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Abstract

The small and medium enterprises are the most important category of enterprises in the
whole European Union, representing more than 99% of all private entities registered in the
EU, employing around 66% of all EU’s private employees and create around 57% of the
added value of the European Union. In an SME, the relationship between management and
employees is tighter, thus creating certain situations in which leadership manifests
differently than in a large company. In this paper, we tried to create a leadership model,
using certain performance indicators from 200 Romanian SME’s and the leadership style of
their owner/manager. Our results led to the development of a profile for the Romanian SME

leader.
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Introduction

Previous research on the field of small and
medium enterprises, as well as European
level statistics are showing us that that the
European economic system is dominated
by large, multinational corporations. Their
multi-billion acquisitions, their global
expansion plans and (recently) the risk of
failure which could shatter the European
economy are dominating the news. Thus,
due to their relatively low dimensions, the
SME’s are easy to oversight. Despite this,

more than 99% (in the European Union
there are more than 22 million SME'’s, of
which more than 93% are micro-
enterprises) of the European business are
small and medium enterprises (Annual
Report on European SME’s 2015/2016 and
Annual Report on European SME’s
2015/2016).

The vast majority of private companies
from the EU-28 are small or medium
enterprises (99,8% both in 2015 and
2018), their number increasing in 2018 by
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almost 1.5 million since 2015, while the
large companies (more than 250
employees) registered an increase of only
2000 companies from 2015 to 2018. The
largest category of SME’s has been the
micro-enterprises accounting for approx.
93% of all private companies from the
European Union (both in 2015 and 2018),
registering an increase of about 1.5 million
micro enterprises from 2015 to 2018.

Moreover, SMEs have approx. 67% (more
than 90 million employees as of 2015) of
all the jobs from the European private
sector and create more than half (57,40%)
of the added value from the European
business sector, representing approx. 28%
of the GDP of EU-28. Moreover, the SME'’s
are the real backbone of the European
economic system, being the main
responsible for the economic growth of the
EU and have a key role in the technological
progress, through innovation and research
and development (Annual Report on
European SME’s 2015/2016, p.54). In
2018, we can observe that the number of
employees working in small and medium
enterprises has increased with approx. 4
million employees (66,40% of all the
private sector jobs in the EU), while the
added value created by the EU SMEs has
increased with more than 222 billion since
2015 (56,8% of all the EU28 added value).

Eurostat data is showing that in 2013, the
average ratio of business openings (defined
as the number of new businesses opened in
2013 divided by the number of existing
SME’s from the previous year) was 11%,
while the average ratio of business closures
(defined as the number of business which
closed in 2013 divided by the number of
existing SME’s from the previous year) was
10%. For most of the member states, the
difference between the average opening
ratio and the average closure ratio was low,
ranging between -2% and +2%. In 2015,
the average EU28 enterprise birth rate was
10% (1% decrease since 2013), while the
average EU28 business death rate was
8,5% (1,5% decrease since 2013). In 2015,
Lithuania registered the highest enterprise
birth rate (22,7%, with 12,7% more than
the EU average), while Greece registered
the lowest rate (5,1%, almost 5% less than

the EU average). Regarding enterprise
death rates, in 2015, Portugal registered
the highest ratio (15,1%, almost 7% more
than the EU average) while Belgium
registered the lowest ratio (3,6%, almost
5% lower than the EU average).

Only six member states, including Romania
(along with France, Lithuania, Latvia,
Slovenia and the United Kingdom) had the
opening ratios higher than the closure
ratios in 2013, while four member states
(Cyprus, Croatia, Hungary and Portugal)
were at the other end of the spectrum. In
2015, Bulgaria, Denmark, the Czech
Republic, Croatia, Italy, Portugal and
Hungary had a negative net enterprise
birth rate (the difference between the birth
rate and the death rate), while Spain’s
enterprise birth rate was equal to the
enterprise death rate (8,9% in both cases).
The country with the highest average net
enterprise birth rate was Lithuania (8,5%).

