
1 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 
 

AFBE 2015 CONFERENCE 
PAPERS 

– 
Udayana 

University 

 
 
 
 

ISSN 1905-8055 
  



2 

 

TABLE OF CONTENTS 
 

PUBLIC SERVICES MODEL IN VOCATIONAL HIGH SCHOOL AT KENDARI, SOUTHEAST 
SULAWESI, INDONESIA 
Jamal Bake 
Rola Pola Anto 
 

6 

STUDENTS’ PRIDE IN HIGHER EDUCATION SERVICE CONTEXT: A MARKETING PERSPECTIVE 
Joseph Robert Daniel 
 

20 

ENTREPRENEURSHIP AND ECONOMIC TRANSFORMATION (CASE STUDY: BLIMBINGSARI 
COMMUNITY) 
Wayan Ruspendi Junaedi 
 

46 

PRACTICE ENTREPRENEURSHIP AMONG STUDENTS AS A FORM OF PREPARATION THE 
ASEAN ECONOMIC COMMUNITY IN 2015 (CASE STUDY ON THREE STUDENTS DIPLOMA 
PROGRAM UNIVERSITYOF BUSINESS AND ENTREPRENEURSHIP 2015 JAKARTA 
GUNADARMA) 
Dassaad, SE 
Mulatsih, SE 

 

59 

ENTREPRENEUR STUDENT’S CREATED MODEL BASED ON BUSINESS INCUBATOR AT STATE 
POLYTECHNIC OF SRIWIJAYA   
Bainil Yulina 
Pridson Mandiangan 
Indah Indra Andi 
 

75 

THE APPLICATION OF GREEN BEHAVIOR: ‘GO GREEN’ FOR CAMPUS THROUGH PLASTIC 
WASTE MANAGEMENT FOR UNIVERSITY IN SOUTH KALIMANTAN REGION 
Hastin Umi Anisah, 
Wimby Wandary, 
Tinik Sugiati 

 

98 

ETHICS AS THE BASIS FOR INCREASING ROLE OF HUMAN RESOURCE MANAGEMENT 
STRATEGIES IN THE PUBLIC SERVICE 
Yulia Hambo 
Gita Amalia 

 

108 

MODERATOR VARIABLE IDENTIFICATION AND ANALYSIS OF RELATIONSHIP SATISFACTION 
AND LOYALTY (STUDY IN ISLAMIC BANK CUSTOMERS IN CENTRAL JAVA) 
Mokhamad Arwani 
Marthin Nanere 

 

114 

ANTECEDENTS CUSTOMERS BANKING LOYALTY 
Dwy Puspitasari 
Mokhamad Arwani 
Suprehatin 
Marthin Nanere 
 

123 



3 

 

 
AN EXPLORATORY STUDY ON CONSUMERS’ BEHAVIOR OF CANANG IN BALI: THE 
IMPLEMENTATION OF SOCIAL MARKETING CONCEPT TOWARDS ECO-FRIENDLY 
BEHAVIOR 
Ni Wayan Sri Suprapti 
Ni Ketut Purnawati 
Ni Made Rastini 
Sudarsana Arka 
Eka Ardhani Sisdyani 

 

137 

STRATEGY FOR WOODEN CRAFT INDUSTRY DEVELOPMENT IN GIANYAR REGENCY 
Gusti Ayu Ketut Giantari 
Ni Wayan Ekawati 
Komang Ardana 
Made Jatra 

 

150 

SOCIAL MEDIA: BRINGING REAL WORLD PRACTICES INTO BUSINESS EDUCATION AND 
LEARNING 
Harriet Perryer 

 

163 

SPATIAL ANALYSIS TO DETERMINE OPTIMAL LOCATION FOR RETAIL STORE IN SLEMAN 
DISTRICT, SPECIAL REGION OF YOGYAKARTA PROVINCE 
Sa’duddin 
Kuncoro Harto Widodo 

 

168 

AN ANALYSIS OF FACTORS INFLUENCING REGIONAL ECONOMIC DEVELOPMENT: A CASE 
STUDY ON THE ECONOMIC DEVELOPMENT OF THE SPECIAL REGION OF YOGYAKARTA, 
INDONESIA 
Fitra Prasapawidya Purna 
Didin Wahyudin 
Imamudin Yuliadi 
Wahdi Salasi April Yudhi 

 

174 

BUSINESS MANAGEMENT AND NATIONAL CULTURE IN MONGOLIA: A LITERATURE 
REVIEW 
Bolormaa Boldbaatar 

 

190 

EFFECT OF MINUMUM WAGE, GDP AND POPULATION AGAINST OPEN UNEMPLOYMENT 
RATE IN WEST JAVA IN 2010-2013 
Helin Garlinia Y 

 

199 

OPTIMIZING DIGITAL MARKETING STRATEGY THROUGH CUSTOMIZATION SYSTEM 
DEVELOPMENT FOR OUTFIDES 
R. Dewintha Nur Annisa 
Intan Rizky Mutiaz 

 
 
 
 
 

210 

mailto:imamudin2006@yahoo.co.id


4 

 

SMALL MEDIUM ENTERPRISE (SMES) DEVELOPMENT STRATEGY IN ENHANCING THE 
LOCAL COMPETITIVENESS BY USING CLUSTER MANAGEMENT APPLICATION 
Mochamad Edris 

M. Zainuri 

Mamik Indaryani 

Marthin Nanere 
 

231 

THE INFLUENCE OF SERVICE MARKETING MIX TOWARD STUDENTS DECISIONS TO STUDY 
AT THE CENTER FOR COMPUTING INFORMATION AND TECHNOLOGY FAKULTAS TEKNIK 
UNIVERSITAS INDONESIA 
Siska Purnama Manurung 

Ikhlas Nurzaman 
Tasya Aspiranti 

 

242 

EMPOWERMENT MODEL OF BUSINESS OWNED BY WOMEN IN INFORMAL SECTOR: CASE 
IN YOGYAKARTA PROVINCE, INDONESIA 
Sauptika Kancana 
Puji Lestari 

 

253 

THE INFLUENCE OF ENTREPRENEUR BEHAVIOR, BUSINESS MOTIVATION AND 
MANAGERIAL ABILITY TOWARD THE BUSINESS PERFORMANCE AND ITS IMPLICATION ON 
THEIR BUSINESS SUSTAINABILITY (STUDY ON SMALL SCALE BUSINESSES IN KENDARI CITY) 
Mahmudin AS 
Muslimin 
Mansyur  Asri 
Muhidin 
Sharman 

 

267 

THE INFLUENCE OF OPERATIONAL FLEXIBILITY CAPABILITIES TOWARD TRUST (STUDY AT 
SMALL AND MICRO ENTERPRISE) 
Wirdah Irawati, SE.   
Yurnalis 

 

280 

THE EFFECT OF ORGANIZATIONAL JUSTICE ON JOB SATISFACTION AND 
ORGANIZATIONAL COMMITMENT  
Lino Da Silva Saldanha 
Wayan Gede Supartha 
Gede Riana 

 

290 

DATA ENVELOPMENT ANALYSIS METHOD TO ESTIMATE STOCK RETURN IN BANKING 
FIRMS 
Joni Devitra 

 

301 

INTEGRATION OF ASEAN 5 +3 STOCK MARKETS AND RELATIONSHIP BETWEEN STOCK 
MARKETS WITH EXCHANGE RATE AND CRUDE OIL 
Umi Mujahadah 

 

318 

TESTING PECKING ORDER THEORY AND TRADE OFF THEORY MODELS IN PUBLIC 
COMPANIES IN INDONESIA 
Arief Yulianto Notonegoro 

339 



5 

 

 
CREATIVITY AND INNOVATION: CONTRIBUTION OF EMPLOYEE EMPOWERMENT AND 
ASTA BRATA LEADERSHIP  
Desak Ketut Sintaasih 
Ayu Desi Indrawati 
Ni Wayan Mujiati 
 
 

350 

BRIDGING THE GAP BETWEEN PROFESSIONAL ACCOUNTANT AND SMALL MEDIUM 
ENTERPRISE: INDONESIA CASE  
Novita Puspasari 
Agus Faturrokhman 
Kiky Sri Rejeki  
Margani Pinasti  

 

378 

BUDGETING ADMINISTRATION OF AUTONOMOUS UNIVERSITIES 
Wasan Kanchanamukda 

 

390 

DESIGNING PERFORMANCE MANAGEMENT SYSTEM USING THE BALANCED SCORECARD 
METHOD IN NON-PROFIT ORGANIZATION (STUDY CASE: NGO X) 
Dara Maisarah 

 

402 

THE EFFECT OF HUMAN RELATION ON EMPLOYEE PERFORMANCE AT FACULTY OF 
ECONOMICS OF SYIAH KUALA UNIVERSITY 
Yurnalis 
Wirdah Irawati 

 

426 

THE MEDIATING ROLE OF ORGANIZATIONAL COMMITMENT: RELATIONSHIP BETWEEN 
JOB SATISFACTION AND INTENTION TO QUIT 
Gusti Ayu Putu Wita Indrayani 
Gede Riana 

 

445 

MANAGING EXECUTIVE EDUCATION IN VIETNAM – A SWISS PERSPECTIVE 
Tobias Hüttche 
Uta Milow 

 

460 

 
 
 
 
 
 
 
 
  



6 

 

PUBLICSERVICES MODEL IN VOCATIONAL HIGH SCHOOL  

AT KENDARI,SOUTHEAST SULAWESI, INDONESIA 

 

By Jamal Bake  

(Halu Oleo University) 

Elsikapi2002@yahoo.com 

 

RolaPolaAnto 

(Halu Oleo University)  

(rola.polaanto70@gmail.com)  

 

ABSTRACT 

 

 Division of roles between the government and the community in the 

organization within the public service in vocational school is still not clear. This is 

not yet have an impact on and the responsibility he explained the each party in this 

financing, providing personnel, the curriculum with, legality of the organization 

and management in vocational high school.Lack of educational facilities in 

Vocational High School (VHS) is still an important issue in improving the quality 

of education, especially  atKendari.  

 According to Savas, E.S. (1997), there are several models in public 

service settings that government service, governmentvending, intergovernment 

agreement, contracting, franchising, grants, vouchers, market, voluntary and 

selfservice.  

 Research aims is to describe public services model in the VHS at Kendari 

practice which is managed by the government (state school) as well as by the 

foundation  (private schools). Data collection will be done through interviews and 

focus group discussions with the school management and study documents. 

 Results, the public services model in state VHS of different with 

privateVHS. In the state VHS, a source of financing,most of the 83.50% comes 

from the government, and 16.50% comes from public funds school management 

and education curriculum set up and carried out by the government, it means is a 

government service model. In private VHS, a source of financing most of the 

14.79% comes from the government, and 85.21% comes from public/private 

funds, that is voluntary and selfservice model in education funding. In VHS, the 

manual education services both curriculum and administration standard refers to 

standard of vocational education from central government, and its implementation 

is controlled by the local government, in terms servicesmodelembraced a 

franchising. 

 

Key words: Public ServicesModel and  Vocational Education. 

 

 

A. Background 

 

 In this time in Indonesia are trying to improve the quality of human 

resources through education in a fair and open to all people of Indonesia. This was 

done in order to realize the goal macro-level education in Indonesia, namely 

mailto:Elsikapi2002@yahoo.com
mailto:rola.polaanto70@gmail.com
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develop the intellectual life of the nation. To be able to achieve the aim of 

education meant, the one of the principles of national education namely education 

was held in a democratic and equitable and non-discriminative with respect 

human rights, religious values, cultural values, and the pluralistic nation (Danim, 

2010: 175). 

 Indonesian government's goal to improve the quality of human resources 

among others laid out in the Law No. 20 of 2003 on the National Education 

System, (Article 11 verse 1 and 2) explained that the government and local 

governments are obliged to provide services and relaxation and ensure holding a 

quality education for every citizen of without discrimination. 

 All this time, problems that need to be addressed in the fields of education 

is that there are still discrimination, still levy fees that will be charged to the 

disciples, and low quality graduates from education in every level education units, 

and especially school education. The quality of education is a must. Availability 

the budget, facilities and infrastructure, education facilities, the curriculum and 

management school management is the important thing to create a graduate school 

that has high quality, has the competency and is ready to enter world safety. 

 In fact, the role of government in shouldered education in vocational high 

school is not yet continuously, affecting the low quality graduates. Lack of 

government services to facilities and infrastructure that owned Vocational High 

School (VHS) up to now, there is an important issue in order to increase the 

quality of education atKendari.  

In KendariVHScontinues to grow. In 2015 according to data City education 

Service 23  school, is composed of 6 state schools of 16 private schools, 

everything is responsible for providing services in the fields of vocational 

education. The presence community (private) is very important in participate to 

organnized a vocational education. But there are still not clear division of roles 

between the government and the community (private) in education services 

vocational schools. Division of roles In the case that there is a and the 

responsibilities between the government and people related to education 

vocational training such as financing, providing personnel, the curriculum, 

legality and management schools are expected to be able to determine the quality 

education in vocational schools in the area. A model public services that are 

appropriate related to people's participation (private) in education in vocational 

schools can affect quality of its graduates that are produced. 

 

B.  The Problems 

The Research Problems: 1) How public services model in Vokational High School 

(VHS)atKendari?; 2) Are there any differences of  the public services model in the 

state VHSand privateVHSat Kendari seen to the financingaspect, providing 

personnel, the curriculum, and school management? 

 

C. The Purpose Research 

1) Describe and analyze public services model in VHSatKendari;  

2)Describe and analyze the difference public services model in State VHS and 

Private VHSatKendari seen from the aspect financing, providing personnel, the 

curriculum, and the school management. 
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D. Theory AndConcept  

1. Public Service Model 

 According to Gronroos (1990: 27) service is a "such or a series activity 

that is not all too obvious (can't be touch) that happened as a result of the 

interaction between consumers and its employees or in things is provided by the 

organization service provider that was meant to solve problems 

customer/user".Warella (2004: 18) said that the ministry is as an act, a 

performance or a business. However, this emphasis on service as an act, 

performance and business each organization. The statement that was relevant by 

Ivancevich, et.al (1997: 449) that "service is the products that are not invisible 

(can't be touch) involving business people and using the equipment". 

 Public services related with accomplishing accountability and 

responsibility of the government. According to Sinambela. (2005: 5) public 

service is every activities of government that will be done to some people to meet 

the needs for the benefit activity or a group and offers customer satisfaction even 

though the results are not tied to a physical onea product. According to Widodo 

(2001: 270-271), public service as a professional service is characterizedby 

accountability and responsibility of the service provider that government 

apparatus or which was facilitated by the government to provide services to the 

community. Government bureaucracies as an organization that function and have 

responsibility to providing facilities and providing services to the public. 

 Salusu. J (1996: 8) said, that public function of the government is set up, 

organizing, provide facilities for the creation and guarantees public service (public 

service), both by the government as well as non-government institution which was 

given a mandate to carry out public services. In order to satisfy needs of society in 

an effective and efficient and public services should not only by the government, 

but it should be given authority to the private to be involved in public services, the 

so-called privatization. 

 According to Savas (1987) privatization measures is to reduce the role of 

government and private role in public services. There are several models public 

services is associated with the role government organizations and the private 

sector, namely: 

(1) Government service, is a public service model, where the government to take 

their duties and roles and responsibilities in providing services, ranging from a 

number of rules, make and carry out an instrument with a high standard of 

services, provide facilities, provide the fund, providing salary to a civil servant, 

providing services in accordance with the requirements community and managing 

organization that hold public services. In this model, there is no participation of 

private sector to third parties (people) in providing services, all things are done by 

the government; 

(2) Government vending, is one of the service setting where government to 

provide funds or the budget for the public service, and aturanyang become 

reference while fest being handed over to other parties to produce goods and 

services in accordance with the requirements public. As an example the 

government has prepared the budget for water, in this case, the government 

provides/ produces the service and the people use if the service has an obligation 

to pay for services that have been given. A Profitable organization in public 

services model is no government intervention, the Manager for the private sector 
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or civil society organizations (foundation) parties that are believed to be the 

government has a role in managing organization public services. The government 

vending, the government to make the rules and regulations in supervising the 

public service was held by private companies or the foundation ditununjuk by the 

government. Private companies or foundation organized public service based on 

the rule that is, provides or produce goods and services and distribute goods and 

services public public according to the standard made by the government will 

provide justice in public services. 

(3) Intergovermental agreement; is the public services model, that will be done is 

based on the agreement between government officials that related to both central 

government with one another (national) , between national government and local 

government, between local government and local government one another, and 

inter executive elements of governance in the region. If the central and regional 

governments involved, a profitable service and supervision will be done by the 

central government, while the local administration carrying out and to provide a 

report; If involving local government interregional government with one another, 

the central government mengkordinasikan agreement between local government. 

Kewenengan in a profitable service, financing, organising service and personnel 

and goods and services supplying public services is made on the agreement with 

inter-government blood that are involved in public services. 

(4) Contracting, is a model for the public services with contract system. The 

government mengontrakan holding public services to the other party (private or 

community) who are interested to take over the role service, by taking advantage 

for services that given. This was done because of limited government in providing 

services. The Government would only make regulations on service 

implementation. 

(5) Franchising model a profitable services which the organization public services 

is controlled by head office. The people who wish to be involved in public service 

must receive recognition or legality of head office, with the system fee or a 

commitment to the system for the result or compensation. Decentralization public 

services through francashing can take all aspects or some aspects of service 

management from service system that is controlled head office to ensure quality 

of service that same uniform in every line service. In this setting where the 

government gave authority to a private company that has a quality standard that is 

identical to that required by the government to provide services to the people, and 

the people pay for the services provided. 

(6) Grants, is a public service model, where the government to help (subsidies) 

funding to the private sector or community organizations that have played a role 

in providing public services to improve the service quality to the community. In 

this model government or consumer given the authority to private companies or 

community organizations to the event services suitable needs of society and is still 

to ensure that quality of service in accordance with whom he by both the 

government and by the community. 

(7) Vouchers; service system model by using vouchers is not much different from 

a profitable service by using grant, the purpose of which is helping people as 

consumers. The government gives subsidy In its organising directly to the 

consumer (medical card free of charge) and consumer has the authority to appoint 

a company will provide services to work their needs. The Government or the 
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public finance service, which was held, here corporate services according to the 

standard that determined by the government. 

(8) Market; this model, assumes a principle service where goods and services are 

status. The process to get service through market mechanisms, there is a side 

goods manufacturers and service needs of the society and consumers who need 

work and legal services. Someone who is going to get work needs and services 

need to buy according to ability that has been owned. Those who have paid great 

can enjoy quality service, while for those who have a limited ability can enjoy 

quality of service less in accordance with nominal that has been paid to get goods 

and services public that is needed. Financing services is done by the consumer 

directly. In relation to this role of the government is to provide regulations that 

restrict arbitrariness and monopili by certain parties in the public service. 

(9) Voluntary arrangement, a profitable service is done by social organization 

community needs in. Social organization who voluntarily to provide service 

directly to the community without any intervention of the government and the role 

and private sector. Voluntary arrangement there are two models, the first of which 

are services that directly conducted by social organizations to the community as a 

decomposed above and the second is services done by social organization but not 

directly. 

(10) Self-Service. Is a model service where most goods and services needs needs 

of the society is prepared to be handled by individuals or the community (self-

service), without the role and the government or private sector. 

