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CHAPTER 1 

INTRODUCTION 

1.1 Background 

Every civilization grows by learning from the past. Its future is driven by 

two forces, innovation and entrepreneurships. Those traits are often found 

concurrently in a person and it would result in development via transformation of 

different sectors such as economy and social cultures (Adunka & Orna, 2018). The 

term entrepreneur, at the basic level according to Cambridge University Press and 

Oxford University, describes anyone who starts, owns or runs a business with 

uncertainties in front of them (Avolio, Radovi, & Markovi, 2016).  

In order to achieve growth, entrepreneurs as leaders must have strong 

commitments to act according to their ideas and to continuously empower 

themselves by facing challenges that are both self-given and externally given 

(Luddy, 2018). An entrepreneur as a leader has the discipline to grow businesses 

and perfect entrepreneur’s vision, without realizing it this trait is spread and 

absorbed by others. It is crucial for an entrepreneur to create a culture of free 

thinking within the environment. Ideas from a free-thinking environment can be 

collected and used by the entrepreneur. (Zinn, 2015) 

Micro Small Medium Enterprises (MSME) is an important part of 

Indonesia, because they make up more than 99% of all businesses in Indonesia. The 

accumulation of all these MSME assets and gross income however does not 

guarantee MSME can compete or be compared to a big national company in terms 

of assets and income (Thamrin, 2018). MSME is also an integral part of Indonesia’s 
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growth in terms of employment, as shown by the OECD (Organization for 

Economic Co-operation and Development) SDBS (Structural and Demographic 

Business Statistics) database, Indonesian MSMEs are smaller than the MSME 

average set by OECD. 

In 2016 these Micro and Small enterprises are able to contribute 76.3% of 

Indonesia’s overall employment and over two-thirds of the businesses have no more 

than two people employed. The overall employment during 2014 for MSMEs are 

around 97% of the total employment (OECD, 2018). MSME’s contribution towards 

GDP over the past 5 years (2013-2018) rose from 57.84% to 60.34% (kemenperin, 

2019). Less than half of Indonesians in their productive age group (aged 18-64) 

(47.7%) are willing to open up new businesses, however 47% of these potential 

entrepreneurs are afraid of the risks that comes with opening or running a new 

business which would hinder them from opening new businesses. To overcome this 
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problem OECD suggested entrepreneurs need to have positive attitudes (OECD, 

2018).  

Fear itself can be described as the feeling of being at risk or vulnerable, 

with an emphasis on the emotional fragility and incapability of an entity (Furedi, 

2018). According to Coates (2017; 109-111) Fear is a feeling. It can’t be avoided; 

can only be overcome. Alternatively, people can avoid dealing with fear or avoid 

risks.. This is the case for people with low emotional intelligence; they succumb to 

their fear and will not face their fear properly in order to cope with it. Coping is 

done by embracing fear and exposing yourself to it to gain tolerance over those 

fears. Using protection motivation theory, if a person considers a risk to be too high 

and that person considers their ability to be insufficient, they would choose to avoid 

it. (Gerrig et al, 2015) 

Effective leadership is one of the most important variables that determine 

organizational success. According to Madanchian & Taherdoost (2017), leadership 

role is important for organizational growth and development because of a leader’s 

impact to business results. In this highly competitive world, a leader’s ability to 

mobilize individual commitment and create a positive environment that motivates 

each other within a time span is crucial for success. A leader is able to understand 

where a person should be, see people’s potential and evoke it to its maximum 

potential (Ubah, 2016). A great leader is able to bring out others’ potential to 

become something greater even if the individual does not know it. Poor leadership 

would cause more problems and could lead to organizational failures of businesses. 

(Cooper, 2018).  
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Leadership is a difficult task since it involves interacting with other 

members within the organization. It is emotionally challenging and exhausting to 

control your own emotion and also others’ emotion. The amount of emotions a 

person can handle depends on emotional intelligence. An effective leader is able to 

take on different leadership styles to suit different situations and individuals. (Ubah, 

2016). The greatest tool of an effective leader is their ability in being aware of 

themselves and others, which would become their tool to develop themselves and 

others. In order to reach the set visions, leaders cannot act alone; leaders require 

other people to help them. (Abernerthy & Dahlberg, 2018).  

Emotional Intelligence (EI) has been argued to have an effect on 

performance. (Rezvani, Khosravi, & Ashkanasy, 2018). Emotional Intelligence 

would create an effective leader. (Cooper, 2018). Given the stressfulness of the 

business environment, Emotional Intelligence is important for individual’s well-

being and performance within the organization (Sánchez-Álvarez et al, 2015). 

People with low EI would suffer greatly from change. Conversely people who have 

medium to high EI are able to properly use and control their emotions and are more 

capable in facing changes that are happening. High EI people does this by having a 

positive outlook, inwardly facing change with calm and also giving that aura to 

others (Ali et al, 2018). This is supported by (Crossan, Byrne, & Seijts, 2017), when 

people are challenged physically, or emotionally, they would have what is called 

accommodation learning. This means problems occurring in the organization would 

be used by the members as a way to learn, and if a leader is able to give out this 

challenge, it could become an organizational learning. The ability that EI has on 
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reading, conveying and understanding emotions of others would lead to more 

profitability for businesses and managers or leaders are able to boost employees’ 

morale and improve their effectiveness within an organization (Fubara, 2018). 

Ciputra University is an entrepreneurial university, which means its 

students are taught to become world-class entrepreneurs to fit the university’s 

vision. Students are taught this by having their entrepreneurial traits trained from 

the moment students enter the 1st semester project and throughout the 2nd to 5th 

semesters or 7th for some majors. Students went through projects where students 

must open up a business. The university provides lecturers or facilitators to help 

guide the students to become successful entrepreneurs. Businesses in Ciputra 

University varies in success, while some are successful some failed and disbanded. 

The risk of failing could deter Ciputra University student’s ability in opening up a 

successful business. There is also the problem of working with numerous people 

within and outside of the project, which means they would need to be able to work 

well with others and find others with the same goals. Emotional Intelligence and 

Transformational Leadership would help these students raise their confidence, 

willingness to take more risks ahead of them, and grow together to achieve their 

goals. 

1.2 Problem Statement 

1. Does Emotional Intelligence have a significant impact towards MSME 

Success? 

2. Does Transformational Leadership have a significant impact towards 

MSME success? 
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1.3 Research Objective 

1. To understand the impact of Emotional Intelligence towards MSME 

success. 

2. To understand the impact of transformational leadership towards 

MSME success. 

1.4 Research Benefit 

1.4.1 Theoretical Benefit 

It can serve as a reference for future research on the impact of emotional 

intelligence and transformational leadership on the success of MSME 

1.4.2 Practical Benefit 

For Researcher 

    This research can give the writer knowledge on whether emotional 

intelligence and transformational leadership have impact towards MSME’s 

success and can be used as the writer’s reference in the future. 

For Reader  

This research can give the readers knowledge and references on whether 

emotional intelligence and transformational leadership have impact towards 

MSME’s success. 

1.5 Research Scope 

The scope of this research is limited to batch of 2015 to 2016 students in 

Ciputra University who have a successful business for 2 years and will be 

completed in 4 months ranging from February 2019 to May 2019.