Very small businesses (less than 4
employees) have represented almost all of
the new business openings in 2013 (the
latest year for which this kind of data is
available). In all the member states, except
for Austria, Hungary, Luxembourg and the
United Kingdom, these very small
businesses represented 95% of all the new
business openings. In the other four states,
the very small enterprises represented
between 90% and 94% of the new business
openings (Annual Report on European
SME’s 2015/2016, p.58).

Moreover, in 2013, these openings were
focused around zero employees businesses
in many member states: in almost all, but
for four states (Cyprus, Hungary, Romania
and the UK), zero employees business
represented more than 50% of the new
business openings in 2013. In ten member
states (Belgium, the Czech Republic,
France, Ireland, Lithuania, Malta, the
Netherlands, Poland, Slovenia  and
Portugal), this category represented at
least 80% of the new business openings in
2013 (Annual Report on European SME’s
2015/2016, p.58).

The same trend can be observed in case of
business closures, where very small
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companies represent almost all of the
business closures of 2013. Zero employee
companies, as well as those with less than 4
employees represented more than 98% of
the total business closures in 15 member
states (Belgium, the Czech Republic,
Germany, Denmark, Finland, Croatia, Italy,
Malta, the Netherlands, Poland, Portugal,
Romania, Sweden, Slovenia and Slovakia)
and between 95% and 97% in the other 9
member states (Austria, Bulgaria, Cyprus,
France, Estonia, Spain, Hungary, Ireland
and Latvia). In the other 3 member states
(Luxembourg, Lithuania and the United
Kingdom), these two categories
represented between 91% and 93% of all
the business closures of 2013 (Annual
Report on European SME’s 2015/2016,
p.59).

Following the same trend as the business
openings, most of the companies closed in
2013 had zero employees:

- Thus, this kind of companies
represented more than 50% of all
the business closured, in all the
member states, except for the UK
and Cyprus;

- In 13 member states (Belgium, the
Czech Republic, Germany, Denmark,
Finland, France, Malta, the
Netherlands, Poland, Portugal,
Romania, Sweden and Slovakia), the
Zero employees company
represented 80% of all the business
closures of 2013.

Despite these deficiencies, due to their
small size, the low level of internal
bureaucracy (compared to large
enterprises) and the multi qualified staff,
these enterprises have a high degree of
flexibility, which, if efficiently exploited,
can help the entity to overcome the
recession period, minimizing the negative
consequences (Mihai, 2017).

A recent study regarding the effects of
inefficient leadership has shown that there
is a significant relationship between the
inefficient leadership and the negative
effects of the employees’ performance, such
as a decrease in the duration and rhythm of
work, fulfilment of tasks and carelessness

(Amabile et al., 2004). Thus, while the
efficient leadership has a positive effect,
through an increase in organizational
performance and fulfilment of goals, the
inefficient leadership has a negative impact
upon the organizational performance and
employees’ attitude (Mihai, 2015).

Unlike the large enterprises (especially the
multinational corporations), the SME’s are
much more vulnerable to changes in the
environment, especially in the recession
periods. This happens because most SME’s,
especially the young ones, have an unstable
market position, disloyal customers, less
experienced management and less
financing opportunities (Ogarcd, 2014).
This statement is confirmed by the reality
of Romanian SME’s during the recession:
according to Ovidiu Nicolescu, the
President of National Council of Small and
Medium Enterprises from Romania, more
than 100.000 SME’s have been closed
between 2008 and 2011; 2011 is
considered, officially, the year in which the
Recession ended in Romania, due to the
registered economic growth, even though,
in that year, an average of 62 SME’s were
closing every day in the country (Mihai,
2016).

According to lancu Guda; the president of
the Romanian Banking and Financial
Analysts  Association  (AAFBR), the
Romanian SMEs generate 14% of the total
national income (as opposed to 26% in
2008), even though they represent 96% of
all Romanian enterprises, while the large
companies (4% of the total number of
Romanian enterprises) generate 86% of
the total national income. (Agerpres, 2018).
At the same time, lancu Guda underlines
the fact that in the last 10 years, the
average income/employee has remained
the same in the SMEs (around 24.000
EUR/employee), but the work efficiency,
from a commercial point of view, has
doubled Considering that the average net
wage has increased from around 370 EUR
in 2008 to around 580 in 2017, these
companies have a stable income/employee
which makes it difficult for them to sustain
this increase in the average wage
(Agerpres, 2018). Thus, SME'’s suffered
from low productivity, which has been
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outperformed by the 15 consecutive
increases in the minimum wage from the
last decade, thus increasing their costs.

