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Abstract

This study sought to investigate the impact of leadership styles and business strategy on the or-
ganizational performance of small medium scale enterprises (SMEs) in the manufacturing sector
of Ghana. This had become necessary due to the fact that available literature on the subject matter
lacked precision in terms of the specific leadership style and strategy which could better be em-
ployed to improve performance in the chosen area of study. A field survey (by means of question-
naires) was conducted in Accra, involving 60 CEOs and senior managers drawn from 10 organiza-
tions, which were randomly sampled for the study. In addition, a time series data from 2008 to
2013 on sales, profits before tax and employment from the 10 organizations were collected to de-
velop performance indices for the organizations. Regression and analysis of variance (ANOVA)
were then run to examine the relationship between leadership, strategy and organizational per-
formance. The study revealed that leadership and business strategy statistically and significantly
impacted on organizational performance but strategy had greater influence. Again, transforma-
tional leadership style and cost leadership significantly influenced organizational behaviour (p =
0.000 < 0.01) but transactioanal leadership style, differentiation and focus strategies did not. The
study recommends that SMEs should take advantage of transformational leadership style and cost
leadership to enhance growth and induce greater organizational performance.
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1. Introduction
The impact of leadership and business strategy on organizational performance is a subject that has gained so
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much attention, particularly in this era of increasing globalization and market competition. Reference [1], for in-
stance, is of the view that the leadership behaviors of the top management of small/medium-sized enterprises
(SMEs) can have a strong impact on the performance and level of innovation of the firms; therefore, as the
business becomes globally competitive, SMESs need to develop new sets of vision to sustain their businesses and
to become more competitive. In this regard, the leadership behaviors of the business owner or manager play a
major role in providing the needed direction and a clear vision, which must be shared by all the employees in the
establishments [2].

As regards the leadership behaviors and performance of SMEs, transformational leadership is believed to
have a positive impact on the performance of SMEs, a relationship which is found to be significant [1] [3].
However, the findings on how transactional leadership impacts on organizational performance appear contra-
dictory. For example, whereas [1] found a significantly positive relationship (although small) between transac-
tional leadership and the performance of SMEs, [3] discovered a significantly negative relationship between the
same variables. In one of those studies also, [4] found that only the transformational leadership was the signifi-
cant predictor of organizational performance but transactional leadership was not. Perhaps these differences in
the findings could be accounted for by the research setting or the industry concerned.

It needs to be emphasized that, the performance of SMEs is also a product of strategy, in which the business
owner or manager plays an important role in the formulation of the firm’s strategy [5]. The owner/manager’s
competitive development and personal goals determine the understanding and use of strategic management and
planning [6]. A meta-analysis of existing studies by [7] has indicated a positive linkage between strategy and
growth. Reference [8] has also observed that strategy leads to superior and sustainable performance. As a result,
when a company develops and implements effective long-term strategies, it could impact on the competitive po-
sitioning of that company on the market.

However, it must be emphasized that the role of business owners in the formulation and implementation of
business strategies can have adverse impact on organizational performance in the absence of any mediating fac-
tors between strategy formulation, implementation, and organizational performance. What defines these mediat-
ing factors may depend on several considerations including the leadership style of the business owner, the extent
to which other managers can influence the behavior of the business owners and the business environment gener-
ally among others.

1.1. Defining the Problem

The SME’s in the manufacturing sector in Ghana are dominated by sole-proprietors, who make business deci-
sions, based not on broad consultations, but rather on their personal inclinations and leadership behaviors which
do not help the businesses to perform as expected, in some cases. Besides, most SMEs are busily engulfed with
operational problems, which prevent them from devoting adequate time to quality leadership and strategic man-
agement issues. Thus, the business owners and managers place very little value on formal planning, strategic
thinking and a developing long-term vision [10]. In the face of weak leadership and managerial capabilities,
most SMEs do not survive after their second “anniversaries” [11].

This notwithstanding, not much has been studied on SMEs, as regards how they can take advantage of effec-
tive leadership styles and strategies to improve upon their performance for better growth.

