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Abstract 
 

Today, small and medium enterprises (SMEs) become a vital asset for almost all countries in the world and 
represent a dynamic sector of the global economy. In addition, effective leadership is essential to improve the 
organizational performance in situations where organizations face many challenges in the market. In the United 
Arab Emirates (UAE), SMEs are encouraged by the government to rely on innovation and creativity for achieving 
the economic growth. However, despite the excess of innovation and creativity reviews in SME context 
worldwide, there is lack of evidences in the case of UAE. Hence, the aim of this study is to examine the 
significance of relationships between transformational leadership, organization innovation, employee creativity, 
and SME business performance. Quantitative methods have been deployed to examine these relationships. The 
respondents are the executive managers of SMEs working in various sector like information and communication, 
manufacturing, education, financial and insurance, professional scientific and technical. The sample of 441 SMEs 
was specified for the data analysis based on SEM methods. The results revealed that all identified relationships 
are significant. The creativity of employees seems to be a key source of innovation particularly in SME, but the 
financial resources is not enough to achieve economic growth in the market and sustainable profitability. 
Accordingly, SMEs should focus on leaders who have certain traits, such as idealized influence, inspirational 
motivation, intellectual stimulation, and individualized consideration to raise profitability and business growth in 
UAE market. 
 
Keywords: Transformational Leadership, Organizational Performance, Organization Innovation, Employee 
Creativity, Small and Medium Enterprises (SMEs) 
 
1 Introduction 
Nowadays, SMEs must be capable to make a significant difference by adopting innovating methods in business 
model and rely on employees’ creativity to foster business performance. While the dynamic business environment 
has brought severe competition to SMEs and, therefore, the leaders of SMEs should focus on creativity and 
innovation to improve business and achieve growth in productivity (Qalati et al. 2020). The UAE is putting a lot 
of efforts and investments to increase its innovation capacity within its various entities to be able to meet the needs 
of its citizens (Abdulqader and Al Marri 2020). Accordingly, SMEs should be creative in all organizational 
activities to fulfill the needs of customers who are increasingly become smart in selecting the right products and 
services (Fitriati et al. 2020; Gherghina et al. 2020). Moreover, in today’s competitive market, small companies 
should focus on the success factors that attract customers. However, without a transformational leader who has 
the personal characteristics to encourage innovation among employees, as well as motivate them to be creativity, 
high level of performance could be a difficult aim to achieve (Lopes et al. 2017). Consequently, to bargain with 
the customers' demand, an SME must deal with creative issues and inventive solutions for the complex challenges 
that every company may face (Liao and Tsai 2019). In such situation, an SME adopt transformational leadership 
rely on creativity originates from employees who are intellectual assets of every company (Mishra et al. 2018). 
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Globally, SMEs constitute over 90% of businesses; this percentage represents a major portion of gross domestic 
product (GDP) of many developing countries (Ogundana et al. 2017). Whereas UAE among the fast developing 
countries, the government in this country must focus on the competitive advantages coming from SMEs and 
enables them to access larger markets and allows for their growth and sustainability (Dutot et al. 2014) and 
improve globalization of SMEs and support several types of mechanisms, such as knowledge sharing, 
collaboration, innovation (Costa et al. 2020). SME could be in a better position in the market by relying on 
innovation practices and effective leadership styles (Cao and Yu 2019). Hence, it is important to explore the 
variables that foster SME performance, such as leadership, innovation, and creativity (Halim et al. 2019). 
Although SMEs have minimum resources, but in this era, they have a great opportunity to exploit the innovation, 
tools such as social media as free platforms in improving their businesses. Numerous studies have found that 
innovation has a positive impact on the SMES business performance (Ahmad et al. 2019). 
 
Moreover, SMEs have a great potential to support the attainment of the end-results of UAE prospect Vision. 
Hence, the research gap identified in this study is the clear-cut framework for the sustained innovation and 
creativity of SME business in the UAE. However, further study is needed to establish how transformational 
leadership behavior has the greatest influence on encouraging employee creativity and foster innovation among 
SMEs. While quantitative studies are needed to bridge the gap in knowledge about the relationship between the 
traits of transformational leadership on SMEs’ performance from the perspective of innovation and creativity. As 
a result, the goal of this research project is to close this theoretical gap by investigation the relationship between 
these variables in SMEs of UAE. 
 
