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ABSTRACT

The effect of Leadership on Financial performance has been extensively researched over the past two decades with authors
generally agreeing on its positive outcome. It appears however that previous studies placed much emphasis on its applications in
large scale organizations. The main aim of these studies was to identify practices that have an effect on performance of large
organization such as Leadership on the Financial performance. The review of the small and medium enterprises (SMEs) literature
reveals limited research has attempted to investigate the Effect of Leadership on the Financial performance in SMEs, particularly
in the Iraq context. The primary objectives of this research is to determine the Effect of Leadership on the Financial performance
on the SMEs Performance. Subsequently, understanding of effects that need to be addressed will be reviewed.
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1. Introduction

There abound numerous conceptual and em-pirical studies
on the Leadership, Strategy and planning, Process product
and Service in the ex-tant literature. These works span
from both de-veloped and developing economies. The
central argument of the developed and developing
coun-tries’ studies demonstrates the indispensable role
that Leadership, Strategy and planning, Process product
and Service plays in an organization’s activities in
achieving superior performance in its chosen markets.

More evidence suggests that SMEs constitute the major
component of the private sector and are the cornerstones
for creativity and innovation because they can help raise
productivity and introduce innovations; it is estimated to
have accounted for between 20 and 40 per cent of labor
productivity growth in some range of European countries
and in the USA (Ulst & Raa 2003; Wamono et al. 2012).

Previous studies examined the relationship between some
related to practices Total quality management practice
(TQM) such as leadership and financial performance. The
main aim of these studies was to identify some or all these
practices that have an effect on financial performance of
large organization (Adam, 1994; Demirbag et al. 2006;
Hendricks & Singhal, 2001; Powell, 1995). However, a
majority of these studies were conducted in countries such
as the UK, USA, and Canada (e.g., Lai, 2003; Motwani et al.
1994; Walley, 2000).

Iraqi SME has particularly been chosen for several reasons.
First, SMEs is the second most active sector in Iraq after oil
and gas sector. Second, it has contribution to the country’s
Gross domestic product (GDP) growth (between 3 per cent
to 4 per cent). Third, the sector directly employs oversize
of country’s workforce (represent 53 per cent of the total
labor force). Fourth, the SMEs is looking forward to export
its products to markets. Due to cutthroat competition,
turbulent business environment, increasing customers’

expectation, and increasing demands Iraqi SMEs must
consider some related to practices Total quality
management practice (TQM) such as Leadership, which is
a serious problem faced by the sector (Sanaa & Abbas,
2005; USAID, 2010).

In SMEs context Rahman (2001) define the TQM as a
holistic approach to the organizational overall quality
through major principles such as Leadership. Therefore,
this study chose this factor that emphasized by Rahman
(2001).

The reasons for selecting this practice are:

e Have been used frequently (highest frequency of
occurrences) by different researchers in the SMEs
industries.

e Have been identified as the key practice in TQM
implementation in SMEs (example Demirbag et al.
2006; Samat et al. 2006; Fotopoulos and Psomas
2009; Salaheldin, 2009; Al-Swidi and Mahmood
2012; Talib, et al,, 2011).

e C(Constitute practice that represent the hard and
soft components of TQM (Talib et al., 2010).
Hence, it is believed that these practice are
suitable to be used in the Iraq SMEs context.

2. Leadership

Leadership as one of the great contributions for the
efficiency of the enterprise through the performance of
team work. Leadership has major roles in developing
effective team work, and also in establishing basic
principles, necessary, for well-functioning working
processes. Robbins (2001) defines leadership as the
capacity to influence a group to reach goals. Leadership
consists of a process of influencing and supporting other
people so that they work enthusiastically in the path of
established goals. In short, it is consensual that leadership
is an essential part of the work in organizations,
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contributing in a decisive way towards its development.
Leadership also aims to create and distribute the
organizational vision, glue corporations or individuals
together, as well as direct and supervise the execution of
the plans (Huang et.al  2010; Avolio & Kahai 2003).

Leadership is defined as the use of non-coercive influences
to direct and coordinate the activities of firm toward goals
attainment (Ke & Wei, 2008). It is considered as an
important factor that has received the attention of many
studies (see for example; Ahire 1996; Anderson & Sohal
1999; Flin & Yule, 2004). The former studies asserted the
positive  relationship  between performance and
leadership. Where, that Kotter (1990) describes
leadership as being combination of traits, values, attitudes,
and behaviors that result in the effective long-term
performance of firms. On the other, hand suggest by
Khdair et al. (2011), that leadership is a set of values that,
are based on individual interaction, resulting in better
exchange quality and greater concern for welfare.

Leadership as a matter of personality, as a matter of
inducing compliance, as the exercise of influence, as
particular behaviors, as a form of persuasion, as a power
relation , as an important instrument in achieving
performance in firms (Flin & Yule, 2004). Hence, the
leadership is one of the important factor leads to success
of performance in firm. Through clearly communicate
expectations in terms of the activities needed to succeed
(such as learning specific skills, working as a team player
or treating customers with respect) as well as results). On
the other hand, Yang, et al, (2010), pointed out that
leadership can be improve social performance through
formulation of a clear message of what must be done in the
future (Yang et al. 2009). In addition, leadership is
important for good performance through employee’s
awareness of the program of the activities of the firm .
Hence,

quality leadership provides the means for departments of
an organization to respond more efficiently and effectively
to current and future mission requirements. Process
management involves leadership actions (through
teamwork) that are required to begin and sustain
continuous improvement of significant processes
(Robbins, 2001).

Deming describes 14 leadership principles derived from
profound knowledge. They are also known as obligations,
because leaders are seen as being directly responsible for
their adoption and incorporation into an organization. The
aim of the 14 principles is to improve performance.
Leadership is defined as the combination of traits, values,
attitudes, and behaviors that result in the effective
long-term performance of organizations (Kotter, 1990).

The TQM perspective suggests that the involvement and
participation of managers and employees at all levels are
important in ensuring the successful management of
quality in organizations. From this perspective, leadership
literature lacks focus on leadership at all levels in the
organization. TQM literature argues that, because senior

managers create the organizational systems that
determine how products and services are designed and
produced, the quality improvement process must begin
with the management’s own commitment to total quality.
Thus, creating and designing systems that have an effect
on how products and services are produced and fostering
organizational culture are the responsibilities of leaders at
the top level of the organization (Waldman, 1993).
Terziovski & Samson (1999) describe leadership as one of
the strong predictors of TQM practice. From the above,
demonstrate that most critical success factor for
performance of firms is leadership. Leadership means
securing the commitment of management (starting at the
very top). It also refers to the ability to respond flexibly to
change and to engage in dialogue and partnerships with
different members of society. The importance and scope of
such factors will vary reflecting the context in which a
company operates :see (Munizu, 2013).

5. Financial performance of SMEs

In any business, the related parties always want to see
good performance in their business. In short, performance
is the key interest of every owner or business manager
(Njanja et al, 2010). Given that small and medium
enterprises (SMEs) often play a significant role in
improving the economy of a country and leads to economy
development globally, this puts performance as one of the
key issues for small and medium enterprises (SMEs)
where management is concerned (Sharmilee & Hoque ,
2016 ). Usually a firm’s performance is seen from the
extent it manages to achieve its objectives and aims .

Financial performance is an indicator that measures the
profitability of a firm (Venkatraman & Ramanujam 1986).
It is an accounting-based indicator that measures the
profitability of the firm through financial ratios (Richard &
Wei, 2010) such as return on assets (ROA), return on sales
(ROS), and return on equity (ROE) (Aliabadi at al. 2013;
Chandler, 2009; Orlitzky at al. 2003; Watson, et al.,, 2003).
Firm’s financial performance has traditionally been
considered purely in accounting terms (reliance on
accounting performance measures), an approach to
performance assessment (Judge & Douglas, 1998; Liao &
Wuy, 2009; Ramanujam et al., 1986). Financial performance
is a vital sign of an organization, showing how well
activities within a process or the outputs of a process
achieve a specific goal (Liao & Wu, 2009).

This study adopts the financial performance of SMEs
indicators related to the operating Profit, and Sales growth
rate. Given that small and medium enterprises (SMEs)
sector is fast developing and has become an important
characteristic of a flourishing and growing economy in the
world (Kongolo, 2010). This is especially so in developing
countries where SMEs sector development has become
one of the recent key issues (Onugu, 2005) since this
sector may directly or indirectly support the livelihood of
many people. Kongolo (2010) stated that the SMEs sector
is important because small and medium enterprises are
actually the beginning of larger enterprises. According to
Mohd Shariff et al. (2010) and Mohd Shariff & Peou (2008)
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Financial performance of SMEs refers to the level of
companies’ growth relative to their major competitors
over the past years. It is literally refers to measures,
such as market Size, additional capital, sale growth, profit
growth, and employee number (Mohd Shariff et al. 2010;
Mohd Shariff & Peou, 2008). Mohd Shariff et al. (2010) and
Mohd Shariff & Peou (2008) claimed these indicators is the
best indicator to identify whether an organization is doing
things right and hence these indicators can be used as the
primary measure of organization success. Furthermore,
profitability as the most common measure of Financial
performance in companies. These indicators are
considered to be the common measures of financial
profitability (Robinson, 2001).

6. Contingency Framework

According to the resource-based view (RBV) framework,
Leadership are considered as an important variable. This
framework viewed Leadership as source of competitive
advantage for a company. However, a company will need
to align its Total quality management practice to its
strategy. The resource-based view theory suggests that
companies that adapt their Leadership to their practices
tend to improve their Financial performance . From the
resource-based view viewpoint, different types of
companies operating in different situations require
different Total quality management practice. Leadership
are normally effective for companies involve in high
volume products. The following Figure 1 presents the
re-search model of the present study.

leadership Financial performance of

SMEs

A 4

Figurel. Proposed theoretical framework

In order to exam the proposed relationships between
some total quality management practice (TQM) such as
Leadership and financial performance of small and
medium enterprises (SMEs), current study developed the
following proposition:

The financial performance of SMEs will vary with the choice
of leadership adopted.

7. Conclusion

This study was found the Relationship between Leadership
and financial performance of small and medium
enterprises (SMEs). Conceptually, the study indicate the
financial performance of SME vary with the choice of the
Leadership they adopted. This is significant for at least
three parties, i.e. customers, companies and the relevant
authorities’ bodies, to strategize on containing the
existence of the effect in SMEs by accordingly controlling
the selected factors.
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