This study is therefore sought to bridge that literature gap by investigating the impact of leadership behaviors
and strategy on the performance of SMEs in the manufacturing sector of Ghana. In order to achieve this, the
following specific objectives were pursued:

1) to examine the impact of leadership behaviors on the performance of SME’s in the manufacturing sector;

2) to assess the relative contributions of transformational and transactional leadership styles to organizational
performance;

3) to examine the impact of strategy on organizational performance;

4) to ascertain the contributions of the generic competitive strategies of cost leadership, differentiation and
focus strategies to organizational performance;

5) to compare the relative importance of leadership and strategy to the performance of the SMEs.

1.2. The Hypotheses

The following hypotheses were formulated to guide the study:
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Hy = Leadership behaviors do not have any impact on the performance of SMEs in the manufacturing sector
of Ghana.

H, = Leadership behaviors have an impact on the performance of SMEs in the manufacturing sector of Ghana.

Hy = Transformational leadership style is not more significantly related to organizational performance than
transactional leadership style.

H, = Transformational leadership style is more significantly related to organizational performance than trans-
actional leadership style.

H, = Business strategy does not have any impact on the performance of SMEs in the manufacturing sector of
Ghana.

H, = Business strategy has an impact on the performance of SMEs in the manufacturing sector of Ghana.

H, = Cost leadership, differentiation and focus strategies do not have any significant positive relationship with
organizational performance.

H, = Cost leadership, differentiation and focus strategies have significant positive relationship with organiza-
tional performance.

H, = Leadership does not contribute more greatly to organizational performance of the SMEs than strategy.

H, = Leadership contributes more greatly to organizational performance of the SMEs than strategy.

2. Literature Review

This section reviews literature on the subject matter, taking into consideration the key concepts of leadership and
strategy, and their relationship with organizational performance.

2.1. Leadership and Organizational Performance in Context

Leadership has been defined in various ways by different authors. Reference [12] says leadership is an act of in-
fluencing people to cooperate towards the same goal which they come to find desirable. Reference [13] also de-
fines leadership as a creation and maintenance of a sense of vision, culture, and interpersonal relationships,
while [14] see leadership as working with and through people so as to accomplish goals. Leadership has also
been distinguished from management which deals with coordinating activities, monitoring everyday operation of
the organization and allocating resources and tasks to achieve organizational goals [13] [14].

According to [15], different leadership models, such as those of Bass [16] have been proposed, including
transformational, transactional, and laissez-faire leadership styles, which come in addition to democratic and
situational leadership styles. However, of interest to this study is the transformational and transactional leader-
ship styles, as explained below.

Transformational leadership has been associated with the ability to rally people around, inspire vision, moti-
vate followers to perform, and empower people to make change happen [17]. They attend to and treat individual
employees by addressing their needs, listening attentively, furthering their development, advising and coaching
them [16] [18]. On the other hand, transactional leadership motivates members through contingent reward or
punishments based on compliance with set objectives and goals [19]. Thus, contingent reward, management by
exception and laissez-faire are the key features of transactional leadership [20].

According to [21] [22], leadership is a determining factor of a firm’s performance, and this has its roots in the
literature [16] [23]. While agreeing that leadership styles affect organizational performance, [24] further state
that transformational leadership has a positive relationship with organizational performance on some parameters,
such as follower job performance, “group”, performance, follower motivation and leader job performance but
the laissez-faire component of transactional leadership recorded negative results, using the same parameters.
Studies by other researchers have established such positive relationship between transformational leadership and
organizational performance [20] [25].

2.2. Strategy and Organizational Performance

Reference [26] defines strategy in relation to the basic long-term organizational goals and the courses of action
taken to achieve those goals, as well as allocating the resources required to carry out these goals. Reference [27]
also define strategy with reference to the policies and key management decisions which are intended to have
major impacts on the financial performance of an organization. According to [28], strategy is a process by which
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unique and valuable position is created, relying on a set of activities that are different from those of an organiza-
tion’s competitors. [29] also sees strategy as a plan, a ploy, a pattern, a position or a perspective, but in the
opinion of [30], the plan or pattern should synchronize with an organization’s major goals, policies and action
sequences into a cohesive whole. The essence of having a strategy to provide value to customers and to gain
competitive advantage [31].