2 Literature Review 
2.1 Small and medium-sized enterprises 
Small and medium-sized enterprises (SMEs) are considered an important engine for economic growth in terms of 
both employment and gross domestic product (GDP) (Edinburgh Group 2013). For instance, in 2012, the 20 
million European SMEs accounted for more than 86 million employees (66.5% of the total) and 57.6% of the 
gross value added generated by the private and non-financial sectors (European Commission 2013). There is no 
commonly agreed definition of a small business (Jones et al. 2013). A number of definitions have been proposed. 
These definitions are frequently tied to the country's level of economic activity and development (Brunswicker 
and Vanhaverbeke 2015). Some researchers looked at capital assets, while others looked at labor skills and 
turnover rates, the firm's legal status or production method, the number of employees, ownership, or industry 
sector (Cheng 2014). However, because SMEs are unwilling to divulge their turnover and profit, most academics 
define SME based on the number of employees (AlSharji et al. 2018). SME are firms that have earnings, 
properties, or fewer than a certain number of employees (Zhou 2015). Each country has its own definition of what 
constitutes a SME. In the UAE, SMEs are classified into three types based on their industry of operation: 
commerce, manufacturing, and utilities. Different requirements must be completed for an organization to be 
categorized as a SME. Manufacturing enterprises often have higher yearly sales and staff counts than the average 
trade or service organization. Figure 1 depicts the classification of SMEs in the UAE based on the amount of 
revenue and the number of workers. Firms with a revenue of less than AED 50 million and between 6 and 50 
employees. A small manufacturing firm has the same turnover rate as a large corporation, but employs more 
people (10-100), whereas a small service company employs fewer people (6-50) and has a lower turnover barrier 
of AED20 million. The medium-sized manufacturing industry employs up to 250 people and generates up to 
AED250 million in revenue. A medium-sized trading company fits the same requirements, as does a medium-
sized service company, which employs 51-200 people and has a revenue of up to AED200 million. The lowest 
category, micro enterprises, includes all organizations with fewer than ten employees or where the proprietor is 
the sole employee. 
 

 

Figure 1. Definition of a SME in Abu Dhabi (Source: Abu Dhabi Chamber 2019). 
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2.2  Organization innovation.  
Innovation is seen as an important concept and approach for every company or business of any size. It is because 
the role of innovation in the production of useful and unique products is unavoidable, which benefits businesses 
or users in the long run (Chen and Wang, 2017). Innovative approaches and techniques enable organizations to 
gain a competitive advantage over their competitors (Abdul Quddus 2019). The term "innovation" is derived from 
the Latin word "innovates," which means "to do something new and distinct" (Mesci et al. 2019). It also identified 
new developments in developing commodities, manufacturing processes, markets, resources, materials, and 
organizational structures (Pertuz and Pérez 2021). As the top emphasis areas proposed to face global competitive 
challenges and establish a more balanced, lively, and robust economy, SMEs are now predominantly tied to 
innovation technologies and their applications, such as e-commerce and social media networks (Burlea-Schiopoiu 
and Mihai 2019). Empirical evidence on organization innovation in the setting of SMEs has progressed along two 
lines, one focusing on the factors of organization innovation and the other on the effects of organization 
innovation. As a result, in small businesses, innovation has been considered as only a means or outcome of 
performance development (Minna 2019). Organizational innovation has been revealed to be a multifaceted 
construct, and its influence differs between SMEs and large enterprises (Garca-Muia et al. 2019). Product and 
process innovation have been found to be frequently cited in the literature (Zia 2017). Product innovations are the 
introduction of new products or services to suit the requirements and expectations of customers. While process 
innovations entail changes in a firm's production or service operation in the manufacture of a product or when 
delivering a service, product innovations involve changes in the production of a product or when delivering a 
service (Sarooghi et al. 2015). Product innovation assists enterprises in expanding their outward production, 
whereas process innovation improves an organization's internal operations and functions (Sidin and Sham 2015; 
González-Benito et al. 2016; Pillon and Loilier 2019). 
 