 

2. Vocational Education Services 

 In the Law No. 20 of 2003 on the National Education System (article 15), 

explained that vocational high school is "secondary education are preparing 

students mainly in their respective fields particular".  Whereas Article 38 which 

states that basic framework and the structure curriculum for elementary and 

secondary determined by the government through the National Education 

Standards Agency (NESA). 

 Vocational High School  (VHS) is the educational institutions have a goal 

to prepare to labor and become self-sufficient to give priority to what was actually 

abilities and skills in a particular area they planed to use. Djojonegoro (1999) said, 

the benchmark vocational education efficient is (a) prepare students to type of 

work that is based on their need for labor and (b) The students get the work in 

accordance with skills training. Considerant like that indicates the importance of 

secondary education system that was carried out on the principle partnership, 

especially how relate to competency with the industry as the target working world. 

 The aim of vocational school is to prepare students to have competency 

teenage vocational training in certain areas so that at once to be able to work in 

order to the future and to welfare of the nation. For that, students must supplied 

and practical skills scientific theory, also patterns of behavior and attitude social 

and political expectation certain, and it was all absolutely necessary for our 

provision are precious to be successful in order to enter the world, both as workers 

in the company or as entrepreneur who are independent and to become members 

of the community who were responsible for (Schiopepers and Patriana,1994).  

Vocational Education has different characteristics with public education, in terms 

of education, substantial criteria lessons, and the graduates. That Criteria 
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vocational education must be owned by: (1) Orientation in the working world 

individual performance; (2) Justification in real in the field; (3) Focus on the 

curriculum in these aspects impact, affective, and cognitive; (4) The measure the 

success not only limited in the school, and (5) Sensitivity to the development 

work world; (6) Requires a sufficient infrastructure facilities, and (7) the support 

of the society, Financ & Crunkilton, in Sonhaji (2000). 

 Sallis (1993:280) refers to human beings that education is the service in 

the form cultural process. This sense be implicated in the existence of input 

(input) and the exodus (output).  The students' feedback can be infrastructure 

facilities, damaging learning facilities including other environment, while output 

is a graduate or alumni, who later became a quality, considering education 

products is services, and quality services education very much depends on what 

the attitude service provider in the field and the expectations user education 

services. This means services education is not tangible objects (intangible directly, 

but a qualitative quality/education services can be seen from soft indicators such 

as concern and attention on the desire to /hope and customer satisfaction 

education services. 

 In the context of good education macro-level (country) as well as in micro-

level (a) financing is the key element that must be in place. As an example the 

government of the Republic of Indonesia in accordance with the mandate Undang-

Undang each year has launched education budget allocation of minimum 20 

percent of the total budget revenues and expenditure of the State Budget, also said 

the government areas each year to set a budget for education such as for the salary 

of teachers and educators other salary in the region. In the context institution or 

organization, the school every year draw up a budget and income school budget 

that shows how planning revenue and fees for operational activities using school. 

The bill use methods described in the field of education funding. Thus at all levels 

of education funding is a very important to guarantee to the 

educationimplementation. 

 Education  finance as the cost of education is budgetair namely that is 

taken and spent by the school as an institution. This means that, for the education 

expenses that are budgetair and non-budgetair costs of education, including in the 

sense in general meaning. Education costs while understanding that is 

nonbudgetair is for the education expenses that spent by the disciples, or 

parents/family expenses and educational opportunities (Fattah, 2006:23).The 

budget for education consists of two side of the relation to one another, namely 

the acceptance and the budget expenditures to achieve the educational goals. Still 

in the same book according to Fattah (2006:23) Budget acceptance is the revenues 

every year by the schools from various sources official and  bace on a 

regularreceived. 

 

E. Research Methods 

 Research methods use qualitative approach, it was done in schools and 

Vocational Education and the Ministry and Cultural Kendari. Informant heads of 

organizations an Department of Education and Culture Kendari, and the heads of 

vocational school. Data Collection will be done through interviews, 

documentsstudy and focused groups discussion (FGD). Data analysis was using a 



12 

 

model description prsentase and analysis of information using a model interactive 

(Miles and Huberman on, 1992:20; and Silalahi, 2009: 338). 

 

F. Result 

1. The Description Vocational High School in Kendari 

 Vocational High School (VHS) in Kendari can be classified into two 

categories namely State VHS and Private VHS. As a whole VHS in the safety of 

Educational and Cultural Kendari there are 22 vocational high school, as's was in 

Table 1. 

 

Table 1 List of Names, status, the Number of State and private vocational high 

school in Kendari, 2015. 

Nu. School Name Status 

1 VHS I Kendari  State School  

2 VHS II Kendari State School  

3 VHS III Kendari State School  

4 VHS IV Kendari State School  

5 VHS V Kendari State School  

6 VHS VI Kendari State School  

7 VHS Husada Kendari   Private school 

8 VHS Live Skill Kendari   Private school 

9 VHS Mine Nusantara Kendari   Private school 

10 VHS Panca Marga Kendari  Private school 

11 VHS Cruise Ship Samudra Kendari   Private school 

12 VHS Sailing Kendari  Private school 

13 VHS Indonesia Kendari  Private school 

14 VHS Maritime and Fishery  Private school 

15 VHS Satria Kendari  Private school 

16 VHS Earth Moral StandardsKendari  Private school 

17 VHS ForestryKendari  Private school 

18 VHS Shoot Husada Kendari  Private school 

19 VHS Eka Bhakti Kendari  Private school 

20 VHS Health Mandonga  Private school 

21 VHS SincerityKendari  Private school 

22 VHS AzadiracthaKendari  Private school 

23 VHS Telkom Kendari  Private school 

 Source: Department of Education and Culture, Kendari, Mey 2015 

(processed) 

 Table 1 shows amount of VHSat Kendari as many as 23, which serves as a 

goverenment as much as 6 schools (26.89 percent) and managed by private or 

foundation as many as 17 schools (73.91 percent).  Data suggest that interest of 

the public through the foundation for the private sector to school education is very 

high. It is related to the consciousness, the experiences and the fact that during 

this VHS graduate produce human resources who are ready to work in accordance 

with the competencies and expertise in each of them. A private VHSat Kendari 

describes as the following: 
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.... we are interested in and want to develop vocational school, because the 

need the market to ready-to-use labor in the field of technical, us, and opened 

Vocational High School, mine is intended to fulfill the market will labor 

mining sector .... mining sector such as nickel and other minerals are the 

mainstays Southeast Sulawesi region ... (Interview, 2015) 

 With regard to this, the Department of Education and Culture Kendari pay 

attention to VHS which is managed by the public or private schools, the 

monitoring and evaluation of school management, especially in relation to the 

development curriculum learning. Learning curriculum tailored to provide the 

market, in addition to remain consistent in implementing that serves as a guideline 

national curriculum in the event Vocational High School. One informant said as 

that: 

.... there is freedom the management of the school to formulate a curriculum 

for expertise as local content of the components bagiaan. But the education is 

still monitor so that private vocational high school to be consistent education 

vocational training in a professional manner in line with its mission resources 

that provides ready-to-use in more sectors, such as mining, fishing, tourism, 

health and other (interview, 2015). 

 The information management insisted that the school will be done by 

every VHS  but in the execution receive supervision from the Department of 

Education and Culture Kendari as coach and manager in organising the local 

vocational schools. 

. 

2. The Students 

 Data in vocational high school in Kendari period in 2015 as many as 6,094 

students who are spread out in state VHS and private VHS. On the data is describe 

that the number of students in state VHS far more than the number of students 

who attended the education in private VHS. It can be seen in table 2 

 

Table 2  Number of students who attended the State HS and Private VHS 

Schools at Kendari, 2015. 

VHS Status Amount  

(Unit) 

Number of students  

(person) 

Percent 

(%) 

State  6 4.369 71,69  

Private/Foundation 17 1.725 28,31 

 Total  23 6.094 100.00 

 Source: Department of Education dan Culture,Kendari, May 2015 

(processed) 

 Table 2 shows that from 6,094 vocational school students in Kendari there 

are 4,369 students (71.69 percent) is a student at State Vocational School and as 

many as 1,725 students (28.31 percent) students in private vocational high school. 

That shows people's progress through education that the interest in vocational 

high school in the City is still dominant in schools. The causal factor: 1) facilities 

and infrastructure that available more complete and sufficient; 2) teachers and 

education workers a reasonable cost of education; 3) cheaper; 4) have trust of the 

community because it has been famous and managed by the government. 

Interviews with various aspects stakeholders revealed the cause, why number of 

private vocational high school students still a little bit, because: 1) have not had a 
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name that state vocational school; 2) Prodi opened limited, average of only 1 to 2 

studies program; 3) facilities is still limited; 4) Number of personnel still less; 5) 

Quality still doubted by the community; 6) is still a last resort for the community; 

7) financing is still minim, depending on the ability foundation which is also 

limited. In fact, there is some private vocational high school that was established 

in the hope that they will be able to get support funding from the government 

(central and regional level).  That means that This they can only exist if getting 

funding support from the government. 

 

3. Teachers  

 Amost important elements in education services in Vocational High 

School (VHS) is the availability teachers (teacher).  Without the teachers either 

kuanitas and quality, learning process will not be accomplished. The picture 

availability vocational school teachers in Kendari served in table 3. 

 

Table 3 School status, the number of schools, the Number of Teachers and the 

Status Teachers In Vocational High School at Kendari, 2015. 

VHS 

Status  

 

Amount 

(unit)  

Teachers Status Total 

Permanent Non Permnent 

Person % Person % Person % 

State  6 403 86,48 63 13,52 466 100,00 

Private 17 68 42,24 93 57,76 161 100,00 

Total 23 471 75,12 156 24,88 627 100,00 

 Source:  Deparment of Education and Culture Kendari, Mey 2015 

(processed)  

 

 Table 3 shows that from 466 teachers in the State VHSat Kendari there are 

403 teachers (86.48 percent ) bersatus teachers are still and as many as 63 people 

teachers (13, 52 percent ) bersatus teachers. While the number of teachers in 

private vocational high school as many as 161 people, there are 68 teachers (42.24 

percent) with the status teachers are still and as many as 93 people (57, 76 percent 

) are temporary teachers on. Data was shows that the State Vocational School has 

been using teachers with Public Servant status power of the Civil Servant, only a 

few using non-permanent teachers. While in private vocational high school is still 

largely dependent on teachers on the teachers from State VHS that teaches private 

vocational high school or teacher in a year by the foundation. 

 The process for the redeployment of teachers in the VHS Kendari was the 

authority of Department of Education and Culture Kendari. Support personnel 

started to their attention by placing civil servant teachers to be teachers is still in 

private VHS, although it has not yet fully carried out. There are still private 

vocational high school teachers who do not receive civil servant allocation. For 

allocating teachers civil servants in private VHS showing a commitment by the 

city govermnent in order to support private VHS that is to reduce the burden 

foundation in financing teachers' salary, as well as to ensure quality of learning in 

private VHS in order to state VHS. This shows that local governments lack of 

commitment in developing the quality of vocational education at the local level. 
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4. The Models of  Education Services 

a. Financing Source  

 Vocational High School (VHS) at Kendari should be supported by human 

resource availability or budget financing to make all the process of learning in 

school. Availability the budget schools used to complete all facilities, equipment 

and infrastructure in teaching and learning in vocational high school in the City 

Kendari. Source of funds and the financing that is allocated to meet the needs 

school budgets (budgets) in Kendari can be seen in table 4 as follows: 

 

Table 4 Source of Financing of Vocational High Schoolin, Kendari Vocational, 

2015 
School Financing Source 

State 

VHS 

Local 

Government 

Budget 

School Operational 

Assistance (Central 

Government) 

Operational 

Costs Education 

(Central 

Governmen) 

Social 

Assistance 

(Government) 

People 

Through The 

School 

Commite 

Private 

VHS 

Foundation; 

Fund School 

Operational 

Assistance 

School Operational 

Cost Assistance;  

(Central 

Government)  

Operational 

Costs Education 

(Central 

Governmen) 

Social 

Assistance  

(Comunnity) 

Education 

Development  

Donations 

 Source:  Deparment of Education and Culture, Kendari City, Mey 2015 

(processed)  

 

 Table 4 shows that a source of financing the State Vocational High School 

at Kendari: (1) funds regularly, (2) School Operational Assistance and (3) 

Operational costs for Education. These three kinds of assistance funding is 

increased for the service quality education in Vocational High School from the 

central government to increase the facilities and schoolinfrastructure. In addition, 

State Vocational School as a source of public funds through the school. School 

committee Fund, from the students used to improve development of means and 

schools facilities in order to realize that are convenient, education services fair and 

transparent. In private VHS financing sources from the government to increase the 

facilities and infrastructure: (1) School Operational Cost from central government; 

2) Operational support education both are called grant. In addition, private VHS 

has get routine of the foundation, donations from the students is an artist 

Donations Development of Education (self-service), and help from Local Non-

Governmental Organizations that cannot be binding (Voluntary) to support 

funding for private VHS. 

 The difference is prominent in education services in vocational high 

school in Kendari was the regular budget from the state budget City to State VHS 

that given every month, while private VHS did not get funds from the central 

government and routine budget from the City Government Kendari. The event 

school education Funding in Kendari is used to meet the facilities and 

infrastructure, stationary and other operasional. 

Composition source of financing State VHS in Kendari from the government in 

the amount of 75.27 percent (through the School Operational Assistent, Social 

Assistent, help for the poor students, the Fund EOA, ProvinceBudget, funds from 

the regional routine budget city covernmen. The concept is according to Savas 

called government service where government to provide all facilities for education 
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service, starting from the building, operational funds, the salary, curriculum and 

management of school. Funds from the community or the student fee of 24.73 

percent through school committee fund to support the fulfillment needs of the 

school called the self-service. 

 A source of financing Private VHS has three sources from the fund of 

63.31 percent, from total needs, from the community (0.09 percent), from the 

parents of the students through Education Development Donation (3.96 percent).  

Government aid (grant) was 32.63 percent. A source of financing from the 

government as the school operational assistent, Social Assistent, help for poor 

students, the Fund Education Operational Assistent (Provincial Government). The 

pattern financing the government in private VHS at Kendari adheres to grant 

model where the government only provides subsidies to school budgets, most 

stems from the foundation and donations from the community does not bind 

(voluntary) and mandatory fee students (self-service). 

 

b. Assets Source  

 Overall average total assets owned State Vocational School in Kendari, 

83.5 percent rise by APBN, from the government budget, the Asian Development 

Bank (ADB Province, BOP, a building (classrooms, laboratories, multi-media 

laboratory building, the school principal, teachers and the administrative staff, 

multipurpose building, and the OSIS), practices a laboratory as well as a good 

field, so-called government vending. While 16.5 percent is derived from the 

parents of the students, donation to willingly voluntary. through the school, such 

as the mosque, security posts (security guard), the office co-operatives and 

electricity post 

 That was different from private VHS, the average most of the or 85.21 

percent of the total assets they came from foundations or public funds (voluntary) 

as office building, the classroom, learning facility (chairs, tables, chairs and tables 

the school principals working and working room teachers and staff. In addition, 

assets private vocational high school, including land for the foundation, is part of 

the community in the event vocational education. While that comes from the 

government price was only 14.79 percent of the total assets private VHS. A 

number of schools among others VHS Fisheries and Marine Kendari Bhineka Eka 

Bakti Kendari, to get aid (grant) for the development of building schools, (the 

classroom), head room school, a teachers' room and administrative staff, 

laboratory room or practice room students are given in the form subdsisi. Based 

on composition source assets in State VHS and Private VHS pawned private 

sector, obliterated the comparison between the government and the people in the 

provision assets education in VHSat Kendari was (49.15:50.85) or 49.14 percent 

came from government aid (grant), while 50.86 percent of the people that is a 

foundation contribution and voluntary and mandatory fee students (self-service). 

 

c. The Learning Curriculum 

 Curriculum is strategic for instruments effort to raise the quality of 

education vocational training. Competence of the teachers and the provision of the 

means and education facilities will only for learners gives the meaning if directed 

in order to reach the goal education that was formed in the curriculum as the 

content, teaching methods and purpose. In the context National Education System 
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formulation vocational education curriculum formulated the students based on 

competency standard. 

 A curriculum that is used in vocational high school State and private 

vocational high school in Kendari referring to Learning Unit Level Curriculum 

(KTSP) in 2008, consisting of normative, adaptive and productive. According to 

the government provision the curriculum center through policy ministry of 

education. The program and expertise has competency test in accordance with the 

National Education Standards Agency (BSNP) in 2008. Using this curriculum is 

expected to be able to answer the problem that is developing in the event that 

oriented education vocational school in the field work. That Model can be called 

francashing according to Savas (1987) because the curriculum developed in the 

region must get approval from central or refer to national curriculum. It intends to 

education curriculum Vocational High School in the region have relevance and 

between Vocational High School on a national, in accordance with the business 

world and industry in the world today. Thus, the graduate school can be accepted 

for work in accordance with the competencies and expertise. In addition, also to 

anticipate accelerating the development of technology and changes the global 

economy that affect the demands of human resources (SDM) which has a 

competency standard that has been required by the world of business and industry 

in the world. In addition, vocational high school graduate in Kendari achievement 

is expected to be ready to work independently or to meet the need for business 

world. 

 A curriculum that developed in vocational high school in Kendari 

essentially emphasized on learning approach, based on competency-based 

production and learning to be completed (mastery learning).  The Third approach 

to learning is focused on efforts to achieve competency standard expertise 

students for each program expertise competency standard vocational skills that 

developed and used in vocational high school in Kendari expertise in accordance 

with the program, and will require increased fulfilling various standard in each 

component education and teaching and learning. Involvement industrial world, 

professional associations, and the government in the implementation of the 

curriculum especially in order evaluation start to be done, but has not yet. 

 

d. Management of VHS 

 Education in VHS at Kendari can be done with good to the management of 

the school that is consistent. School Management in this would include planning 

process (the determination target resources needs lessons, personnel, equipment, 

materials, organizing, implementing, monitoring and evaluation on the student 

field, will be maintained, the curriculum, personnel, good corporate governance 

schools, facilities and infrastructure required education implementation so that the 

process is good. Management process schools were also payroll system related 

personnel (teacher, energy administrative, security, cleaning service) that is set in 

the Budget and school budgets showing fund of which came from the fund 

government as well as the foundation organizers. 

 Management practices that will be done in State VHSat Kendari has 

implemented the principles of the good management started planning, organizing, 

implementing, and controlling and evaluation market coordination. a sustainable 

manner. That was different from private VHS that is not optimal in implementing 
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school management. This is related to human resource that still lack available. In 

fact, applying management principles in vocational high school to be able to 

produce graduates have achievement, are ready to work, according to the needs 

business world. 

 The aspects which have attention in the management in VHSat Kendari 

was: (1) Good governance in school organization; (2) curriculum development; 

(3) Learning; (4) Management teachers and educators; (5) Student Field; (6) 

facilities and infrastructure; (7) Financial and finance: (8) Administration, (9) 

Regulations, (10) The behavior and work culture and (k) Cooperation and 

partnership. This is in accordance with a view to Joyonegoro (1999) that 

management vocational schools that should pay attention curriculum and teaching 

and learning, Giving teachers and educators, means and latest learning, 

management and financing and resources cooperation and partnership with the 

working world. 

