in the un-rotated [actor.

3 ! Measurement development
Tre IOL, NPD and FS are measured as firsi-order factors with reflective items

F-=ause all obhserved variables. Each item uscs a 5-Poimt Likert Scale ranging
fom 1 (i.e. strongly disagree) to 5 (i.e. strongly agree). This uses 14 questions as
ubserved variables of 10L, FS and NPD (see an Appendix 1). Six items are used
a indicators for [0L (Stock et al., 2014) that have been modified based on the
work of (Stock & Zacharias, 2011); four items are used for FS (Stenholm e ak.,
2016); and five items are used for NPD performance (Land et al., 2012) that have
been modified based on the work of (Im et al., 2003).

4, Model Analysis and Results

The proposed model is tested applying partial least squares (PLS) model using
Warp PLS version 6.0, PLS is mainly used for causal predictive anmalvsis in
situations of high complexity (Sok et al., 2015}, Il reduces the residual variances
of endogenous variables hizsed and inconsistent parameler eslimates and cnsures
robustness against multicollinearity, It also builds on a sel of nonparametric
evaluation criteria 1o assess measurement and structural mode] results (Hair et al.,
2010, p.98). This study employs non-parametric boolstrapping to test the
propased research hypotheses (Karahanna & Preston, 2013). The owiputs are
calegorized into measurement and structural models,

4.1 The measurement model

The measurement model is used to assess the instruments' quality 1o lerms ol
item factor lowdings, imternal consistency and discriminant validity. Table 1
presents the measuremenl model. All constructs are reflectively measured as
firsi-order factors, The ilems loadings are ranging from 0.60 1o (.76 (p<(LU1)
For Cronbach's alpha (n) and composite reliability (CR), Hair et al. (2010)
sugees: that @ ang CR values should be at least 0.60 1o be reliable, The values of
g and CR are = 0,70 for all constructs, This clearly implies that hese construcls
are reliable, Finally, 1o evaluate the convergent vahidity, the Average Variance
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Extracted (AVE) is used. Fornell and Larcker (1981) recommend that AVE value
should be al [east 0,50, The AVE values are greater than 0.50 for all construcls,
These results indicate an adequate convergent validity.

Table 1: Measurement model

Constructs | Loading Cronbach's | Composite Average
Alpha (a) Reliahility Yariance
(CR) Extracted
(AVE)
101, 0.726 0.815 0.424
IDL1 (1601 _
0L 2 [).694
I0L 3 0.630 i
I0L 4 (0,605
I0L § 0.625
10L 6 10,736 ]
| NPD 0,729 0.822 0,483
NFD 1 0572
NPD 2 0734
NPD 3 0740 4 :
' NPD 4 0.751
| NPD § (651
| FS 0.726 0.830 0.549
|F51 01765
P52 0.762 "
FS3 0.717
L F54 L0720

Table 2 showed the correlations and discriminant validity. The bold numbers in
the diagonal show the square root of AVE while the numbers below them show
the correlation coefficients. The square root of AVE for each construct is preater
than the variance shared with the remaining constructs, Therefore, all measures
adopted in this study are valid and internally consisten! (Henseler et al., 2009),

T

IOL [NPD  [FS

I0L [0.651 0527 | 0321

NPD [0.527 [0.695 | 0.348

\FS (0321 0348 [0.741
YaA
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4.2 The structural model

Tahle 3 showed the findings related (o testing the study’s hypotheses, Effect sizes
1421 were emploved 1o evaluate the extent o which independent variables affect
‘¢ dependent variable. The following formula was used 10 estimate the effect
ara for the palh coefficients: F = fﬁ'?...gmm - R cxcmaed] | [1-R isciuiead (Chin,
410), The effect sizes should be 0.02, (115 and 0.35 for small, medium and
z¢ effect sizes, respectively (Lew & Sinkovics, 2013; Cohen, 1988}

‘e results showed that the effect size of the association between 10L and NPD
i medium with an /2 value of 0,282, The effect size is small for the association
b ween both IOL and FS with an £2 value of 0.073, and NPD and FS with an f2

vooue of 0,087,
Tabled Path cocfficients for the research model, 2

]:Iﬁ'ntlar:ses Path Elfect size Results
coefficient

HI: IOL+ NPD —D.533%ee 0.282 Supported
H2: 10—+ ES 0.217+** 0.073  Supported |
H3: NPDr+ F5S 0.247%%* 0.083 Supported
H4: 108 —=NPD | 0.132%%¢ 0.045 Supported
FS : ! ’ - | Hisiest]
**4P<().001 L _ i .