Many different types of strategy have been proposed by different researchers, including intended and realized
strategies, and their variants such as planned, entrepreneurial, ideological, umbrella, process, unconnected, con-
sensus and imposed strategies [32]. References [28] [33] have also examined what has been termed the “generic
strategies”. Reference [33] introduced four generic strategies, including the defender, the prospector, the ana-
lyzer and the reactor, while [28] developed three generic strategies, namely: cost leadership, differentiation and
focus strategies. Cost leadership describes how a firm is set out to become a low-cost producer in its industry.
Differentiation strategy refers to a firm seeking to be unique in its industry, and the focus strategy is important
when a firm seeks to achieve competitive advantage in its target segment.

In Ghana, a study by [34] noted that majority of Ghanaian firms are adopting strategies which are akin to cost
leadership. This allows them to offer products and services with features which are acceptable to many customer
preferences. In this wise, the firms aim at building efficient scale facilities, using state-of-the-art manufacturing
facilities, simplifying their processes, minimizing costs of sales, undertaking research and development and ser-
vice, monitoring costs of activities provided by outsiders, and exercising tight control of production and over-
head costs. In relation to differentiation strategy, [34] note that, an emerging economy like Ghana has low-con-
sumer preference irrespective of product quality. Thus, there is over-reliance of imported goods, which makes
the use of differentiation somehow unprofitable [35].

The relationship between strategy and performance has received much attention in the literature. Reference
[7]’s meta-analysis of existing studies re-emphasized that there is a positive relationship between strategy and
business growth. Reference [8] also established that strategy leads to superior organizational performance which
is also sustainable. He noted that when a company develops and implements long-term strategies such as func-
tional polices, it could earn positive advantage on the market. Thus, a firm’s success is based on its strategy, to
create and exploit conditions which give the firm unique competitive positioning.

In their study on performance of SMEs, [36] also found that strategy flexibility creates strengths and fast-
track niche-filling capabilities which in turn focus more on differentiation strategies. They note that differentia-
tion strategies show positive performance in terms of innovation. Reference [37] also state that firms seeking to
become more entrepreneurial must adopt differentiation strategies instead of cost leadership due to the nature of
size. On the other hand, [10] was of the view that a growth strategy or differentiation has a positive impact on
performance rather than cost leadership strategy.

However, a study on business strategy in Ghana by [38] reveals that cost leadership strategy results in im-
provements in efficiencies. These capabilities include cost and price reduction, increase in sales growth and
market shares, and high performance.

3. Methodology

This study follows a quantitative and qualitative approach to data collection and analysis to examine the rela-
tionship between leadership, strategy and organizational performance, using SME’s in the manufacturing sector
in Ghana as the study area. Both primary data (by means of questionnaires) and time-series data (on sales, prof-
its before tax and employment from (2008 to 2013) were collected and analyzed to determine the influences of
leadership and strategy on organizational performance of the sampled SMEs. The performance measures used
were the number of employees, sales and net profit before taxes. Transactional and transformational leadership
styles were the measures used to determine their influences on performance. In relation to strategy, the measures
were based on Porter’s (1985) generic competitive strategy model, consisting of cost leadership, differentiation
and focus strategy elements.

The population consisted of small and medium scale enterprises (SMES) in the manufacturing sector, located
within the industrial areas of Accra. In all, 641 active SMEs in the manufacturing sector were identified, out
which of 10 (comprising 5 small scale and 5 medium scale organizations) were randomly sampled. From each of
the 10 organizations, 6 workers were further selected randomly as respondents to the research instruments.

Multiple regression analysis models and paired sampled t-tests were used to test and analyze the hypotheses
regarding the relationship between leadership styles, strategy and organizational performance by means of the
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statistical package for social scientists version 20 (SPSS 20). The equation models for the regression were speci-
fied as:

OP = f(Ls, S)
where OP = organizational performance; Ls = leadership style and S = strategy.
Ls = f(Trs, Trf)

where Ls = leadership style; Trs = transactional leadership style; Trf = transformational leadership style.
S =f(Cl, D, Fs)

where S = strategy; Cl = cost leadership; D = differentiation; Fs = focus strategy. Model was therefore specified
as:
OP = a0+ alls+a2S+ u

where o0 is a constant, denoting the performance of small scale enterprises that is independent of the respective
leadership styles, al, a2 are model coefficients denoting the effect of the leadership behaviors and strategy on
organizational performance, and x is a random variable introduced to accommodate effect of other factors that
affect organizational performance within or outside the leadership behaviors and strategy that are not included in
the model.