 

E. Supervision 

 Educational implementation in Vocational High School in Kendari was 

brought supervision of the Education Office Kendari that have the capacity and 

the authority according to the regulations are there. In the framework, school 

supervisors to carry out the construction supervision function, namely academic 

supervision and managerial skills supervision. Academic supervision in relation to 

the education and development professional capacity teachers in improving 

quality of teaching and learning and leadership in the school. Target academic 

supervision is intended to help teachers in: 1) Planned learning activities; 2) To 

learning activities; 3) considered the process and learning outcomes; 4) To be able 

to benefit assessment result for the increase service, partici pation; give feedback 

5) and in order to the participants and continually students, (6) the students to 

serve who would have difficulty learning, (7) to provide counselling the students 

learning, (8) create an learning environment, (9) use learning resources, (10) 

develop  interaction learning (method, the strategy, the technique, the model 

approach, etc. that accurate and efficient, (10) or practical to improve teaching; 

and (11) to develop innovative teaching learning. The function of academic 

supervision VHS at Kendari, a school supervisor played a role as: (1) teachers' 

partners to increase the quality process and result in teaching and leadership in the 

school; (2) Innovator and a pioneer in developing innovative lessons and 

leadership in the school;. (3) a Consultant in the school; (4) a counselor for school 

principals, teachers and the entire school staff, and (5) a Motivator to improve 

performance all school staff 

 Objects target of managerial supervision in VHS at Kendari in relation to 

the school, to increase efficiency and effectiveness of schoolsmanagement. It 

includes aspects: planning,coordination, the implementation, assessment, 

developing human resource competence educational and other resources. Target 

managerial supervision be done to help the school principal and the staff in 

managing administration will be maintained as: administration curriculum, 

financial, infrastructure, staffing, student field, relationship between schools and 

community, culture and school environment, and aspects of the other 

administration in order to improve the quality of education. 
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 In carrying out supervision, managerial supervisors play a role as: (1) 

Kolaborator and negotiator in the planning, coordination, develop of  school 

management, (2) become assessor candidates in identifying weaknesses and 

analyze the potential schools, (3) information center development quality of 

education in schools and (4) a follow-up on the results supervision. Periodically 

supervision VHSat Kendari has carried out a routine supervision through weekly, 

monthly and supervision every first, to ensure that the process of learning can 

reach the target and to be able to apply the curriculum will continuously. 

 

G. Discussion 

 Model of  public service in Vocational High School (VHS) at Kendari,  in 

practical, terms have differences between vocational school which is managed by 

the government or state VHS with the school that was held by the foundation or 

private VHS, viewed from a number of aspects such as a source of financing, the 

assets, the curriculum, school management and supervision. A source of financing 

and assets, state VHS  most of them are from the government and only a small 

part comes from the students through committee fund. This model is called 

government vending according to Savas (1987). The community in financing state 

VHS through the school called (self-service) as a contribution to meet the needs 

education services in state vocational school. The community is not calculating 

the amount of quantity received to contribute to the school, but only on the basis 

limit (voluntary) and the ability to inventory the parents of the students to meet 

the facilities services at state vocational school. 

 Different thing happened in private vocational high school, where the 

government is likely to grant model that is to provide assistance (subsidies) to 

meet some needs of the school in providing services to the people, while most 

needs of the school budget, means good, infrastructure and facilities or assets 

school comes from the foundation (private or community organization) on the 

voluntary basis (voluntary) as the manager private vocational high school and a 

mandatory fee charged to students through the donation development of 

education, called the self-service). 

 A curriculum that is used in education committee state and private 

vocational high school in derived from the central government. Vocational 

curriculum development to local also refers to the head officepolicy, the 

department of national education, including local content curriculum 

determination must be reported to the local department of education. 

Implementation of VHS curriculum is controlled by the government through their 

representatives in the area or the district education office. This model according to 

Savas (1987) is called francashing in public services, where action that has been 

done by representative office in the region must always be controlled and 

monitored by head office, and the only can perform creations in the corridor 

normative policy of central government. This was done to keep its consistency in 

national curriculum vocational education to suit your needs market and maintain 

quality education vocational schools in the region. 

 The event Management education in state vocational school to follow a 

profitable or the government's policy of Education and Culture, where 

government institutions is state vocational school. Process, organization 

perencnanaan, implementation, monitoring and monitoring of public service 
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through state vocational school will be done government officials, termmasuk in 

supplying personnel. Because this system management service management in 

state vocational school called model government service. Different with private 

vocational high school management, where the government does not interfere in 

management process, the government is simply to provide assistance funding, aid 

personnel and the construction management, so-called model grant according to 

the views Savas (1987). 

 Improvement of public services in the event pendididkan in vocational 

high school in Kendari continue to be done through the school management, 

curriculum development, pebaikan learning process, carrying out personnel 

management, student field, floating facilities and infrastructure, financing and 

financial management, improve administration services, the leadership, 

environmental management and co-operation with stakeholders. This is relevant 

with Joyonegoro (1999), that aspects must receive attention in development of 

VHS is its management of schools, the curriculum, study, teachers and education 

workers, student field,, facilities and infrastructure, financial, the administration, 

and the financing regulations, environmental management and work culture and 

partnership cooperation, so that the aims and objectives education resources 

vocational training to produce human being who is ready to enter world of work 

can be realized. 

 

H. Conclusion 

Amodel of public services in the VHSat Kendari was concluded as follows: 

1)  Model financing, and source assets in providing public services to follow 

model grant, voluntary and self service, there is no difference between the state 

VHS and private VHS. The state vocational high school to apply a government 

vending model but in private VHS, government apply grantmodels, the foundation 

and community is voluntary so mandatory students fee determined of nominal, 

that is self-service. 

2) Education curriculum of VHS uses a francashing model, where the state VHS 

and private VHS applyed the curriculum education standards was determine by 

the central government, at the supervision of the VHS curriculum competency-

based on accordance with the potential locally but in the policy corridor of central 

government, so the curriculum learning is still in the corridor national standards, 

and the quality education services of VHS is still guaranteed human resources to 

give birth to a child who is ready for competition to the world of work. 

3) Management school in the State VHS uses a governmemnt service model, 

refers the city government. Planning process, procurement teachers and education 

workers, development of facilities and infrastructure, budget management, the 

public relations, and supervision school determined by the schools as government 

officials. That was different  than private vocational high school management, 

where the government does not interfere in planning, organizing and 

implementation school. The education point out the supervision periodically, to 

give aid operations, the aid workers personnel, operational funds called model 

grant in public services. 
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ABSTRACT 

This study aims to find several things as the causes and effects of organizational 

pride of the students in one of the private universities in Central Java, Indonesia. 

This study was conducted by using qualitative descriptive method, which was 

combined with an approach to build a theory. Data were collected through 

interviews, observation and documentation. The results showed that in addition to 

student evaluations of the college attributes as the source, the cultural aspect of 

the college also engage the growth of organizational pride. As a result, the 

students will demonstrate certain behaviors that benefit colleges (e.g. recruiting 

new students, Positive WOM, etc). The contribution of this study was a micro-

theory of the antecedents and consequents of customer organizational pride with 

a number of new propositions that were ready to be tested in future studies. 

 

Keywords: Organizational Pride, Student-University Relationship, Customer-

Company Relationship. 

 

  

BACKGROUND OF THE STUDY 

 

 

This study was motivated by an empirical reality that had been observed in the 

Faculty of Economics and Business (FEB), Satya Wacana Christian University, 

Salatiga, Indonesia. In some lecture activities there were a number of lecturers and 

students who were happy to reveal and express their pride to be a part of, and 

could be enrolled in FEB, because a number of achievements of the faculty. One 

achievement that referred was the success to open FEB doctoral program in 

Management Science - which was recorded the faculty, so far, as the only private 

university in Central Java, which established doctoral program in the field of 

management science. According to some lecturers, this success was the result of a 

long struggle that had been endured by the faculty since the 1980s, through 

various human resource (lecturers) development programs. After approximately 

30 years, then through the capacity of its human resources, FEB could open the 

program. Regarding the success, several unstructured interviews have been 

conducted to find out students impressions about the expression of pride in the 

success of the FEB. SM, one of postgraduate of management students expressed 

this statement: 
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“Beta [I]feel proud as a student of FEB. The achievements that have been 

made by the lecturers will impact our future right? After that the results 

are proven and the impact can also be felt by us, then beta with the status 

as a student of FEB, I feel proud.” 

  

In addition to that achievement, the achievement of the highest accreditation by 

management study program of FEB SWCU at all levels ranging from 

undergraduate to doctorate and a number of national-level achievements attained 

were also be the students pride. In 2011, Master of Management study program, 

for example, earned A accreditation by the National Accreditation Board - Higher 

Education (BAN - PT) through a Decree of BAN-PT number 007/BAN-PT/Ak-

IX/S2/VII/2011. In 2009, Master of Management study program achieved the 

fourth ranks of best Business School in Indonesia by SWA magazine. This 

achievement was followed by a Doctorate in Management Science program that 

achieved A accreditation in 2013 through Decree of BAN-PT number 

094/SK/BAN-PT/Ak-X/D/II/2013. On these achievements, one of the Bachelor 

students of management study program named J, recalled: 

 

"The most obvious thing to be proud of is the Accreditation. S1, S2, S3 all 

have Accreditation of A for the Management, and it is heartening for us, 

especially when sometimes people do not respect, where is Salatiga? Many 

people do not know where Salatiga is, but in fact in Salatiga, in such small 

town there is a private university that can compete with other universities." 

 

Empirical phenomena related to the pride of these students became very 

interesting to be observed under to marketing perspective, especially if the 

students were positioned as the customers (customer or client), in this case, the 

customers of educational services. Such supposition is relevant for a number of 

reasons. First, at present, limited government financial support for higher 

education make financing educational operations more difficult (Susanti, 2011). 

Universities, especially private ones, now can no longer simply rely on subsidies 

and funds from foundations and philanthropies, but they must compete with one 

another based on value-added to recruit students as the main funding alternative 

(Ihalauw, 1999). This fact, coupled with the flexibility to open colleges in the 

present, made parents and prospective students had many choices and increased 

their bargaining power in choosing a college. This led to a shift from the classical 

standpoint that views education as a social activity towards the view that 

education as a service industry in which parents, students, and industry as the 

consumers and customers (Suwignyo, 2008). The second reason is that students 

are the customers of non-academic facilities that are provided by the college in 

addition to the status as lecture material receivers which has been paid (Mark, 

2013; Pereira Da Silva, 2003). 

 

When looking at the observed empirical phenomena based on the assumptions 

above, the questions that immediately arise are what causes the customers feel 

proud of the institution or organization that provides services for them. It is 

noticeably different from the general view that the employees are the parties who 

have pride of the organization, because normally, organization's performance is 
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the responsibility of the employees and internal stakeholders. The next question 

that arises here is if the customers proud of institutions that provide services to 

them, what are the impacts of that pride to their behavior? 

 

This study aims to explore the empirical reality of the students pride in FEB 

SWCU Salatiga in order to answer the two questions above. This study seeks to 

investigate what are the things that cause the students pride towards FEB SWCU, 

then what are the pride impacts on their behavior. 

 

 

LITERATURE REVIEW 

 

 

In management literatures, it was found that the empirical reality outlined above 

reflected what was referred to as organizational pride. The concept of 

organizational pride has been received growing attention in psychology, 

particularly with regard to the psychology of the group or organization. According 

to Haslam (2004: 77), the group-based pride pointed to the positive feelings of the 

individual to the group, which was derived from the evaluation of the group’s 

relative status. Meanwhile, according to Mischkind (1998), organizational pride 

was the pride of individuals as a result of their identification with the reputation of 

the institution where the individual was involved. By the early decades of the 

2000s, this concept began widely studied also in business and management studies 

because it was seen as an important asset for the company (Mischkind, 1998), the 

main drivers of the positive behaviors of the employees in the company and 

company key differentiator in competition (Katzenbach, 2003), and a factor that 

was vital for business success (Appleberg, 2005; Gouthier and Rhein, 2011). 

There were also a number of empirical studies that provided evidence that the 

organizational pride could increase employee commitment to the company 

(Boezeman and Ellemers 2008; Gouthier and Rhein, 2011; Ellemers, Kingma, van 

de Burgt, and Barreto, 2011), increasing the creativity of employees (Gouthier and 

Rhein, 2011), influence the turnover intention (Gouthier and Rhein, 2011; Helm, 

2012), job satisfaction (Ellemers et al, 2011), and the awareness of employees 

about their impact on the company's reputation (Helm, 2011). 

  

This literature review also showed two problems. The first issue was the studies 

on organizational pride that have been more focused on employees and not on the 

customer or customer. This caused the ideas that have been proven right about the 

concept was not appropriate to explain the phenomenon on the customer. In the 

marketing literatures, the concept of organizational pride was still rarely 

discussed. Studies on the concept of pride in the study of consumer behavior, for 

example, were more focused on the pride generated by the internal attributes of 

the individual, and not external attributes such as status or reputation of the 

organization in which an individual was involved. The concept of pride was also 

mostly discussed as a peripheral concept, and not as a core concept of research. 

Pride might affect positive WOM and intentions of consumers to buy again 

(Louro, Pieters and Zeelenberg, 2005; Soscia, 2007), the self-control of the 

consumers when faced with the opportunity to perform unplanned buy and 
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consumed products that were unhealthy (Mukhopadhyay and Johar, 2007; Patrick, 

Chun, and Machinis, 2009; Wilcox, Kramer and Sen, 2011; Winterich and Haws, 

2011), product desirability and consumer evaluation of the top brands and the 

under-dog (Griskevicius, Shiota, and Nowlis, 2010; Staton, Paharia and Oveis, 

2011). As far as the literatures exploration performed, the only studies that had 

high relevance when talking about pride in the organization was the research 

conducted by Decrop and Derbaix (2010). 

 

 In the period between 2005-2010, Alain Decrop and Christian Derbaix conducted 

a research (used a combined strategy of ethnography and grounded theory) to 

investigate the phenomenon of increased consumption of paraphernalia (scarves, 

shirts, flags, etc.) from the fans of the popular football teams in Europe. From 

these study both experts came to the conclusion that the main constructs behind 

the high consumption of the fans was pride, as a result of the fans’ self-

identification with the football team that they idolize. Decrop and Derbaix stated 

that pride was triggered by the achievement of the club as well as socio-cultural 

background similarities between the fans and the club. The pride of the fans for 

their football team, rised the commitment and loyalty to the club, increased 

consumption and collection of merchandise associated with the club, positive 

word of mouth, as well as customization and bricolage. The second problem was 

that the idea of this group-based pride was constructed in the context of sports 

consumption. There is a doubt about the accuracy of these concepts when it is 

used in describing a similar phenomenon in the context of different consumption, 

particularly in the context of higher education services consumption. These two 

issues later led to the selection of the research methods that will be described 

further below. 

 

 

RESEARCH METHODS 

 

 

The study began with an initial assumption that the causes and effects of customer 

organizational pride were still unknown. Therefore, they were still called 

unknown variables. Thus, the study method used here was qualitative research 

method, which aimed to explore and let the phenomenon under study "talk" about 

itself according to its context. This phenomenon description was later abstracted 

into a theoretical construction of customer organizational pride in the context of 

higher education services. 

 

This study was basically a descriptive research which was then combined with the 

method for building a theory based on empirical data. Empirical data were 

collected using three kinds of techniques (triangulation techniques) that were 

interview, observation and documentation. The first two techniques were used to 

obtain primary data, while the last was used to obtain secondary data. The process 

of data collection was performed for 4 months at the Faculty of Economics and 

Business SWCU, 29 active students of Management Studies were interviewed, a 

number of organizational activities in the campus such as the Economy People 

Party (Pesakom) as well as sports activities such as Student Sports Week (POM) 
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had been observed, and also a number of physical evidence (magazine E-Time) 

and virtual evidence from social media (Facebook and Twitter) had been 

documented. 

 

TABLE 1. LIST OF THE STUDENTS WHO BECAME THE STUDY 

INFORMANTS 

 

Informants 

Code 
Name Program Origin Alumnus 

M1 Niko 
Master of 

Management 

Non-

Salatiga 

Non-Alumni 

FEB 

M2 Herfin 
Master of 

Management 

Non-

Salatiga 

Non-Alumni 

FEB 

M3 Indra 
Master of 

Management 

Non-

Salatiga 

Non-Alumni 

FEB 

M4 Samuel 
Master of 

Management 

Non-

Salatiga 

Non-Alumni 

FEB 

M5 Leo 
Master of 

Management 

Non-

Salatiga 

Non-Alumni 

FEB 

M6 Chelly 
Master of 

Management 

Non-

Salatiga 

Non-Alumni 

FEB 

M7 Rilie 
Master of 

Management 

Non-

Salatiga 

Non-Alumni 

FEB 

M8 Vonny 
Master of 

Management 

Non-

Salatiga 

Non-Alumni 

FEB 

M9 Debby 
Master of 

Management 

Non-

Salatiga 

Non-Alumni 

FEB 

M10 Yoki 
Master of 

Management 

Non-

Salatiga 

Non-Alumni 

FEB 

M11 Frans 
Doctor of 

Management Science 

Non-

Salatiga 

Alumni MM 

FEB 

M12 Gracia 
Master of 

Management 

Non-

Salatiga 
Alumni S1 FEB 

M13 Jocelyn 
Master of 

Management 

Non-

Salatiga 
Alumni S1 FEB 

M14 Santo 
Master of 

Management 

Non-

Salatiga 
Alumni S1 FEB 

M15 Ida 
Master of 

Management 
Salatiga Alumni S1 FEB 

M16 Melissa 
Master of 

Management 
Salatiga Alumni S1 FEB 

M17 Kiki 
Master of 

Management 
Salatiga Alumni S1 FEB 

M18 Abdi 
Master of 

Management 
Salatiga 

Non Alumni 

FEB 

M19 Gloria 
Master of 

Management 

Non-

Salatiga 
- 
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M20 Yohana S1 Management 
Non-

Salatiga 
- 

M21 Sally S1 Management 
Non-

Salatiga 
- 

M22 Anastasia S1 Management 
Non-

Salatiga 
- 

M23 Ramos S1 Management 
Non-

Salatiga 
- 

M24 Julia S1 Management 
Non-

Salatiga 
- 

M25 Ruri S1 Management 
Non-

Salatiga 
- 

M26 Yosafat S1 Management 
Non-

Salatiga 
- 

M27 Faleria S1 Management 
Non-

Salatiga 
- 

M28 Jaya S1 Management 
Non-

Salatiga 
- 

M29 Yuni S1 Management 
Non-

Salatiga 
- 

 

The empirical data were then analyzed to follow a number of grounded analysis 

stages that were presented by Ihalauw, Gouw, and Trita (2011). The analysis stage 

began with direct data transcription following each data collection. The interview 

data were directly excerpted in text form, and observation results were recorded in 

the form of field records. Once transcribed, the data were then given particular 

analytical codes, the analytical codes for the interview data were given per-some 

sentences coherently in the transcript, the codes for observation data were given 

after analyzing the descriptive and reflective notes of the overall observation 

results, while for documentation data, the codes were given based on phenomenon 

captured in each document either physical or virtual. 

 

The analytical codes were then registered in the form of a table according to the 

research questions and the study informants. After that, a horizontal comparative 

analysis was carried per questions to obtain several categories. After categories 

per research question were obtained, comparative analysis was performed 

vertically to classify the categories in the same phenomenon into a single cluster. 