At the same time, the analyst underlines
that the polarisation of the Romanian
business environment is visible regarding
the enterprises’ incomes, profits and
liquidity, the SME’s becoming more and
more vulnerable to a future recession,
compared to large companies, amplifying
the fragility of the middle class (Agerpres,
2018).

Other aspects regarding the SME’s that
have been identified in the last ten years
are low capitalisation, high debt ratio, low
short-term  investments, low  asset
efficiency, slow collection of outstanding
debts and a high diversification of the
inventory, above the balance level.

The Leadership Model

If the leadership is a function, it must be
considered an  essential part of
management, whose existence depends on
a series of abilities which form the
leadership style of the manager. Leadership
is a concept where no consensus exists
between the various theoreticians who
have studied this phenomenon. According
to Stogdill (1974), the number of the
leadership definitions equals the number of
people who tried to define it; despite these,
“influence” is a constant factor in many of
these theories.

Nowadays, the economic environment has
become more dynamic and it forced the
companies to find new ways to adapt to
change. In this kind of environment, in
order for the companies to succeed and
survive, they have to focus on flexibility,
dynamicity and evolution, while avoiding
stagnation.

Lovelace, Manz and Alves (2007) state that
leadership can happen at both an
individual level and a collective level and at
an individual level, leadership is referred as
self-leadership or self-management, which
refers to the act of leading yourself to
perform tasks that motivate you.

When talking about leadership, most
experts agree that this concept is
associated with influencing a certain
person to act in a certain way, by their own
accord. Moreover, “it involves a mutual
dependency between members during the
movement and related task performance”
(Ulhoi and Muller, 2014, p.77). Gronn
(2002) is stating that mutual
interdependence refers to a reciprocal
dependence between two or more
members, thus permitting overlapping and
related responsibilities. This
complementariness enables
interdependent organizational members to
make use of the different technical and/or
emotional strengths available (Gronn,
2002; Ulhoi and Muller, 2014). O'Toole,
Galbraith, and Lawler (2002) have
captured the essence of mutual
interdependency as “the more
interdependent the work of co-leaders, the
more input they should solicit from
affected others, and the more they need to
coordinate between themselves” (p. 79).

Leadership experts state that this concept
is one on which the success and failure of a
company ultimately depends (Bennis,
2007). Both researchers and practitioners
recognise leadership as a major element
which affects organizational performance
(Bass, 1985; Canella and Rowe, 1995; Rowe
et al, 2005). These researchers have
concluded that efficient leadership increase
organizational performance and facilitate
goal fulfilment (Bass, 1985; Gordon and
Yukl, 2004). The negative effects of
inefficient leadership upon the
organizational performance and
employees’ attitude are confirming the
importance and the significance of efficient
leadership.

In 1994, Moss and his colleagues have
studied the leadership styles (The Leader
Attributes Inventory - LAI) and developed
a diagnostic analysis based on 37
attributes, characteristics, knowledge and
competencies of leaders inclined to obtain
performance in education.

According to Moss and his colleagues
(1994, p.23), the largest values were
registered for the following 26 attributes

Laurentiu Stelian MIHAI (2019), Journal of Eastern Europe Research in Business and

Economics, DOI: 10.5171/2019.831063



5 Journal of Eastern Europe Research in Business and Economics

and competencies: trustworthy (,89),
achievement oriented (,87), team building
(,85), sensitivity and respect (,85), time
management (,84), problem solving (,83),
common values (,81), state of mind (,80),
critical thinking (,80), networking (,80),
communication (,80), conflict management
(79), delegation (,79), decision making
(,78), adaptability and openness to change
(,78), information management (,77),
common good (,75), adequate use of
leadership styles (,75), energy (,75)
organizing (,74), tolerance to frustrations
(73), stress management (,73), coaching
(73), planning (,73), integrity (,72), ethics
(,72), while the lowest values were
registered for the following 11 attributes
and competencies: perseverance (,47),
initiative (,50), risk taking (,55), responsible
(62), profound (,63), enthusiastic and
optimistic ~ (,64), keen on  taking
responsibilities  (,66), visionary  (,67),
motivating factor (,67), confident (,68) and
tolerant (,68).