2.3  Transformational leadership.  
It is a leadership style based on innovation and teamwork in two ways, firstly, transformational leadership can 
boost the motivation of the employees (intrinsic) by stimulating creativity, which is the primary key to innovation 
(Shin and Zhou 2003), secondly, it offers intellectual stimulation, thereby encouraging employees to think 
“outside the box” (Elkins and Keller 2003). The world is shifting and evolving at a fast rate. Change and 
transformation are occurring at such a rapid pace that organizations who can keep up can continue their operations, 
while those who cannot keep up withdraw from commercial life and fail in the business (Awaru 2015). A 
transformational leader is someone who motivates everyone to achieve extraordinary outcomes (Azizah 2016). 
Bass and Avolio (1997) developed the generally recognized principle of transformational leadership, which 
consists of four behaviors exercised by the leader. The interaction of these four dimensions results in followers' 
professional characteristics being motivated. Thus, the structures in this study that reflect transformational 
leadership are these four dimensions of transformational leadership or transformational leader behavior. The 
researchers recommended that the superiors of the organization should give ample attention to the four 
components (idealize influences, intellectual stimulation, individualized consideration, inspirational motivation) 
of transformational leadership style (Eyamba 2020). The idealized influence is the ability of the leader to elicit 
pride, faith and respect (Sladjana 2017). Transformational leadership is a part of transition and idealized power 
comprises idealized qualities and idealized actions (Budur and Demir 2019). Transformational leadership is built 
on inspiring people and motivation through transformative communication skills that present the leader as an icon 
which motivate the followers (Prabowo et al. 2018). Inspirational motivation is the degree to which a leader 
articulates the vision that is appealing and inspirational to employees.  
 
2.4  SME Performance 
The extent to which an organization has carried out all the main activities to achieve its vision and mission. It is 
measured through sales growth, profitability, and market share (Fitriati et al. 2020). The term “performance” is 
used in academic literature to describe results of companies’ business activities. The concept of performance has 
several meanings, all-encompassing nature, and its extreme popularity as an expression in regular speech (Inta 
and Irina 2017). Business performance is one of the key variables of interest to researchers in all areas of 
management, as organizations can only achieve and grow at the expense of productivity (Bhola 2015). Wheelen 
and Hunger (2010) stated that business performance shows how an organization uses material and immaterial 
resources to achieve its goals. It is the culmination of the efforts of an organization. Many scholars in business 
studies used financial dimensions to measure the performance (Al-Matari et al. 2014; Bianchi 2015). While 
profitability is one of the main indicators of business performance (Qistina and Devi 2017). Business performance 
is a multifaceted variable subjected to several potential explanatory dimensions or measurements (Yunoh and Ali 
2015; Maduekwe and Kamala 2016; Mishra and Misra 2017; Claudiu et al. 2019). Based on the previous 
arguments, the study measure the business performance of SMEs based on two dimensions, namely, business 
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growth, business profitability. These two dimensions are often used as a general measure of organizational 
performance of SMEs in UAE. These two dimensions are explained below. 
Profitability, in an organizational context, is the amount of profit or money a firm is able to generate within its 
limited resources. In majority of the cases, organizations exist to increase profitability (Azhar and Ahmad 2019). 
All the efforts of management and planning are directed towards improving profitability (West 2018). Growth as 
a measure of firm performance has had mixed results in the literature. Firms grow in many ways and that a firm’s 
growth pattern is related to age, size and industry. SMEs business growth in various sectors is emphasized more 
by the governments of all developing nations to achieve the status of developed or high-income nations (Shehnaz 
and Sulaiman 2017). The findings of some studies show financial capital accessed by SMEs also positively 
impacts business growth. The ability to access financial resources is more critical for firm growth during the 
economic improvement (Ullah 2020; Cowling et al. 2018). 
 