The category clusters were then abstracted into a certain pattern, which later 

became the basis for identifying the key variables. After the variables of each 

study issue were identified, the variables were then rationalized and given the 

opportunity to be linked to one another into propositions. A number of 

propositions were then assembled into an integrated structure, as the customer 

organizational pride theory. After the theory was constructed, the researcher 

carried out comparisons with other theories that had already existed, to find the 

new facts from this study. 

 

To test the validity of the data, this study used technical triangulation and sources 

triangulation tactics. If there ws consistency in the information according to the 
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three data collection techniques used, or at least three sources of information, then 

the data could be said to be valid. To ensure the reliability of the data, the research 

also created a study track record (research trails). Inductive analysis process was 

recorded and systematized in such a way so that the readers could track the 

abstraction results to the most empirical form. The result summary and discussion 

of the study results are presented in the following explanation. 

 

 

RESULTS AND DISCUSSION 

 

 

In this section we will consecutively discuss two things, the causes the 

organizational pride in students and the impacts of organizational pride for the 

students as the customers of higher education services. From the study results, it 

could be observed some kind of situations that allowed the emergence of a pride 

sense in students towards FEB, especially during the time when the students 

compared the attributes of FEB organization with other faculties or universities; 

when the students performed self-evaluation related to intellectual development in 

college; upon academic and non-academic  achievements that were considered 

valuable to the institution and the students themselves; when they were listening 

to the recognition and admiration of others about FEB and when they were 

participating in scientific FEB activities that involve qualified speakers. 

  

The Causes of Organizational Pride of the Students towards Higher 

Education Institution 

 

Based on the interviews conducted, it could be observed that there were nine 

things as the pride of FEB SWCU students. The nine things were alumnus, 

learning environment, intimacy between lecturers and students, faculty reputation, 

faculty achievements, study program achievements, student achievements, 

benefits for personal, and the intimacy between students. Detailed description 

about the nine things will be presented as follows: 

 

 Alumni 

 

As a faculty that has been aged more than 50 years, FEB SWCU have alumni who 

are scattered everywhere, and not a few who have successfully occupy important 

positions in the government and companies, both national and abroad. It became 

one pride for the students in the SWCU Faculty today. M12, one of the 

postgraduate students and alumni of S1 FEB SWCU admitted that many 

important people in Indonesia were graduated from SWCU, especially the Faculty 

of Economics. There was also M6, also a post graduate student non-alumnus of 

FEB SWCU, who said that he was proud to be one of the students in the FEB 

program, because of the admission of the quality of the study program alumni in 

their hometown. The informant said so: "The thing to be proud of ... the second is 

the quality of the alumni. Not so many people in Kupang know about MM SWCU, 

but they know certain alumni of MM SWCU who are in average have been 
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lecturers there, and they are recognized to have good quality" (Interview/M6/15-

03-2013) 

 

Although some students were proud of FEB alumni, there were also students who 

claimed not satisfied with what had been achieved by FEB alumni along this time. 

For example M1 who expressed such sentences, 

 

"I do not close my eyes to the alumni of the university except SWCU, for 

example when I look at UGM alumni, who sit in strategic positions in 

government, corporations, and so when I see the mass media about the 

opinions of those experts etc. Well so far I have not heard the opinion from 

SWCU  alumni, but from the UI and so on, it makes me not satisfied at all 

"(Interview/M1/01-03-2013) 

 

Based on those empirical data, it can be seen that the spreading and success of 

FEB SWCU alumni, is one of the pride triggers of the students who are enrolled 

in the faculty today.  

 

 Learning Environment 

 

The second thing to be proud by the students of FEB SWCU was the learning 

environment in the college. There were three aspects concerning the unique 

learning environment for FEB SWCU students, namely the diversity of cultural 

backgrounds of the students, the campus convenience, and friendliness of the 

people in the campus. With regard to the cultural background of the students, it is 

not independent of the characteristics of SWCU itself as a mini-Indonesia 

university, where there are many people from different cultural backgrounds in 

Indonesia who are enrolled there. M17 said so, 

  

"FEB is also mini SWCU, especially that FEB also consists of a lot of 

students who don’t only come from one tribe, so we can learn to socialize 

not only with origin Salatiga people, we can be study together with people 

of Ambon, every people can be friends, not only in the academic activities 

but we can also learn socialization anyway ..." 

 

The diversity of cultural backgrounds of the students who enrolled in the SWCU 

in general, and the FEB in particular, is an advantage for the students who 

enrolled in the faculty. Therefore, the students have the opportunity to have cross-

tribe and cross-ethnic socialization. According to the students, it was very 

important for their future because they would be dealing with many people who 

came from various backgrounds. This diversity has been conditioned by nature, so 

that it becomes a uniqueness of SWCU and FEB. The students feel the difference, 

especially when they travel to certain campuses that the students mostly 

dominated by certain tribes or ethnic. In addition to the diversity of cultural 

background, there were also other things such as campus comfort and friendly 

attitude of the people in the campus. Some postgraduate students who were non-

alumni of FEB and did not come from Salatiga, have made some kind of 

comparison involves these two things of the FEB SWCU with their previous study 
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places. In this comparison, they recognized that natural condition of Salatiga was 

cool and far away from the noise, it had made SWCU and especially FEB a very 

comfortable environment for learning. In addition, people in FEB and SWCU 

were also generally very friendly, even they were students, lecturers, staffs, even 

security guards. According to them, these differences made them feel proud to 

study in SWCU, especially FEB. 

 

If we pay attention to what the students said about the success of the alumni and 

the learning environment, it can be identified the first concept as the cause or 

trigger of the pride growth of a customer towards the organizations that provide 

products or services to him or her, that is brand association. Aaker (1991: 109) 

defined brand association as everything that was connected with the memory of a 

brand. Meanwhile, the customer pride of the organization can be redefined into 

the realm of marketing as a positive feeling of the goods or services of an 

organization, which is derived from certain customer identification with 

reputation, uniqueness, and excellence attributes of such organizations than any 

other organization. Gouthier and Rhein (2011) suggested that the pride of an 

individual to institutions indicated that the individual had a high preference level 

(high degree of favor) against the institution. A high regard for this institution 

could arise, if the institution was perceived positively or associated with positive 

things. Thus, the first proposition can be formulated as follows: 

 

P1: The more positive the association given by the customers about 

the brand of an organization, the more proud of the person to be 

the customers of the organization.   

 

 Intimacy between Lecturers and Students 

 

The following thing as a proud of FEB SWCU students is intimacy created 

between lecturers and students. Nearly all the students that were interviewed 

expressed this as a matter to be proud of. One proof of that intimacy was that the 

lecturers were called with non-formal name like "mas" "mbak", "koh", or "cik" by 

the students. It was recognized to make the warm interaction between lecturers 

and students. Another proof was the communication via BlackBerry Messenger 

(BBM) between lecturers and students. Students and lecturers could discuss each 

other anywhere and anytime. Lecturers also have a high concern for students. 

According to M11, the concern was reflected through concrete actions such as 

asking students whether he or she experienced difficulties related to the course 

material, lending books, open the time to consult when the students had difficulty, 

and so on. In fact, according to M14, lecturers sometimes also played a role as a 

parent. M14 recalled: 

 

"... When I studied S1, the next day I would have thesis examination and at 

evening the lecturer sent me SMS about the preparations that was still 

need help, he said I believe you can certainly bla..bla..bla. I feel the 

lecturer such as my parent, that's what I think does not exist everywhere 

because like I said earlier, my brother who went to Jakarta or my friends 
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who study at other universities, were never told me such a story, and I 

never heard it "(Interview/M14/25-03-2013) 

 

According to the students, they have never met or heard it was discussed by their 

friends who went to other campuses. They were proud of that intimacy between 

lecturers and students that was only happening in FEBSWCU. 

 

Intimacy that was created between the employees and the customers was a trigger 

of a sense of pride to the service provider institution. These findings support the 

claims of some experts that familiarity with customers played an important role as 

'marketing mantra' today (Bhattacharya and Sen, 2003). A qualified service relied 

heavily on the willingness of employees to demonstrate their commitment to 

customer service (Peccei and Rosenthal, 2007). Intimacy between employee-

customer (employee-customer intimacy) can be defined as a condition in which 

there is liquid and harmonious intimacy between employees and customers before, 

during, and after the consumption of a good or service. The results showed that in 

these circumstances, a sense of pride as a customer of the education service was 

emerged. Excerpts of the interview above also supported the argument of Tracy 

and Robins (2004) that pride would occur if a person felt they were appreciated by 

others. If the customer is well served by the employee during the consumption 

process, then of course the customer will feel appreciated. Thus, the following 

propositions can be proposed: 

 

P2: The more intimate the relationship between employees and 

customers in the process of consumption, the more proud of these 

customers to use the products of the organization 

 

 Lecturer’s Reputation 

 

The reputation of the lecturers in FEB SWCU was also one aspect that fostered 

the pride of the students in the faculty. According to students, lecturers in FEB 

had been known by many people because they often led seminar or training in 

various areas. In certain events such as a study tour to companies, students were 

often asked about the lecturers in the FEB SWCU by certain parties, because the 

lecturers had ever give trainings on several occasions in companies. In terms of 

competence, lecturers in FEB SWCU were also qualified. According to students, 

the quality was reflected through the academic degrees held by the lecturers. 

Specifically at the post graduate level, students had pride by being instructed by 

the Doctors and Professors who had a lot of experience and high professionalism. 

This was disclosed by M18, one of the Master of Management students. He said: 

 

"I am so proud since I am taught by the teachers who are professional, 

experienced, not only in education, but experience outside in the business 

world, they have experience, it is also a matter of pride, since our lecturers 

are not ordinary lecturers but professors with great 

achievements".(Interview/M18/07-05-2013) 
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In addition, the totality of the lecturers in providing classroom teaching was also 

became a proud expressed by FEB students. Some students revealed that FEB 

lecturers were not only teaching but actually distributed their entire science to the 

students. This was in contrast with the lecturers at other universities who taught 

simply. M12 said: 

 

"So the lesson which the UKSW economic lecturers gave to us was full, 

what they have is what they give to us, well in other universities, the 

lecturers only give half to the students, from 100% that they can, they give 

only 50% or at least 45%, not full. It makes me proud because the 

knowledge that I gain is different from the others ... "(Interview/M12/02-

03-2013) 

 

Nonetheless, based on the students’ experience, they recognized that there were 

some professors who did not meet their expectations in the college. The lecturers 

were sometimes did not present a lecture material as it should, but much discussed 

things that had nothing to do with the material. It was then difficult for students to 

take the mid test or final test, because they were not ready. 

  

Some previous studies on organizational pride had provided evidence that the 

organizational reputation was a strong trigger of organizational pride (Helm, 2011 

& 2012). These results indicated that not only the reputation of the organization as 

a whole that could lead to organizational pride, but the reputation of the individual 

employees in the institution could also generate pride. Reputation of the 

employees can be defined as the perception of employees that reflects a complex 

combination of standout personal characteristics, achievements, shown behavior, 

and the image attached to the employees, whether directly observed or reported by 

the other party (adapted from Greenberg, 2003: 205). If it is assumed that the 

customer perceives themselves as institution 'insiders', the good reputation of the 

employees in these institutions can be a source of positive feelings of the 

customer. This supports the argument of some experts that an individual can feel 

pride when his closest colleagues showed a good performance (Tracy, Shariff, and 

Cheng, 2010). Thus, based on the study results it can be formulated the following 

proposition: 

 

P3: The better the reputation of the employees in an organization, the 

more proud of customers in using the products of the 

organization  

 

 Achievement 

 

One aspect that would be the pride of the FEB SWCU students was its 

achievement. For some students, when compared with other faculties within 

SWCU, FEB had an advantage in terms of organizational development and 

capability to realize its vision and mission. Big names from FEB UKSW 

especially in Central Java was an honor for the students. The pride was felt when 

many universities and other colleges came to FEB UKSW to conduct a 

comparative study (benchmarking), in which it indicated that FEB SWCU had a 
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good quality. In addition, students were also proud because in some seminars, 

FEB was able to bring prominent speakers at national and international levels. 

According to the students, participation in seminars with prominent speakers also 

created a sense of pride. In the case of faculty achievement, fact that could carry 

the faculty name was not only at institutional level but also at the collegial level 

(lecturer/student achievement). One of the achievements that the students proud of 

was the achievement in extracurricular activities such as Student Sports Week 

(POM) on campus. In the POM in 2012 and 2013, the overall winners were 

achieved by FEB, and it became the pride of the students who were participated in 

the event or who were just fans. 

 

The achievement in study program level was also accreditation. Besides being one 

of the attractions for students to choose a major, FEB UKSW accreditation 

(especially management study program) also became the pride of the students, 

because in some other prominent universities, accreditation was still lower than 

FEB accreditation. For students, though SWCU only a small university in the 

small town of Salatiga, it had a good quality that had been recognized in Indonesia 

and was able to compete with top universities in big cities. M24, one of the S1 

management students said, 

 

"The most important thing to be proud of is obviously Accreditation. S1, 

S2, S3 haveA accreditation of the Management, it is heartening for us, 

especially when sometimes people do not see us, where is anyway 

Salatiga? Many people do not know where Salatiga is, but in fact in 

Salatiga, one small town, there is a private university that can compete 

with other universities". (Interview/M24/11-04-2013) 

 

Accreditation that was achieved by FEB study program was a source of pride as 

well as a comparison factor when the students compared it with other study 

programs, both in SWCU environments, as well as outside the institution. 

 

In addition to the faculty and study program achievement, one of the 

achievements to be proud of was the achievement of SWCU FEB students 

themselves. The achievement might be referred as an individual achievement or 

collective achievement, as class achievement, achievement in student 

organizations, in the achievement of a group of talent and interest that were 

followed by the students and so on. In an observation that the researcher did in 

Economy People's Party (PESAKOM) in 2013, the researcher succeed to briefly 

interview M, which was one of the PESAKOM participants, and also a chairman 

of the 2011class. When the researcher asked whether there was pride to 2011 

batch, M replied: "Of course we are proud. Last year we (2011 generation) were 

in the 1st place for this event, so we were the first champion. Then there is an 

offer in Bethany church to perform, then this year we are in the final of POM, and 

in Pancasila we will also perform fill this…"(Observation/PESAKOM/05-04-

2013) 

 

There were achievements of the students in one class, and it became our pride. In 

addition to brother M, the researcher also conducted a short interview with P, 



34 

 

chairman of 2009 generation. When he was asked about the uniqueness of 2009 

generation, P said, 

  

"2009 generation has many things, from the multi-talents which is not only 

good in the field of sport that we prove in Kambing Cup, in each year the 

Economic Faculty has Kambing Cup, we've got two times in a row, it was 

also a history where we as the the first class got the title twice in a row. 

And also in the art field wecan see there is OMB, they had wandered up to 

a distant island of Bali. It is not earned by all class, only 2009 had. So I 

can be proud of the 2009 generation. There is still a lot anyway, one of the 

students also got Djarum scholarship". 

 

In addition to the achievements of students in one class, there is also achievement 

of the Talent groups in FEB SWCU, which the causes a pride for the students. 

One example is the Finger Kine Club achievement, one of the groups for FEB 

SWCU students who are interested in the field of cinema in the IT Indie Movie 

Competition festival, it was organized by SEMA SWCU FTI in 2010 ago. At the 

competition the representative of the SWCU FEB Finger Kine Klub won the 

second champion and got a number of other awards. One student then expressed 

his pride to such achievement via the Internet (feb-uksw.blogspot.com). 

 

Related to the three kinds of achievements above, a number of studies had 

confirmed that the achievements were sources of pride (Decrop and Derbaix 2010; 

Gouthier and Rhein, 2010). Tracy and Robins (2007) also argued that a sense of 

pride was a feeling that was almost always arises when an individual achieved 

certain accomplishments. Based on the consistency between the observed reality 

and the results of previous studies of accomplishment and pride, it can be 

proposed a proposition as follows: 

 

P4: The more achievements of the organization, the more proud of 

the customers in using the product of the organization. 

 

 Benefits for Personal 

 

FEB students pride against SWCU, was also triggered by the presence or absence 

of the student benefits derived from study process in FEB SWCU. Some students 

who were interviewed expressed it. One informant, M23, expressed: "... Actually, 

all universities can be proud when people who are enrolled in the place are 

developed. So when I feel I'm growing, I grow here, I can take all of the 

knowledge, I can learn here, at that time there is pride ". (Interview/M23/11-04-

2013) 

 

Some other students also expressed a similar thing. The pride of the SWCU FEB 

students arose due to the benefits gained in FEB SWCU that could be distributed 

to others, and therefore the future of the students was built starting at FEB SWCU. 

The kind of benefits trigger a sense of pride of the FEB SCWU students. 
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These findings revealed the perceived benefits, which became one of the 

triggering factors of organizational pride. Perceived benefits can be defined as the 

customer's perception of what is obtained from consuming particular goods or 

service (adapted from Mulyanegara, 2011). Gouthier and Rhein (2010) expressed 

that pride always comes up when the actual achievement was equal to or more 

than the previous expectation. When the customers consume a product of the 

institution and receive benefits more than their expectation, positive feelings 

towards the institution that provides the product would appear. Thus, the 

following proposition that can be proposed is: 

 

P5: The more appropriate the benefits gained by the customers of the 

expected benefits in consuming the products of an organization, 

the more proud these customers in using the products of the 

organization  

 

 Relationship Between Students 

 

Relationships between students were this last aspect that could cause a students’ 

pride to their faculty, in this case FEB institution. Relationship between students 

generally occurs in a particular class generation. Familiarity created between 

students in a class, and also academic competitions among students are created in 

such generation. There are two main factors that can bring a pride of a student. 

M2, a Master of Management student said, 

  

"... In MM there is a very strong kinship and friendship can not be denied 

even in cross-ethnic relations, it happens so strong. That is something to be 

proud of. However, competition is quite strong in views, competition 

among students is usual, it occurs in MM institution. I do not know another 

generation but for the 23 class generation, each student had his or her own 

ideology and it was the real thing that in one side was good to be 

maintained in fact, it made all of us proud to be in a community like this 

"(Interview/M2/05-03-2013) 

 

Each class has its own unique characteristics. An example was the students of S1 

of 2011 generation, who were characterized by its Bollywood dances which were 

often performed at various events, both on campus and off campus. The 

compactness of a class was often formed because of the uniqueness of each 

student in the class. In addition, the non-formal activities such as soccer together, 

eat together, or walk together also became close relationship between students. 

Compactness and kinship that were created in a generation formed an identity of 

the students. 

 

If we pay attention, these findings were talking about organizational culture. 

Kondhalkar (2007: 336) argued that one of the factors that gave identity to 

individuals in institutions was the organizational culture. Organizational culture 

provides identity in individuals within the organization. Identity is one of the 

factors that make an individual feel himself or herself as different than other 

individuals. Gouthier and Rhein (2010) suggested that organizational pride could 
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be created if people perceived themselves as a different single entity. Thus, the 

next proposition that can be formed is, 

 

P6: The more distinctive the organization culture, the more proud 

the customers in using the products 

 

Students way in Expressing Pride 

 

Based on the data collected, it was known that FEB SWCU students expressed 

their pride against SWCU through five ways, namely oral communication, 

showing affiliation, recruitment, self-actualization, and further study. 