Claudio Feser, Fernanda Mayol and Ramesh
Srinivasan, based on a study of 81
organizations from Asia, Europe, Latin
America and North America developed a
top 20 of the main characteristics of a
leader. On the first place (Feser et al., 2015,
p.- 3) we have the capacity to support,
followed by: champion of desired changes,
clarifies goals, rewards and consequences,
enthusiastic communicator, contributes to
his partners’ development, develops and
shares the collective mission, differentiates
between followers, facilitates collaboration
between the group members, adopts mutual
respect, gives rewards, organizes the group
based on their activities, makes qualitative
decisions, motivates, offers a critical
perspective, is result oriented, is a role model
for the organizational values, looks for
different perspectives and is an efficient
problem solver.

Research Methodology

The main goal of our scientific research is
to create a practical model, based on the
existing  correlations  between  the
leadership styles and certain performance
indicators of the SME’s.

Our research was conducted on a sample of
200 small and medium enterprises, as
follows: Building constructions - 22
companies (11%), Specialized construction
activities - 18 companies (9%), Wholesale
and retail trade and repair of vehicles and
motorcycles - 18 companies (9%),
Wholesale trade except trade of vehicles
and motorcycles - 50 companies (25%),
Retail trade, except of vehicles and
motorcycles - 92 companies (46%).

In order to fulfil the purpose of our
scientific research, we have employed the
following variables:

e Leadership style (laissez-faire,
democratic or autocratic), evaluated
through a 24 questions survey that
was applied to the owner-managers of
the 200 companies included in our
sample. Of these 24 questions, 15
questions are measuring (on a 5-point
Likert Scale) the leadership style of
the respondent, by asking questions
regarding the way the respondent is
making decisions, delegating
responsibilities,  assigning  tasks,
evaluating his subordinates and
relating to the degree of autonomy
and freedom that his subordinates
have. These 15 questions are divided
into 3 sets of 5 questions, each set
being related to one of the three
leadership styles (Democratic,
Autocratic and Laissez-Faire). In order
to identify the dominant leadership
style, we calculated the score that
each respondent registered for each of
the 3 sets of questions. The leadership
style which registered the highest
score was considered the dominant

style.

e  Profit: this variable was divided into 3
sub-variables: the company’s average
profit before the crisis (2004-2007),
during the crisis (2008-2010) and
after the crisis (2011-2015). The data
was collected from the publicly
available financial reports of the
companies.

e Debt ratio: this variable was
calculated by dividing the total debt
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with the total assets. The data was
collected from the publicly available
financial reports of the companies.

e Employee fluctuation ratio: this
variable was calculated as follows:

Employee fluctuation (yearl) =
[(Employee number(yearl) -
Employee  number(year0)/Average

employee number (yearlyear0] x 100.
The employee number was collected
from the publicly available financial
reports of the companies.

These variables having been analysed for a
period of 12 years, starting with 2004 and

ending with 2015, a period which we have
considered relevant because it consists of
three significant stages: the economic
growth of before 2007, the recession
between 2008 and 2010 and the recovery
period which started in 2011. The
relationship between the five variables
were analysed separately, for each of the
three stages, as well as for the whole period
(2004-2015) through several statistical
correlations (ANOVA, descriptive statistics,
Cronbach'’s Alpha, and Pearson
Correlation).

Table 1: Descriptive statistics for the SMEs’ profit

Year Average Standard Deviation ANOVA'’s f factor
2004 704.782,40 1.934.600,30 6.351
2005 222.550,67 770.148,05 5.420
2006 270.960,96 849.115,71 4.979
2007 362.379,77 1.183.278,88 5.421
2008 394.595,31 1.333.377,66 5.289
2009 245.901,59 897.635,51 482
2010 -193.919,68 827.591,49 1.315
2011 181.273,16 677.102,22 2.358
2012 141.385,70 607.679,62 2.127
2013 147.216,60 842.643,60 2.238
2014 -5.830,90 683.849,12 2.181
2015 153.047,50 1.409.298,11 2.232

From table 1, we observe that the highest
standard deviation was registered in 2004
(1.934.600,30), the same year which
registered the highest average profit
(704.782,40). The lowest average profit
was registered in 2010 (-193.919,68)
which shows us that the financial recession
had a continuous influence upon the SMEs’
performances.

