
CHAPTER I 

 

INTRODUCTION 

1.1 Research Background 
 

Nowadays, globalization has shifted consumer preferences in globalized 

market, which in turn dominates major business environment. The current business 

condition today also copes towards more competitive strategies among businesses 

and the need for sophisticated technology, innovation and also other political and 

social factors that trigger the development of effective organizational forms (Franco 

& Matos, 2015). Globalization itself has led leaders and entrepreneurs to be more 

aware of the arising challenging environment and circumstances. In addition, 

Sakiru et al. (2013) state that firms are in need of effective leaders who understand 

the complexities of the rapidly changing global environment.  

Apart from being small in size and made up of highly fragmented and 

various industries; micro, small and medium-sized enterprises (MSMEs) are 

referred to as the “engines of growth” by economists and the “key source of 

dynamism, innovation and flexibility” in developed and developing economies 

(The Economist, 2010). MSMEs account for a large share of total enterprises and 

make significant contributions to real Gross Domestic Product (GDP) growth, new 

job creation and poverty reduction (Ng, & Kee, 2018). Indonesia has a large number 

of small and medium business sectors, around 99.91% of all companies can be 

categorized as SMEs. This category contributes about 42.24% to GDP with total 

employment absorption of 91.3 million (Shaban et al., 2014).  



 

GDP measures the monetary value of purchased goods and services in and 

out of the country, thus, it is widely known to be used as a reference for national 

and global economies wealth of a country (Callen, 2016). Furthermore, it can be 

seen in Figure 1.1 that Indonesia’s GDP rate has been increasing positively, thus 

growth of the GDP rate also means that the workers and businesses of the country 

have been developing well.  

The MSMEs mainly in Indonesia are typically led by the owners who have 

4–19 employees in running all activities in their business. Thus, the leader plays a 

key role in order to obtain a higher level of firm performance (Widianto & Harsanto 

2017). The attitudes and leadership behaviour of leaders or Chief Executive Officer 

(CEO) of the company are not only substantial for a strong influence which shape 

the functioning of small firms, but are essential ingredients in the mix of factors to 

all matters. These leaders play a vital role in making day-to-day decisions to 

enhance both short and long-term viability and financial stability of the enterprise 

Figure 1.1 Gross Domestic Product in Indonesia 

Source: The World Bank Data 

 



while communicating the firm vision with passion, especially by influencing others 

with wisdom and range of behaviours. 

With the robust economic performance and market conditions, it is argued 

that MSMEs need a leader with a sense of trustworthiness to lead people with an 

entrepreneurial drive to grow their businesses into large organizations (Prasad & 

Junni, 2016). The current condition of MSMEs is known for having to struggle with 

the risk of failure, survive downturns and evolve in an environment characterised 

by market uncertainty and unpredictability (Ng & Kee, 2018). Ng and Kee (2018) 

also mentioned that MSMEs have to struggle and compete with larger enterprises 

in a different way through product innovativeness. Ozer and Tinaztepe (2015) also 

suggested that a development of good leadership is one of the driving forces for the 

success of MSMEs in the future, and evidences suggests that inadequate leadership 

and management skills are primary factors contributing towards the failure of 

MSMEs. 

Table 1.1 The Total Number of Micro and Small Businesses Across East Java 

 

Province 

Total Number of Businesses in East Java 

2015 2014 2013 

Micro Businesses 771.185 608.774 539.320 

Small Businesses 49.659 39.932 89.786 

Source: Badan Pusat Statistik Indonesia 

As with any kind of organization, knowledge of strategic leadership is 

essential as the leadership role has become more critical and the numbers of 

businesses have increased in MSMEs. As shown in the Table 1.1, it is analyzed that 

as time goes by, the number of MSMEs, especially micro businesses in Indonesia 

has inclined rapidly. The escalating number of MSMEs illustrated here also refers 



to the increased interest of setting up new businesses that resonates with the 

enthusiasm of entrepreneurs and education of entrepreneurship has been 

implemented well. Micro enterprises in Indonesia are categorized as businesses that 

have total revenue of lower than 300 million Rupiah per capita and with less than 5 

employed workers. Meanwhile, small businesses has higher range of category 

which income per capita is lower than 1.5 billion Rupiah and total number of 

employees ranges from 5-19 people (Yean & Tambunan 2018). Startup businesses 

are considered as micro businesses since most startups consists of a maximum of 5 

employees. The MSMEs industry sector in Indonesia includes manufacturing 

activities such as foods, textile, handicrafts, footwear and many others (Yean & 

Tambunan, 2018). However, based on Table 1.1, it also shows that the number of 

small businesses in Indonesia which has declined every year which also means 

lower sustainability rate of businesses.  

