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Determinants of perceived effectiveness in crisis
management and company reputation during
the COVID-19 pandemic

Diena Dwiedienawati('*, David Tjahjana?, M. Faisal®, Dyah Gandasari* and
Sri Bramatoro Abdinagoro®

Abstract: COVID-19 pandemic is a newness to various aspect of life, including
business sector. In this high uncertainty, business still need to deliver effective crisis
management in order to safequard organization reputation. Literature state that
there are three important elements in crisis management which are leader, team of
crisis management, and organizational communication. What type of leader and
communication are the most suitable during crises? This study aims to confirm the
influence of the transformational leadership style, communication quality, and
team crisis to organization reputation mediated by the effectiveness of crisis man-
agement. During crisis innovation also influences the survival of organization during
crises. A new type of innovation, frugal innovation type, still has limited empirical

evidence. This study also aims to see how the implementation of the frugal
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PUBLIC INTEREST STATEMENT

COVID-19 causes a new kind of crisis. The world
has faced several crises recently. However, the
crisis caused by COVID-19 pandemic catches
everyone by surprise. No one can understand all
of the situation. It impacts not only a particular
area or region but also everyone worldwide on

a large scale. There is high level of uncertainty
involved. For this type of crisis, in order to survive
companies need to have an effective crisis man-
agement to ensure company reputation. This
paper explains what factors influence the effec-
tiveness of a crisis management.
Transformational leadership showed to have
influence in an effective crisis management. This
study also explains how crisis management team
and quality of communication in the organization
play important role in the effectiveness of a crisis
management. Another factor to support the
effectiveness of a crisis management is the
implementation of frugal innovation type.
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innovation type is influenced by the transformational leadership style and influ-
ences the effectiveness of crisis management. A descriptive quantitative study was
conducted in May 2020 with 293 participants from the various organizations in
Indonesia. SEM-LISREL was used for data analysis. The findings show that trans-
formational leader, crisis management team, quality of communication and frugal
innovation type positively influenced the effectiveness of crisis management which
will lead to corporate reputation. The main contribution of this paper is providing
the body of evidence the effectiveness of transformational leadership during crisis
with high uncertainty. This study is also among the first empirical study on frugal
innovation type.

Subjects: Organizational Communication; Business; Management and Accounting;
Leadership

Keywords: Communication quality; company reputation; frugal type innovation;
transformational leadership

1. Introduction

The COVID-19 pandemic has impacted many aspect of life. The crisis it caused has hit the business
sector hard. However, unlike any other crisis this crisis catches everyone by surprise; no one has
a full understanding about the situation; it impacts not only particular area or region, but everyone
worldwide in the large scale; and it last moths and changes almost every aspect of people life. The
situation is unknown with high uncertainty.

In Indonesia by March 2020, the COVID-19 pandemic has hit hard lots of businesses across
different industries and disrupts the economic activities nationwide. For example, the travel
agency has noted potential losses of around USD 244.96 Million in February 2020. Hotel occupancy
rates have dropped to a significant low 30-40%. Indonesian airlines have reported a drastic plunge
of passengers. F&B Industry is another industry that has been hit hard by the COVID-19 pandemic.
Data from digital cashier services shows that above 30,000 sellers from 17 cities in Indonesia have
significant drops in daily earning (Wardhana, 2020). The COVID-19 has caused major disruption in
the business sector in Indonesia.

For any organization, major disruption, such as crises because of the COVID-19 pandemic, can
threaten business continuity (Carrington et al., 2019a; Lockwood, 2005). Regardless of the magni-
tude of crises impact, however, literature shows that the issue of crisis preparation and crisis
management process is still a secondary problem to organizations (Lockwood, 2005; Tomastik
et al, 2015). Lack responsiveness of crisis, including the COVID-19 pandemic, will cause the
continuity of business. Therefore, effective crisis management is crucial.

To react properly and promptly with limited resources, the leader, as the head of the organization,
plays an important role during the crisis (Alkharabsheh et al., 2014; Carrington et al., 2019q; Fener &
Cevik, 2015; Hadley et al., 2009; Lacerda, 2019; Lockwood, 2005). Leadership literature in crises are still
limited (Hadley et al.,, 2009; Lacerda, 2019; Stoker et al., 2019). Previous studies state that not all
leadership styles are effective in crisis (Alkharabsheh et al., 2014; Bowers et al., 2017a). For example,
transactional leadership is known to be not effective in crises (Lacerda, 2019). During crises, leaders need
to be able to calm, motivate and direct the organization through difficult time. Therefore, transactional
leadership style which is lack motivating and inspiring behaviour, is not suitable during crises.

Previous studies claim that transformational leadership has shown effective during crises

(Dwidienawati et al, 2020; Hadley et al, 2009; Lacerda, 2019). However, study from
Alkharabsheh et al. (2014) and Stoker et al.(2019) argue that there is the inconsistency of the

Page 2 of 22



Dwiedienawati et al., Cogent Business & Management (2021), 8: 1912523 O;K-: cogent P b us | Nness & mana ge me nt

https://doi.org/10.1080/23311975.2021.1912523

effectiveness of transformational leadership in crises. Therefore, Alkharabsheh et al. (2014) called
for further research to investigate the role of transformational leadership during crises.

During crises, command and control are inevitable. With time, uncertainty and limited resources
as constraints, leaders of the organization cannot act alone. Leaders need to lean heavily to the
crisis management team. The existence of the team of crisis management is critical. The crisis
management team is responsible to manage both resources and people in response to critical
events (Dubé et al,, 2010). The team needs to act immediately, reliable and effectively (Van Der
et al,, 2008). The effectiveness of crisis management team is core to the resolution of crisis in the
organization (Salvetti et al., 2019). Since the role of crisis management team is key, this study aims
to see whether the perceived effectiveness of crisis management team will influence the perceived
effectiveness of crisis management.