4. Findings and Discussion

Table 1 shows the relationship between organizational performance as a dependent variable, and leadership
style as an independent variable. The R square goodness of fit indicates that leadership style accounts for about
36% of the variations in organizational performance (R? = 359).

Table 2 shows that the relationship between organizational performance and leadership style is statistically
significant (0.000 < p < 0.01). The null hypothesis that leadership style does not have any impact on organiza-
tional performance of SMEs in the manufacturing sector of Ghana is thus rejected in favor of the alternate hy-
pothesis.

Table 3 shows that the Pearson correlation between organizational performance and leadership style isposi-
tive (Pearson correlation = 0.599) and that, this correlation is statistically significant (0.000 < p < 0.01).

The above results confirm earlier studies on the subject matter carried out in Ghana and elsewhere [10] [34].
Similar studies by [16] found that leadership behavior affects organizational performance. The findings there-
fore support much of the findings established in earlier studies.

Table 4 shows that transformational and transactional leadership styles accounted for 82% of the variations in
organizational performance of small and medium scale enterprises (SMESs) in the manufacturing sector of Ghana,
holding all other factors constant. However, Table 5 indicates that whereas transformational leadership style

Table 1. Leadership regression model summary.

Model R R square Adjusted R square Std. error of the estimate
1 0.599 0.359 0.348 1.219

*Predictors: (constant), leadership.

Table 2. Analysis of variance between organizational performance and leadership.

Model Sum of squares Df Mean square F Significance
Regression 48.173 1 48.173 32.429 0.000°
1 Residual 86.160 58 1.486
Total 134.333 59

*Dependent variable: organizational performance; *Predictors: (constant), leadership.

Table 3. Pearson correlation between organizational performance and leadership style.

Correlation Significance
Pair 1 Organizational performance and leadership style 0.599 0.000

@)
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Table 4. Leadership regression model summary.

Model R R square Adjusted R square Std. error of the estimate

1 0.599 0.359 0.348 1.219

*Predictors: (constant), leadership.

Table 5. Coefficients® of transformational and transactional leadership styles.

Unstandardized coefficients Standardized coefficients
Model t Significance
B Standard error Beta
(Constant) 2.438 0.310 7.853 0.000
1 Transformational 0.843 0.054 0.893 15.745 0.000
Transactional 0.068 0.054 0.071 1.257 0.214

Dependent variable: organizational performance.

statistically and significantly influences organizational performance (p = 0.000 < 0.001), transactional leadership
was not statistically significant (p = 0.214) which is greater than 0.05.

These findings confirm similar result by [20] who found that transformational leadership has a stronger rela-
tionship with organizational performance than transactional leadership, but it contradicts recent studies by [23]
whose results indicated that performance is highly positively influenced by transactional leadership behavior,
and therefore recommended transactional leadership style for small scale enterprises.

Table 6 also indicates that there is a statistically significant relationship between strategy and organizational
performance (p = 0.000), and that strategy accounts for about 30.6% in the variations in organizational per-
formance (R? = 0.306), as indicated on Table 7.

Due to the significant relationship between organizational performance and strategy, the null hypothesis is re-
jected in favor of the alternate hypothesis. This confirms [7] [28] who also found that an effective strategy leads
to superior and sustainable performance. The findings therefore are in sync with earlier findings and literature.

As indicated on Table 8, with exception of cost leadership, which has a statistically significant relationship
with organizational performance (0.000 < p < 0.01), differentiation and focus strategies were not statistically
significant (p = 0.396 and 0.890 respectively).