Regarding the F factor, we see that the
highest value was registered as well in
2003 (F=6,351), while the lowest value was
registered in 2009 (,482), which leads to
the conclusion that some pertinent
predictions regarding certain performance
indicators can be made for 2-3 years
intervals.
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Table 2: Descriptive statistics for the SMEs’ debt ratio

Year Average Standard Deviation ANOVA’s f factor

2004 .969 1.181 1.039
2005 916 1.045 965
2006 .904 1.414 726
2007 817 715 1.056
2008 776 492 2.519
2009 772 .587 3.099
2010 775 .590 2.787
2011 .757 .700 1.653
2012 773 .645 4.096
2013 .828 .899 2.543
2014 .994 1.079 2.553
2015 846 917 2.555

Table 2 is showing us that the highest
standard deviation was registered in 2006
(1.414), while the highest average debt
ratio was registered in 2014, which means
that the companies have started again to be
more confident and borrow money from
lenders.

The lowest standard deviation of the debt
ratio was registered in 2008 (.492) while
the lowest average debt ratio was
registered in 2011 (.757), which is normal,
since 2011 was the first year after the
financial crisis and the companies were still
recovering and the debt cost was still quite

high.

Table 3: Descriptive statistics for the SMEs’ employee fluctuation rate

Year Average | Standard Deviation ANOVA’s f factor
2005/2004 116 .287 1.628
2006/2005 .075 310 .280)
2007/2006 .078 228 1.070
2008/2007 .016 227 .655
2009/2008 -.097 .290 9.148
2010/2009 -.046 .295 3.087
2011/2010 .039 .309 2.538
2012/2011 -.013 .308 2.310
2013/2012 -.009 262 1.146
2014/2013 -.045 452 1.747
2015/2014 -.040 .302 4.538

Table 3 is showing us that the highest
standard deviation was registered in
2014/2013 (.452), while 2005/2004 has
the highest average employee fluctuation
rate (.116). The lowest average employee
fluctuation rate was registered in
2009/2008 (-.097), while the highest
standard deviation was registered in
2008/2007 (.227)

In order to fulfil the purpose of this
research and create a practical model, we
have used the following research
hypothesis:

H1: The leadership style has a direct and
positive influence upon the debt ratio of
the company;
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H2: There is a direct and negative
relationship between the financial crisis
and the leadership style

H3: There is a direct and negative
relationship between the financial crisis
and the debt ratio of the company;

H4: There is a direct and negative
relationship between the financial crisis
and the employee fluctuation;

H5: The debt ratio has a direct and positive
influence on the profit.

Results and Discussion

Hypothesis 1: The leadership style has a
direct and positive influence upon the debt
ratio of the company;

Table 4: Pearson Correlation between leadership style and debt ratio

Leadership
CAEN code Debt Ratio style
CAEN Code Pearson. 1 163* 220%*
correlation
Sig. (2 dim) .021 .002
Debt ratio Pearson_ 163 1 380%*
correlation
Sig. (2 dim) 021 .000
Leadership Pearson. 220%* 30 1
style correlation
Sig. (2 dim) .002 .000
*. Significant correlation above 0.05 (2-dimensions).
**, Significant correlation above 0.01 (2-dimensions).
Studying table 4, we can observe direct and company’s industry influences

positive correlations for the following
items:

e Leadership style and debt ratio
(.380**) - which shows us that the
leadership style influences directly
and positively the company’s debt
ratio. Thus, a democratic leadership
style, correlated with low employee
fluctuation leads to a reduction in the
debt ratio.

e Leadership style and CAEN Code
(-163*) - which shows us that the

directly and positively the debt ratio;

With a Pearson Correlation value of .380**,
Hypothesis 1: The leadership style has a
direct and positive influence upon the debt
ratio of the company - is validated