The third important factors to ensure an effective crisis management is internal organization
communication. Communication is essential in crisis management (Lockwood, 2005). During the
terrorist attack on September 11 and Superstorm Sandy crises, the effective communication has
been shown to play important role in resolving the crises. However, there is still limited studies
investigating the impact of the communication in organization during crises. Therefore, Carrington
et al. (2019a) has called academic to further investigate the role of organization communication
during crises.

The introduction of new innovative product during crises might help the survival of the organiza-
tion. However, during crises, due to the high uncertainty, the high investment innovation most
unlikely to be the options of the organization. Therefore, the new type of low investment innova-
tion might be suitable. It is frugal innovation type. Frugal innovation is considered as a new type of
innovation (Hossain, 2016) (Soni & Krishnan, 2014) At present, there are still limited studies
available in this field (Hossain, 2016) (Soni & Krishnan, 2014)

During crisis the, the ultimate goal of the organization is to safeguard organization reputation
which will impact to organization sustainability. The effectiveness of crisis management has crucial
role to safeguard organization reputation. This study will see the impact of crisis management
effectiveness impact to organization reputation as the outcome. Previous studies have measured
the organization reputation through the evaluation by their external stakeholders. However,
employees have an important role in communicating and convey the reputation of the organiza-
tions. Because how employees see and feel about the organizations will reflected as what the
employees will express about the organizations to the external stakeholders (Olmedo-Cifuentes &
Martinez-Ledn, 2014). In this study, employee perception about company reputation was used as
the criterion variable.

This paper is structured as follows: the next session presents the literature review of crisis and
leadership, innovation during crisis, corporate reputation, the crisis management team and corpo-
rate reputation. Thereafter, hypotheses are developed based on current literature, the methodol-
ogy of empirical study is described and the findings are presented. Finally, the conclusion,
limitation and recommendation for further research are drawn.

2. Literature review

2.1. Crisis and leadership

During the crises, based on the current literature, the leaders hold many roles and tasks in the
pressure of time and resources constraints. Therefore, for an effective crisis management, leaders
need to have “a complex leadership skill” (Mutch, 2015). Few leadership styles have been studied
for crises. Zehir and Narcikara (2016) study about authentic leadership effectiveness during crises.
They argue that authentic leadership foster employees self-efficacy by providing them confidence
and trust. Furthermore, authentic leadership also create hope and optimism, and strengthen
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resilience. Leaders who are able to manage their emotion are also effective during crises (Madera
& Smith, 2009). During crises, when the situation is chaotic, the leaders need to be in control and
calm. Lacerda (2019) claim that leaders who have the ability to predict and create future view of
the organization (visionary leadership) are effective during financial crisis. Visionary leadership is
able to build strong link among team and build barriers again uncertainty. Visionary leaders draw
the big picture and create hope. Other study show that leader ability in building strong relationship
during crisis is critical (Ozsahin et al., 2011). Relation-oriented leaders concern about building
relationship, helping people, increasing teamwork and cooperation which will lead to the improve-
ment of organizational performance during crisis.

Lacerda (2019) state that transactional leadership is not effective during crisis. Transactional
leadership focus on supervision, promote compliance and work based on reward and punishment.
During crisis, people are confused, scared and uncertain. Transactional leadership is less attention
in building relationship and long-term commitment. Transactional leadership is also not into
inspired and motivated people with sharing values and big pictures, therefore study shows that
transactional leadership is not effective during crisis.

To date, the crisis leadership literature has largely focused on the emergence transformational
leaders and their effectiveness in crises (Bass, 1998; Halverson et al., 2004). The transformational
leadership is leader who works with team with fostering team identity, creating vision though
inspiration and executing the change or the organization and building team commitment. The
transformational leadership style is charismatic, delegating, inspires, communicating, encourage
innovation (Cismas et al., 2016). Leaders who have transformational style have four distinct factors;
charisma (idealized influence), inspirational motivation, individualized consideration and intellectual
stimulation, which are known as the four I's of transformational leader (Datche & Mukulu, 2015).
Based on the previous studies, many characteristics which influence the effectiveness of leader
during crises are aligned with transformational leadership characteristics (Lacerda, 2019; Ozsahin
et al,, 2011; Zehir & Narcikara, 2016). The characteristic are such as building team confidence and
trust, creating hope and sharing big picture, building team relationship and strengthening team work.

Belias et al. (2015a) reveal that the transformational leadership has a high impact on job
satisfaction during financial crisis in Greek. The transformational leadership inspires and is able
to make employees to think positive and makes them to have less defensive attitude and
behaviour which will lead to better employee turnover and customer satisfaction (Belias et al.,
2015a). Davis and Gardner (2012) argues that the most effective leadership style in time of crisis is
the transformational leadership style because they are quick to respond to change. The transfor-
mational leadership has been claimed to be effective in turbulent and uncertain environments
(Dwidienawati et al., 2020). They are effective during crises (Bass, 1998; Halverson et al., 2004).
However, Alkharabsheh et al. (2014) in their study show that both transactional leadership and
transformational leadership are both effective during crisis. Therefore, there is a call for further
investigation about the effectiveness of transformational leadership during crisis. This study try to
answer the calling from Alkharabsheh et al. (2014) to further investigate the effectiveness of
transformational leadership in the organizations in Indonesia during the COVID-19 crisis.