 

 Verbal Communication 

 

The most obvious form of pride expression of the students against FEB SWCU 

was seen through their oral communication with others. Based on data collected, 

these oral communications were occurred between FEB students, among students 

with non-FEB friends and between students with non-SWCU friends. The verbal 

communication can also be classified according to its purpose, which is to inform, 

recommend, compare, associate, and promote. Oral communication with the 

purpose of informing usually involved an individual with FEB students, talking 

about the place of study, tuition, professors, and others. In these talks, FEB 

students were simply be a conduit of information about what was to be known by 

others regarding FEB SWCU. Such communication was usually occurred with the 

limited purpose of sharing. In addition, oral communication with the aim of 

recommending was communication in which students FEB openly advised others 

to study in FEB. Consider some excerpts of the interview that reflects this type of 

communication as follows: "That time I had just finished S1, or some were 

temporary studied in S1, so I told that if I or my parents still had money, it was 

better to had further study in S2. S2 is better in SWCU, in terms of cost and in 

terms of quality, MM can be taken into account. "(Interview/M6/15-03-2013). 

 

This kind of communication showed that the FEB students had particular 

intention that was to invite others to study at FEB. The following type of oral 

communication is verbal communication that aims to compare. In such 

communication, each communicator comparing the attributes possessed by the 

faculty or study program with the attributes of FEB and study programs in FEB. 

However, in such communication FEB students do not want the others 

underestimate the faculty or the study program. Consider an interview with M4, 

one of the Master of Management students as follows: "In the way of expressing 

personal pride as students in MM, we often discuss or mock or humiliate other S2 

study program in everyday life, although in the form of deliberately joke but 

indirectly it also our way to defend each study program." (Interview / M4 / 04-03-

2013). 

 

The following verbal communication is verbal communication with the purpose of 

associate. This kind of communication happens when students associate 

themselves with FEB when the students get something positive. 
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"Suppose we're talking about something, suppose the topic of A, well, if for 

example we talk that we are very proud of Economy, it seems that we are 

arrogant, but sometimes after finishing the discussion on the topic A, I 

respond the conversation by the way what I usually do in Economy, or 

what have already taught by the lecturers in the courses, a systematic way 

of thinking, way to respond a problem well. I forget when or where, there 

was someone who said ‘okay’, well, and then I said oh of course Economy. 

"(Interview / M14 / 25-03-2013) 

 

In addition to associate themselves with faculty, students were also often associate 

themselves with the lecturers. This was often done in a conversation with another 

person, the person who was familiar with the lecturer in FEB SWCU. Some 

students told me that they were often chat with their friends from other 

universities, and in particular topics they mentioned some professors at FEB 

SWCU. When they heard the name of the lecturer, they immediately said that He 

or She was their lecturer. The last type of verbal communication is verbal 

communication with the purpose of promoting. This kind of communication 

occured when a student told only FEB SWCU advantages to others, be it 

facilities, lecturers, curriculum, accreditation, competitiveness with other 

universities, and so on. This communication was done to highlight the advantages 

of FEB SWCU. 

 

This reality was actually in line with the findings of other experts that pride could 

cause a positive Word of Mouth (Soscia, 2007; Decrop and Derbaix, 2010). Tracy 

and Robins (2007) also suggested that the responsive action which was appeared 

first when a person felt proud was communicating with other people. Thus, from 

the reasoning it can be formed the next proposition as follows: 

 

P7: The more proud the customers in using the product of an 

organization, the more positive word of mouth about the 

organization will be communicated to others 

 

 Showing Affiliation 

 

The second way of the students to express pride in FEB SWCU was to show 

affiliation with FEB SWCU to others. There were two media to indicate the 

affiliation, namely the physical media and virtual media. FEB SWCU students 

used a variety of physical media or tangible items (t-shirts, stickers, co-cards, 

brochures, folders, etc.) to identify themselves as part of the FEB SWCU. One of 

the media was T-shirt. Almost every generation (generally at S1 level) the 

students always make a shirt or jacket to signify and distinguish them from 

another generation or another faculty. This generation T-shirt was often pointed 

out to their friends, as an identity that they studied in FEB SWCU. Consider some 

of the following interview excerpts: "I have, yesterday we bought the class T-

shirt, and then we bought the class jacket again. The clothes are often used in 

college, used at home to show off with my friends, you know I am a FEB student, 
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there are T-shirt, jacket, then also stickers, I paste on my helmet. 

"(Interview/M20/05-03 -2013) 

 

"When we had our tour to Bali, there was the T- shirt right, that's all I could be 

proud of. So when I went home to my city, I took it and I wore it there, then 

everybode said ‘MM SWCU’? Then they saw the tour to Bali writings and asked 

me. Then I said yes we were there every year and also tour to other regions and 

abroad. "(Interview/M3/04-03-2013)\ 

 

 "The simple example is that we ever got MM sticker, when I first came in, I was 

also happy, I put it on the helmet, my helmet. So wherever I go I wear that helmet, 

oh so this kid from MM, so that is my pride too. "(Interview/M18/07-05-2013) 

 

In addition to demonstrating affiliation with FEB SWCU through tangible objects, 

the students also showed an affiliation through virtual media such as Facebook, 

Twitter, BlackBerry Messenger, etc. Students put their academic identity in social 

media accounts belonging to them. When the were asked how to express pride in 

FEB SWCU, M23 said "Maybe the first thing is show it on Facebook, show on 

Facebook that I study at SatyaWacana Christian University, Faculty of 

Economics and Business, Management, right that is my pride." 

(Interview/M23/11-04-2013). 

 

Several other students are also performed the same thing. In addition, the 

important things to be learned in college was often published as status on social 

media, then photographs of activities in FEB SWCU, and photographs along with 

professors also frequently uploaded to show the public their affiliation with the 

lecturer or FEB SWCU. Affiliation will explain identity, and becomes an 

expression of the pride of the students against SWCU FEB. 

 

The variable that could be identified through these results was an affiliate 

performance or display of affiliation. According to Bove, Pervan, Beatty, and Shiu 

(2009), display of affiliation was the way from which the customers communicate 

their relationship with an institution to others through tangible displays. This 

definition can be reformulated in accordance with the results of this study that is 

symbolic communication to inform the customers affiliated with an institution to 

others through tangible objects or virtual media. Other than through the medium 

of language and words (word of mouth), intangibles objects such as shirts, jackets, 

stickers and media-virtual media such as Facebook, Twitter, BBM and so on, are 

also medium for customers to indicate their identity and express his or her pride to 

a product or institution.  

 

This finding has implicitly been appointed by Decrop and Derbaix (2010) in their 

study, that the fans of the football team who were proud of the club they idolize, 

often drew symbols of the club or the colors typical of the club on objects 

belonging to them like car, motorcycles, and even their own bodies, when they 

gave support to their club in a match. Similarity of two realities in different 

contexts is that the individual who is proud of the organization, tend to show their 
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identity or their relationship with the organization through their ownership. Thus, 

a proposition that can be proposed is as follows, 

 

P8: The more proud the customers to consume the products of an 

organization, the more likely they would show their affiliation 

with the organization to the public.  

 

 Recruitment 

 

The third way of the FEB SWCU students to express pride was recruitment. 

Recruitment means recruiting new students, and to recruit relatives or 

acquaintances to engage in a particular activity in FEB SWCU. Pride of FEB 

made the students had a will to recruit relatives or friends to study at FEB SWCU. 

Recruiting action was not only limited to advocation, but also to help the 

registration process and administration required. This was stated by M13, when he 

was asked about how to express pride in FEB SWCU in everyday life. M13 said,  

 

"How to show that pride may well like that one, because we are also 

indirectly introduces FEB, then if there are relatives who want to study at 

the economic Faculty, I love  when he wants to go to college here later. 

Not only select SWCU, when they say that they want to study at Economic, 

I am sure that I will propose The Economic faculty of SWCU. If necessary, 

sometimes I take care of the forms and I'll take care of everything, that's 

one part of my pride. "(Interview/M13/06-03-2013) 

 

In addition to recruiting new students, students also often invite friends or 

relatives to engage in an activity in SWCU FEB. This was usually done by the 

students involved in scientific activities at the Faculty SWCU as a committee. 

They often promoted these activities to friends and relatives, and invited their 

friends to participate in these activities. 

 

These findings were in line with the framework of thinking from Decrop and 

Derbaix (2010) in their study findings. Both experts argued that the customers 

who were proud of the brand or company had the passion, and a missionary of the 

brand or company concerned. A concept that can be identified from these findings 

is the customer acquisition. Customer acquisition can be defined as the process to 

influence the customer to purchase a good or service (businessdictionary.com). If 

a customer proud against an institution that provides a product for his 

consumption, then the customer is likely to encourage others to consume the same 

product. Thus, the next proposition which can be formed as follows: 

 

P9: The more proud the customers to consume the products of an 

organization, the more they tried to persuade others to consume 

the same product.  

 

 Self Actualization 
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Self-actualization stated here means bring in all the science and values learned in 

FEB SWCU, in everyday life. There were four dominant forms of self-

actualization by students FEB SWCU as a manifestation of pride, namely: 

applying knowledge, developing knowledge, look good, and well behaved. Some 

informants expressed to that they expressed pride as a student FEB SWCU in a 

way to apply a range of knowledge and values they learned in FEB SWCU, in 

everyday life. For them, the pride did not need to be demonstrated by talking 

about the advantages of FEB, but with a real useful contribution. By the way, 

others would naturally know their identity as a SWCU FEB student. Contributions 

were made in thesimplest way through discussions, informal conversations, or 

specific actions. M13 recalled: "... Among my friends, I am considered as the most 

frugal, so for example when I was shopping at mall ... sometimes other people did 

not check the price, so just grab everything, so I gave my advice "that should be 

calculated so… so…" then they said "You must be an economic student" 

(Interview/M13/06-03-2013). 

 

Thus, others know identity as a student of Economics through a simple specific 

action. Other students also said that others often asked them for an input with 

respect to an issue in the company, and the opportunity that they shared the 

knowledge gained in SWCU FEB. One informant also expressed pride by making 

scientific work on SWCU FEB. It became a contribution to FEB, and intended for 

other people who wanted to know the profile of FEB SWCU, they could know 

through the scientific work. Another informant applied her knowledge by starting 

a small business, which is not for profit only but also to show her identity as a 

student of economics. Applying the knowledge in everyday life becomes an 

expression of their pride. In the course of scientific activities in the classroom and 

outside the classroom, students expressed their pride with an active way of 

learning. Some students admitted that they were always try to be active in the 

classroom by asking, make summaries, discussions with the lecturers about 

interesting articles they find, collect the seminar material to be read back and so 

on. There was a sense of pride that encouraged them to take advantage of the 

college, and to improve the quality of the lectures. Besides a sense of pride, it was 

influenced by the perception of "do not want to waste money". In addition, some 

informants admitted that in everyday life they expressed pride as a student at FEB 

SWCU through appearance. Especially for postgraduate students, they were no 

longer look like mostly S1students, but they gave the impression that they were 

S2 students. Consider some of the following interview excerpts,“I want to show 

my pride from my appearance, style, dress, because I want to dress in a different 

way from S1. I try to dress neatly ... "(Interview/M5/05-03-2013).  

 

"The first way is from my appearance, it shows me as the MM student, in 

terms of appearance. In different people we should be able to distinguish 

the people with S2 education, moreover Management S2 and S1, in terms 

of appearance. From that appearance people can be asked, probably from 

his or her neat appearance then someone may ask which college you are 

graduated from? It comes from the appearance. "(Interview/M6/15-03-

2013) 
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The last way to express the pride with self-actualization was maintaining good 

behavior in order not to harm the name of FEB SWCU or the study programs in it. 

This was driven by the faculty good name, alumni good name, professors good 

name, and emotional closeness that was built up during the study in FEB SWCU. 

In the daily life, the students showed their confidence as part of FEB. M19 said 

that although in her family there were several people who studied at other well-

known universities in Indonesia, she was not ashamed to admit that she was a 

student of Economics at SWCU. There were also students who wanted to do their 

best so that the FEB name could be elevated in the eyes of others through his 

behavior. M23 said that he wanted to show pride in it through his responsibilities 

in study and played a role in organization as well as possible, so that people may 

see that his pride was not as empty pride, but with quality. In addition to students 

who were already worked, they really tried to demonstrate the ability because they 

brought big names of Alumnus, and big-name of faculty/university they hold, and 

it became a liability. 

 

These findings indicated that service customers were proud to higher education 

institutions, expressed pride through self-actualization. Self-actualization meant 

here is the realization of the potentials and capacities of the individual 

(Hergenhahn, 2009: 588). Higher education service customers bring in their pride 

by applying knowledge and skills they gained in the educational process, 

developing the knowledge and skills, and also display positive behaviors and not 

tarnish the good name of the service provider institution concerned.  

 

Self-actualization that is showed by the customer is actually benefits the 

institution as a positive image of the institution will be awakened from the way of 

the self-actualization. Based on these findings, it can be proposed a new concept 

of pro-institution self-actualization, which then can be defined as an individual 

effort to realize all the potential and knowledge in certain ways that consciously or 

unconsciously will benefit the institution in which the individual is involved. As a 

concept which presupposes the existence of self-identification among individuals 

and institutions (Mischkind, 1998), organizational pride shows that there is a 

psychological attachment between individuals and institutions. That is, an 

individual perceives that institution is identical with himself or herself, so that he 

or she is able to show the positive things that benefit the institution. Thus, the next 

proposition that can be built is: 

 

P10: The more proud the customers in using the product of an 

organization, the more inclined they are to actualize themselves 

in ways that benefit the organization 

 

 Further Study 

 

Pursue further study in FEB SWCU is the last form of pride expression of the 

students. This was done by the students who were an alumnus of S1 or S2 FEB 

SWCU. One informant M15 said that, 
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"... My enrollment in S2 show that I am quite proud of what I earn in S1, it 

means my S1 gave me many advantages, it means that if I enter S2, I could 

possibly be better so. Loyalty is probably part of, it means that if we are 

loyal to an institution, it means that we also take pride of the institution. 

"(Interview/M15/03-05-2013). 

 

One other informant of the Management doctoral program, Alumnus of S2 

Management at FEB SWCU, suggested that experience during S2 with faculty, 

students, administrative staff, security guards, and all parties in SWCU had 

formed a deep sense of belonging. This particular relationship atmosphere 

encouraged him to resume studies in the S3 Management Doctoral program at 

FEB SWCU. It showed loyalty, as a tangible manifestation of the high emotional 

bond between students and FEB SWCU. 

 

This reality showed trust or even loyalty to the service providers institution. 

Variable that could be identified in these results was the brand loyalty. Aaker 

(1991: 39) defined brand loyalty as an attachment of a customer who possessed 

them. Organizational pride that requires the identification between individuals and 

institutions may cause in terms of the emotional attachment between individuals 

and institutions. The study results of Decrop and Derbaix (2010) also supported 

the argument that pride could lead to loyalty. Thus, it can be proposed a 

proposition as follows.. 

 

P11: The more proud a customer in using the product of an 

organization, the more loyal they are to the organization. 

 

Theory Construction 

 

The conceptual discussion of the study results above has emerged a number of 

propositions that can be integrally compiled as a micro theory as follow: 
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Chart 1.  Antecedents and Consequences of Customer Organizational Pride  

 

Theory Comparison 

 

To reinforce the novelty dimension of the micro theory of customer organizational 

pride constructed above, then the next micro theory was compared with other 

micro theory about customer pride that was by constructed by Decrop and 

Derbaix (2010), as shown in the following chart: 

 

 
 

 

Chart 2. Antecedents, Dimensions, and Consequences of Pride in Sport 

Consumption  

(Decrop and Derbaix, 2010) 

 

 

Criteria reference used to compare the two micro theories was criteria reference 

developed by Wallace (Ihalauw, 2008: 148-152). According to Wallace, there 

were four benchmarks that could be used to compare the theory, namely scope, 

level of abstraction, parsimony), and precision of language. By taking into 

account the availability of information required from the comparator theory 

(micro theory of Decrop and Derbaix), as well as the analytical power needed to 

perform a comprehensive comparison, so in this study a comparison was 

performed by using only two criterias, namely scope and level of abstraction. 

 

According to Ihalauw (2008: 148-149), the scope of a theory could be seen from 

two dimensions, namely substantive scope and space and time scope. Substantive 

scope referred to the content coverage at the core of a particular theory, while 

space and time scope referred to where (place) and when (time) aspects where the 

theory was applied. In pride theory from Decrop and Derbaix, the first and second 

propositions demonstrated the link between the present achievement and the past 

achievement as independent variables and pride as the dependent variable. The 
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linkage between the achievement and pride was also found in the organizational 

pride theory constructed in this study, although it was not sorted by time.  

 

The third proposition of the pride theory of Decrop and Derbaix showed the 

linkage between socio-cultural context as an independent variable with pride as 

the dependent variable. This association was not explained in the theory of 

customer organizational pride, therefore it was not identified in the study results. 

The factor of consumption context differences and also differences in the amount 

of analysis unit of both studies allowed it. 

 

The fourth proposition in pride theory of Derbaix and Decrop was the linkage 

between pride as the independent variables and the commitment and loyalty as the 

dependent variables. Based on this proposition Derbaix and Decrop argued that 

the more proud the customers to the company or brand, the higher their 

commitment and loyalty to the company or the brand. This argument was the 

same as proposed in the proposition that the customer organizational pride theory 

had impact on brand loyalty. 

  

The fifth proposition in pride theory of Derbaix and Decrop was pride as a 

relationship between pride as the independent variable and increasing 

consumption and collection. In the theory of customer organizational pride the 

relationship was not found, which was likely due to differences in the 

characteristics of the products that were consumed and differences in the term of 

consumption. Furthermore, the sixth proposition in pride theory of Decrop and 

Derbaix was the relationship pride as an independent variable with WOM and 

proselytism as the dependent variables. These relationships were also discussed in 

the theory of customer organizational pride, that the customers who were proud of 

the institution would convey positive things about the institution to others, and 

recruited others to consume products from the same institution. 

  

Next, the seventh proposition in pride theory of Decrop and Derbaix was the 

relationship between pride as an independent variable with the customization and 

bricolage as the dependent variables. Decrop and Derbaix argued that the 

customers who were proud of a company or brand would assist the company in 

value creation as they would appear as creative, pro-active, and bricoleur 

customers. The theory of customer organizational pride also discussed this 

relationship, that customers, who were proud of the institution or brand, would 

actualize themselves in certain ways that consciously or unconsciously may be 

profitable for the institution. This showed the value co-creation activity between 

institutions and customers. 

 

Based on the above explanation, it could be known that there were two 

propositions in the pride theory of Decrop and Derbaix which were not covered in 

the theory of customer organizational pride, namely the relationship between 

socio-cultural context with pride, and pride with the increase in consumption and 

collection. Conversely, there were six propositions in the theory of customer 

organizational pride which were not covered by the pride theory of Decrop and 

Derbaix, namely the relationship between brand association and pride, the 
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relationship between employee-customer proximity and pride, the relationship 

between the reputation of the employees and pride, the relationship between the 

benefits perceived by pride and pride and relationship between pride and 

affiliation expression. Based on this comparison, it could be concluded that the 

theory of customer organizational pride had wider substantive scope than 

customer pride theory of Derbaix and Decrop. 