Despite the critical importance of exploring the leadership style, however, 

there were only few researchers that have examined the type of leadership styles 

effective for the sake of business sustainability (Tung & Yu, 2016). Particularly, 

there is little understanding of the leadership style of business owners and its effects 

on MSMEs (Zaech & Baldegger, 2017).  

Hence, it is needed for further investigation on what leadership styles has 

been used to be able to reinvent themselves and sustain their successes in today’s 

rapidly changing technological realm and highly competitive business environment 

is needed. Especially in Surabaya, where entrepreneurship has been introduced to 

most institutions including Ciputra University where students are encouraged to set 

https://www-sciencedirect-com.ezproxy.lib.swin.edu.au/science/article/pii/S1047831017300317#bb0145
https://www-sciencedirect-com.ezproxy.lib.swin.edu.au/science/article/pii/S1047831017300317#bb0280


up businesses or start-up businesses which triggered higher competitive business 

environment. However, most business projects of students at Ciputra University 

students are in teams of people of the same academic year, which are all in the same 

stage of learning. Members of a team/ organization who have similar levels of 

education and qualifications will have a tendency to appoints someone as the team 

leader, which signifies the existence of formal leadership positions that glorifies 

inequality. The inequality referred in this context also means likely to decrease a 

leader’s potential of positive impact on the team when subordinates fail to fully 

accept differences of distribution of valued resources like status and power 

(Kearney, 2010). Kearney (2010) also mentioned, “If subordinates’ acceptance 

were absent when needed and hence it will inhibit leader’s leadership styles and 

maximal qualities of leadership”. 

Therefore, it is crucial to further research about the leadership among 

Ciputra’s University student’s projects which influences businesses in the 

circumstances of triple bottom line factors of economic, social and environmental. 

In addition, Danial and Komariah, (2006) also stated that “The role of MSMEs 

which greatly supports the economic resilience, should be balanced with effective 

leadership”. According to Bass & Bass (2008), it is popularly used by 

researcher to denote three types of leadership styles: transformational, 

transactional, and passive-avoidant leadership. 

As the roles of strategic leaders expand, we need to understand how these 

leaders have been managing their business. This study will be significant, since the 

outcomes of this study will contribute to the body of knowledge in the field of 



leadership styles in Ciputra University student’s projects. The aim of this study is 

to investigate the leadership styles of the majority of students using either one of 

the three different leadership styles; transformational, transactional and passive-

avoidant leadership style in order to help to improve the understanding of leadership 

in start-ups businesses. 

1.2 Research Problem 
a. Do the majority of Ciputra University students demonstrate 

transformational leadership style upon their projects? 

b. Do the majority of Ciputra University students demonstrate 

transactional leadership style upon their projects? 

c. Do the majority of Ciputra University students demonstrate passive-

avoidant leadership style upon their projects? 

1.3 Research Purpose 
The purpose of this research is: 

To examine the leadership styles used by most entrepreneurs or leaders 

of Ciputra university projects and also to elaborate whether transformational, 

transactional or passive-avoidant leadership style should have been further 

implemented by Ciputra university student in their projects or start-up 

businesses. 

1.4 Research Benefit 
1. Theoretical Benefit 

a. This research will be able to add a new perspective on 

entrepreneurship and to provide broader knowledge to the readers 

related to entrepreneurship.  



b. This research could be used as a basis of resource or reference for 

future research purposes of the same field. 

2. Practical Benefit 

This research will help the researcher and readers to implement suitable 

leadership style that is best to be used by the entrepreneur for the sake of 

business purposes, thus, being able to better understand the outcomes affected 

by applying either one of the leadership styles in the real life. 

1.5 Research Scope 
The research scopes are determined to ensure that this study is focused, 

which include:  

a. Examine the existing research on the adoption of several leadership 

styles including transformational leadership style, transactional 

leadership style and passive-avoidant leadership style by the 

majority of students. 

b. The research subject of the study is Ciputra University students 

majoring in Bachelor of Business, class of 2014 along with their 

established entrepreneurial projects.  

c. The research uses quantitative descriptive study. 

 