Based on the result, the null hypothesis is partly accepted in respect of cost leadership, but rejected in relation
to differentiation and focus strategies. The findings contradict [7] [30] who found positive relationships between
differentiation strategy and focus strategy on one hand, and organizational performance on the other.

There was a statistically significant correlation between strategy and leadership (033 < p < 0.05; Pearson cor-
relation = 0.276), as indicated on Table 9.

Although the correlation is positive, it is not very strong, due to the fact that 0.276 is far from 1. Table 10
compares the means of strategy and leadership style.

The result indicates that, strategy has a higher mean (7.18) than leadership (5.12), meaning that strategy in-
fluences organizational performance more greatly than leadership. As a result, the null hypothesis is accepted.
That notwithstanding, Table 11 shows that both strategy and leadership style influence organizational behavior
by about 53% (R square = 0.530, 0.000< p < 0.01).

The literature so far, had not assessed the combined impact of leadership and strategy on organizational per-
formance together. Each variable has been tested as stand-alone. However, there is every reason to believe that
if an organization has a good leadership, they are likely to develop good strategies to influence organizational
performance. This aspect of the situation has been considered in part in earlier studies [7] [10] [37].

5. Conclusion and Recommendations

This study has examined the effect of leadership styles and strategy on organizational performance in small
scale enterprises in the manufacturing sector of Ghana. The analysis has shown that both leadership and strategy
play a key role in influencing organizational performance of the SMEs. However, whereas transformational
leadership style has a significantly positive effect on organizational performance, transactional leadership style

does not.
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Table 6. Analysis of variance between organizational performance and leadership.

Model Sum of squares Df Mean square F Significance
Regression 42.651 1 42.651 26.982 0.000°
1 Residual 91.683 58 1.581
Total 134.333 59

Dependent variable: organizational performance. °Predictors: (constant), leadership.

Table 7. Regression model summary for strategy.

Model R R square Adjusted R square Std. error of the estimate

1 0.563% 0.317 0.306 1.257

®Predictors: (constant), strategy.

Table 8. Coefficients® of the generic competitive strategies.

Unstandardized coefficients Standardized coefficients
Model t Significance
B Standard error Beta
1. (Constant) 4.936 1.077 4.581 0.000
Cost leadership 0.466 0.087 0.893 5.352 0.000
Differentiation strategy 0.036 0.260 0.015 0.139 0.890
Focus strategy -0.145 0.170 —-0.094 -0.855 0.396

Dependent variable: organizational performance.

Table 9. Pearson correlation between leadership style and strategy.

Correlation Significance
Pair 1 Strategy and leadership style 0.276 0.033

Table 10. Comparison of the means between strategy and leadership style.

Mean Standard deviation Standard error mean
Pair 1 Strategy 7.18 1.432 0.185
Leadership style 5.12 1.748 0.226

Table 11. The extent to which combined strategy and leadership style influence organizational performance.

Model R R square Adjusted R square Std. error of the estimate

1 0.728° 0.530 0.514 1.052

*Predictors: (constant), strategy, leadership style; "Dependent variable: organizational performance.

Similarly, whereas cost leadership strategy exerts positive and significant effect on organizational perform-
ance, focus strategy and differentiation strategy do not have the same effect. However, the fact that leadership
and strategy together account for 53% (all other factors held constant) is an indication that other factors account
for 47% of organizational performance, thus making it pertinent for these other factors to be clearly established.

It is however recommended that the SMEs should capitalize on the use of transformational leadership style
for a more sustained and effective growth, through effective training and development of their employees. In
addition, the key elements of cost leadership strategies should be more effectively incorporated in the operations
of the SMEs, through research and development.

@,
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6. Limitation and Implication for Future Research

The data on leadership and strategy were collected only from the owners/top managers of the SMEs, meaning
that the respondents could overate their leadership effectiveness. It would therefore be appropriate to conduct a
cross-sectional empirical research which will include other respondents within each organization.
Again, the study concentrated on the manufacturing sector. As a result, the findings cannot be generalized for
all the SMEs in Ghana. A similar assessment in SMEs in other sectors in the future will be appropriate.
However, any further studies on this subject may have to examine the other factors which also influence or-
ganizational performance, apart from leadership and strategy.
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