 

According to space and time scope, observed from the number of propositions, the 

pride theory of Derbaix and Decrop consists of seven propositions, while the 

theory of customer organizational pride has eleven propositions. Of seven and 

eleven propositions, there are five identical or similar propositions. Six 

propositions of the theory of customer organizational pride cannot be explained by 

the pride theory of Decrop and Derbaix, while the two propositions of the pride 

theory of Derbaix and Decrop customers cannot be explained by the theory of 

customer organizational pride. It means, from space and time scope the pride 

theory of Decrop and Derbaix can be used to explain some of the phenomenon of 

customer organizational pride in the context of higher education services 

consumption. In contrast, almost all of the pride phenomena in the context of 

sports consumption can be explained by the theory of customer organizational 

pride, in which from seven propositions, five are the same or similar, and two are 

not.  

 

The customer pride theory od Derbaix and Decrop was not relevant to explain the 

brand association, the proximity of the employee-customer, employee reputation, 

perceived benefits, and organizational culture, as variables that lead to pride, and 

affiliation expression as a result of pride. This may be caused by the 

characteristics of the consumption context and the characteristics of the products 

consumed. On the contrary, the theory of customer organizational pride was not 

relevant to explain the relationship between socio-cultural context and pride, 

relationship between pride and the raise of consumption and collection. This may 

be caused by the difference in the time required for consumption, switching 

barrier, and the amount of the unit of analysis of the study that constructed the two 

micro theories. Thus, based on the description above it can be concluded that 

micro theory of customer organizational pride had greater time and space scope 

than the customer pride theory of Derbaix and Decrop. This can be observed from 

the amount of the same and different propositions on both theories, which 

describes the ability to explain each phenomenon. 

 

In contrast, according to the level of abstraction, the concepts in the customer 

pride theory of Derbaix and Decrop tend to show uneven abstraction level, there 

was a concept at the mid or high levels, and there were lower-level concepts, for 

example, the concept of socio-cultural context in the theory. It can be observed 

that these concepts were at lower or higher level, which could still be translated 

into concepts at lower levels such as demographic, economic levels, population 

density, etc. But, the concepts such as commitment or WOM in the theory were 

only be translated into dimensions.  
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Meanwhile, the abstraction level of the concepts in the theory of customer 

organizational pride tent to be spread evenly and are on the lower level. If these 

concepts are intended to be elaborated, then the results will only in the form of 

dimensions, for example, the concept of positive WOM in the theory. When this 

concept is about to set out it will only generate dimensions or attributes, such as 

associative positive WOM, or that are comparative. Thus, it can be concluded that 

the theory of pride of the Derbaix and Decrop were at a higher abstraction level, 

than the theory of customer organizational pride that was constructed in this study. 

 

Based on a comparison between the two micro theories above, it can be reduced a 

number of old or are already known propositions about the organizational pride on 

the customers, so that the new micro theory will appear as follows: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Chart 3. Antecendents and Consequences of Customer Organizational Pride 

after Theory Comparison 

 

 

CONCLUSION  

 

 

Customer organizational pride is a positive feeling that is felt by the customers as 

the customers a product of an institution, which is sourced from the customer’s 

identification for the reputation, excellence, and the unique attributes of the 

institution compared to other institutions. That is, the organizational pride is felt 

because of the customers perceive the advantages of the institution as the personal 

advantages of the customers. 
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The study results showed that the customer organizational pride was triggered by 

the six factors. The first factor was the brand association. Everything that is 

perceived in a positive and superior manner of the institution is potential to create 

a sense of pride, especially to customers who identify themselves as 'insiders' of 

the institution. The second factor was the friendliness of the employees and 

customers. The harmonious intimacy that was created between employees and 

customers in the process of consumption, made the customers to feel treated 

differently and being respected. If intimacy occurs when the customers or the 

customers are already perceive themselves as the parts of the institution, it will 

display a sense of pride in the institution. The third factor was the reputation of 

the employee. By identifying themselves as the parts of the institution, customers 

will tend to perceive employees as partners, so that if the employee is deemed to 

have a good reputation and respected other parties outside the institution, the 

customer will also take pride. The following factor was the achievements of the 

institution. The positive achievements of the institution also create pride in 

customers who identify themselves as part of the institution. The fifth factor was 

the cause of the perceived benefits. The pride of the institution is also determined 

by whether or not the benefits that the customers receive from consuming the 

products that are supplied by the institution. If these benefits meet or exceed the 

expected benefits the customer, he or she will express a pride towards the 

institution. The last causative factor was the organizational culture, as factor that 

gives identity to the individuals in the institution. This makes the identity of 

individuals who perceive themselves as part of the institution including 

customers, feel different than other individuals so that they can emerge a sense of 

pride. 

 

Besides having a causative factors, organizational pride in customers also have 

some impacts. The first impact is positive Word of Mouth. If customers feel proud 

because of consuming the products from an institution that is seen as having 

advantages and a certain uniqueness, then the customers are likely to tell the 

positive things about the product or the institution to others. The second effect is 

an affiliate performance. If the customers proud because of consuming the 

products of a superior institution, then the customers are likely to inform their 

association with the institution to others through specific ownership, both tangible 

(T-shirts, stickers, jackets) or virtual through social media. The third impact is 

customer acquisition. Customers who take pride against an institution, will try to 

invite others to join or consume products from the same institution. The fourth 

effect is pro-institution self-actualization. Customers who are proud of the 

institution, will actualize themselves in certain ways that consciously or 

unconsciously benefit the institution. The last impact, the customers who feel 

proud of the institution will purchase or consume other products from the same 

institution, because of the psychological attachment between customers and the 

institution. 

 

Implications of the Study 
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The results and discussion of this study have a number of implications, both 

theoretically and practically. Theoretically, organizational pride is one variable 

that does not only applied in the intimacy between the employees and the 

institution or company. In the particular consumption context in which high 

intensity of interaction between customers and institution and high switching 

barrier occur, the customers will perceive themselves as part of a social group that 

was created by the organization. Such conditions allow the process of 

identification and pride, if the organization is seen as superior to other 

organizations in certain aspects. 

 

Judging from the causal factors that were found in this study, organizational pride 

was triggered by external factors of the individual. This was consistent with the 

arguments of Bohm (Gouthier and Rhein, 2010). Meanwhile, the organizational 

pride was one of the constructs of potential that could trigger behaviors such as 

voluntary from the customer, but beneficial the institution or company (customer 

extra-role behavior), and also cooperative behaviors that were required by the 

institution from the customers for to the effectiveness of the consumption process 

(customer in-role behavior). 

 

In practical terms, in the paradigm of intimacy marketing today that is focusing 

the harmonious-collaborative intimacy between company and all external 

stakeholders including customers, organizational pride is one of the key concepts 

that is very important. The organizational pride will make the customers identify 

themselves as an integral part of the company or organization, which then would 

help the company create value. This organizational pride led the pro-social 

behaviors that benefit individuals and organizations (Tracy and Robins, 2007). 

Thus, organizations and companies need to manage a good intimacy with the 

customers or customers, taking into account factors that may trigger such pride 

organizational reputation, accomplishments, organizational culture and so on - 

which reflect the importance of the management of intangible assets. If thus things 

are considered and managed well, then the institution will undoubtedly be 

attractive in the sight of the customers and become a source of ideal self-

identification. 

 

The Limitations of the Study and Future Research Agenda 

 

In addition to the theoretical and practical implications, this study also has the 

disadvantages. In the conducted interviews, there were a number of informants 

who had difficulty in answering the questions since they never had experience 

related to the things observed. For example, in answering the question, "how do 

you express your pride in the lecture in class?", The Informants had difficulty 

because of not knowing or remembering exactly what he or she did when he or 

she felt pride. These disadvantages need to be considered by future research, 

especially with regard to the selection of informants and data collection 

techniques. 

For future research, the main agenda is to conduct empirical testing with 

quantitative methods to the micro theory of organizational pride on customers that 

are constructed in this study. In addition, future research should also explore the 



49 

 

possibility of experiencing the pride organization in the context of other 

consumption, especially where there is a switching barrier and the interaction 

intensity between the customers and the company is low. Specifically in the 

context of higher education services consumption, future research may also 

explore the phenomenon of organizational pride in the alumni of an institution of 

higher education services, and investigating whether there are new causal factors 

and the impact. 
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Abstract 

In the development of business and the need for a process in which development 

is a series of conscious effort made towards a better state than before. 

Development is a multidimensional process of socioeconomic change. This 

confirms that economic development is not a purely economic process, but rather 

a manifestation of the transformation or social change and cultural. Therefore, any 

process of economic development always involves a multidimensional factor in it. 

The transformation that occurred in Blimbingsari covering economic, social and 

cultural, among others, involve changes in the structure, initiator agent of change, 

towards more advanced (progress). From the description above, the authors raised 

three issues research, as follows: 1). What is the characteristic (unique) 

Blimbingsari Village? 2). What is the Types of Entrepreneurial in the village 

Blimbingsari? 3). What is the role of entrepreneurship in rural 

Blimbingsari? The three issue of the study, the authors raised three research 

objectives, namely: 1). To explain the characteristic (unique) Village 

Blimbingsari. 2). To find out, the types of Entrepreneurial what is in the village 

Blimbingsari. 3). To explain the role of entrepreneurship in the village 

Blimbingsari.The research methodology used in this study is a qualitative research 

with in-depth interviews, triangulation data and oral history. The village has 

happened Blimbingsari economic change (economic transformation), one of 

which is caused by the entrepreneurial. The types of entrepreneurship that exist in 

Blimbingsari such as poultry, cattle farmers, pig farmers, ranchers catfish, coconut 

fruit seller, the seller of chocolate, grocer, refill water seller, the owner of the 

fields, forests sengon, food stalls and the owner of the guest house/villa. There are 

also other entrepreneurs as employers coconut sugar makers who become 

entrepreneurs in the village Blimbingsari. It becomes a matter of interest to the 

author, in view of the development of entrepreneurship in villages Blimbingsari. 

The role of entrepreneurship in villages Blimbingsari which is to reduce 

unemployment and through their efforts, they can survive and even be able to 
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finance their children for further studies. They were able to improve their living 

standards from "nothing into something". The author's suggestion is, there may be 

other factors that affect the economic transformation of this village is that the 

author has not been through. So that other researchers can continued. 

 

Keyword: Entrepreneurship, Development and Economic Transformation, 

Community, Blimbingsari 

 

 

1. Introduction 

 

Blimbingsari village is now a village with full of new entrepreneurs with various 

efforts respectively. Starting from the establishment of 'team irrigation' with the 

launch of Irrigation appropriate by the Regent, many new entrepreneurs have 

sprung up, because of the desire to improve the economy of rural communities 

and to create well-being of the village. However, the authors did not examine the 

amount of income per capita of the population in the village Blimbingsari, but just 

purely just to make sure that there is the role of entrepreneurship in the process of 

economic transformation "from nothing to something". 

Blimbingsari this village in 2010, has become a tourism village which was 

inaugurated by the Regent, Prof. Dr. drg. Gede Winasa. The opening of this 

village into a tourism village is also one trigger Guesthouse and Villa and a 

multiplier effect that following them, such as the sale of souvenir "Dancing Blady 

the Cross", palm sugar, and brooms made of palm leaves even all the gardens, 

fields and farms have water. 

This transformation process is the role of entrepreneurship that is driven through 

the village government leaders (formal) and spiritual leaders (informal) in moving 

the village community Blimbingsari unchanged, resulting in a change of the 

village infrastruktrur, economic development and institutional as well as rural 

creative economy. Judging from the time period, including a very fast 

transformation when this community adopted the Christian religion, they adopt 

new values and a new identity as a Christian Bali. 

 

1.1. Research issues 

 

Problem in this study, focusing on How Enterprise Role in the Economic 

Transformation element that can move the institution of the church and the 

government to make changes and development Blimbingsari village, from the 

village of the "poor" became a prosperous village ("forward"), to build morale and 

performance of entrepreneurship by performing on agriculture, plantations and 

farms, and with the support of a growing village infrastructure, eventually 

becoming a tourist village through creative economic transformation. Author 

lowering research problems with three more empirical research questions are: 1). 

What characteristic (unique) Blimbingsari Village? 2). what is Types of 
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Entrepreneurial in the village Blimbingsari? 3). What is the role of 

entrepreneurship in economic transformation in the village Blimbingsari. 

 

1.2. Research Purposes 

The issue of the research above, the purpose of this study are as follows: 1). To 

explain the characteristic (unique) Blimbingsari village. 2). To find out, the types 

of Entrepreneurial what is in the village Blimbingsari. 3). To explain the role of 

entrepreneurship in economic transformation in the village Blimbingsari. 

 

1.3. Benefits Of Research 

There are two benefits of this research are theoretical and practical benefits. A 

comprehensive overview in the transformation and economic growth in the village 

Blimbingsari shows that entrepreneurial support the occurrence of an economic 

transformation. The process of economic transformation of economic changes that 

systematic and planned endorsed by community groups and their leaders. A 

community leader in strategic thinking, long-term oriented, and insightful, and 

focused on achieving results today, with a full sense of responsibility. 

Terapannya implication, that the transformation in the village Blimbingsari can 

serve as a reference for other villages across Indonesia to make Blimbingsari 

village became a pilot village and can be a reference in comparative studies to 

identify and understand the key factors that influence the success of Blimbingsari 

Rural development through the transformation process the economy of the village 

is 'poor' and hopelessness into a village of the 'forward' and 'affluent'. 

Theoretical implication, that the spiritual leader as an informal leader in the 

context of the country, although in the context of church pastors as formal leader 

capable of cooperation between informal leader (spiritual leader) and formal 

(village government), can provide guidance in entrepreneurship. 

Under this, the author will explain the theoretical foundation will be used in this 

paper is to explain the development and transformation of the economy and 

entrepreneurship. 

 

2. Theory Framework 

2.1. Development and Economic Transformation 

How modern society aspired to be achieved? Rostow put forward the main 

requirements of the availability of capital (Fakih, 2006). Another figure in the 

theory of modernization is Stauffer, (2002) which departs from the perspective of 

social psychology say that the fundamentals of psychology and human behavior is 

strongly associated with social change. Added to that, it always involves the 

construction of changing perceptions and attitudes towards life as a whole, not in 

separate sections (compare with Todaro, 2000). 

Structural transformation will only work well if followed with equal opportunity 

to learn, decrease in population growth rate, and a decrease in the degree of 

economic dualism between rural and urban areas (French, Wendell L et al, (ed.) 

2000). Robbins (2007) states, entity or community should be changed. If 

unchanged, the entity will die. All entities should be changed in order to survive. 

This statement has a meaning that changes in an entity should be formulated in 

such a manner for the sake of survival. 
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Results of the research conclusions Widodo (2009) explains that social change 

caused Samin, the modernization of agriculture with the use of technology but 

does not eliminate institutional mutual cooperation called the "splice" in which 

labor needs in agriculture was obtained by means of mutual help among farmer 

households in turns without wage system. 

Investment climate related to natural resources (as a provider of raw materials) 

and sound government policies. Meaning here that to make a shift from the 

traditional fisheries sector to the industrial sector is necessary for government 

policies that can provide business certainty and guarantee the welfare of coastal 

communities (Lewig and Dollard. 2001). 

Two studies were conducted Widodo, Utomo (2008) and Hutahuruk (2008), 

shows the same direction, where economic transformation is closely related to the 

transformation or social change in the community. 

Research Gunawan (2012) are more focused on what the elements of social 

change in the communities in rural Bali with his findings about the social change 

that is duality. While the research conducted Saptana, Syahyuti and Rosganda 

(2003) emphasizes that must take place to strengthen the institutional 

transformation of the people in the rural economy. 

Saptana, et al (2003), in his research "in order to strengthen the institutional 

transformation of the people in the rural economy with a case study in the district 

of" tracked from the fragility of the people in the rural economy, the main cause is 

the fragility of institutions that support it. 

 

2.2.Entrepreneurship 

Entrepreneurship is a human process related to creativity and innovation in 

understanding the opportunities , manage resources , so the chances of it 

materialized into an economic value that is able to generate profits or value for 

long periods of time . Understanding focuses on the aspect of entrepreneurial 

creativity and innovation , because of the nature of creativity and innovative one 

can find opportunities and make the added value that can increase the value of 

assets and capital owned . 

Literally Entrepreneurship consists of basic word entrepreneur who gets ke- prefix 

and suffix -an , so it can be interpreted entrepreneurship are things related to 

entrepreneurship . While wira means courage and effort means that commercial 

business activities or non - commercial , so that entrepreneurship can be 

interpreted as the courage for someone to carry out a business activity . 

Frank Knight (1921), Entrepreneurs try to predict and respond to market changes. 

This definition emphasizes the role of entrepreneurs in the face of uncertainty on 

the market dynamics. An entrepreneur is required to carry out the basic 

managerial functions such as guidance and supervision. Therefore, with grown 

kembangkanya knowledge about entrepreneurship, will evoke the spirit of the 

Indonesian people, especially young people or students, to help create jobs with 

entrepreneurship, not only the job seekers (job seeking). In the spirit of 

nationalism that Indonesia should be able to compete arena arena of the world 

economy, it will be a lot of students who are motivated to drive the quality of her 

and spark ideas in the field of entrepreneurship kretaif highly competitive. 

According to Peter Drucker (1967), "institutions that have a manager who has the 

entrepreneurial spirit is always ready to face any change". Changes, for these 
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leaders, is part of perkerjaannya. Exactly as said Willim Ahmanson, in a field of 

work / business no straight path, consisting of three components, namely: 

investors (people who are looking for risk), entrepreneurs (people who take risks), 

and managers (those who shy away from risk). Under conditions of good 

business, entrepreneurial spirit becomes important. Especially in times of 

economic crisis, entrepreneurial spirit becomes even more important. 

Unlike the leaders who do not have the entrepreneurial spirit, who tend to think 

very rationally, like the establishment, and do not want change. These leaders 

often have difficulty in following an entrepreneurial style of thinking. He also had 

difficulty following the steps entrepreneurial business. Only leaders who have an 

entrepreneurial spirit who have an entrepreneurial spirit that can be true 

entrepreneurs. The leaders of both when faced with larger hands, for example 

managing business units that produce. 

Leadership is subject to the execution of development. Leadership that directs the 

behavior of others towards the achievement of a particular goal, in this case the 

development objectives to achieve better conditions. Leadership directing and 

cause others to act in a certain way or follow a certain direction, which of course, 

with the charge and the value of entrepreneurship to further improve performance 

and optimal results. Leadership based entrepreneurship has advantages where 

performance leadership has room to maneuver more freely. Entrepreneurial-based 

leadership is more likely to facilitate members of the public with a set of 

capabilities to improve their quality of life by optimizing the existing resources. 

When examined, the dimensions of innovation greatly affect the outcome of the 

performance of members of the community in improving productivity. Innovation 

is supported by the dimensions of creativity which ultimately leads to an increase 

in economic resources as a logical consequence of increased productivity (Yulk, 

2010: 353). One of the responsibilities of leadership is the most important and the 

most difficult is to guide and facilitate the process of making a major change in 

the community. 

Innovation is the process of turning ideas - creative ideas into a product or method 

useful work. Therefore, innovative leaders who have the mental will transmit the 

virus innovative continuously, also has the ability to channel their creativity to the 

community members become useful results. This is a continuous process in 

transmitting the entrepreneurial spirit and continue memilihara and encourage 

innovation (Stephen P. Robbins and Mary Coulter, 2010: 21). 