When employees are inspired, motivated and trusting their leaders, they will become confident
to their leaders. They belief that leaders will make decision with employees and organization
welfare as consideration. Transformational leaders has known to be able to transform their
followers by motivating them to perform better (Pieterse et al., 2010). Transformational leaders
are taking into consideration employees’ needs, goals and interest Braun et al. (2013). This will
foster trust to leaders and in turns make employees more willing to be open to their leaders.
Transformational leadership has known to increase employees’ performance mediated by trust
(Braun et al., 2013; Gillespie & Mann, 2004; Chiang & Wang, 2012). In this study, how transforma-
tional leadership fosters employees confident to leader is being investigate.
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Leaders with confident is defined as leaders who have strong belief in their capabilities to be
successful, as well as self-perceptions of competence in their knowledge, skills, and abilities
(Lacerda, 2019). The confidence leaders are more visible to the team member in unfavorable
situation. Study has shown that leaders who can show high self-esteem and confidence are able to
make a risky and controversial decision (Lacerda, 2019). Effective leadership during crises is not
only ones who have knowledge and capabilities but also ones who confident and belief themselves
in leading and making decision (Hadley et al., 2009). There is a significant relationship between
leader self-confidence and leader effectiveness (Achdiyat, 2018).

Hypothesis 1: Transformational leadership has a positive causal relationship with the confident
to leader

Hypothesis 2: Confident to leader has a positive causal relationship with the effectiveness of
crisis management

Hypothesis 3: Transformational leadership has a positive causal relationship with the effec-
tiveness of crisis management

2.2. Leadership and innovation during crisis

Innovation is one of the responses of the organization to internal or external environment
changes, or in anticipation to influence the environment (Sariol & Abebe, 2017). Innovation is
defined as the generation and application of new ideas, or the translation of ideas into actual
outcomes (Klimentova, 2014). It is not always about a new product, service or process, but it can
also be in the manifestation of a new way of thinking about a problem or issue. Innovation is not
merely about coming up with an idea, but it should be about its application, its integration into the
system process, and the monitoring of the results in the long term. OECD (2005) defined innovation
as the implementation of a new and significantly improved product (goods or services) or process,
a new marketing method or a new organizational method in business practices, workplace
organization or external relations.

During crises the organization should quickly recognize the emerging threats and act fast with
initiating effort to mitigate the threat (Mutch, 2015). The organization should come up with
a solution come from a new way of thinking considering the new challenge. Sahin et al. (2015)
emphasize that organization can take advantage with considering that a crisis can also bring
opportunities. Even in crises, customer satisfaction should still be the main philosophy.
Organization should engage the organization members, with shared value in mind, so that can
come out with a creative problem solving to help organization thrive during the crisis yet still
satisfy its customers (Mutch, 2015). It is leaders role to foster an innovative environment that
permeates the whole organization (Lacerda, 2019).

Facing the economic crisis, willingness of firms to invest in innovation has reduced severely.
However, not all innovation initiative was disappear. There were several organizations still pursuing
innovation (Archibugi et al., 2012). Due to the high uncertainty, the high investment innovation most
unlikely to be the options of the organization. Therefore, the new type of low investment innovation
might be suitable. It is frugal innovation type. Frugal innovation has emerged as an important concept
for scholars, practitioners and policy makers. This type of innovation is relevant for all types of
organizations, MNCs, SMEs, non-government organizations, and state organizations (Hossain, 2016).
Frugal innovation is considered as a new type of innovation (Hossain, 2016; Soni & Krishnan, 2014).
There are still limited studies available in this field (Hossain, 2016; Soni & Krishnan, 2014).

The concept of frugal innovation overlaps with other concepts such as good-enough, the base of
the pyramid, inclusive, grassroots, disruptive, and reverse innovations. However, the closest
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concept to frugal innovation is reverse innovation. Both terminology are used interchangeably
(Soni & Krishnan, 2014). Frugal innovation refers to “as a product, service or a solution that
emerges despite financial, human, technological and other resource constraints, and where the
final outcome is less pricey than competitive offerings (if available) and which meets the needs of
those customers who otherwise remain un-served” (Hossain, 2016). Shibin et al. (2018a) define
frugal innovation as “the unique way of thinking and acting in response to challenges by effectively
spotting the opportunities even in the worst circumstances and impro- vising the solutions
resourcefully in the simplest possible way”. Frugal type of innovation is suitable when organization
in a resource-scarce environment (Soni & Krishnan, 2014). This type of innovation is considering
the scarce resources and financial shortage, therefore it is best fit for economic downturn period
(Shibin et al., 2018a).

Leadership is considered one of the most important factors influencing the success of innovation
(Abbas, Saud, Ekowati et al., 2020; Bledow et al., 2015; Rosing et al., 2011; Stewart, 2014; Zacher &
Rosing, 2015). Studies have argued that innovation is influenced by both individual factors (e.g.,
cognitive abilities, personality, and motivation) and contextual factors (e.g., work characteristics
and leadership) (Abbas, A., M. Saud, D. Ekowati, 2020; Zacher & Rosing, 2015) Therefore, leadership
will play an important role in the innovation works. The role of leadership in innovation has been
extensively studied and has gained increasing attention in the literature. Some researchers have
proposed that leadership is one of the most important predictors of innovation (Atalay et al., 2013;
Bledow et al., 2015; Rosing et al., 2011; Zacher & Rosing, 2015).

Various leadership styles and their influence on innovation have been reviewed. At present,
transformational leadership is the most established leadership theory (Marques, 2015).
Transformational Leadership style is considered as the most suitable type of leadership which
can influence innovation (Aragon-Correa et al., 2007; Crawford, 2001; Moriano et al., 2014;
Mumford et al., 2002). It is a leadership style which fosters, motivates and inspires change and
innovation. Transformational leadership has been claimed to be effective in turbulent and uncer-
tain environments (Baskarada et al., 2016; Dwidienawati et al., 2020).