Hypothesis 2: There is a direct and
negative relationship between the financial
crisis and the leadership style
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Table 5: Pearson Correlation between leadership style and financial crisis

Averag Avera Averag
CAEN e pre- rag e post Leadershi
. . e crisis ..
Code crisis rofit crisis p style
profit P profit
Pearson
correlatio 1 -.083 -137 .073 .298**
CAENCode | n
Sig. (2 242 053 303 000
dim)
Pearson
Average correlatio -.083 1 .678** .153* .060
pre-crisis n
rofit ig.
P Sig. (2 242 000 031 340
dim)
Pearson
Average correlatio -137 .678%* 1 222%* -.069
crisis n
fit ig.
proft Sig. (2 053 000 002 333
dim)
Pearson
Average correlatio .073 .153* 222%* 1 .034
post crisis n
profit Sig. (2 303 031 002 632
dim)
Pearson 208+
lati ’ .060 -.069 .034 1
Leadershi ;:lorre ato *
p style -
Sig. (2 000 340 333 632
dim)
*. Significant correlation above 0.05 (2-dimensions).
**, Significant correlation above 0.01 (2-dimensions).
Table 5 is showing us direct and positive mature enough to be successful

influences, for the following items:

CAEN code and average post-crisis
profit (.073) - we can observe a direct

and positive influence of the
companies’ industry upon the
companies’ performances in the

period that followed the recession;

Leadership style and the average pre-
crisis profit (.060) - which denotes a
significant  positive  relationship
between the two items: in the
economic boom before the crisis, the
leaders employed a lassaiz-faire
leadership styles, not involving
themselves too much in the day to day
operations of the company, as the
employees and the companies were

without too much involvement from
the manager (Burlea Schiopoiu and
Idowu, 2016);

Leadership style and average post-
crisis profit (.034) - which is showing
us that the leadership style influences
directly and positively the companies’
performance in the period that
followed the recession: after the crisis
has passed, the managers started to
limit their involvement in the
company again (their involvement
being the highest during the
recession), having a more democratic
approach as the company
straightened and started becoming
profitable again (Mihai, 2018);
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From table 3, we can observe direct and
negative influences for the following items:

e Leadership style and average profit
crisis profit (-.069) - which means
that leadership style influences
directly and negatively the companies’
performance in the crisis period

e Leadership style and average crisis
profit (-.069) - during the recession,
the managers needed to use a more
autocratic approach in order to ensure
their companies survive the financial
crisis. For most (if not all) managers
involved in this sample, this was the
first real serious crisis their
companies encountered and they
needed to become autocratic leaders
in order to keep the company on the
right path.

e CAEN code and average crisis profit (-
.137) - we can observe a direct but
negative influence of the companies’
industry upon their performances
during the crisis period, which means
that the two analysed industries
(constructions and trade) were
strongly affected by the global
financial crisis;

With a Pearson Correlation value of (-.069)
- Hypothesis 2: There is a direct and
negative relationship between the financial
crisis and the leadership style- is validated

Hypothesis 3: There is a direct and
negative relationship between the financial
crisis and the debt ratio of the company;

Table 6: Pearson Correlation between debt ratio and financial crisis

Averag Avera Average
CAEN ¢ Rr?_ ge. p(.)s.t Debt ratio
Code crisis crisis crisis
profit profit profit
Pearson %
(g:gl: correlation 1 -.083 -137 .073 163
Sig. (2 dim) 242 .053 303 .021
Average Pearson -.083 1 678 | 153* 230%*
pre- correlation
crisis . .
profit Sig. (2 dim) 242 .000 .031 .001
Average Pearson 137 | .678** 1 222%* -162*
crisis correlation
profit Sig. (2 dim) .053 .000 .002 .022
Average Pearson 073 153* | 222% 1 -078
post correlation
crisis . .
profit Sig. (2 dim) .303 .031 .002 271
Pearson " - i % i
;?::i)(t, correlation 163 230 162 .078 1
Sig. (2 dim) .021 .001 .022 271

*. Significant correlation above 0.05 (2-dimensions).
**, Significant correlation above 0.01 (2-dimensions).