 

3. Research Methodology 

The method used in this research is qualitative research. Qualitative research is a 

method to explore and understand the meaning (Basrowi & Kelvin, 2008; 

Riduwan & Kuncoro, Engkos, 2008; Strauss & Corbin, 2007; Marshall, Catherine 

& Gretchen, 1989). This qualitative research process involves important efforts, 

such as asking questions and procedures, analyze the data inductively from the 

specific themes to common themes and interpret the meaning of data. (Creswell, 

2013: 4). This research applies research perspective inductive style, focusing on 

individual meanings, and translate the complexity of a problem. 

In answering the research questions as formulated above, the research process is 

relying on the paradigm of interpretative research using qualitative methods. 

Definition of interpretative research paradigm is meant here relates to how to 
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acquire knowledge (in order to answer research questions) that is based on the 

process of understanding through interpretation and meaning of this research 

related to social reality, which of course also involves interpretation and meaning 

of the Researchers (subjectively) on field observations or findings during the 

research process, so that the research presented here is the basic ingredient of the 

results of interpretation and meaning (Gunawan, 2012; Marshall, Catherine & 

Gretchen, Rossman, 1989). 

While the purpose of interpretative paradigm is that it epistimologi author did not 

follow the flow of positivism, because it is precisely the author has a critical 

nature and ontological using flow constructionist, arguing that from the results of 

the field, the authors construct a data field that led to the results of research. 

 

3.1. Build Communication and Research Equipment 

As a researcher, writer to be elegant and humble in order to establish effective 

communication with the informant. Because writers need data and information, it 

is often the author requested phone number or home phone number in order to 

establish communication. Besides, it is also because there is a recommendation 

and an appeal from the head of the village, that the author will conduct research 

faster then usually familiar with the informant. When trust arises and grows, the 

author is no longer considered a stranger but already regarded as insiders or 

"brothers" in the community. So influential for data collection 'as is' (Creswell, 

2007). 

Readiness is very necessary before researchers began to enter the sites. The 

related needs such as correspondence, books field notes, interview guides, camera, 

and voice recorder (voice recorder). 

Results recorded at least very helpful to hear back and made the transcript. Sound 

recordings of the informants are vital, thus avoiding the forgotten records or who 

could not be accommodated. Sometimes it was so asiknya discussion the authors 

did not get recorded, but because there is a recording, it is very helpful for author. 

 

3.2. Processes and Dynamics and Ethics Field Data Collection 

At least there is a major process in the process of data collection, observation and 

in-depth interviews (Moleong, 2009; Strauss & Corbin, 2007). This process 

always carefully, carefully, and critically. Before performing the retrieval of data, 

steps should be prepared early is rechecking interview guides that have been 

developed, adapted to the purpose of research. Although in the process 

(interviews) there are indicators, other questions will arise (usually) to explore in 

an interview. 

Recording typically done at night. The authors collected data from various 

informants categorized, in coding and made in accordance themes after the 

perceived saturation. And so on until all the unanswered problem formulation. 

From conversations with the head of the village radiates the streets to meet the 

elders and the people as a key informant who was very helpful to researchers, 

such as Mrs. Ni Wayan Kari, I Gusti score, Pdt. Wayan Sunarya, Pdt. Job Suyaga 

as the spiritual head GKPB time (Chief Blimbingsari Peniel Church), and the 

author sometimes settled in the house with Pdt. Job and sometimes in the house of 

the village to observe and conduct research. Furthermore, traditional village that 

once served as the leader of Blimbingsari traditional village, and all the assembly 
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that was once the house of Peniel church in the village of Blimbingsari. Then the 

next informants are former Village Head Blimbingsari and former spiritual leaders 

in Blimbingsari. 

Whenever depth interviews I always look at the situation and condition of the 

informants. The easiest thing is to look at facial expression when the expression 

on his face is bright, then this is a good and appropriate time to conduct in-depth 

interviews. Patience is required when facing a situation like this. 

Another thing that is sometimes overlooked is taking pictures and video, or 

recording with a tape recorder. Authors seek first obtaining permission from the 

parties concerned, as this is the ethics of a researcher. 

 

3.3. The Location of the Research 

Research location in the village in the district Blimbingsari Melaya, Jembrana, 

Bali (see Figure 1.). 

 

 

Figure 1. Map of the island of Bali 

Blimbingsari () located in the southeast of the mountain Kelatakan as "Alas 

Cekik", with an altitude of 698 meters above sea level, Jembrana. So Blimbingsari 

was once a terrible forest. Location Blimbingsari be entered into about seven 

kilometers from the main road Melaya-Gilimanuk, with paved roads. 

Blimbingsari village located transversely from east to west in the administrative 

area Jembrana. Most of the area is low-lying, partly plateau of the mountains and 

hills. North and west of the village is a teak forest area (hills and mountains 

Klatakan). In the southern part Pangkung Blimbingsari adjacent to the Village 

Land. While in the east Blimbingsari adjacent to the Village Ekasari. Blimbingsari 

village is one of ten villages in the District Melaya, Jembrana. If seen research 

sites closer to see only Jembrana as follows (See Figure 2): 
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Figure 2. Map of Jembrana 

From Figure 2 above, it appears there are five districts in Jembrana district, the 

District Pekutatan, Mendoyo, Jembrana, State and Melaya. While the village is 

located in the district Blimbingsari Melaya. 

 

3.4.Teknik Data Collection 

 

3.4.1.  Interview 

The interview is a technique of collecting data by conducting a question and 

answer directly to the informant (citizens / residents) both entrepreneurial 

Blimbingsari, the village head, the religious leaders, community elders 

Blimbingsari village, some diaspora communities Blimbingsari village, trustees 

and village (LPM, LPD), as well as the village Village Blimbingsari and servant 

of the Church at Peniel Church Blimbingsari. As proposed by Subagyo (1995: 

34), the interview is a data collection activities through debriefing conducted to 

obtain information directly to reveal the questions to the informant about any kind 

of entrepreneurship and what the role of the entrepreneur in terms of economic 

transformation. Koentjaraningrat (1994: 129) argues that in-depth interviews in a 

study aimed at gathering information about human life in a society as well as their 

establishment. 

 

Mechanical determination informant by purposive, ie informant who has 

knowledge of entrepreneurship Village Blimbingsari to happen Blimbingsari 

economic transformation. Tourism Committee (Mr. Mutiyasa, Gede Sudigda and 

Mrs. Light Herani Job). Some employers Blimbingsari (Mr. Murji, Karyan father, 

Mr. Sukerta, Mr. Suwirya, Mr Ketut Suyaga Job), seven Christian community 

leaders Blimbingsari, one person Bendesa Indigenous Blimbingsari, Head 

Melaya, and the Regent, Prof. Dr. drg. Gede Winasa. 

 

3.4.2. Research Documents and Observation 

Documentary method is to collect data through a written heritage, such as archives 

and books on theory or legal opinion related to the problem peneliatian (Margono, 

1997: 187). 

In this study, the authors use the method of documentation through a way of 

collecting data obtained from existing documents or records that are stored, 

whether it be books, newspapers and so forth. The author also uses the technique 
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of direct observation through the observation and recording of phenomena that 

appear on the process of economic transformation Blimbingsari today. As noted 

by Nawawi (1995: 94), this technique is a way of collecting data through 

observation and recording of symptoms that appear on the object of research 

whose implementation directly in place between an event, circumstance or 

situation that is happening today. In accordance with the character of qualitative 

research, the technique of observation is very important because it is a way to 

observe the behavior of the present, and objects used or generated by today's 

society to be understood through research. 

Likewise observations on the author to obtain data about the various information 

concerning the object of study, is through direct observation of the impact of 

entrepreneurship on economic transformation Village Blimbingsari, And want to 

know what kind of development strategies implemented in the village 

Blimbingsari in facing the challenges of globalization, so that people are not "out" 

or "moved" to the city. Researchers involved in a systematic and inconspicuous so 

as to create an intense social interaction between researchers with village 

communities Blimbingsari. 

 

3.4.3. Trianggulation 

As previously explained that with the opening of access to do research in 

Blimbingsari, then at this stage writers began to meet informants who are able to 

provide information based on interview guides that have been previously collated 

author. This interview guide writers need as a handle so the questions remain 

focused on the direction to answer the research objectives. This method is 

overlooked as a triangulation of data from interviews, so according Bungin (2007: 

65-66) through observation can eventually be known by the more valid the actual 

incident occurred in the observation unit and the involvement of every citizen of 

the village Blimbingsari more objectively. 

In the data collection techniques, triangulation is defined as data collection 

techniques are combining of various data collection techniques and data sources 

that already exist. Triangulation method means that the authors use data collection 

techniques vary to obtain data from the same source. If the author uses 

triangulation, then in fact the authors collected data simultaneously test the 

credibility of the data with a variety of data collection techniques and a variety of 

data sources. 

 

 

 

3.5. Data Analysis 

This study is about the role of entrepreneurship on the transformation that is 

evolutiv and longitudinal and in the past, so interviews and methods document is 

the main source of data for this research. Writers want and work to improve the 

validity descriptively, interpretatip and theoretical to the reader, so writer 

interviewed two village elders (Mrs. Wayan Kari 105 years old and Mr. I Gusti 

Rata more than 100 years old). In addition, the author also uses the document 

ancient archives stored in a church or a book that talks about this study. 
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The author conducted interviews with village elders Pastor. I Wayan Sunarya, Pdt. 

Ketut Suyaga Job. Selection of informants is because they are the first generation 

that is involved in the process of transmigration. Although they are old hearing is 

still good so that it can answer the question posed in the language writer Bali and 

all of these questions can be understood. The interview did not take place just 

once, even the writers often feel less detail (lack of complete data), the authors 

came to the informant again, and to obtain the next informants sometimes the 

writer asked for a recommendation from previous informant. This method is 

known as the Snowball Method (snow bowling alley method). This interview 

happened like a snowball in which the interview is not directly mention the names 

of informants are necessary and should be interviewed that have relevance / 

linkages. To build confidence (trust) can be through informal approach (Creswell, 

2013; Krippendorff, 1991). 

This study consisted of two phases which are old and were now. For a long phase 

of research done using methods pemanfataan oral history and the study of 

documents. In the present phase of research using the method of observation and 

interview. Once the data is collected through interviews, the author goes on to 

make a transcript of the interview wawanvcraa based. After that the author makes 

identifying the theme of the data obtained from interviews, and prepare outline 

and writer finally wrote (Miles and Huberman, 1992: 17-19). 

 

4. Result and Discussion 

4.1 . The Uniqueness of Blimbingsari Village 

Although the majority Christian village, but in a still life using art and culture. 

The Church has carved as 'temple'. These matters are described below. 

 • Gamelan 

Blimbingsari village has a wealth of art and culture should other areas of Bali. 

Typical art owned by Village Blimbingsari is a dance that usually lacks the 

gamelan musicians are very melodious and beautiful. Gamelan musical material is 

made of bronze and the front of the gamelan contains decoration or carving bali 

and usually plays this music performed while sitting. 

 • Jegog 

Arts and other cultures is the art jegog. Jegog art this is a musical instrument 

typical of Jembrana. Jegog musical material is made from bamboo options 

diameter of 18-20 cm in size (depending on needs) and the front jegog contains 

decoration or carving bali. Differences with gambelan, art jegog jegog usually 

play music is done while standing. The number of participants who play the 

gamelan music and jegog almost the same amount. 

Both art and jegog gamelan music is good, usually used as a musical instrument to 

accompany the dancers. Art of dance is normally used to welcome a group of 

guests who come to visit and stay in the village Blimbingsari. This dance is 

performed by young people aged 18-20 years who have been specially trained to 

perform a dance of welcome or farewell. Usually this is a female dancer 

(interview with Made John Roni as a head of the comunity, 2013). 

 • Megibung 

Other cultural art is when Blimbingsari ber Anniversary (annual event) or 

ecclesiastical celebrate the big day, the citizens Blimbingsari cook together with 
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the entire region and divide tasks into each region. They use clothes and eating 

megibung bali (sit together in one tray), do not wear their own dishes. 

From the aspects of art and culture, different people or groups of guests from 

around the world visit to Blimbingsari see the art and culture .. 

 Visitation and Guest House 

Guests who visit the village Blimbingsari in 2013 some 1518 people. Countries 

that come to visit the village of Blimbingsari including Australia, USA, France, 

Netherlands, Germany, New Zealand, Singapore, Korea, Belgium and Japan. 

Most guests coming is Australia. It continues today. 

The impact of a visit this very clearly to community empowerment, when guests / 

tourists come to Blimbingsari for overnight average of 2-5 nights using the facility 

houses or rooms in the village of Blimbingsari's population, is able to improve the 

economy of the village in addition to the crop and farm and self-employed. 

  

4.2. Types of Entrepreneurial in Blimbingsari 

Villagers Blimbingsari have diverse jobs . There are farming , both as a farmer 

coconut , cocoa and vanilla and sengon . Most residents are farmers , like bertenak 

beef, pork , and chicken and catfish . So that it can meet its needs by selling their 

garden and livestock. (Observations, 2013). In addition there are also people who 

work as civil servants (PNS), entrepreneurship, such as brick businessman, 

rechargeable (bottled water), food catering, selling pulses and villas (inn) and 

sugar bali. (observation, 2013). Figure 3 is one of the types of entrepreneurial 

Blimbingsari as below . 

 

 

Figure 3. Types of Business Blimbingsari. 

 Farmer 

Since 2010, there started a chicken farm that was built and maintained by the 

village residents Blimbingsari. Location cages chickens are located on the 
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outskirts of the village Blimbingsari so as not to affect the community, because 

the smell of feces are extremely disturbing. 

Poultry is meant here is the business of laying hens, which produce eggs that are 

sold outside the village Blimbingsari and or consumption by residents 

Blimbingsari. The number of laying hens have managed this, each varying in 

number. Based on length of effort and capital owned by the manager or owner. 

As for the owners of chickens in the Blimbingsari is Mr. Murji, Mr. Korni, Mr 

Made Arif, Katon, Mr Nyoman Suyadnyana, Mr Nyoman Suwitra and Mr Ketut 

Edi Kusnaedi. All are citizens Blimbingsari. Besides, there are chickens, there are 

also people who have pig farms, cows and catfish are also produced for the 

fulfillment of life and sold to the market for other needs. Besides, some of the 

farmer have abother activity such as cattle farmers, pig farmers, ranchers catfish, 

coconut fruit seller, the seller of chocolate, grocer, refill water seller, the owner of 

the fields, forests sengon, food stalls and the owner of the guest house/villa. There 

are also other entrepreneurs as employers coconut sugar makers who become 

entrepreneurs in the village Blimbingsari.   

 

 Agricultural and Plantation 

Agriculture and farming is the main business Blimbingsari villagers. With these 

plantation crops and villagers could send children to school. Meet the needs of 

clothing, food and shelter. Since the existence of appropriate clean water piping 

initiated by the religious leaders, village administration and the community 

together, agriculture and rural estates Blimbingsari it is more greatly improved. 

Agriculture is meant here is rice and rice yield. As Figure 3 above are being done 

by plowing the soil so that the soil more friable. While the plantation is meant 

here is the result of such coconut plantation, coffee, vanilla, chocolate, bananas, 

and other outcomes such as copra. 

 Guest House 

Some of the community in Blimbingsari, have guest house. The impact of a visit 

this very clearly to community empowerment, when guests/tourists come to 

Blimbingsari for overnight average of 2-5 nights using the facility houses or 

rooms in the village of Blimbingsari's population, is able to improve the economy 

of the village in addition to the crop and farm and self-employed. 

 

 

4.3.Role of Entrepreneurship Against Economy 

Example or explanation indicate that the presence of a guest visit to the village of 

Blimbingsari, helping many Blimbingsari village community empowerment. For 

example the room for a place to stay, food and drinks as well as some art (good 

dance, gamelan and jegog) paid by guests who visit it. 

Blimbingsari Blimbingsari developed which have contributed significantly to the 

economic empowerment of the flow of funds of Rp. 126 039 000, which was 

accepted by the family, Sekehe gong, dancers and musicians set gambelan, 

dancing children, mothers cooking, church and village (secondary data, reports 

Pniel Church, Blimbingsari 2013). 

Impact of transformation materialized/visible by the formation of Village 

Blimbingsari be the only tourist village in Jembrana, from the perspective of an 

institutional approach that the current position will continue to change. The role of 
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entrepreneurship through the village leaders and spiritual leaders play a role in the 

changes affecting rural communities. 

From some of the positive impact of entrepreneurship, it can be concluded that 

entrepreneurship aims to reduce unemployment. 

 

5.Conclusions 

The village leader likened Blimbingsari planters who work in conditions of 

available resources needed and of all these resources, the most important thing for 

him is the plant or in this case is the most important member of the community. 

Planters aware of the importance and power of the leadership value in making 

breakthroughs and changes that could improve rural economic sector 

significantly. Blimbingsari village leaders in the other party should increase the 

capacity of leadership through the intervention of the factors work ethic and 

entrepreneurial factor. These factors are growing in the middle of the village 

community Blimbingsari understood as a pattern of beliefs, values, and behaviors, 

as well as reviewed by Schein (2004) and leaders as agents of change do the role 

and intense relationship with the community, because it is influenced by the 

historical trend, social attitudes, and socioeconomic factors. Blimbingsari village 

leaders have constantly to understand the two main elements of it (work ethic and 

entrepreneurial values) has been growing at Blimbingsari Village community, so 

that the values that make a positive contribution to the productivity of the 

community to improve the living standards in the field of economic and other 

aspects as well that support it, such as spiritual values to continue to always love, 

like the teachings and values obtained from the Gospel or the Bible. 

Leader described as planters understand that changes both the positive value 

through the process of socio-economic transformation has beraktualisasi in the 

middle of the village community Blimbingsari and occurs for a long time as a 

long process in terms of time. Meanwhile, the village leader Blimbingsari as a 

change agent trying to make changes directly and dynamically, because it makes 

the two main values of variables that interact through transformative leadership 

encouragement in the form of order, stability and the ability to make changes in a 

systematic and planned. And this requires a real change in the socio-economic 

behavior as a pre-requisite to understanding the development of the Village 

Blimbingsari such as gardens, where plants and trees grow and develop according 

to his character. From some of the positive impact of entrepreneurship, it can be 

concluded that entrepreneurship aims to reduce unemployment and increasing 

their welfare. 
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ABSTRACT 

2015 represents a new chapter for the State of Indonesia in the ASEAN 

Economic Community by 2015. In this case Indonesia is required to prepare 

human resources in the face of global competition. But ironically, until now the 

people of Indonesia are still not fully aware of what is meant ASEAN Economic 

Community by 2015. In order to prepare qualified human resources to face of the 

ASEAN free market, the role of higher education is very important. They were 

instrumental in preparing a generation - the future generation who have sufficient 

expertise and skills in the face of Economic ASEAN Community 2015. This study 

aims to determine how the shape of entrepreneurial learning practices among 

students at the Gunadarma University of  three business diploma programs and 

entrepreneurship in 2015 through activities revolving fund which is the first step 

in preparing students to be an entrepreneur who has the expertise, skills, and 

have a wide variety of business innovation as a preparation for the ASEAN 

Economic Community in 2015 

Keywords: entrepreneurship, students, ASEAN Economic Community 

1. Introduction 

 AEC (ASEAN Economic Community) is a challenge and a great 

opportunity for Indonesia to be able to compete globally in the economic field 

between the countries - the ASEAN countries. In this regard, Indonesia is required 

to prepare the human resources and skilled resilient in the face of the ASEAN free 

market. 

