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The importance of leadership in small businesses 
and SMEs cannot be overstated and should not be 
underestimated. Effective leadership is needed 
to inspire and motivate employees to perform to 
the best of their abilities and achieve meaningful 
business goals. Leadership is also needed to develop 
and instill an ethical business culture and behaviors 
among employees. Leaders inspire and influence 
others to do the right thing in all aspects of a 
business. Business leadership differs from business 
management, however, in that leadership is about 
leading people and cultivating good interpersonal 
relationships with people. Business management 
is about managing people and carrying out 
administrative functions that organize and direct 
people. Leaders, therefore, tend to be charismatic, 
passionate, and creative, while managers tend to be 
rational, authoritative, and stabilizing. To be truly 
successful in business, managers must also learn to 
become effective leaders. 

So the question is, ‘Can a small business owner or 
manager learn to become an effective leader?” There 
have been numerous theories regarding leadership 
that have evolved over the years as researchers 
learned more about leadership.
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The evolution of 
leadership theories
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The research on leadership over the years 
focused on several areas. One of the first 
theories of leadership argued that all great 
leaders share a common set of traits and, 
if we could identify those traits, then we 
would understand great leaders. Thousands 
of traits were studied, and the results were 
negative meaning that great leaders come in 
all shapes and sizes, but they do not share a 
common set of traits. All leaders have traits, 
but they are different for each leader.

Another theory assumed that while leaders 
all have different traits, there might be a 
common set of behaviors; i.e., they all act 
in similar ways. The research of this theory 
concluded that behavior theories, also, are 
not correct.

Next, researchers theorized that leadership 
was situational meaning that leadership may 
require a specific set of traits and behaviors 
in given situations. In the 1960’s and 1970’s 
there were several theories proposed that 
suggested that we only need to identify the 
type of situation, and we can then tell leaders 
how to lead in that situation. The results 
were inconclusive. These theories could not 
be proven, and they were unable to predict 
leadership success.

A much broader category is referred to as 
“transactional theories.” They assume that 
if a leader takes some specific action that 
the followers will respond in specific ways. 
They are called transactional because the 
idea resembles a commercial transaction - if I 
give you $1.00, you will give me a candy bar. 
This theory also presents problems because 
everyone responds in his or her own way. 
One person might want the candy bar for 
$1.00 while someone else will either not want 
the candy bar for that price or will not want 
the candy bar regardless of the price. 

Transactional theories have since been 
replaced by “transformational theories” of 
leadership. Unlike transactional theories, 
the transformational theories are proving to 
be more successful in predicting leadership. 
The basic assumption of transformational 
leadership theory is that if a follower’s 
heart and mind can be captured, then that 
individual will work toward a collective goal 
because he or she is committed to it and 
believes in it. The job of the transformational 
leader is, therefore, to create an attractive 
vision, and then to get followers to “buy 
in” to it. This is often done when followers 
(employees) participate in the creation of the 
vision or goal.
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How Does One Become A 
Transformational Leader?
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As Shakespeare would say, “there’s the rub.” There is no 
set of rules. It becomes a question of knowing who you 
are, what skills you have, and maximizing these abilities 
in order to effectively lead employees. What is important 
is that effective transformational leadership increases an 
employee’s level of motivation and morale behavior, which 
equates to increasing the chances of a success in a business 
situation. Effective transformational leaders can inspire 
others to feel empowered and solve problems in new and 
unique ways. This type of positive working environment also 
has a positive impact on job performance. Transformational 
leaders raise employees’ awareness of the business and help 
them look beyond their self-interests in understanding the 
needs of the company.

Leaders inspire and influence 
others to do the right thing in 
all aspects of a business. 
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Determine leadership readiness

Develop the skills of a leader

To become an effective transformational leader, small business owners and managers 
should first determine their leadership readiness. This is a phrase used to describe, 
define, and measure an individual’s ability and willingness to lead others.  Ability to 
lead can be measured as one’s competency to perform specific tasks based on current 
knowledge, experience, and skills. Willingness to lead is more difficult to measure 
because it involves emotions like confidence, motivation, and commitment. 

Once it is determined that an owner or manager has the ability and willingness to 
lead others, then any weak skills should to be refined and improved. These might be 
technical, speaking, political, inter-personal, or a combination. Other traits such as 
personal appeal, dress, and likeability can be worked on, as well. Although an owner 
or manager might have the willingness to lead, there might also be deficiencies in this 
area that can be improved upon. Learning more about motivating, influencing, and 
inspiring others synchronize well with the willingness to lead. 
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Embrace an empowering 
leadership style

An empowering leadership style is one in which a leader creates a working 
environment that encourages others to take ownership and responsibility in an 
idea or process while simultaneously removing or minimizing barriers that prevent 
meaningful involvement by others. Empowerment is an integral part of leadership 
and management, and therefore presumed to contribute to individual and business 
effectiveness. An empowering leader must also understand the limits and boundaries 
of empowerment. He or she must know the strengths and weaknesses of different 
employees to effectively assign and delegate tasks that maximize performance. Some 
employees will require stronger guidance and more clear and/or direct leadership than 
others. By understanding each employee’s inherent strengths and weaknesses, leaders 
can make better decisions when empowering different employees for different tasks.  
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Putting it all together to become 
a transformational leader

By determining leadership readiness, developing the skills of a leader, and embracing 
an empowering leadership style, a small business owner or manager is ready to 
become a transformational leader in his or her business. Transformational leadership 
involves developing interpersonal relationships with employees that use leadership 
readiness and leadership skills to provide them with a genuine vision and direction. 
To become a transformational leader, owners and managers must act as role models 
to employees and display a charismatic personality that influences employees to 
want to become more like them. This influence is expressed through an owner or 
manager’s willingness to take risks and follow core values, convictions, and ethical 
principles in all actions taken. Through this type of influence, a leader will build trust 
with employees and they, in turn, will develop trust in their leader. 
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To become a transformational leader with employees, 
one must:

 ® Inspire confidence

 ® Motivate

 ® Support moral values

 ® Instill a sense of purpose

 ® Encourage creativity and autonomy

 ® Stimulate employees to be innovative problem-solvers

 ® Articulate a clear vision for the future

 ® Communicate expectations of the group

 ® Demonstrate a commitment to established goals

 ® Involve employees in the decision-making process

Convey business goals with precision, power, and a sense 
of authority, while showing optimism, enthusiasm, and a 
positive attitude

A transformational leader challenges assumptions and 
solicits ideas from employees without criticizing them. He or 
she helps change the way employees think about and solve 
problems and obstacles. The vision a transformational leader 
conveys help employees see the big picture and succeed in 
their efforts on behalf of the business.
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Is it worth it?
The benefits of an owner or manager’s own transformation into a 
transformational leader will be the ability to inspire employees to be 
empowered and think more creatively. This, in turn, gives them a feeling 
of self-worth increasing their motivation and satisfaction with their jobs. 
An owner or manager’s transformational leadership will have a positive 
effect on the company’s overall performance and bottom line profit.