2.5  Employee Creativity. 
 A creative employee is one who has the ability to be alert of the new methods in the work, whereas a creative 
employee can solve sophisticated problems depending on his/her sharp mind (Siddiqi and Qureshi 2016). 
Considerable evidence indicates that employee creativity as the essential factor for high innovation performance 
(Zhang et al. 2021). Creativity and innovation in any organization are vital to its successful performance 
(Anderson et al. 2014)  . Creativity is sometimes used synonymously with innovation (Slåtten et al. 2020). 
Individual research into creativity and innovation began with examinations of intellectual variables (Batey et al. 
2009). Most organizations nowadays work in a very active business environment, with rapid growth of 
information technology and marketing innovation, which necessitates organizations bringing creativity to their 
products and services (Mohsin et al. 2020). Understanding how employee creativity develops in more digital 
business contexts is critical for firms in a world of rapid technological change and increased business complexity 
(Korzynski 2019). As a result, one of the primary drivers of organizational progress in the market is employees' 
creativity in the workplace (Liu et al. 2017). Most individuals consider creativity to be "an contribution to 
innovation." The emergence of innovative, possibly beneficial ideas is referred to as creativity. Although 
employees may share these ideas with others, they will only be considered creative ideas if they are successfully 
implemented at the organizational or unit level (Shalley et al. 2004). Creativity, according to Sltten and 
Mehmetoglu (2015), is a "main source" of innovative behavior, emphasizing its relevance for the business. 
Employee creativity, often defined as the development of innovative and meaningful ideas, is critical to improving 
organizational performance and is one of the most important factors for long-term sustainability and 
competitiveness in a volatile market (Lemmetty et al. 2020; Wenjing 2020). The are two main components of 
employee creativity as described below. 
 
2.5.1  Individual creativity  
Individual creativity has been studied in a variety of settings (e.g., Engineers, Nobel winners, managers, and 
students), and it has been discovered that creative individuals share a set of personality traits. These people are, 
for example, self-assured, drawn to uncertainty, tolerant of ambiguity, and intuitive (Çekmecelioğlu and Günsel 
2013). The creation and advancement of potentially useful and innovative ideas is referred to as individual 
creativity. As a result, individual creativity refers to processes and individual cognitive thoughts (such as creative 
thinking) as well as possible related activities including identifying the problem to be solved, Gathering 
knowledge, Generating ideas, Assessing ideas (slåtten et al. 2020).  
 
2.5.2  Team creativity 
Team creativity is becoming more and more important for organizations to adapt the work and succeed in 
dynamically changing environment (Weiguo et al. 2018). Hence, organizations should not only focus on 
individual creativity but pay attention to team creativity as well. It is important to recognize, promote, and handle 
diversity in the workplace in order to encourage creativity within teams. Not only in terms of gender, age, or 
ethnicity, but also in terms of experience, competence, organizational structure, and functional area (Slåtten et al. 
2020). Team creativity is also associated with a group of people working together to produce novel and useful 
outcomes based on new way of thinking (Aggarwal and Woolley 2019). 
 
3 Theoretical background 
3.1  Diffusion of Innovations Theory 
The rapid development of technological innovation in numerous industries over the last few decades has 
demonstrated the significance of the notion of diffusion of innovation. In general, innovation is described as the 
firm's willingness to experiment with ideas or conduct creative activities and procedures in order to develop 
processes, products, and services (Kim and Lee 2019). A survey of the literature shows an increasing interest in 
the past by many researchers in explaining how the diffusion of innovation might assist organizations develop 
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their performance. There is numerous research on the various types of innovation and the diffusion of innovation 
available today (Tellis et al. 2009; Youn et al. 2019). The theory of Diffusion of Innovations (DOI) attempts to 
explain how, why, and at what rate new or creative ideas and technology spread. Everett Rogers proposed this 
hypothesis in 1995, and it is still being developed to this day. Rogers defined diffusion as the process through 
which an innovation spreads over time (i.e. business lifecycle). The origins of the spread of innovations theory 
are found in a variety of fields. Diffusion is described as the process through which innovation is linked to multiple 
organizational functions through firm channels over time, whereas innovation is defined as items or services that 
potential buyers observe as new in the market (Abdullah 2018). The DOI model was created to depict the rate of 
innovation adoption as well as the stages that an organization goes through before embracing innovation. This 
hypothesis has widely been thought to be the 'best' paradigm for explaining market adoption of innovation 
(Abdullah 2018). 
 