Hypothesis 4: Transformational leadership has a positive causal relationship with Frugal
Innovation Type

Hypothesis 5: Frugal Innovation Type has a positive causal relationship with the effectiveness
of crisis management

2.3. Leadership and corporate reputation

Reputation refers to a perceptual representation of a company’s past actions and future pro-
spects that describe the firm’s overall appeal to all its key constituents when compared to other
leading rivals’ according to Olmedo-Cifuentes and Martinez-
Ledn (2014). Reputation is a perception which develops over time, and reflects the evaluations
that different stakeholders, both internal (managers, employees) and external (consumers,
users) have of a company (Olmedo-Cifuentes & Martinez-Le6n, 2014). Reputation is overall
evaluation of the organizations by their stakeholders based on their direct and indirect experi-
ence with the organization (Olmedo-Cifuentes & Martinez-Leén, 2014). Reputation of an orga-
nization is defined as the assessment of stakeholders about organization’s social and economic
potential (Hall & Lee, 2014). Organization reputation is also referred as overtime stakeholders’
perceptions of the organization s over time (Yang et al., 2008). Based on the above explanation
it can be defined that organization reputation is a perception about the organization assessed
by various organization stakeholders’ experience and organization prospect. Therefore, the
assessment can be conducted by customers, suppliers, society, shareholders, even employees.

Page 6 of 22



Dwiedienawati et al., Cogent Business & Management (2021), 8: 1912523 O;K-: cogent P b us | Nness & mana ge me nt

https://doi.org/10.1080/23311975.2021.1912523

Another critical elements of reputation that it is developed overtime. Therefore, the assessors
have exposed to the organization past actions several time.

Why reputation is important for an organization? (Barney & Hesterly, 2015) argue that organiza-
tion reputation is a critical asset in a firms. Reputation provides organization to establish
a sustainable competitive advantage which is difficult to imitate (Hall & Lee, 2014). Reputation is
a delicate matter because, customer and users put high value in dealing with organization
reputation. With that, reputation is crucial for the profitability and survival of the organization
(Hall & Lee, 2014; Rose & Thomsen, 2004). The impact of reputation to performance has been
reported by Rose and Thomsen (2004) who examine the relationship between corporate reputation
and superior financial performance. Their findings that firms with relatively good reputations are
better able to sustain superior profit outcomes over time. Hall and Lee (2014) also state that
a good corporate reputation is beneficial to firm long-term success. Eltantawy et al. (2009) also
find that there is a direct influence between perceived reputation and organization performance.
Ou et al. (2012) report that perceived reputation is favourable for satisfaction and trust for the
financial institution.

However, studies show that performance also influence organization reputation. As discussed in
the definition of reputation, that reputation is developed overtime based on the actions or
experiences of the organization. If the organization perceived by the stakeholders to deliver
good performance consistently over some period of time, then the organization reputation will
be built. The causal relationship between performance to reputation has been reported by Rose
and Thomsen(2004) and Eltantawy et al. (2009). James and Wooten (2005) also mention that poor
performance during crisis management will cause damage of organization reputation. Studies on
the organization reputation usually based on the external stakeholder (e.g., customers, suppliers,
etc.). Only few studies (Alkharabsheh et al., 2014; James & Wooten, 2005) explained that the
organization reputation is based on employees assessment. This study will focus on the organiza-
tion reputation during crisis based on employee perception.

During the crisis, how organizations handle the all related issues appropriately is critical. The mis-
handling crisis management in an organization crisis will cause the damage of organization reputation
for a very long time (James & Wooten, 2005; Yang et al., 2008). How organization handling the issues of
the employees will determine how employees evaluate the organization reputation. If the organizations
are evaluated to ignore the people issues during crises, it will damage the perceived reputation by
employees. During crises, leaders and organization should build trust and confidence of employees
(Alkharabsheh et al., 2014), so that employees assessment to company reputation will be favourable.
Previous studies have measured the organization reputation through the evaluation by their external
stakeholders. However, employees have an important role in communicating and convey the reputation
of the organizations. Because how employees see and feel about the organizations will reflected as what
the employees will express about the organizations to the external stakeholders (Olmedo-Cifuentes &
Martinez-Leén, 2014).

Leadership style is also known to influence the perceived employee reputation (Turgut et al,,
2012; Neves & Story, 2015). Transformational leadership style is charismatic, delegating, inspires,
communicating, encourage innovation (Cismas et al., 2016). Transformational leadership style has
provided employee to work with positive behaviour and build strong commitment to the organiza-
tion. Turgut et al. (2012) has proven that transformational leadership have a positive relationship
to perceived organization reputation.

Hypothesis 6: Transformational leadership has a positive causal relationship with corporate
reputation
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Hypothesis 7: The effectiveness of crisis management has a positive causal relationship with
corporate reputation

2.4. The crisis management team

During crisis, command and control are inevitable. Considering the limited time, lack of resources
and uncertainty, leader cannot act alone. In order to supports leaders in handling crises, organiza-
tions have to form a crisis management team (Brown, 2019). Leaders need to lean heavily to crisis
management team. The objective of a crisis management team is managing and leading indivi-
duals, communicating the important information to all members of the organization, collecting
information from every possible sources, analysing the problem and potential damages and
suggesting problem solving (Richards, n.d.). Dubé et al. (2010) argue that the role of crisis manage-
ment team is to manage both resources and people in response to critical events. Mutch (2015)
state that the task of the crisis management team are supporting the leader vision and the
actions, managing information flow across the organization and managing health and safety of
organization members. The crisis management team acts as a support system of the organization,
gives assurance and ensures that the information and the communication flow both ways. The
crisis management team also acts as barriers against distrust (Lacerda, 2019). With so many tasks
in hand, teams crisis is omnipresent in the crisis management domain (Dubé et al., 2010).

Brown (2019) argues that a diverse team is critical. Diverse team will bring about more options.
Because they come from different field or expertise or background, they can criticize and challenge
each other. They might come with a manageable solutions (Brown, 2019). The ability of crisis
members and leaders to make a right decision is the predictor of the effectiveness of the crisis
management (Tokakis et al., 2019).