Table 6 is showing us that:

e the Pearson Correlation between the
debt ratio and the average profit
before the recession is (.230), which
means there is a significant but

positive relationship between the two
items: before the financial crisis, the
companies had a high debt ratio,
because they were using borrowed
money for investments, as a driver for
increased profitability;
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e the Pearson Correlation between the
debt ratio and the average profit
during the recession is (-.162), which
means there is a significant but
negative relationship between the two
items: during the recession, the cost of
debt has reached a very high level as
banks were not as eager to lend
money as they were before. Thus, the
analysed companies have stopped
borrowing, as their profit decreased
and they already had a high level of
debt from before the recession.

e the Pearson Correlation between the
debt ratio and the average profit after
the recession is (-.078), which means
there is a significant but negative

relationship between the two items
(but lower than the crisis period): the
companies  which survived the
financial crisis, survived with a lower
level of debt and they were starting to
borrow money again (at a higher cost
than before the crisis, but lower than
during the crisis) in order to start
investing again;

With a Pearson Correlation value of (-
.162%*) - Hypothesis 3: There is a direct and
negative relationship between the financial
crisis and the debt ratio of the company - is
validated

Hypothesis 4: There is a direct and
negative relationship between the financial
crisis and the employee fluctuation;

Table 7: Pearson Correlation between employee fluctuation and financial crisis

Average Average Averag
((S:AEN pr_'e.- crisis e p_o.st Employ.ee
ode crisis profit crisis fluctuation
profit profit
Pearson .
CAEN Code correlation 1 .083 137 .073 275
Sig. (2 dim) 242 .053 303 .000
Average Pearson -.083 1| 678 | 153+ 973
pre-crisis correlation
profit Sig. (2 dim) 242 .000 .031 307
Pearson i % % i
cr/?:iira;goeﬁt correlation 137 .678 1 222 .049
P Sig. (2 dim) .053 .000 .002 492
Average Pearson 073 153% | 222% 1 137
post crisis correlation
profit Sig. (2 dim) 303 .031 .002 .052
Pearson
Employee correlation 275%* .073 -.049 137 1
fluctuation
Sig. (2 dim) .000 .307 492 .052

*, Significant correlation above 0.05 (2-dimensions).
**, Significant correlation above 0.01 (2-dimensions).

Table 7 is showing us that:

e the Pearson Correlation between the

employee fluctuation and the average
profit before the recession is (.073),
which means there is a significant but

positive relationship between the two
items. Before the financial crisis, the
fluctuation of the employees was quite
low: the company was mature, the
employees were experienced and
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loyal and this contributed significantly
to the company’s profitability.

the Pearson Correlation between the
employee fluctuation and the average
profit during the recession is (-.049),
which means there is a significant but
negative relationship between the two
items. During the financial crisis, the
employee fluctuation rate has started
to grow, as companies needed to
restructure and resize their
operations, which in many cases led to
one of the following outcomes: (1) the
company had to let some employees
go and (2) the company had to lower
the wages of their employees in order
to survive the financial crisis and as a
result, some employees left. Both
outcomes mean a higher employee
fluctuation rate, which led to a
significant reduction of the profit.

e the Pearson Correlation between the
employee fluctuation and the average
profit after the recession is (.137),
which means there is a significant but
positive relationship between the two
items. After surviving the financial
crisis, the companies started to grow
again, at a slower rate, which meant
they had to find new employees who
could contribute to this growth, which
led to a high, but positive employee
fluctuation rate (Burlea Schiopoiu et
al.,, 2017).

With a Pearson Correlation value of (-.049)
- Hypothesis 4: There is a direct and
negative relationship between the financial
crisis and the employee fluctuation - is
validated

Hypothesis 5: The debt ratio has a direct
and positive influence on the profit.

Table 8: Pearson Correlation between profit and debt ratio

CAEN code Debt ratio Profit
CAEN Pearson. 163+ 060
Code correlation
Sig. (2 dim) 021 397
Pearson . »
Debtratio | correlation 163 1 229
Sig. (2 dim) 021 001
Pearson m
Profit correlation 060 229 1
Sig. (2 dim) .397 001

*, Significant correlation above 0.05 (2-dimensions).
** Significant correlation above 0.01 (2-dimensions).