 
 

Figure 2. Diffusion of Innovation Theory (Rogers 1962, 1995, 2003) 
 
Understanding how businesses decide to change their future and try something innovative can be explained via 
the lens of DOI (Pease and Rowe 2007). Adopting innovation in company is crucial to ensuring that the change 
will result in positive outcomes as well as successful performance in the future. It is necessary to investigate the 
concepts of DOI theory in order to understand why certain SMEs are unable to follow in the footsteps of other 
enterprises in the market that have effectively integrated innovation into their business strategy (Quadros et al. 
2017). DOI outlines how small businesses can correctly render invocation (Baskerville and Pries-Heje 2001). 
Innovation in SMEs has its own drivers, attributes, and contribution to business performance; a successful plan to 
apply innovations based on a holistic view, such as the one offered by DOI is required (Bylon and Jerry 2019). 
Further empirical study should be carried out to identify current patterns in the diffusion of innovation in SMEs 
context so more evidence should be provided on the role of DOI ion fostering innovation and creativity in of 
SEMs in UAE market. 
 
3.2  Hypotheses Development 
Transformational leadership is vital in the development of performance in SME context (Knezovi and Drki 2021). 
Several empirical research has shown that transformational leadership improves organizational performance 
(Cheng 2014; Ebrahimi et al. 2016; Ariyani and Hidayati 2018), while others have confirmed that transformational 
leadership results in broader change among SMEs by improving their performance (Flanigan et al. 2017; Nungky 
et al. 2020). A review of the research reveals that transformational leadership is associated with SME performance 
from a variety of perspectives, owing to its good effects on individuals (Tareq 2016). As a result, transformational 
leadership has received a lot of attention in the literature on performance development. Based on empirical data 
and previous research findings transformational leadership has a direct and significant impact on SME 
performance. According to this assumption, this study will examine the following hypothesis statement: 
 
Hypothesis H1: 

“Transformational leadership has a significance effect on SME performance” 
Numerous investigations have been carried out in order to comprehend the aspects related with the 
transformational, as well as the issue of innovation. Many businesses are looking for strategies to stimulate 
innovation across all of their activities and responsibilities (Katarzyna 2020). One of these is leadership, which 
can encourage staff innovation. A transformative leader's behaviors serve as a catalyst for organizational 
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innovation (Sanjeet et al. 2021). The relationship between a transformative leader and organizational innovation 
has previously been investigated. Several empirical investigations have demonstrated a favorable and significant 
association between transformational leadership and organizational innovation (Tharnpas and Boonitt 2015; 
Uddin et al. 2017; Shafi et al. 2020). According to the findings of a study conducted by Nungky et al. (2020), 
transformational leadership has a favorable and considerable impact on SMEs' organizational innovation, both 
directly and indirectly. Furthermore, Sethibe and Steyn (2016) asserted that transformational leaders' inspirational 
motivation and intellectual stimulation are favorably connected with workplace innovation. Accordingly, this 
study will examine the following hypothesis statement: 
 
Hypothesis H2:  

“Transformational leadership has a significance effect on organization innovation” 
Today, businesses are concerned about how to improve employee creativity (Kremer et al. 2019), but 
transformational leadership is gaining popularity among scholars and managers as a means of increasing creative 
behavior among followers (Katarzyna 2020). The modern leader has a tendency to instill trust in his or her 
followers and to assist them in achieving their goals through the use of innovative ideas. Transformational leaders' 
promoting and motivating behaviors appear to be crucial to the development of SMEs in developing countries 
(Sanjeet et al. 2021). When an employee is encouraged to be creative, encouragement and positive leadership are 
essential (Nowell et al. 2017). Individual leaders appear to have an important role in the formation of a creative 
workplace through the encouragement of creative personnel. Leaders who are capable of transformational 
leadership encourage creativity by presenting a vision that motivates employees to be innovative in their work 
(Shafi et al. 2020). When an employee exhibits the effect of the attribute, it is required to research if 
transformational leadership stimulates employee creativity among SMEs in the UAE using the hypothesis 
statement below: 
 