Team crisis are keys elements in crisis management as well as leadership and communica-
tion (Fener & Cevik, 2015). The crisis management team plays important role in pre-crisis, during
crisis and post crisis. During crisis, team crisis have to act promptly, reliably and effectively in the
response of emergency, crisis and disaster (Van Der et al., 2008). In order to be effective, team
crisis need to be able to adapt to sudden changes, coordinate and communicate (Dubé et al,,
2010). They need to build trust of all stakeholders through transparent communication. During
crisis, team crisis is in the front line and become the representative of the organization. How
effective team crisis work will help the organization solve the problem easier (Fener & Cevik, 2015).

Hypothesis 8: Crisis Management team has a positive causal relationship with the effectiveness
of crisis management

2.5. Internal organizational communication during crisis

Communication within the organizations or internal communication has been established as
playing a vital role in influencing organization effectiveness (Ruck et al., 2017). Mirsha et al.
(2014) depict communication as “lubricant” in corporate machinery. It is considered critical in
building relationship between organization and employee (Mirsha et al., 2014). When employees
perceive that they get information from the organization in timely, accurately and relevant, they
will feel less vulnerable and more able to trust their leaders (Mirsha et al., 2014).

Internal communication is providing employees with information about their role and overall
objectives and organization goals (Karanges, 2014). Karanges (2014) state that internal commu-
nication is “all methods (internal newsletter, intranet) used by a firm to communicate with its
employees”. Both definition of internal communication were basically more of one way commu-
nication, by which, it is a process of leaders/organization communicate to employee. However,
other authors introduce that internal organization communication it should be two ways. Karanges
(2014) define internal communication as “the exchanges of information and ideas within an
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organization”. Ruck et al. (2017) state that “communication between an organisation’s strategic
managers and its internal stakeholders, designed to promote commitment to the organisation,
a sense of belonging to it, awareness of its changing environment and understanding of its
evolving aims”

Communication within the organization is known to play critical role in developing employee
attitude (Karanges, 2014). It strengthen the relationship between organization and employee
(Mirsha et al., 2014). With good communication, organization can bring employee commitment
and shared interest (Balakrishnan & Masthan, 2013). All these attitudes are associated with
favourable outcomes such as increase in employee productivity and organization performance.

Effective communication is known as one key factor in crisis management (Brown, 2019). During
crises, due to lack of resources and information; and high of uncertainty, misinformation and
disinformation can emerge in and around the organizations. That can create chaos and further
uncertainty to the overall organization and make the crisis management even more difficult to
manage. Therefore, an essential part of crisis management, organizations should have commu-
nication plan (Lockwood, 2005).

In critical situation openness and transparency in dealing with crisis situation is crucial. Leaders
should speak with team members to update the situation (Lacerda, 2019). Continuous commu-
nication should be in place to encourage team member and shared the casual belief among the
organization (Lacerda, 2019). The communication should address the “big picture” and encourage
team members to share and propose creative solutions (Mutch, 2015; Lacerda, 2019). People in the
organization also need to know the action taken by the organization as crisis response (Bowers
et al,, 2017a). Besides team members, organizations should also communicates with other stake-
holders. Bottom line, the objective of crisis communication is to gain audience trust, creates and
maintain organization credibility and reputation (Tkalac Ver¢i¢ et al., 2019).

To have an effective communication, organizations should not only focus to the quantity of the
communication. They also have to consider the quality of the communication. Quality communication
will bring about effective response and fulfilling experience (Balakrishnan & Masthan, 2013). Mohr and
Sohi (1995) argue that to assess of the overall communication quality there are 5 aspects should be
considered, including completeness, credibility, accuracy, timeliness, and adequacy of communication
flows. In this study the communication which covered those 5 aspects are called communication
quality (Mohr & Sohi, 1995).

An essential part of crisis management, organizations should have communication plan
(Lockwood, 2005). In critical situation openness and transparency in dealing with crisis situation
is crucial. Leaders should speak with team members to update the situation (Lacerda, 2019). It is
important to communicate that a clear action plan in order to have am effective crisis manage-
ment (Bowers et al., 2017a).

Several pervious crises show how effective communication can lead to effective crisis manage-
ment. Hurricane Katrina, terrorist attacks on September 11 and Superstorm Sandy are the exam-
ples on how good communication deliver effective crisis management (Mutch, 2015; Suhaimi et al.,
2014). Effective communication also creates organizational reputation (Bowen & Lovari, 2020;
Tkalac Ver¢ic¢ et al., 2019). Study also reveal that internal organization communication promotes
employee better performance (Mirsha et al, 2014). Other previous study also shows a strong
correlation between effective employee communication and superior organisational performance
(Balakrishnan & Masthan, 2013).

Employee who is experiencing a quality exchange and having a sense of team membership
will become more engage to the organization (Karanges, 2014). One of the crucial quality

exchange is quality of the communication. A quality communication between the organization
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Figure 1. Research framework.
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and employees foster a transparency and trust environment. Communication is important in
fostering employee engagement (Bedarkar & Pandita, 2014). Internal communication a practice
in organization, which effectively conveys the value of the organizational to employees. With good
internal communication, employees feel that they are well informed about what is the value and
what happening in the organization (Karanges, 2014). Since they understand, employee will more
likely to support in reaching organizational goals (Bedarkar & Pandita, 2014). Studies from
Karanges (2014) and Ten Brummelhuis et al. (2012) are evidence how effective communication
between the organization and employees influence employee engagement.

Hypothesis 9: Communication quality has a positive causal relationship with the effectiveness
of crisis managementFramework of the research is depicted in Figure 1.

