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Impact of Leadership Styles on Succession Planning in Small and Medium
Enterprises in Lagos State, Nigeria

AREMU, NUHA SALIHU, AND JIMOH, ADAMS LUKMAN

Abstract

Nigeria's economy is dominated by Small and Medium Enterprises (SMEs) in Agriculture,
Manufacturing, Commerce, Industry and Services, Despite the active involvements by SMEs in
Nigeria economy high maortality rate among establivhed SMEs is @ matter of major concernt. The
main purpose of the study is to determine impact of leadership styles on succession planning of
selected SMEs in Lagos state, Nigeria. The sudy specifically determined the impact of
Transformational Leadership and Transactional Leadership on Succession Planning in SMEs.
This study adopted an explanatory research design. The papulation of the study was 11,663
registered SMEs in Lagos state and Yamane formula was used 1o determine the sample size of
387.The study employed primary source:of data collection and the respondents were the business
owners and managers of the company. Single Regression analysis was nused to test the formulated
hypotheses. The study comes out with the following findings: (R=0.806, R=0.649, (0.000) <0.5)
this Indicates that the model as finted explains 64.9% of the variability in succession planning and
{R=0.778, R=0.605, P (0.000) <0.5). This implies that 60.5% variation in the dependent variable
(succession planning) is explained by the independent variables used in the model. The study
concludes that transformational and transactional leadership are major and significant
determinants of succession planning in SMEs. It is therefore imporiant for organizations to build a
culture of strong leadership whereby employees show effective leadership at all levels and leaders
should teach and mentor their followers and show faith in their capabilities 1o succeed.

Keywords: Leadership Styles, Succession Planning, Small and Medium Enterprises

Introduction

Nigeria's economy is dominated by Small and Medium Enterprises (SMES) in
Agriculture, Manufacturing, Commerce Industry and Services etc. Small and
Medium Enterprises started in 1946 when the essential paper No. 24 of 1945 on
“A Ten year plan of development and welfare of Nigeria was presented (Ever
since. SMEs have gained prominence and mention as a seed bed of innovatons,
inventions and employment generation or creation (Aremu&Adeyemi. 2010).

Aremu. NuhaSalihu andlimoh, Adams Lukman, are lecturers in the Depariment of
Industrial Relations and Personnel Management, Faculty of Management Scionces,
University ol Horin, Horin, Kwiara State, Niterin,
pusaremu @ gmal sorpmohadams ik nan @ el com
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conomies and are a key source

eria are seen as the backbone :nl“ all e
nd flexibility.

deral Office of Statistics shnwis that 97% of all
less than 100 employees, imp])ffng rha*t' 97% of all
businesses in Nigeria are, to use the umbrella term, "small busmﬂrssss é(}ﬂse S;_ME
sector provides, on average, 50% of Nigeria’s employment, an of i

industrial output. Indeed, there appears to be an agreement ihfu [hf:.‘: dfiivelupment
of SMEs in Nigeria is a step towards building a vibrant and diversified economy

(Mahmoud, 2003).

SMEs in Nig 1
of economic growth, dynamism a

A study conducted by the Fe
businesses in Nigeria employs

For SMEs to survive, there is always need for good leadership, good ‘ﬁaf‘ﬁgﬁﬁal
skills, human resource management and a succession strategy that envisions the
exit of founders; or others, who at one time or another, reached the helm of
company leadership and authority - company politics notwithstanding. According
to Marshall (2001) the issues surrounding succession planning are much more
complex than simply passing the business along to the oldest son. A study by
Sorenson (2000) shows that leadership style that the business founder employs
plays a critical role in successful succession planning. |

Wren {2_[](}5{} states that, the family business leadership should foster good
communication among members and with non-members employees and should
also prow{!e for orderly succession. Also these factors are the most import ! t

::_uunteracm'tg the strong emotions that can arise. At home respunsibilf'ti ﬂﬂ 13
rights are different than at work and this should be kept in mjin.d at all tin:e: imaanll

and Medium Enterprises (SMEs) are engin :
e ; es of
contribution of jobs and povery reductigrg._ s of economic development through
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organizational Performance

Ufga"iz'f‘fmﬂﬂl. performance is a critical concept that encompa

achieve its objectives efficiently and effectively. It serves asp .

and sustainability of an organization. Organizational perTar

which an organization achieves its strategic goals, deliv
¥

efﬁCiEI’lll‘f. It s a IIIUlTidiitiEIISiUIIﬂl C{}HCﬂpt tha oes b
= t £ ¥ l’]d ﬁnan i i
Ey0 cial metrics and enc )
Ompasses

various aspects of performance which are broadl : :
5 = l' 8 :
non-financial (Smith & Johnson, 2018; Adams & _I?'u:e:g%‘lz;;i in to two main folds: Financial and

4 bammmgﬁn}lty of an Organization to

Or measuring the success
ance can be understood as the extent t
ers value to stakeholders, and uperater:

Theoretical review
Social Exchange Theory

Social Exchange Theory, proposed by George C. Homans in 1958, is a foundational :
field of social psychology and sociology. This theory seeks to explain social i copctpy It
relaliu}'lships by focusing on the rational decision-making processespindivﬁ:lulf;:s ;E:;;ﬂ;nswﬁ:ﬁ
assessing the costs anfi benef'}ts associated with their actions within social contexts. At its core, Social
Exchange Theory posits that .m‘dwiduals engage in social interactions with the expectation of re::eiving
rev.'art_:ls or henef'fts while r_mmmizing costs. These rewards can be tangible, such as financial gain or
materne:l possessions, or intangible, including emotional support, companionship, or a sense of
belonging. Conversely, individuals seek to minimize the potential costs or negative outcomes
associated with their actions, such as time, effort, emotional distress, or personal sacrifice.

The theory suggests that individuals engage in a continuous process of assessing the balance between
the rewards and costs in their social interactions. If the perceived rewards outweigh the costs,
individuals are more likely to engage in or continue the interaction, forming and maintaining
relationships. However, if the costs begin to outweigh the rewards, individuals may withdraw from the
interaction or relationship. Social Exchange Theory's relevance spans various aspects of human
behavior and relationships. Here are some key areas where it has found application:
Social Exchange Theory helps explain the dynamics of interpersonal relationships, including
friendships, romantic partnerships, and family relationships. It hig%}!zghts how m-::lwltduals make
decisions regarding the maintenance or termination of these relationships based on perceived rewards
and costs.

In the context of economics and organizations, the theory can be applied to .anaiyze'emﬁﬁfies?;
relationships. Employees assess the rewards (e.g., salary, benefits, job _5at:5faf:t1§n) agm:;s; ltercn 2t
(e.g., work hours, stress) when deciding whether to stay with a particular job or Seex

employment.

Organizational Culture Theory - < o framework that
Organizational Culture Theory, initially proposed by Edgar Schm: ':;;h e:aslsii?;;i:n: that shape an
“Xamines the deeply ingrained beliefs, values, norms, and sha

: influential
i : s . Schein's work has been ¥ :
“ganization's identity and guide the behavior of its n}erg}t::;;ics, decision-making, and employe®

Understanding how culture influences organizational SYTETL o an organ Jation’s culture 18 4

havior. A{ its core, Organizational Culture Theory con 2 ations, and actions. Culture i Oan
Powerful force that can influence employee attitudes, motv assés not only explicit pol]m?s
described as the "way things are done around here" and encomp ern daily interactions within
Procedures but alsny the unwritten rules and norms that gov

OtgaAnGrast ; « informal £rOUPS
Zanization, en studying the impact :; e significance

"ganizational Culture Theory (OCT) i pivotd e OCT undersed
Organizationa) pert‘our::mnce g the manufacturing industries.
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Impact of Leadership Styles on Suceession Planning in Small and Medinm Enterprises i Lagos
State, Nigeria .
in SMEs is relatively recent, especially in Nigeria. This study therefore, examines
the impact of leadership styles on succession planning in SMES in Lagos stalc.
Nigeria.

Literature Review
Concept of leadership

According to Kruse (2013) L eadership is a process of social influence, which
maximizes the efforts of others, towards the achievement of a goal. A process
whereby an individual influences a group of individuals to achieve a common
goal (Northouse, 2007).Leadership is the ability to evaluate and or forecast a long
term plan or policy and influence the followers towards the achievement of the
said strategy (Adeoye, 2009). According to Charles (1992) "A leader shapes and
shares a vision which gives point to the work of others.”