Hypothesis H3:  

“Transformational leadership has a significance effect on employee creativity” 
Innovation is widely seen as a vital component of competitiveness, as it is integrated in a firm's organizational 
structures, processes, products, and services. Different forms of creative activities are linked to various aspects of 
organizational performance (Saunila 2014). Previous research has discovered a link between organizational 
innovation and SME performance (Hilman and Kaliappen 2015; Centobelli et al. 2019; Chege and Wang 2020; 
Mashal 2018). Any corporation would be more successful if it prioritized organizational innovation as a long-
term strategy (Halim et al. 2019). Similarly, Mashal (2018) validated the financial and non-financial effects of 
organizational innovation on SME success. This link shows that organizational innovation has a direct and 
considerable impact on SME performance; this relationship will be investigated using the hypothesis statement 
below: 
 
Hypothesis H4: 

“Organization innovation has a significance effect on SME performance.” 
Creativity is now critical to the survival of many enterprises. Furthermore, an employee's own proclivity for 
creativity and receptivity to new experiences plays a part in increasing the creative atmosphere in the workplace, 
which may have an impact on the firm's success (Sanjeet et al. 2021). Researchers and managers from all industries 
are eager to learn how to foster creativity in a business (Murphy 2020). Employee creativity has been identified 
as a crucial support for the success and growth of businesses (Cowling et al. 2015). Creativity in the workplace is 
defined as the generation of useful and unique ideas (Blake 2019); thus, SMEs respect creativity because it 
influences employee performance (Joyner 2017). The means and instruments for increasing creativity have been 
a significant concern for firms seeking market success through the use of creative marketing tactics (Sanjeet et al. 
2021). One of the reasons for SMEs' poor innovation performance was a lack of creative and trained staff (Miah 
and Hafit 2020). Employee top-level performance is not always enough to acquire a competitive advantage; 
however, employee creativity can be counted as required components to construct a competitive advantage 
(Elidemir et al. 2020). However, in order to corroborate this association, additional research will be undertaken in 
this study using the following hypothesis statement: 
 
Hypothesis H5:  

“Employee creativity has a significance effect on SME performance” 
 
4 Methodology  
This study applied quantitative methodology to answer research questions and test the hypotheses, as well as the 
direct relationships between transformational leadership, SME performance, organization innovation, and 
employee creativity. SPSS and AMOS software has been used for data analysis. The focus on SMEs working in 
companies in specific sectors and industries linked to innovation and creativity, such as information and 
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communication, education, manufacturing, financial, insurance, professional scientific and technical institutions. 
The total number of active SMEs working in these fields and industries in Abu Dhabi = 11023. The population 
consists of executive and general managers of Abu Dhabi SMEs. Stratified random sampling technique was used 
to sample SMEs’ respondents. The stratified random sample is considered an appropriate sampling technique and 
the most accurate way in the representation of the heterogeneous population (Sekaran & Bougie, 2013).  The data 
instrument is a self-administered questionnaire. Out of the 500 questionnaires distributed to the study sample, 441 
valid copies have been considered for data analysis. Structural Equation Modeling (SEM) was used for examining 
the relationship between these variables and test the hypothesis. 
 
5 Results and Discussion 
The analysis in this section is based on SEM quantitative methods. Essentially, in interpretation of regression 
(correlation) results, the value of any unstandardized coefficient means the change in SME performance with a 
unit increment in transformational leadership. Thereby, the standardized regression estimates (beta) is evaluated 
in order to determine the scale and strength of direct association between the variables. Reading the result and 
comparing the magnitudes of Beta coefficient in Table 1 reveals the strength of associations between 
transformational leadership and organization innovation (beta = 0.671). As well as the relationships between 
transformational leadership and employee creativity (beta = 0.674), the strength of both relationships are 
moderate, while the strength of association between transformational leadership and SME performance (beta = 
0.560) is moderate as well, finally between SME performance and organization innovation and employee 
creativity (beta = 0.480 and 0.520) is also moderate. 