3. Methodology

3.1. Research design

This study aims to test the hypotheses. therefore a descriptive quantitative study was chosen.
Survey with structured questionnaires as the instruments was conducted in May 2020. The
structure of the questionnaires started with research information disclosure which consist of
brief explanation about the survey. Then it was followed by participants informed consent whereas
the participants stated their agreement to join the study. Questionnaires without informed consent
were omitted from further analysis. The next part was questions to capture participants’ informa-
tion such as gender, location, also the size of the company and how long the company has been
established and the type of the company. For part related to variable, questionnaires was designed
with statements in which participants would respond with level of agreeable. A six-point Likert
scale (from 1 strongly disagree to 6 strongly agree) was used for participant’s rating. With a six-
point Likert scale, the mid-point is omitted to avoid social desirability bias (Nadler et al., 2015).

3.2. Procedures and participants

The questionnaires were distributed online with a google form. Due to relatively high number, time
and resources constraints, convenience and snowball sampling collecting methods were used in
this study. The target was to collect 280 participants. The number of participants needed was
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calculated based on Wolf et al. (2015). According to the work of Bentley and Chou in 1987 Wolf
et al. (2015) argued that the number of samples is as low as 5 cases per indicators and Wolf et al.
(2015) also referring to the wok of Nunally at 1967 said that 10 cases per variable adequate and
widely accepted. In this study, there were 28 indicators therefore 280 participants was required
(28 indicators times 10). The participants were managers, directors, and team leaders in the
organizations in Indonesia. They were asked to self-rating their opinion for each statement in
the questionnaires. Missing data was managed as followed. If missing data was only in one
indicator, the data would be replaced with the mean value of that indicator. But if the missing
data was more than one for one indicator, the questionnaire will be omitted from the analysis.

3.3. Measurement

All measurement scales used in the present study, were measured using measurements from
a previous study. Transformational leadership measured included 6 items modified from Aragon-
Correa et al. (2007) and Chen et al. (2014). Confident to leader was measured by 4 items modified
from Hunt et al. (1999). For leadership measurement, participants were asked to rate their Top
Management or CEO of the company. Frugal Type Innovation was measured by 3 items modified
from Hossain (2017). Communication quality was measured with 5 items modified from Mohr &
Sohi (1995). Crisis management team and perceived effectiveness of crisis management are
measured with 3 items each from self-developed measurement. All measures are shown in
Appendix 1.

3.4. Data analysis

This study is a confirmatory study, therefore CB-SEM using LISREL for the data analysis was
chosen. Over several decades, the social sciences have used CB-SEM widely as the preferred
data analysis method for confirming or rejecting theories through the testing of hypotheses
(Wong, 2013). For analysis, a two-step approach was used. First, the measurement model analysis
was employed to ensure that all indicators or observed variables used were valid and reliable. After
the measurement model was confirmed to be valid and reliable, the next step in the two-step
approach was to conduct a structural model analysis, which included: (a) an overall model fitness
test and (b) an analysis/significance test on the relationship between two latent variables in the
model.

4. Result

4.1. Descriptive analysis

Total questionnaires collected were 296. There were 3 questionnaires with missing data more than
1 for one variable, therefore those 3 questionnaires were omitted from further analysis. From total
293 participants 56% were male, 42% were female and 2% chose preferred not to answer (Table
1). Other participants demographic information also shown in Table 1.

More than 69% of CEOs have been in the position for more than 5 years. Only 31% of CEOs have
in the position for less than 5 years (Figure 2). Participants were asked to rate the impact of COVID-
19 pandemic to overall company operation (Figure 3). Thirty-two percent claim that the impact
was quite big. Thirty-nine percent claimed that the impact was significantly influence the opera-
tion. However, 20% of participants claim than the impact of COVID-10 pandemic was small, even
5% stated that it was no impact.

4.2. Measurement model analysis

Factor loading analysis from LISREL showed that there were two indicators with SFL less than 0,5
which was TRF3. Therefore, the TRF3 was excluded from the further analysis. The re-analysis
showed that after omitting TRF3, all remaining indicators have loading factor >0,5, therefore it
can be concluded that all indicators for each variable are valid (Table 2).
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Table 1. Participants’ demographic

Gender %
Female 42
Male 56
Not Answer 2
Job Title %
Director 18
Manager 40
Staff 16
Others 26
Not Answer 18
Education %
Bachelor 54
Master 33
Doctor 4
Others 9
Organization Establisment %
>20 Years 55
10-20 years 22
<10 years 23
Type of Company %
MNC 17
Domestic 19
Family Business 24
Others 40
Size of Company %
>1000 employees 39
500-1000 employees 7
100-500 employees 14
50-100 employees 10
<50 employees 30
Figure 2. CEO service years. m>]0 years M5-10years M<5years M NotAnswer
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Figure 3. Impact to operation.

From di-covariance matrix in Appendix 2, it was shown that indicators’ outer loading on the
associated construct had greater value than any of the cross-loading on other constructs.
Therefore, it can be concluded that the determinant validity was established.

The reliability of measures was depicted by CR and VE. All variables had CR > 0.7 and VE > 0.5 as
shown in Table 2. It can be concluded that the measurements of all variables were reliable.

4.3. Structural model analysis

The structural model analysis came out with RMSEA < 0.08 (0.0445), NFI > 0.90 (0.957), NNFI > 0.90
(0.975), CFI > 0.9 (0.979) and IFI > 0.90 (0.979). Therefore, the conclusion is that the model had
a good fit. The model best represented the data underlying the theory.

Pathway analysis (Table 3) showed that all relationship between variables has T-value >1.96,
except for relationship between Transformational Leadership with the effectiveness of crisis
management (T-value 0,575). Therefore, it can be concluded that all relationships in the frame-
work were significant, except for relationship between Transformational Leadership with the
effectiveness of crisis management. Table 3 also shows that communication quality had
a higher influence on organizational effectiveness during crisis than transformational leadership
and employee engagement. However, transformational leadership has a higher influence to
employee engagement than communication quality.