Studying table 9, we can observe direct .
influences for the following items:

debt ratio and CAEN code - (.163%*) -
which shows that the company’s
industry influences directly and

e debt ratio and profit (.229**) - which

shows us that the debt ratio influences
directly and positively the profit.
Thus, in order to register a higher
profit, a company is more likely to
invest borrowed money than their
own, in order to maintain a high
liquidity level in case a new crisis will
appear;

positively the debt ratio;

With a Pearson Correlation value of
(.229**) - Hypothesis 5: The debt ratio has
a direct and positive influence on the profit
- isvalidated.
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Based on the wvalidation of these
hypothesis, we have developed the
following model of the correlations
between the leadership style and various
performance indicators.

(229°%)

PROFIT
" (,089) EMPLOYEE
DEBTRATIO [ e SEMRNSNEN | UCTUATION

STYLE
-069)

(-162)
NANCIAL

(,123)

(-.049)

Fig .1:The relationship between the leadership style and various performance indicators

Thus, through our research, we have
identified the following characteristics of
the leader:

e The SME's leader is an
entrepreneur who takes risks and
according to economic reality,
raises or lowers the debt ratio; (-
.162*¥)

e The SME’s leader is a risk taker,
who can use debt in order to
increase his profits. (.229*¥)

e The SME’s leader is a social
entrepreneur who focuses on
both the increase of the company’s
profit, as well as creating optimum
work conditions for his employees
both during crises and stable

periods. At the same time, he is not
afraid of taking harsh decisions
when they are needed in order to
keep the company on the right
path. The leader, through his
leadership style, is the binding
agent between the company’s
profitability and the employees’
stability (Burlea Schiopoiu, 2014).
(-.049)

The leader is a visionary because,
through his leadership style, he
can lead his company to failure or
to progress and success (.380%*)

The leader has a flexible
behaviour, knowing how to adapt
his approach according to the
situation at hand  (Burlea
Schiopoiu, Rainey, 2013) (-.069)
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1. Entrepreneurial
spirit

5. Flexible
behavior

3. Social
entrepreneur

Fig. 2: The leaders’ characteristics

The leader is using his strategic position in
order to efficiently manage the situation or
the activities which may negatively affect
the company’s performance (e.g. the
economic recession has negatively
influenced the employees’ retention,
because the financial and economic
instability has forced the company to
restructure and resize their operations,
which led to some employees being let go
or other employees leaving because of the
lower wages).

In Romania, in most of the SME’s, the
power is concentrated around a single
person, the leader-owner. Due to this
aspect, the company can enter a crisis
period, when the owner decides to transfer
the power to his children. The transition of
internal family values is not as important
as the transition of the competencies from
the current leader to his successor, no
matter if the latter is his child or an
external manager. The simple fact that he is
part of the original management family is

not sufficient anymore for the success to be
accepted as a leader by their employees.
This act of legitimacy for the new leader is
based on demonstrating professional,
relational or managerial competencies
(Burlea Schiopoiu and Remme, 2017;
Burlea Schiopoiu, 2008).

Conclusions

Based on the literature review and our
practical research, we can state that we
managed to build and validate a model of
the influences of the leadership styles upon
the Romanian small and medium
enterprises’ performances and to draft a
profile of Romanian SME’s leader which
matches findings from previous researches.

Our future developments will aim to test
the practical applicability of the theoretical
leadership model, as well as the leader
profile, that we have managed to draft
through the present paper. Thus, we wish
to further analyse the leadership behaviour

Laurentiu Stelian MIHAI (2019), Journal of Eastern Europe Research in Business and

Economics, DOI: 10.5171/2019.831063



15 Journal of Eastern Europe Research in Business and Economics

of the Romanian SME’s owners in a
turbulent environment and to test the
degree in which this behaviour will
continue to be framed in this model. A
significant focus will be on the satisfaction
the SME’s employees, as it is generated by a
certain leadership behaviour, in the
environment generated by the
consequences of the global financial and
economic recession, economic
restructuring and  decreasing  the
differences between the Romanian SME'’s
and their European counterpart.
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