  
Table 1. Standardized regression weights 

 
Endogenous variable Effect direction Exogenous Variable Beta coefficient 

Organization Innovation << Transformational leadership 0.671 
Employee Creativity << Transformational leadership 0.674 
SME Performance << Organization Innovation 0.519 
SME Performance << Employee Creativity 0.476 
SME Performance << Transformational leadership 0.563 

 
To justify the hypotheses of this study, the Critical Ration (C.R) is applied to validate each hypothesis as well as 
determining significance level of unstandardized regression coefficients (Hair et al. 2010). The following two 
principles are used to validate the hypotheses (accept or reject) (Chen et al. 2010; Byrne 2013). However, if C.R 
≥ 1.96, a hypothesis is true, otherwise the hypothesis will be rejected and accept the null-hypothesis. The estimate 
path coefficient for a particular relationship should be significant at 0.05 cut-off point (Gao et al. 2008). 
Accordingly, the degree of association between transformational leadership, organization innovation, employee 
creativity, and SME performance will be considered acceptable if C.R ≥ 1.96 and Sig. ≤ 0.05. Therefore, the 
relationships between the constructs are not based on probability but on statistical evidence (Garson 2007). 
Reading the output data shown in Table 2 reveal that the direct relationships between the constructs are significant 
and positive. Based on this results, it is concluded that Hypothesis (H1), Hypothesis (H2), Hypothesis (H3), 
Hypothesis (H4), and Hypothesis (H5) have been accepted and not rejected. While, the opposites of these 
hypotheses are rejected (Null-Hypotheses). 
 

Table 2. Hypothesis validation and significance 
 

Hypothesis Statements  C.R Result Sig. ≤ 0.05 

Hypothesis H1 Transformational leadership has a significance effect 
on SME performance 2.731 Accepted 0.006 

Hypothesis H2 Transformational leadership has a significance effect 
on organization innovation 4.667 Accepted 0.000 

Hypothesis H3 Transformational leadership has a significance effect 
on employee creativity 5.064 Accepted 0.000 

Hypothesis H4 Organization innovation has a significance effect on 
SME performance 3.179 Accepted 0.000 

Hypothesis H5 Employee creativity has a significance effect on 
SME performance 2.901 Accepted 0.004 
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6 Conclusions 
Through in-depth literature review, this study found empirical evidences supporting the significant relationships 
between the transformational leadership, SME performance, organization innovation and employee creativity. In 
short, transformational leaders have a direct impact on innovation and creativity of employees inside SMEs which 
in turn foster the performance of these firms in term of business growth and profitability. Moreover, the theoretical 
background in this research was developed according to the theory of Diffusion of Innovations (DOI). This theory 
is used to explained how the performance of organizations influenced by innovation and employee creativity. 
Several theoretical contributions to the topic of transformational leadership in particular and organizational 
performance has been achieved in this research. It seems that the potential for innovation lies within reach of 
business managers, but there is no knowledge or experience in how to inspire the creativity of employees in the 
workplace, also it is assumed in this research that transformation leaders always encourage the adoption of 
innovation in all activities in the work and marketing. While the creativity of employees seems to be a key source 
of innovation in the work place, especially in SME whereas the financial resources is not enough to achieve growth 
in the market and sustainable profitability. The result of this study will help the general managers and executive 
managers in SMEs located in Abu Dhabi to understand why the traits of transformational leaders are so important 
to foster creativity and innovation in the work, and how transformational leadership interact with creativity and 
innovation to increase business growth and profitability of small and medium business projects. In addition to 
that, the leaders and managers of these companies will have an evidence that innovation practices and individual 
and team creativity is a key factor of success of every small and medium size company want to survive in a 
competitive domestic or international market. 
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