5. Discussion

RBT has viewed that corporate reputation provides a sustainable competitive advantage to the
organization because it is very difficult to imitate (Barney & Hesterly, 2015; Hall & Lee, 2014).
During crisis, the ultimate goal of the organization is to safeguard organization reputation.
Because mismanagement of the crisis which will damage the organization reputation, will be
very difficult to recover and threat the survival or the company.

This study showed that in crisis, the reputation of the organization was directly influence by
transformational leadership style and the evaluation of effectiveness of crisis management. It was
also influenced indirectly by quality communication and confident to leader, mediated by effec-
tiveness of crisis management. From the direct determinants, organization reputation was influ-
enced more by how employees perceived the effectiveness of crisis management than leadership
style.

m Big Impact ® Enough Impact ® Small Impact ® No Impact

5%
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Table 2. CR and VE of measurement

Latent Variable Indicators A CR VE Remark
Transformational TRF1 0,776 0,832 0,501 Reliable
Leadership TRE2 0,781
TRF4 0,583
TRF5 0,654
TRF6 0,726
Confident to Leader CTL1 0,857 0,889 0,667 Reliable
CTL2 0,811
CTL3 0,797
CTL4 0,801
Team Crisis TCR1 0,910 0,960 0,890 Reliable
TCR2 0,961
TCR3 0,958
Communication Quality CoQ1 0,746 0,921 0,702 Reliable
C0oQ2 0,874
CcoQ3 0,747
CoQ4 0,895
COQ5 0,910
Effectiveness of Crisis ECM1 0,709 0,834 0,558 Reliable
Management ECM2 0,814
ECM3 0,697
ECM4 0,761
Company Reputation COR1 0,811 0,851 0,655 Reliable
COR2 0,824
COR3 0,793
Frugal Type Innovation FIN1 0,741 0,790 0,557 Reliable
FIN2 0,795
FIN3 0,700

Effectiveness of crisis management was positively and mostly influenced by employees con-
fident to their leader, then by communication quality and perceived effectiveness of team crisis.
However, this study failed to proof the direct influenced of transformational leadership style to
effectiveness of crisis management. The explanation of this can be because in the this study,
perceived effectiveness of crisis management was evaluated by employees. During crisis, the front
liner who communicate frequently to the employees was the crisis management team who
coordinate, communicate and convey all important information. At the same time various com-
munication was communicated via many channels. Therefore, the leader as the central player
during crisis is less obvious. The case might be different if the evaluator of crisis management
effectiveness is shareholder and external stakeholder. In this situation the role of leader as
prominent player in the crisis management is more obvious.

Currently, transformational leadership is the most established leadership theory (Marques,
(2015)). It is a leadership style which fosters, motivates and inspires change and innovation.
Transformational leadership has been claimed to be effective for innovation (Aragon-Correa
et al., 2007; Crawford, 2001; Moriano et al., 2014; Mumford et al., 2002) and also turbulent and
uncertain environments (Baskarada et al., 2016). However, study from Rosing et al. (2011)
shows that the effectiveness of transformational leadership for innovation is inconsistent. The

Page 14 of 22



Dwiedienawati et al., Cogent Business & Management (2021), 8: 1912523 ﬂ;‘ Cogent P b us | Nness & mana geme nt
https://doi.org/10.1080/23311975.2021.1912523

Table 3. Coefficient and T-value analysis of relationship between variables

Relationship Co-efficient T-Value
Transformational leadership —> relationship with the confident to 0,2444 4,990
leader

Confident to leader —> the effectiveness of crisis management 0,2556 5,317
Transformational leadership —> the effectiveness of crisis » 0,0770 » 0,575
management

Transformational leadership —> Frugal Innovation Type v 0,3792 v 7,529
Frugal Innovation Type —>the effectiveness of crisis management 0,2785 4,935
Transformational leadership —> corporate reputation 0,1472 2,481
The effectiveness of crisis management —> corporate reputation » 0,2771 » 4,157
Crisis Management Team —> the effectiveness of crisis 0,1125 2,981
management

Communication quality —> the effectiveness of crisis management 0,1236 2,470

argument that during complex process such as innovation, leaders should be able to explore and
exploit, therefore, leaders should be beyond transformational leadership.

During crises, leaders face time and resource constraints and high uncertainty with the pressure
to perform well. The situation is also complex. Leaders need to inspire and motivate the team.
Leaders need also to be agile. In the high uncertainty, team are confused, therefore they need
their leaders to be there to give assurance and motivation. At the same time, the uncertainty with
lack of information or knowledge of the situation and time constraints, required leaders to be agile.
During COVID-19, where leaders can lead by tight grips to the situation, required leaders to
delegate more. Rather than commanding and controlling, leaders need to give other people the
power to make decisions.

At the same time, during crisis, leaders need to be able to step in and make decision fast, even
the tough one. They need to be around and available at any time. Leaders need to have discipline
to monitor and check the team progress. Leaders need to ensure discipline and process is
conducted and adapted along the way. Therefore during crisis leaders needs not only to explore
but also needs to exploit. Therefore, during crises, leaders should be beyond transformational.

This study was among the first empirical study in frugal innovation type. Various study have
shown that transformational leadership influences organization innovation (Aragon-Correa et al.,
2007; Crawford, 2001; Moriano et al., 2014; Mumford et al., 2002). In this study, it is proven that the
new type of innovation which is frugal innovation type was also influenced by transformational
leadership style. Further, this type of innovation was proven to influence the effectiveness of the
crisis management. During crisis, frugal innovation type is effective, since the investment involved
is not as high as other type of innovation and the characteristics of this type of innovation are met
customer need with affordable price. Therefore, frugal innovation type helps the organization
effectiveness in crises.

6. Conclusion

Leadership plays an important role during crisis however there are still limited literature on
leadership literature in crisis. What type of leadership is the most suitable during crisis? The role
of transformational leadership is still inconsistent. Transformational leadership does not have
a direct relationship with effectiveness of crisis management. During crisis, leaders need to inspire
and motivate the organization but at the same time leaders but at the same time leaders need
also follow strict rules and timeline. Therefore, leaders with leadership style beyond transforma-
tional leadership is needed.
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The second gap of this study is the limited studies investigating the impact of communication
during crisis. Yet, communication play important role during crisis. This study is provided a body of
evidence that the quality of communication has a positive relationship with the effectiveness of
crisis management.

During crisis, only few organizations that initiated innovation, due to the uncertainty and high
investment. However, during crisis, organization needs to adopt and adapt to the situation. During
crisis because of the COVID-19, existing products and existing way to do business just do not work.
Therefore, innovation might play important role. This study showed that the frugal innovation type
initiative during crisis influenced the effectiveness of crisis management. Frugal innovation type is
a new type of innovation. This study is one of the first empirical evidence on the frugal innovation type.

6.1. Research implication
(1) Theoretical Implication

The effectiveness of transformational leadership during crisis showed inconsistent report from pre-
vious study. Bowers et al. (2017a), Belias et al. (2015a), Kelly (2003) and Dwiedienawati et al. (2020)
argue that the most suitable leadership style during crisis is transformational leadership; however,
Alkharabsheh et al. (2014) and Stoker et al. (2019) question the effectiveness of transformational
leadership during crisis. Even though this study failed to show a direct effect of transformational
leadership to effectiveness of crisis management, this study has provided additional body of evidence
how transformational leadership is effective during crisis mediated by confident to leader.

This study also provides additional body of evidence in the literature of organization commu-
nication during crises. This study answer the challenge from Carrington et al. (2019a) to investigate
the impact of communication in organization during crises.

This study also contributes to the literature of leadership and innovation. Further confirmation of
how transformational leadership influence innovation is provided. Furthermore, this study focus to
the new type of innovation which is frugal innovation type.

(2) Practical Implication

The COVID-19 pandemic is a new type of crisis with high of uncertainty. The role of leadership
during crisis is crucial. However, what type of leadership style during crisis or even new type of
crisis is still understudied. This study provides evidence, that during crisis with high uncertainty,
transformational leadership is effective. This study gives insight to managerial that during crisis,
leadership who inspired, motivate and challenge the organization will help the effectiveness of
crisis management.

This study also provides evidence to managerial about the importance of the quality of com-
munication. In crisis management, the perceived good quality of communication will improve the
effectiveness of crisis management. Furthermore, this study also provides evidence that the
existence and effectiveness of team crisis is also critical in crisis management.

6.2. Limitation and further research

This study has several limitations. First, the evaluation of crisis management effectiveness was
evaluated as perceived effectiveness by the employees. Further study can be conducted to see the
impact of dependent variables to the hard evidence such as the real performance of the company
during crisis. The other limitation of this study is that this study did not see the impact of the crisis
to the organization. Even though some industries were hit hard, but there might be some
industries survived or even thrived. Understanding and comparing the nature of the organization
and the crisis impact will give a better understanding why crisis management was perceived good.
This study only saw transformational leadership, it did not compare with transactional leadership.
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Further study to compare the two styles for crisis situation will give better understanding on the
effectiveness of transformational leadership during crisis. The new leadership style has emerged,
which is ambidextrous leadership. Comparing ambidextrous leadership to transformational leader-
ship will also give better insight whether during crisis we need leadership beyond transformational.
In this study, all the assessments were conducted by the employees. Further study with multistage
assessors, such as leadership style is assessed by leader, crisis management effectiveness is
assessed based of real organization performance, and organization reputation is assessed by

employees and other stakeholders, can be recommended.
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Appendix 1. Measurement

Variable CODE Indicators
Transformational TRF1 | Company leader gives priority in finding new opportunities for the
Leadership company

TRF2 | Company leader always communicates clearly the short-term goals of the
Company

TRF3 | Company leader provides more motivation to employees than to control
the course of the company

TRF4 | Company leader plays an important role in the operation of the company

TRF5 | Company leader coordinates with his team in making decisions

TRF6 | Company leader looks for new perspectives in solving problems

Confident to Leader CTL1 | Company leader has high confident in dealing with crisis

CTL2 | Company leader has integrity in dealing with crisis

CTL3 | We trust our company leader to lead us through crisis

CTL4 | We satisfy on how our leader deals with crisis

Frugal Type Innovation | FIN1 | During COVID-19 crisis company innovate in producing goods that needed
by customers

FIN2 | Goods that produced has affordable price

FIN3 | Product design of goods produced by the company is met customer needs

Team Crisis TCR1 | In our company, there is crisis management team available to support
company leader in dealing with crisis

TCR2 | Crisis management team is effective in supporting our leader in dealing
with crisis

TCR3 | Crisis management team has enough competency in supporting our
leader in dealing with crisis

Communication Quality | COQ1 | During COVID 19 communication from the company was carried out in
a timely manner

€0Q2 | During COVID 19 the information provided by the company was quite
accurate

COQ3 | During COVID 19 the communication provided by the company was
judged to be sufficient in quantity (not too much and not too little)

COQ4 | During COVID 19 the communication provided by the company was
considered quite complete

COQ5 | During COVID 19 the communication provided by the company was quite
credible

Effectiveness of Crisis | ECM1 | The company run quite well during COVID-19 outbreak
Management

ECM2 | Companies are able to effectively deal with crises

ECM3 | The company will survive in facing this crisis

Company Reputation COR1 | During COVID-19 outbreak, company still can operate well enough

COR2 | Employees satisfy with all effort done by the company during COVID-19
outbreak

COR3 | There is company value which is firmly hold and shared to all employee
when dealing COVID-19 crisis

COR4 | Company is transparent in communicating during COVID-19 crisis
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Appendix 2. Covariance Matrix
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