 As we know that the free market of ASEAN (ASEAN Economic 

Community) is one of the containers in which the Indonesian nation can compete 

globally in the economic field with the States of ASEAN and to mampou compete 

mailto:Dassaad_z@staff.gunadarma.ac.id
mailto:mulatsih@staff.gunadarma.ac.id
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in that regard, Indonesia is required to prepare human resources who have the 

ability, skills and expertise in the field of economy is high, so is deemed 

sufficiently reliable in the face of economic competition with the States of 

ASEAN. With the AEC in 2015, the domestic market is not is not fully controlled 

by the people in the country but also by the economic actors ASEANyang 

countries would contribute in controlling the domestic economy and in this case, 

the domestic market will also have many opportunities in expanding its business 

into emerging markets - ASEAN countries. 

 Ecomomic ASEAN Community 2015 will be very beneficial for the 

people of Indonesia if Indonesia can take advantage of this situation to further 

advance in improving competition in the economy. Indonesia country's economy 

will be more respected in the countries, especially in the scope of the ASEAN 

countries. It means enormous opportunities for entrepreneurs and economic actors 

to be able to introduce and market its products not only domestic but also 

dilingkup within ASEAN countries. 

 ASEAN Economic Community (MEA 2015) is a form of free market 

southeast Asia established with the aim to improve the economic stability in the 

ASEAN region. With the establishment of the MEA, it is expected the various 

problems faced by the economy in ASEAN can be resolved and overcome. MEA 

itself affect the creation of a free market in the economic field, especially in the 

areas of capital, goods and services and labor, in addition to the impact of the free 

flow of goods and services, free flow of labor and investment impact the free flow 

of capital. 

 With the MEA in 2015, actually gives a good opportunity for Indonesia to 

develop the economy and expand market share. However, good opportunities will 

only be achieved by Indonesia when Indonesia has competent human resources, 

has the potential, expertise and skills, especially in the economic field. This is a 

big challenge for the Indonesian people, especially the challenges in education, in 

print skilled workforce and reliable in the field. 

 As we know that the level of education in Indonesia is still very low when 

compared with the level of education in other ASEAN countries. In this case the 

roles and responsibilities of universities increased in order to print the human 

resources that have expertise that is reliable. Education as a means to deal with 

AEC 2015 is oriented education in the formation of student character being an 

entrepreneur. Education is embedded is expected to form the independent youth, 

kreati and innovative, and daring challenge. Application of entrepreneurship 

education in universities is one of the steps taken to create human resources that 

have an entrepreneurial spirit in order to face AEC 2015. 
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 Based on this background, the authors are keen to take the title research on 

the practice of entrepreneurship in higher education as a form of preparation for 

AEC 2015 case study on the Diploma program students of Economics, University 

Gunadarma 2015. 

Formulation Of The Problem: 

How to shape the practice of entrepreneurship in higher education as a first step to 

prepare students to face AEC 2015 

 

 

 

Purpose: 

This study aims to determine the practice of entrepreneurship in college as a first 

step to face AEC 2015 (case study on students of economics university diploma 

three Gunadarma 2015)  

Research methodology: 

- Samples 

   The sample used in this research were 185 students of diploma three 

businesses and entrepreneurship 2015. 

- Data 

 The data used in this research is the primary data is data obtained from the 

report for the results of students who gathered every month for six months 

Revolving Fund. This report is a report as a form of accountability for the effort 

they have run. 

- Data Analysis 

 Analysis of the data used is descriptive qualitative analysis is to explain 

the stages of entrepreneurship education stages and evaluate the final result of the 

practice of entrepreneurship. 

DISCUSSION 

In carrying out entrepreneurial practice there are several steps that must be passed, 

the stages are as follows: 

Step 1: Entrepreneurship Course 
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  This step is the early step of entrepreneurial practices in which 

students are given  knowledge on how to be a good entrepreneur. In the normal 

course organized by the  university, they are given training including training 

on business  proposal writing,  report generation business and product 

training on marketing  techniques. 

Step  2: Distribution Business Group 

  Having followed the entrepreneurship course, the next student 

amounts to  approximately 185 students of diploma three businesses and 

entrepreneurship in 2015 is  divided into several business groups, which each 

group numbering about five students, so   is more or less 39 groups of students 

who practiced in revolving funds. In this group,  students have a wide range of 

tasks, among others, there being the chairman of the group,  there is a duty on the 

production, marketing, finance and treasurer. The division of tasks  is intended 

that the division of tasks and responsibilities are clearly among group 

 members. 

Step 3: Preparation of business proposals and submitting a business proposal 

  After getting the provision of knowledge of the activities of 

entrepreneurship  courses, then students submit business proposals to the 

campus to obtain funds as initial  capital in running the business and in this 

case, the college selects the proposal submitted  by the student, the proposals 

are eligible to receive funds for capital business. 

Step 4. Distribution of funds from the campus to the students as initial 

capital. 

  After the university selects a business proposal, then the next step 

is to distribute  funds to each group as initial capital. Prior to distribute funds to the 

university students,  they provide socialization beforehand about how the 

revolving fund will be student run  for six month. They were given a briefing 

about how to running a business and  how  mechanism for the results imposed 

by the university. In this case the funds are  distributed to each group is IDR 

600.000. The fund will be screened during the six- month revolving fund system 

for the results to be given to the university by 25% of  profits each month, 

other than that each month of each group of students repay IDR.  100,000.00 per 

month and IDR 8000 per month for administrative costs. 

Step 5: Product Exhibition 

  After three months of their businesses running, usually to be held 

in activities  mentioned activities of the product title. The title of the product is 
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the bazaar activities to  promote the product to the public on the creativity 

of each product group revolving funds. 

Step 6: Reporting of results of operations and Evaluation Results 

  The final step after a six-month revolving funds are evaluating the 

results of each  group in running entrepreneurial practice, evaluation results 

can be seen from the results  that are reported every month. The results achieved 

by the 39 groups of students of  diploma three businesses and 

entrepreneurship, among others, are as follows: 

Table 1 

Profit Sharing per Month 

  RESULTS FOR 25% OF BENEFITS PER MONTH ( IDR) 

NO GROUP NAME JANUARY FEB  MARCH  APRIL  MEI JUNE 

1 199X'S KIDS 66250 38212 24875 12984 12984 16153 

2 BUDDY BAG 8875 17500 6625 13500 14000 24000 

3 D'BRIEFTACCHE 74500 37750 24000 48375 57500 66125 

4 FORTUNE COMPANY 12500 10000 12984 24875 114375 114375 

5 KING'S BROOCH 48000 24500 71250 28000 37375 89000 

6 PT. ANDS COMPANY 10000 14000 45500 25500 13250 15750 

7 PT. BACKAR 86 7625 11500 5000 25500 8125 15000 

8 PT. COLIFTA 56250 121250 17500 77625 99375 43375 

9 PT. GUILI GOTA 30000 45000 43000 6500 84250 5375 

10 PT. ISENGISENG 9000 12984 17500 28625 10000 16000 

11 PT. PASSOL FOOD 3750 27750 17500 88500 63500 68500 

12 PT. RISE YUDIUM 45000 64250 33125 21875 40625 71875 

13 PT. SOLOP ART ENT 20125 26625 64250 16500 18625 48000 

14 PT. STAR PROJECT 45000 45000 18250 60000 73750 77500 

15 PT. SUKSES BAHAGIA 4125 160750 116250 51125 30000 70000 

16 PT. UNIQUI BAG  20875 17500 30000 9125 13000 6625 

17 RUMAH SCRAFT FASHION 17500 33750 19000 18250 56500 268500 

18 STAR COOKING 5000 5000 713 356250 224750 347500 

19 THE FAIRY TELLS PROJECT 7375 7375 21250 39625 46125 52625 

20 D'Shirt 11750 25750 31625 31625 36000 35250 

21 Perutani 13750 19000 18750 13375 16200 21250 

22 Swap Shop 25000 31250 38000 56250 61000 68750 

23 PT. PCS 36250 19625 24750 24250 35500 39875 

24 Mericeardy Block 41000 31375 31125 71000 92000 100750 

25 1'st Handycraft 13500 10000 31000 26132 24500 24506 

26 Difars Store 54500 43250 30875 51750 57000 75000 

27 My Acsesories 20750 31250 51000 47750 52000 56250 

28 Hijab Gaul Collection 9000 49750 33500 28500 15500 10250 

29 Maver Zip 7625 12625 53750 25500 27625 32625 
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30 Farisnosa 14500 11625 39250 35125 35750 32000 

31 PT. Dichandik 8000 8500 35125 61750 30500 34250 

32 SJ Blue 11250 15125 58500 40500 26750 11250 

33 I Near Bag 16000 16750 23000 63000 16375 14500 

34 Fairy Lampion 5000 41750 4000 55875 52500 73250 

35 Gamik Acsesories 7375 9750 33625 39500 41625 19250 

36 PT. Ciaobella 0 16875 19500 74250 74500 74500 

37 Lampion Collection 16250 30620 17625 52375 54125 64000 

38 Flower Crown 9750 9000 73000 30625 34375 36875 

39 Slap Case 10000 60000 11250 55560 49750 63000 

Source : Monthly Reports Results For Diploma Program student Three Business 

and   Entrepreneurship 

 

 

 

 

 

Chart 1 

Charts the Development of the Results for Six Months 

 

 

 Based on the results chart for the development deposited by a student for 

six months, it can be seen the movement of ups and downs for the results that are 

deposited by the students. From the graph it can be seen that the movement of the 

result is very stable. For them as entrepreneurs who are still in the early stages of 
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learning entrepreneurship, the result can be quite good because in running their 

business, they have never experienced a loss every month, every month they have 

always proven to deposit the proceeds to the campus as a giver of initial capital. 

Conclusion 

 Based on the results of entrepreneurial practice the above it can be 

concluded that the diploma program of three business and entrepreneurship at the 

University Gunadarma is good enough to run an entrepreneurial practice for six 

months. this is evidenced by the profitability and the stable results. With the 

entrepreneurial learning about this, students have the provision to face the Asean 

Economic Community in 2015. 

 

Reference 

Didiek, Ahmad Supadie. 2014. The role and preparedness of students Facing the 

AEC in 2015, BEM FAI Seminar UNISULLA 

R. Winantyodkk. 2008. The Asean Economic Community in 2015 to strengthen 

the synergy ASEAN amid global competition. PT. Elex Media Komputindo, 

 

http://www.bppk.kemenkeu.go.id/publikasi/artikel/150-artikel-keuangan-

umum/20545-masyarakat-ekonomi-asean-mea-dan-perekonomian-indonesia 

http://www.kemangmedicalcare.com/kmc-tips/tips-dewasa/2883-pengaruh-era-

mea-masyarakat-ekonomi-asean-2015-terhadap-tenaga-kesehatan-profesional-di-

indonesia.html 

 

  



75 

 

 

ENTREPRENEUR STUDENT’S CREATED MODEL BASED ON 

BUSINESS INCUBATOR AT STATE POLYTECHNIC OF SRIWIJAYA   

 

Bainil Yulina 

Accounting department at state Polytechnic of Sriwijaya 

Jl. Srijaya Negara Bukit Besar Palembang, 30139 

byulina@gmail.com 

 

Pridson Mandiangan 

Business Administration department at state Polytechnic of Sriwijaya 

Jl. Srijaya Negara Bukit Besar Palembang, 30139 

primaputramando@gmail.com 

 

Indah Indra Andi 

Informatics Management department at state Polytechnic of Sriwijaya 

Jl. Srijaya Negara Bukit Besar Palembang, 30139 

indraandialfarisi@gmail.com 

 

 

 

ABSTRACT 

 

State Polytechnic of Sriwijaya since 2009 had a Student Entrepreneurship 

Program grant, which is a program initiated by Dikti in an effort of creating an 

entrepreneur. Until now it has produced 420 participants from active student or 

even alumni. The number should be taken as a reference for the development of 

entrepreneurship program especially in State Polytechnic of Sriwijaya to support 

the creation of entrepreneurship which is able to provide a reliable changes that 

will make a difference for Palembang community. This was expected as a 

problem-solving solutionwhere Palembang stated as one of nine districts in South 

Sumatera that has the percentage of poverty above the national rate. On its way it 

is very difficult to create new entrepreneurships because from year to year there 

is a decrease number of both the amount of grant allocated by Dikti and the 

output of the implementation of the program, which only 2 percent became an 

entrepreneur. There are many phenomenons encountered in the implementation of 

entrepreneurship program. This condition made the implementation team 

proposed Dikti Science and Technology for Entrepreneurship grant by make it 

through the establishment of Business Incubator as a place to accommodate the 

improvement of the entrepreneurship program. In 2014, Business Incubator has 

programs like socialization activities, tenant selection, provision for assistance 

and internship, network expansion, and cooperation in business capital, 

promotion, distribution of marketing, and utilization of the website. The 

implementation involved participants from both active student and alumni as 

many as 26 tenants, which are incubated and coached for one year in Business 

Incubator State Polytechnic of Sriwijaya. Using observation method, 

documentation, and an interview to tenant and management agencies it can be 

mailto:byulina@gmail.com
mailto:rimaputramando@gmail.com
mailto:indraandialfarisi@gmail.com
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concluded that an Business Incubator Model is most effective in the development 

ofentrepreneurship program in State Polytechnic of Sriwijaya.It can be proved by 

the increasing number of entrepreneur and by the achievement acquired by the 

coached tenants. 

 

Keyword : Business Incubator, Student Entrpreneurship Program, College 

 

PREFACE 

Educated unemployment are really significant with education problem, in 

developing country as generally has education problem, educated work force, 

human resources, good facilities and view of society. The society have been 

growing up, education should pillar as increasing prosperity through using of 

work opportunities. These are unemployment data of highest education was 

graduated. 

Table 1.1 

The Open Unemployement Level (TPT) Presidents Above 15 Years Old, 

Based On The Highest Education Gained ( In Million people) 

Year 2011 until year 2013 
No. Highest Education 

Graduated from 
2011 2012 2013 

Februari Agustus Februari Agustus Februari 
 

1 No education at all 92,142 190,370 123,213 82,411 109,865 

2 Not graduated from 
elementary school 

552,939 686,895 590,719 503,379 513,534 

3 Elementry 
school(graduated) 

1,275,890 1,120,090 1,415,111 1,449,508 1,421,653 

4 Junior high 
school(graduated) 

1,803,009 1,890,755 1,716,450 1,701,294 1,822,395 

5 Senior high 
school(graduated) 

2,264,376 2,042,629 1,983,591 1,832,109 1,841545 

6 SLTA Kejuruan 1,082,101 1,032,317 990,325 1,041,265 847,052 

7 Diploma I.II.III/Academy 434,457 244,687 252,877 196,780 192,762 

8 University 612,717 492,343 541,955 438,210 421,717 

            Total 8,117,631 7,700,086 7,641,241 7,244,956 7,170,523 

Sumber : Badan Pusat Statistik 2013 
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As data result of BPS that educated unemployment amount in Indonesia are still 

high for Diploma and University on August 2012 got 8,98 percent, and on 

February 2013 getting increasing 9,80 percent and on August 2013 getting bit 

decreased 9,47 percent. The amount will be increasing every year because each 

university will be graduation of bachelor category that has billion of students but 

not all of fresh graduated want to be job seeker than job creator. These things 

cause by learning system that applied at college that focus on how providing 

student to get a good job not to be job creator. 

 Education has influence that significant enough on created of 

entrepreneurship spirit (Yulina, 2012). College as place for education that has 

supporting entrepreneurship to be entrepreneur. Based on department vision or 

education minister year 2025 have a regulation of development on 

entrepreneurship sector, first created entrepreneurship education to all of subjects, 

materials, extra curriculars, although building themselves, second explore on 

education curriculum that has given entrepreneurship education to be able to 

increase an understanding about entrepreneurship skill, third growing up on 

entrepreneurship culture at campus and school environment. 

 Almost all of college in Indonesia nowadays, has already to teach 

entrepreneurship education. Beside that for grow of entrepreneurship soul and 

increasing entrepreneurship activity in order to a fresh graduated more already to 

make a plan as a job creator. Education minister has been exploring many 

regulations and program which one of the program that has been exploring is co-

op program (Cooperative Education Program) since 1998, that for making 

entrepreneur through college, so that in 2003, has producing co-op program that 

has given learning opportunity completely on UKM. The regulation and 

supporting program that sponsored entrepreneurship activity and make grow of 

new entrepreneur with IPTEK based, that has necessity. Based on idea’s director 

giving contribute for entrepreneur student’s program, not only at State Polytechnic 

of Sriwijaya but also at private college.  

 In South Sumatera has 99 colleges, that stand of 14 University, 50 

Institute, 7 Polytechnic and 24 Academic. Especially in Palembang city, there are 
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62 colleges, namely 11 Universities, 25 Institute, 6 Polytechnic and 20 Academic, 

the amount should be standard for developing entrepreneurship program 

especially in Palembang city for support of create a good job entrepreneur and can 

give a big change and able to giving change to community around him. Hopefully 

as solution for Palembang city problem that noted as one of nine regency or citied 

in South Sumatera has percentage of poor above on National number (Koran 

Sindo, 17 April 2014), but on the reality it is very difficult for create a new 

entrepreneur because many phenomenons that found on entrepreneurship program 

such as There is no PMW participant is were successful to back of fund, it was get 

on start up on business, Many business unite of participants has stopped out on the 

middle, There is no communication between manager, mentor and PMW 

participants especially they got alumni status. 

At state polytechnic of Sriwijaya have 246 student’s of enterpreneurship 

participant that has become independent entrepreneur are 26 people’s 

(kemahasiswaan polsri : 2014), than at other college in South Sumatera has 

executed entrepreneur student’s program. Business incubator forum and south 

sumatera technology that made on 2014. It has real fact of South Sumatera 

goverment as facilities to developing and connecting enterpreneurship 

development activity especially at college in Palembang and national as general. 

Where the member’s are still limited for 4 colleges or 6,67 percent and a lot of 

department or government institution, south sumatera governor letter’s 

no.527/KPTS/BALITBANGNOVDA/2014), is Business Incubator and 

enterpreneurship of Sriwijaya University, Palembang centre, state Polytechnic of 

Sriwijaya Business Incubator, Business Incubator and technology 

enterpreneurship STIMIK/MDP, innovation centre and industry Incubation 

Palembang, Research technology Incubator and South Sumatera Inovation. 

 On the other hand as spirit of of serious Research Team for increase 

enterpreneurship program at state polytechnic of enterpreneurship IPTEK 

program in 2013, as one of skim to society, that foundation by dikti has been 

making Business Incubator, althought it is still young, but the result that can seen 

with a ranking got it by tenant at POLSRI Business Incubator as Runner Up of 
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young entrepreneur (WMM) at category cuisine in 2015, and got Big Five on 

Indonesia Banking Enterpreneurship (WUBI) in 204 at category agribusiness. 

 Based on information that get on Business Incubator, through literature 

division, best practices business Incubator on a lot of country and the survey to 

business incubator in Indonesia could be explained that training and developing 

UMKM able to doing in many ways, which one can do it through Business 

Incubator, Business Incubator actor’s Becoming a strategic because could be 

create new work field, growing up on new enterpreneurship and could be 

implementation facilities to expand many innovation that has procedud by many 

actor’s at college in general.It very important of Incubator rules, so that Business 

Incubator should be support by the government and the financial enough to 

Business Incubator, the effort to developing UMKM through Business Incubator 

can do by other Institution, especially college and Research Institution that 

movement on Research and Development Sectors. