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Abstract:
Research Question: The paper investigates the relationships between human capital and SME performance, introducing
into the analysis the mediating effect of entrepreneurial leadership in the specific context of a transitional economy.
Motivation: The research of the mediating effect of entrepreneurial leadership contributes to a better understanding of the
relationships between human capital and SME performance. As there is a small number of studies that have examined the
role of entrepreneurial leadership in SMEs, the need for investigation is obvious. In addition, empirical evidence of the
impact of human capital on SME performance is limited. Idea: Since leadership is considered to be a key determent of
organisation growth, it is relevant to identify the relevance of entrepreneur’s leadership style and characteristics, as well
as its role in the relationship between human capital components and success of SMEs in Serbia. Data: The study included
110 employees in Serbian small and medium-sized enterprises with up to 50 employees. A questionnaire was used to
measure the employees’ attitude towards human capital, entrepreneurial leadership, and organizational performance, as
well as socio-demographic variables. Tools: The data were prepared and analysed using statistical software IBM SPSS
24.0. Statistical data processing methods used in this paper are descriptive statistics, reliability analysis and regression
analysis. Findings: The results of the analysis indicate that human capital has an indirect impact on organisational
performance through the mediating effect of entrepreneurial leadership. Contribution: The results can be used in making
future decisions, measures and standards related to human resource management in the context of transitional economies,
as well as to help entrepreneurs to lead their employees effectively and ‚‚‚‚survive in today’s turbulent business environment.
Keywords: Entrepreneurial leadership, human capital, SME performance, small- and medium-sized enterprises (SMEs)
JEL Classification: E22, E24, L26

1. Introduction
The essential role of entrepreneurs is based on understanding of the situation, implementation of business
ideas and management of growth and enterprise development. In the initial stages of starting ‚a new venture, an entrepreneur usually faces the problem of the lack and limitation of financial and material resources (Townsend, Busenitz & Arthurs, 2010), and the main asset and its advantage over existing competitors
on the market is precisely the human capital.
Human capital implies a set of competencies (knowledge, skills, abilities) and other individual attributes that
employees have (O'Sullivan & Sheffrin, 2007), acquired through the attainment of various education programmes, workplace training and acquisition of other experiences (Becker, 1964). Mincer marked a human
capital as the cause of the inequality of income among employees (Mincer, 1958). An upgrade to his work
and achievements is the development of the human capital theory, which was developed to determine the
importance of investment in education (Becker, 1964; Schultz, 1961), which contributes to the differentiation
of employees based on the quality and quantity of knowledge they possess. On the basis of set theoretical
postulates, human capital represents the economic value that employees provide to their employers, which
at the same time rejects the traditional understanding, by which human capital expenditure is viewed as an
expense rather than an investment (Phillips, 2005).
Since leadership is classified as one of the key factors for the growth and development of each organization (Harrison et al., 2015) and human capital as one of the factors indicating a clear distinction between en-
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trepreneurs and non-entrepreneurs (Matricano, 2016) and a valuable resource in obtaining extraordinary
performances (Kato et al., 2006; Unger et al., 2011), the question of the role of the leadership style of entrepreneurs and their character traits in the relationship between the two variables: human capital and SME
performance is raised.
By reviewing the results of the previous empirical studies, a gap is identified that is based on the insufficiently investigated influence of the entrepreneur's style on SME performance, as well as the mediator of the
relationship between the intangible assets and the achieved results of SMEs. Accordingly, the aim of research in the article is to explain the role of entrepreneurial leadership, as a mediator of the relationship between human capital components and SME performance in the case of a transition economy.

2. Theoretical Background and Hypotheses
2.1 Human capital in SMEs
There are several reasons why the issue of investment in human capital, that is, the improvement of human
capital is relevant to the field of entrepreneurship. First, human capital is vital to discovering and creating entrepreneurial opportunities. Second, human capital helps in the exploitation of opportunities, defines the
use of available resources, and thus the entire process of starting a new venture. Third, human capital helps
accumulate new knowledge and achieve competitive advantage. Therefore, it is quite logical why the quality of human capital of members of the entrepreneurial team is the most common criterion used by capitalists in evaluating the performance of the venture (Marvel, Davis & Sproul, 2016).
Since the importance of investing in people is recognized (Becker, 1964; Schultz, 1961), better human capital
means that employees have a wider range of relevant knowledge and skills, which will probably contribute to
higher growth prospects (Kato et al., 2006; Rauch & Rijsdijk, 2013; Unger et al., 2011) and enterprise sustainability on the business scene (Bates, 1990, Astebro & Bernhardt, 2003). Colombo and Grilli (2005) state that
individuals with a higher degree and quality of human capital have a more developed ability to reason and perceive opportunities in the environment, which represents the unique, and very often the key competence of the
founders of the venture. As a kind of implication of conducted research and studies, the fact is that the ability,
and in a broader sense, knowledge and skills of entrepreneurs represent a valuable resource in achieving superior performance, which partly compensates for the lack of business experience and resources, which are
in turn often one of the most important arguments in the presentation in front of investors (Kato et al., 2006).

2.2 Entrepreneurial leadership
Creating a syntagm and developing a concept of entrepreneurial leadership is actually a result of connection
between the leadership and entrepreneurship. Leadership involves making influence and motivating followers in order to engage in the achievement of organizational goals (Stojanovic - Aleksic, 2007). On the other
hand, entrepreneurship, as a scientific field, deals with determining the manner in which they discover and
exploit opportunities for the creation of future products and services (Shane & Venkataraman, 2000). According to given definitions of these phenomena, it is possible to create a whole list of attributes and activities, as a kind of synergy of entrepreneurship and leadership, such as the following: vision, focus on
identifying opportunities, impact, planning, motivation, focus on achievement, creativity, flexibility, patience,
perseverance, risk taking, uncertainty tolerance, self-confidence, proactivity and internal control locus
(Renko, El Tarabishy, Carsrud & Brännback, 2015).
The identified correlation and convergence of the area of entrepreneurship and leadership unambiguously
rely on the trend of growing interest in the concept of entrepreneurial leadership. Entrepreneurial leadership implies a unique way of thinking and skills that help entrepreneurial leaders to identify, develop and implement new business opportunities (Thornberry, 2006). Roomi & Harrison (2011) defines entrepreneurial
leadership as a process of formulating and communicating a vision in order to engage teams in order to identify, develop, and exploit the opportunity, which leads to the achievement of a competitive advantage. Similarly to the foregoing, Renko, El Tarabishy, Carsrud & Brännback (2015) point out that entrepreneurial
leadership implies influence on and direction of group members in achieving organizational goals that include identifying and exploiting entrepreneurial opportunities.

2.3 Entrepreneurial leadership and performance
Bearing in mind the growing interest in the concept of entrepreneurial leadership, Huang, Ding and Chen
(2014) have identified several dimensions of this leadership style, by which they explain the leader's beha-
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viour and his actions in the context of entrepreneurial ventures relevant for its survival and development. First,
the leader has to set high standards and work hard in order to achieve the desired performance. An entrepreneurial leader needs to be capable of identifying opportunities that will result in generating sustainable
competitive advantage (Ireland, Covin & Kuratko, 2009 in Huang et al., 2014). Second, respecting certain
circumstances, the leader has to anticipate possible future events and formulate the desired image in the
future. Third, apart from formulating the vision and respecting a certain degree of uncertainty, an entrepreneurial leader has to inspire his followers and persuade them to accept his viewpoint (Gupta, MacMillan &
Surie, 2004 in Huang et al., 2014). Respecting the needs of followers and building trust among team members, an entrepreneurial leader enables the promotion of entrepreneurial self-efficacy and team spirit
(Breugst, Domurath, Patzelt & Klaukien, 2012 in Huang et al., 2014). Finally, the leader ought to integrate people or things into cohesiveness in order to provide support from key stakeholders and obtain critical resources and information. By maintaining permanent contact with an internal and external environment, an
entrepreneurial leader can anticipate potential resistance, which will provide for the success in exploiting the
opportunity and creating value (Kansikas et al., 2012 in Huang et al., 2014).
Based on the previous elaboration of the established dimensions of the entrepreneurial leadership, a clear,
unequivocal conclusion is drawn that the entrepreneur as a leader plays an important role in determining
the achieved performance. First, an entrepreneurial leader defines challenges, absorbs uncertainty, contributes to the flexibility and commitment of team members. Second, an entrepreneurial leader is very tolerant
of uncertainty, persistent, creative, and enthusiastic and dynamic leader with high networking and communication capabilities, and these allow him to build entrepreneurial culture and organization. Third, an entrepreneurial leader is prone to implementing change and introducing innovations, accepting risk, and often
has an aggressive and proactive approach to competitors. Fourth, an entrepreneurial leader behaves as an
agent of change, enhancing the creativity of the team and encouraging members to participate in problem
solving, defining quality standards, setting goals (Chen, 2007).

2.4 The mediating role of entrepreneurial leadership
We expect an entrepreneurial leadership to mediate the relationship between human capital and performance
in the following ways. In the context of a new business venture, the entrepreneur represents the main driving
force of innovation, which is fundamental to the continuity and sustainability of entrepreneurial ventures (Renko
et al., 2015). Since the entrepreneur is the central figure of the entrepreneurial process, there are two reasons
that point out the positive correlation between the human capital of the entrepreneur and the performance of
the entrepreneurial venture: first, entrepreneurs are residual claimants of the substance of the enterprise, and
consequently there is a strong incentive to exploit their human capital for the benefit of the enterprise; second,
entrepreneurs appropriate an investment income, which is why they continuously seek to achieve a fair yield
with an acceptable return period for investments, with a minimal use of external sources (Cliff, 1998).
The interest in entrepreneurial leadership has grown, since the efforts of the expert public so far have been
focused only on the analysis of leadership styles in large organizations and the entrepreneurial behaviour
of middle management of eminent corporations (Gupta, MacMillan, & Surie 2004). In SMEs, the role of leadership is probably more significant than in large corporations, especially since in smaller organizations the
line of separation of responsibility of leaders and managers is rather blurred (Watson, Storey, Wynarczyk,
Keasey & Short, 1994).
Therefore, we cannot talk about the success of entrepreneurial venture if the assumption of effective implementation of entrepreneurial leadership is not met (Cogliser & Brigham 2004). The importance of the created leadership style can also be justified by the current situation characterized by the internal environment
of the enterprise, which primarily relates to a lack of standardized operational procedures, insufficiently developed managerial practice and an inadequately designed organizational structure that will enable recovery
in case of failure (Renko et al., 2015).
Entrepreneurial leaders are often associated with the transformational style of leadership (Ling et al., 2008;
Renko et al., 2015). Namely, a positive correlation between the transformational and the entrepreneurial leaderships in the field of their influence on the effectiveness of the process of formulation and implementation
of the strategy, communication and intreperson relation within the enterprise was recognised (Smit, De Coning & Visser, 2005).
According to the transactional-transformation theory, transformation leaders influence the performance of a
new enterprise by articulating a defined vision, great inspirational power and overcoming barriers such as
risk aversion and status quo (Ensley, Pearce & Hmieleski, 2006). Compared to the transformational style, the
transaction leader uses contingency rewards, which include material and non-material rewards for follo-
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wers, to ensure the survival and growth of a new venture (Jansen, Vera & Crossan, 2009). However, the effectiveness of transformational and transactional leaderships usually depends on the given organizational
context, whereby the distinction is reflected in the willingness of the leader to carry out his entrusted tasks
(Gupta et al., 2004). Contrary to the above-mentioned styles, entrepreneurial leadership is based on the assumption that a leader often has to act at a given moment without prior preparation and systematic planning
of his activities (Gupta et al., 2004; Wang, Tee & Ahmed, 2012). This scenario corresponds to the environment in which there are new ventures faced with a high degree of risk and a number of barriers to growth
and development of the venture. In addition, this clearly indicates the importance of effective entrepreneurial
leadership in achieving the performance of a new venture (Huang et al., 2014; Feng Jing, Avery & Bergsteiner, 2011), but also the importance of developing the dimensions of entrepreneurial leadership as a contemporary paradigm of survival on the contemporary market scene (Chen, 2007).
Based on the given literature review and research subject, the following hypotheses are defined:
H1: Human capital has a statistically significant impact on the SME performance.
H2: Entrepreneurial leadership has a statistically significant impact on the SME performance.
H3: The impact of human capital on the SME performance is greater in the case of effective entrepreneurial
leadership.

3. Methodology
According to the given theoretical review, the subject of research in the paper is to explain the role of entrepreneurial leadership as a mediator of the relationship between human capital components and the SME
performance. Participants in this research were employees working between 5 and 12 years in SMEs that
actively operate in Central and Southern Serbia.
Primary data were collected using an exploratory research technique – a survey. The research was conducted in the period July–September 2018 using the instrument of the survey technique - a questionnaire,
which was specially conceived for this research. The selection of SMEs was based on availability criterion
– we have selected enterprises in Central and Southern Serbia whose employees agreed to take part in the
research. The questionnaire, which is distributed to employees, consists of a total of 29 statements, while
the degree of agreement with these statements was expressed on the five-point Likert scale (1 absolutely
disagree, 5 absolutely agree). The total sample number of 110 respondents was collected.
Regarding the structure of the sample by activity, that is, belonging to a particular business sector, the sample includes 22 enterprises (20%) who are engaged in production activities. The largest number of enterprises that are incorporated in the sample are in the wholesale and retail sectors (48%), while 35 enterprises
are engaged in the service activities. Below is a description of the structure of the sample from the aspect
of the respondents who took part in the given research.
Table 1: Characteristics of respondents: summarized review
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Source: Authors’ own calculation based on the survey

Statistical data processing was performed with the computer support of the statistical package for social
sciences IBM SPSS Statistics, Version 23 (Statistical Package for Social Sciences). In order to determine the
statistical significance, the confidence levels were used ά = 0,05, ά = 0.01. The following statistical methods
were applied in the research: descriptive statistics, reliability analysis and multiple regression.
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Table 2: Variables, items and descriptive statisics
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We measured the entrepreneurial leadership variable using 14 items according to a previous research by
Huang et al. (2014). These statements correspond to the explained roles of the entrepreneurial leader (e.g.,
framing the challenge, absorbing uncertainty, underwriting, building commitment, defining gravity). Cronbach's was 0.934. We measured the SME performance by using the respondent’s subjective perceptions.
The respondents were asked to evaluate the financial and non-financial indicators on the basis of their personal understanding of the situation in the current enterprise (Tang et al., 2017; Huang et al., 2014). We
measured the performance by using 4 items. Cronbach’s was 0.867. We measured human capital by using
11 items comprising the components of skills, knowledge & expertise (SKE), intellectual agility and attitude
(Edvinsson & Malone, 1997; Tovstiga & Tulugurora, 2007; Khalique et al., 2015). Respondents were asked
to evaluate the entrepreneur's attitudes, knowledge and skills, his/her level of creativity, innovation and flexibility, and express degree of agreement with the attitudes of entrepreneurs and their motivation to manage
the venture. Cronbach’s was 0.862.

