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Chapter 2: Literature Review 

2.1 Introduction 
This chapter analyzes an array of research on organizational performance, 
employee motivation, and leadership philosophies. This review of the literature 
aims to provide a theoretical framework for comprehending how employee 
motivation is impacted by leadership styles and how motivation in turn influences 
organizational performance. Major theories of leadership, important theories of 
motivation, empirical research relating motivation and leadership, and the 
mediating function of motivation are all covered in this chapter. Lastly, gaps in the 
current literature are noted to support the necessity of the current investigation. 

2.2 Leadership Styles 
Leadership style refers to the approach and behavior adopted by leaders when 
guiding, directing, and influencing employees. Early leadership research 
emphasized authority and control, while contemporary theories focus on 
motivation, empowerment, and relationships between leaders and followers 
(Burns, 1978; Yukl, 2013). 
Transformational leadership : The goal of transformational leadership is to 
motivate staff members via inspiration, support, and intellectual stimulation. By 
appreciating individual contributions, encouraging creativity, and instilling a sense 
of purpose, transformational leaders inspire their workforce. According to Bass 
and Avolio (1994), this leadership approach improves worker dedication, trust, and 
output by coordinating personal aspirations with company goals. 
Transactional leadership : The foundation of transactional leadership is 
interactions between managers and staff in which desired performance is attained 
through rewards and penalties. This approach places a strong emphasis on rules, 
structure, and performance evaluation. Although transactional leadership can 
increase productivity and produce immediate results, it might not maintain 
engagement or motivation over the long run. 
Autocratic leadership : Strict control over workers and centralized decision-
making are characteristics of autocratic leadership. This type of leader offers few 
chances for employee feedback. It frequently restricts participation and can lower 
employee motivation and job satisfaction, even though it might be useful in 
emergency situations or highly structured settings. 
Democratic leadership : Democratic leadership promotes teamwork, open 
communication, and employee participation in decision-making. This leadership 
approach fosters trust and shared accountability, both of which are linked to 



increased motivation and job satisfaction. 
Laissez-faire leadership : Laissez-faire management gives workers a great deal of 
freedom with little oversight. Although this approach can encourage innovation 
and self-reliance in highly qualified workers, if workers are not given direction or 
clarity, it may lead to low motivation and subpar work. 

Overall, the literature suggests that leadership styles differ in their effectiveness 
depending on organizational context, employee characteristics, and task demands. 

 

2.3 Employee Motivation 

Employee motivation refers to the internal and external factors that stimulate 
employees to perform their jobs effectively. Motivation influences the level of 
effort, persistence, and commitment employees demonstrate in the workplace. It is 
commonly classified into intrinsic motivation, which arises from personal 
satisfaction and interest in the work itself, and extrinsic motivation, which is 
driven by external rewards such as salary, promotions, and recognition. 

Employee motivation is explained by a number of traditional theories. According 
to Maslow's Hierarchy of Needs, people are motivated by meeting a series of 
needs, from safety and physiological needs to social needs, esteem, and self-
actualization (Maslow, 1943). According to Herzberg's Two-Factor Theory, 
motivators improve performance and satisfaction while hygiene factors prevent 
dissatisfaction (Herzberg et al., 1959). McGregor's Theory X and Theory Y, which 
emphasize trust, accountability, and self-direction, describe how managerial 
presumptions about workers affect motivation and leadership behavior (McGregor, 
1960).  
By fostering encouraging environments, praising accomplishments, and offering 
chances for personal development, leadership plays a critical role in activating 
these motivating factors. 
 

2.4 Leadership Styles and Employee Motivation 
Employee motivation and leadership styles are strongly correlated, according to a 
number of empirical studies. Because employees feel appreciated and motivated by 
their leaders, transformational leadership is consistently linked to higher levels of 
intrinsic motivation, engagement, and job satisfaction. Democratic leadership also 
has a positive impact on motivation by encouraging a sense of ownership and 
involving workers in decision-making processes.  



 
On the other hand, because of the lack of participation and restricted autonomy, 
autocratic leadership frequently lowers motivation. Through rewards and 
performance-based incentives, transactional leadership may increase extrinsic 
motivation, but it is less successful in maintaining long-term engagement. These 
results demonstrate how employees' motivational levels and attitudes toward work 
are greatly influenced by leadership behavior.  
 

2.5 Employee Motivation and Organizational Performance 
One important factor influencing an organization's performance is employee 
motivation. Motivated workers are more productive, provide better services, and 
are more dedicated to the organization's objectives. Motivated employees are more 
productive, more competitive, and have lower turnover rates.  
According to research, motivated workers are more likely to surpass performance 
standards, adjust to change, and make valuable contributions to the success of the 
company. Therefore, motivation plays a crucial role in how leadership practices 
affect performance results.  
 

2.6 Mediating Role of Employee Motivation 

Recent studies emphasize that employee motivation serves as a mediating variable 
between leadership styles and organizational performance. Leadership styles 
influence performance not only directly but also indirectly by affecting employee 
motivation. For example, transformational leadership enhances motivation, which 
subsequently improves individual and organizational performance. 

The reasons why different leadership styles may result in different outcomes in 
different organizations and contexts are better explained by this mediation 
perspective. The gap between leadership behavior and quantifiable organizational 
outcomes can be closed by comprehending this indirect relationship. 

2.7 Gaps in the Literature 
There are still a number of gaps in the vast body of research on motivation and 
leadership. Instead of examining their combined impact on organizational 
performance, many studies look at employee motivation or leadership styles 
separately. Furthermore, little research has been done on the mediating function of 
motivation in various industries and organizational contexts. The current study 
attempts to fill these gaps by conducting additional empirical research. 



 

2.8 Summary 
The main theories and empirical research on organizational performance, 
employee motivation, and leadership styles were examined in this chapter. 
Leadership styles have a substantial impact on employee motivation, which in turn 
has an impact on organizational performance, according to the literature. 
Nonetheless, there are still unanswered questions about motivation's mediating 
function, which makes this study necessary. 

 
 
 
 
 
 
 
 