Concept of Succession Planning

Succession planning is the process of assessing and auditing the talent in the
organization in order to answer three fundamental questions: Are there enough
potential successors available? Are they good enough? And do they have the right
skills and attributes for the future? (Armstrong, 2006).Suh, Yun-Hee and Park
(2008), succession planning prepares the company and the employee for future
needs. According to Charan, Drotter and Noel (2001), succession planning is a
process of identifying and developing internal people with the potential to fill key
business leadership positions in the company.

Concept of Small and Medium Enterprises

The Central BankofNigeria (2001) in a stand-alone definition defines an SME
according to asset base and between #5 million and #3500 million, and staff
strength between 11 and 300 employees.The National Economic Reconstruction
Fund (NERFUND) also defined SMEs as enterprises with assets excluding land,
plus cost of project not exceeding M40 million (CBN, 2013). In the C‘emraT Bank
of Nigeria (CBN) Monetary and Credit Policy Guidelines (2006). SMEs 1s
deﬁ.ned as an enterprise with fixed assets excluding land but including working
capital not exceeding N4Omillion. The revised current SMEs ﬂuulﬂl"mcs huvz
however, modified this definition by remaoving the upper regtri::tinn on the
number of employees and expanding the capnal base of SMEs to N5OO million.

|78



dams Lukman

ivergent but the Central Bank of
dustries and Equity Investment
as any enterprise with a

Arenni, NuhaSalilu, and Jimol, A

s of SMEs are comewhat d

Nigeria agrees with the Small and Medium In

y i : it a SME .
- 1S, 2006) in their definition of & = ol et
fah:iﬁ;n{lsiit base Ieis than N200 million (equivalent of about $1.43 million)

excluding land and working capital, and with the number of Sld:if rt:g:[;i::]};idt;:l;
less than 10 (otherwise will be a cotlage OT n:m:m—ﬂmﬂl‘prl?ﬂ}‘ f‘-““d L revisﬁd.-
300 (CBN, 2001). Moreover, this definition for SMEs was base : ﬁus
definition by the National Council on Industry in 2001. hFﬂr Ii‘fe purpose ol th ._
study. the definition given by CBN will be adopted. rhEl‘E:h]l'E. a small and
medium enterprise (SMEs) is an enterprise that has asset base teﬁxcludmg land) of
between #5 million and #500 million and labour force of between L1 and 300.

The Nigerian concepl

Transformational Leadership and Succession Planning

Transformational leadership aims at inspiring and motivating followers to align’
their goals and beliefs to those of the organization and perform mare than what is
expected from their contracts thus creating a sense of viable succession planning.
In contrast to transactional leadership, some researchers have generally
conceptualized transformational leadership as the top end of a continuum or
I1|_-.3ram:h;5»r of social exchange, in which the high quality exchangﬂ'mutuall'}'
stimulates and clevates leaders and followers, transforming (Northouse, 2009),

Recent Iﬁndings highlight more specific effects of transformational IéadﬁrShip on
succession  planning, In  general, transformational leadership  facilitates
communication, allowing employees to speak out to their peers and tb 7
leaders without fear of retaliation (Liu et af., 2010). Braun et al. (2013) found. Bl
transformational leaders that promote an open climate for discussj ) u.u.nd thay
trusted both at the individual and the team level, resulting i i
achievement in succession planning. Epitropaki and Marte. (s /< OF
transf?rmatiunai leaders foster smoother and more e HLUT {-ﬂI})- fmfm_d that
negotiations hence a more viable succession planning iniﬁ:tivf mmlnications apd

Transactional Leadership and Succession Planning

Transactional leadership assumes that feaders
and the convergence of these different gnals
monetary rewards. Generally, researchers
leadership as the bottom end on a r:ﬁntinu\u

and followers have differe al
| § ‘different goals
Oceurs through (he strategic uﬁ& of
transactional
iy : ar sacial exchanges.
' ; avily on ¥ paiies
2013; Northhouse, 2009) Transactional Iei: R ﬁﬂlmw"urg e
e tulfillment of




Impact of Leadership Styles on Succession Planning in Small and Mediunt Enterprises in Lagos
State, Nigeria
contractual obligations by rewarding achievements and punishing deviations from
acceptable standards for example by rewarding an employee through promotions
the employee may feel considered in the future ownership of the company hence

this sets out a viable plan for the future succession of the company (Rainey,
2009).

As one may expect from a task-oriented leadership style, transactional leadership
has a positive influence on future succession plan of a company (Bass et al.,
2003). In particular, the increased quality of internal communication through goal
setting, monitoring, and feedback ensures that knowledge is_exploited at the
organizational level and converted into future assets that generate revenues for a
succession plan (Bryant, 2003). The technical nature of a transactional approach
allows both leaders and members to critically examine each facet of this
leadership style. The more the leader and the followers agree on the transactional
aspects of the job, the higher the positive influence on performance,
organizational commitment, trust in the leader, and corporate citizenship
behaviours and future succession plan (Whittington e al., 2009). It has been
noted, however. that followers subject to transactional leadership exhibit less
sense of obligation towards their leader and less desire to reciprocate, often using
hard tactics such as direct confrontation and upward appeals to access resources
not implied in their contract (Epitropaki& Martin, 2013).

Empirical review

Abdulazeez, Hakeem and Bisayo (2014) conducted research on leadership styles
and organizational performance in Nigeria SMEs. A survey of two hundred and
sixty eight small and medium enterprises was undertaken. Data generated were
analyzed by means of descriptive and inferential statistics. The results found that
the Nigerian SMEs are more autocratic and less participative as the power
distance between business owner and employees is very wide. The study further
revealed an insignificant relationship between leadership style and organizational
effectiveness. Hence, it is concluded that leadership style among Nigerian SMEs
is not a major factor in determining organizational performance.

Also Musa and Semasinghe (2014) examined leadership succession problem in
small family businesses in Nigeria, The study used both primary and secondary
source of data. The data was analyzed through statistical package for socil
science SPSS and found that most founders of family-owned firms failed o
embark on suceession planning due to fear of losing control of the business to

| 80}
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subordinate or any member of the _tum:lﬁy{*ﬂnm O ey
discovered that the problem of inheri

acainst the continuity of SMEs enterprises.

ship styles on succession:
Nicolas (2015) conducted research on E{r‘iﬂjﬁsiz?d;;qpi?ng {gchniqug m_ggf
planning in SMEs in Kenya, The stud?* use o el o o
the sample size of 335 SMEs .The primary data on ; or hand S
from questionnaires. Cronbach’s alpha vr.*as‘ usF {0 tecminc, FiC
Descriptive statistics such as frequency distribution, Iper_ce ;} .bi oo
standard deviations was calculated and data presented in h.}rm of tables. w
and charts was used. Inferential statistics was used to draw HT:IPIICEFIUIES- ﬁ'ﬂm
data with regard to the regression model. The study ﬁr}dlngs lndtcgﬁe{i _,
directive leadership transformational leadership and transactional Ieade;.'sf?lg;.ﬁas
positive and significant effect on succession planning. However, participa
leadership has no significant effect on succession planning.

In a study conducted by Ajay and Erich (2012) in J ohannesburg a cnmbiqati’_ﬂn (
both qualitative and quantitative methodology was applied to get response |
15 companies out of the total companies. The study found that there was

between perceived and actual status of succession planning in the small £
medium enterprises studies and there is major room for improvement in this areaﬂ >

Theoretical Framework

Trait theory emphasizes the pe
d.-.*_;lmgmsh leaders from non-leaders. Thr ;
height. appearance, age. ele, g |



~ Situational Leadershio Theorv —

|

Impact of Leadership Stvles on Succession Planning in Small and Medivm Enterprives in Lagos
Steate, Nigeria

cemotional stability. conservatism, etc., and aptitudes general intelligence, fluency
of speech, creativity, etc., assuming that the differential traits could be identified
by empirical research. However. the basic premise of the trait approach is that a
person must possess a particular set of traits in order to be identified as a leader
could not be supported. A person does not become a leader by virtue of the
possession of some combination of fraits, but the pattern of personal
characteristics of the leader must bear some relevant relationship Lo (he
characteristics, activities, and goals of followers (Judge, 2004).

The study adopted situational theory because the contingency or situational theory
assumes that there is no universally appropriate leadership style or one-best-way
and both the transformational and transactional leadership styles are different

approach to leadership. Therefore, the theory is relevant and suitable for the
study.

Conceptual Model for the study

Figure 1: Conceptual framework of Leadership styles on succession planning
Independent variables
Dependent variable

_.%-i_.l'

—_— [ Transformational Leadership — =

Source: Adapted from Nicolas (2015)

Situational theory and Traittheoryprovide the basis of the study independent

variable which are: transformational leadership, transactional leadership. The

theories assume that two different types of leadership style affect succession
planning in SMEs. These variables lead to the conceptual framework of the study

as illustrated above.
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Methodology i

Research Design |
In mosl instz}nces, expiapl'_
f past behavior (Hagan, 200
adership styles on SUCCESSIONS

slanatory research.
de or patterns O
pact of le

This study adopted an €X|
research attempt 1o capture attitu :
This design is best for investigating 1m
planning among SME:s.
The study focuses on the impact of leadership styles on succession pl?nmng
SMEs in Lagos state. Lagos State registered SMEs businesses Were ch '
because the state is prided as having the largest SMEs businesses in Nigeria.
coverage of the information that was gathered was limited to register SMEs in
Lagos state, Nigeria. The data for the study covers the period of 2005 to 2015 (100

year).

The Regression Model is given below as:

Y = Bli-l- lel+ E
Where:
Y = Dependent variable
P = Intercept of the model.
Br_= Coefﬁc:entrnf the independ_en[ variable in the model.
X = element of independent variable
E= Error term.
Model for hypothesis 1: SUCES = 3 B TRA :
sis 1 = : NSF+ E
Model for : LB
i hypothesis 2: SUCES = B, f;,TRANSA+ E
SUCES= Succession Planning (dependent variable)
SUCES = Succession Planning(dependent variabl ].
fo= Intercept of the model. §
B\ = Coefficient of the inde vari
: pendent variable in th
TRANSF = Transformational L ' A
bl ranstorr eadership(Ind :
EAN.‘)A = Transactional Leadership (lﬁdep:ﬁ; i gl
= Error term, Sy )
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Data Presentation and Analysis
dressing ¢ransformational lea

Table 1: Questions ad
percentages ___________l_j_____b___gﬂ =3

Transformational Leadership S%zji :;ﬂ v 2 %
e 413 436 N3 .3 3.5 [.811047

I show acceptance and positive
regard for others

I am polite and considerate. not 44.5
arrogant and rude

I treat each employee as an 250 363
individual 7 .
I remember important details abour 27.9 381 209 131 0.0 2.19186
the person (like their Name!)

I am patient and helpful when giving 32.0 44,
instructions or Explanations

I provide sympathy and support 358 392 119 87 44 2.06686
when the person is anxious or Upset
I express confidence in the person 30.2 477 160 3 58 2037791
when there is a difficult task
I provide assistance with the work 265 497 177 26 35 2.069767
when it is needed '

I am willing to help with personal ] 38, <
problems - s 381 387 177 55 00 1906977

358 154 44 00 1.796512

317 70 00  2.206395

2. 166 &7 6 1.997093

Source: Field survey, 2016.

Taqu:ale .] Shows how the questions addressin
evident from the result that the mean SCO

the percentage also back up | A
: p the mean sc
strongly agree or agree to each o _t}re as the majority of the respc

leadership.
Table2:  Questions :
Sk addressing transaction: .
( e . Ct - - el -~
percentages tonal leadership expressed in
Tl"&ﬂsac;ignal Leadership A T = = T
esponses :
I show faith in 1) :ﬂCﬂpﬂbllmag afthe 25%9 b % _ A %’)
follower to succeed | S ARe G g ae

I always teach and mentor followers 305 50,0 B«
. x = 4| 23

I ove what he/she does and ensi i 2
: UES tnd ensure 3
that our vilues are dﬁgnad Wﬂhthc I 42.{1- 14.2 H.7 35
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Impact of Leadership Stvies oh Siecession Planning {n Small and Medivm Emterprises i Lagos
. iy State, Nigeria
arganization TRTA N T (M e L1 | | 18
1y ETVIL Y S I TR i

| do on-site obsevvation, ;. 1, - | 2441503 145 108 00 2116279 039922
I make difficult decisions that are 398 46,5, 119 1.7, 00 . L735814 0.727407
aligned with the ‘business Visions,

mission and objectives

Source! Field SLII‘VG}', 2016.

Table 2 Shows how the questions addressing transactional leadership. It is evident
from the result that the mean score for all the variables are lfﬁh than *3" which the
stipulated benchmark for accepting the statément or not. Analysis on the
percentage also back up the mean score as the majority of the respondents
strongly agree or agree to each of the vamblcs addle'r.';mﬂ transactional
leadership. BG4

Table3: Questions addressing suctessmn planning, expressed in
percentages
Succession Planning SA A 8] D SD Mean  Std Dev.
Responses To 7 o T Yo -

There is no conflict between 474 346145 32 3 1.744186 0.842543
stukeholders on who should take

over the business

There is high commitment and 262 282 288 137 32 2395349 1109504
involvement of the

management/owners _

The owners regularly review talent 334 442 131 73 2.0  2.002907 0.970403
of the successor ; ]

The business have never been left 235 497 172 64 32 2.159884 (.96318

without a leader |

There has been understanding 26.5 439 16.6, 10,5 . 26  2,)88053 1.025503
among stakeholders on who should

take over the business .

Whoever take over the business is 390 413 148 49 0.0 ]1.857558 (.8469)2
respected by all stakeholders

The business stills runs well with 314 419 183 6.7 1.7 2.055233 095976
ihe new successor

We love the new successor 2748 400 A48 67 g 2.02907 () 880 49
Source: Field survey. 2016, o

I'he above table shows the-questions addressing succession planning. It is evident
from the result that the mean score for all the variables are less than *3° which the

[8h
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statement or not. Analysis '
as the majority of the respo

stipulated benchmark for accepting the
succession plann

the mean Score

rcentage also back up : :
Ina h of the variables addressing

strongly agree or agree (0 eac
Hypothesis one : . o
Hy: there is no significant effect of transformational !eadersiup on ;_,__.,.._.._ T
planning in SMEs 8

Table 4: Model Summary _ 5 ; =
Model R R Square Adjusted R Square Std. Ervor of the Estimate -
| K06 649 et H6213
Source: Authors computation, 2016
a. Predictors: (Constant), Transformational Leadership

The correlation coefficient (R) equals 0.806, indicates a positive relation
between the variables. The R-Squared statistic indicates that the model
explains 64.9% of the variability in succession planning. This establis
effective use of Transformational Leadership on succession planning wi
effect on the survival of SMEs, '

Table 5: ANOVA

Model sum of Squares  Df Me:
Regression  584.970 I .‘iﬁfldg??]qmre Eﬁi 9

| Resldual 316,586 342 926 e
Total 901,555 343 i

Source: Authors computation, 2016
a. Depﬁndmt Vaﬁ ahI‘g:. Su;,;:ﬁ.ﬁs_i‘ﬁn Planning
b. Predictors: (Constant), Transformational Leadership



Imipact of Leadership Steles on Succession Planning in Suall ol Mediim Enterprizes in Lage

State, Nigerio
Table 6:  Regression Coellicient

Model S Unstandardized Stundurdized T Sig.
Coeflicients Coeliicients
B Std. Error Betn
(Constant) 963 116 8.287 DK
I Transformational
: [t q b 25138 00
Lw.,ndcrshnp 517 AL = L P I e T L

Source: Authors Lumpumunn. 2016
a. Dependent Variable: Succession Planning

The regression coefficient of the above equation for the model implies that unit
change in transformational leadership will exert a positive effect on succession
planning.

Hypothesis two

Hg:  there is no significant effect of transactional leadership on succession
planning among SME

Table 7: Maodel Summary

Model Summary 5 _ L.
Model R R Square Adjusted R Square Std. Ermror of the
. ! 13 _ ~ Estimate

1 778" 603 603 04258

Source: Authors computation, 2016
a. Predictors; (Constant), Transactional Leadership

The correlation coefficient (R) equals 0.778, indicates a positive relanonshp
between the variables. The R-Squared statistic indicates that the model as hined
explains 60.5% of the variability in succession planning. This estabhshed tha
effective use of Transactional Leadership on succession planning will have et
on the survival of SMEs.
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