4. Results and Discussion
In order to test the defined hypotheses, a multiple standard regression was performed. Regression model
2 examines the nature and strength of the relationship between the identified components of human capital and the SME performance. The selected independent variables determine the performance of the enterprise in 24.8% of cases (R2 = 0.248). Multicolorarity is not a problem, given that the variance inflation factor
is less than 5 (VIF = 1.392). The obtained results indicate that the analyzed human capital components
have a statistically significant positive impact on SME performance, thus confirming the H1 hypothesis.
Regression model 3 was created to determine the statistically significant influence of entrepreneurial leadership on SME performance. The SME performance as a dependent variable was determined by a given
independent variable in 39.3% of cases (R2 = 0.393). The results of a simple regression analysis unambiguously imply that the entrepreneurial leadership style has a statistically significant strong positive effect on
perfromance, thus confirming the H2 hypothesis.
A method developed by Baron and Kenny (1986) was used to analyze the median effect of the identified dimensions of entrepreneurial leadership in the relationship between human capital components and the performance of an entrepreneurial venture. The above procedure is based on the implementation of the multiple
regression analysis, which implies: (1) determining the impact of human capital components on the entrepreneurial leadership style; (2) determining the impact of human capital components on the SME performance; (3) determining the influence of entrepreneurial leadership on the SME performance; (4) determining
the impact of human capital components and entrepreneurial leadership on the SME performance. According to Baron and Kenny (1986), the mediator effect exists when in the last step there is a decrease in the
influence of an independent variable on the dependent variable or the effect of an independent variable on
the dependent variable becomes insignificant. In accordance with the procedure described and the results
of multiple regression analysis, it can be concluded that hypothesis H3 is confirmed, since in the last step
(model 4) the human capital component has an insignificant effect on the SME performance.
Table 3: Results of regression analysis (mediating variable: entrepreneurial leadership)
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5. Practical Implications and Limitations
The results of the conducted research have important practical implications. First, the obtained results are
only a kind of confirmation of the dominant position that non-material resources constitute a key source of
achieving superior performance. In the same way, encouraging investment in human capital is an existential condition of modern organization, especially in case of entrepreneurial ventures, which are inevitably
faced with limited possibilities of creating a favorable competitive position in today's big "rivals". Second, in
addition to attending regular education programmes, it is necessary to concentrate efforts on developing innovative abilities, recognizing new, unusual solutions, enabling entrepreneurial ventures to take a unique position and contribute to their distinction in the context of intensifying market pressures. Third, since
knowledge, skills and abilities are just a tool in the hands of employees, it is necessary to motivate employees to ensure an effective implementation of existing competences. When asked about the motivation
of employees, the request for the development of the appropriate style of leadership of the owner, i.e., the
founder of the entrepreneurial venture, is added. Since the substance of a particular style of leadership consists of personal characteristics, but also of the knowledge and skills of the leaders, it is necessary to ensure that the entrepreneur as the carrier of the entrepreneurial process (1) has confidence in his followers;
(2) formulates challenging but realistic goals; (3) clearly communicates the defined vision and directs the
work of his/her followers towards its realization; (4) creates a strong sense of community among employees
and contributes to building a sense of commitment to the venture.
As other research in the field of social sciences, the research conducted for the purposes of this paper has
a number of limitations. The first limitation refers to the structure of the sample from the aspect of the core
business. The sample constitutes entrepreneurial ventures that operate within the manufacturing, trade and
services sectors, and each of these sectors has several specificities, which primarily relate to the performance of certain operations that may affect the observed variables in the survey. Another potential limitation is the approach to performance measurement. The questionnaires were filled out by employees when
asked to state their degree of agreement with defined items, which, among other things, related to the performance of the observed enterprise (Wiklund & Shepherd, 2003; Huang et al., 2014; Tang et al., 2017). On
the other hand, there are studies in which the indicators used in the analysis were published in the official
financial statements (Chen, Cheng & Hwang, 2005; Besharati, Kamali, Mazhari, & Mahdavi, 2012; Komnenic & Pokrajcic, 2012). The third limitation refers to the size of the sample. Compared to the studies previously
carried out in this area, the need to increase the number of interviewed respondents is imminent. This constraint is due to the relatively underdeveloped business culture and the closure of external communications
companies, which inevitably reflects the limited number of options for collecting questionnaires and increasing the number of units in the sample.

Conslusion
The importance of the conducted empirical research refers to a kind of affirmation of the entrepreneur as the key figure of
an entrepreneurial venture, one who should possess certain personal predispositions, knowledge, skills and abilities. The
contribution of the given research to the existing literature is clear. Since in entrepreneurial activity there is a huge potential for improving national competitiveness, it is important to emphasize the figure of entrepreneurs as "fighters" for survival in the modern market arena. Based on the obtained results of the multiple regression analysis it can be concluded that
the development of human capital represents a necessary but insufficient condition for achieving superior performance.
The leadership ability of entrepreneurs has an important role in an efficient and effective application of available knowledge,
skills and capabilities of employees, which is why it is important to maintain the relations between entrepreneurs (leaders)
and employees (followers).
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