In lerms of testing the research hypotheses, the path coefficient for the dircel
sffect of IOL on NPD is significant (f = (.533, p < 0.001}, TOL is significantly
and posilively associated with FS (B = 0.217. p < 0.001) whereas NPD positively
affects FS (f = 0247, p < 0.001). Finally, NFD partially mediates the
relationship between IOL and FS (B = 0.132, p < 0.004). Therefore, H1. H2, H3
and Hd are accepted.

5. Discussion

This study investigated Lhe direct and indirect association belween 10L, NPD and
FG. The research results reported that IOL is significantly and positively
associated with NPD (H1). This resuli suggests that firms with good [0L am
more likely 1o stimulate NPD in SMEs. The result is consistent with Valle and
Avells (2003 and Wouters el &l (2009) who argue thal leadership is a crucial
variable that affects the development of new products and it may boost NPD
performance. The findings mentioned lhai I0L positively and significantly
influences FS (/). This resull is consistent with Matzler et al. {2008) who find
thal icadersiip car increase the level of FS. Firms hoping to enhance their
survival opporiunities should pay attention to their culture. Leader who are
oriented by innovation are capable of dealing with crises that threat the [irm's
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survival by their capability of creating a new vision and inspiring commitment to
achicve this vision, This is aligned with Baliga and Hunt (1988) which state that
the organization recovery during the crisis path includes creating a new vision
and & clear plan for dealing with this crisis. Similarly, NPD positively affects FS
(#;). NPD provides new ideas that aid in increasing firm survival. IS could
stimulate managess to innovate more new and unique products that allow them to
grow even more. Firms thal are highly innovative and develop new products
realize higher rates of FS. This result confirmed leaders manage innovation
(Gokee, et al., 2014; Szezepariska-Woszczyna, 2013). In addition, NPD is crucial
and can increase the likelihood of a firm’s performance and FS (Cormican &
O"Sullivan, 2004; Cho & Pucik, 2005; Cooper & Kleinschmidt, 2007: Cucculelli
& Ermini, 2012). This study concluded that 0L could promote NPD, which in
turn affects FS. Managers may particularly wish to adopt this leadership style
when trying to enhance NPD and ultimately FS. Therefore, NPD partially
mediates the relationship between IOL and ES (H4).

By answering the research questions and testing the research hypotheses, this
paper has several significant contributes to SMEs literature by considering an
allenative style of leadership namely IOL. First, no previous studies had
explored the direct and indirect effects of innovation-oriented leadership, NPD
and F5. Second, this study is the first paper presenting a comprehensive modeld
thal addresses important antecedents FS. It coniribules to understand the
mediating rale of NFD in the relationship between 10L and FS.

b, Future Research

Future research may focus on investigating the adoption of alternative leadership
styles such as knowledge-oriented leadership, visionary leadership, and strategic
lcadership. In addition. it may use longitudinal data to investigate whether any
changes may be captured in relation to innovation-oriented leadership, new
product development and FS.
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Appendix 1: Measures used in this study

Innovation-oriented Leadership (Stock and Zacharias, 2011)

10L.1: The leaders in our company ¢ncourage activities that foster innovations
[ TOL2: The leaders in our company express appreciation for innovation-oriented
| attitudes of their employees

10L3: The leaders in our company criticize employees’ behaviors that are nol
| innovation-oriented
10L4: The leaders in our company support innovation-oriented employees im

particular
I0L6: The leaders in our company demaonstrate an |
pwn behavior

10L7: The Jeaders in our company sel the goals of their employees in order Lo

nnovation orientation in thetr
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promote h_gh ]I'II'IL'I'I.“HHUH orientation.

New Product [lc\'eiﬂpmﬁnt Perfurmm:ecc Land et al., 2012)

NPD1: In relation to our competitors, sales volume for our recently developed
products/services is better.

NPD2: In relation to our original ohiectives, sales volume for our recently
deveioped products/services is betler, iz

NPD3: In relation Lo our competitors, profitability for our recently developed

products/services is better.
NPD4: [n relation to our :}r:gmai objectives, profitability for our recently

developed products/services is betler.

NPDS: In relation to our competitors, market share for our recently developed
producis/services is better,

Firm Survival in the crises times such as terrorism, revolutions, and
economie crises (Naidoo, 2010)

FS1: My firm survives the current crises

| F82: My firm possesses the ability to withstand the challenges of the current
| Crises.

FS3: My firm is ina good position 10 address the slowdown in business activity
carrently being experienced as a result of the crises limes,

FS4- Sales volume has decreased in the last three months as a result of the
economic crisis but sales will rebound back to pre-crisis level (R)
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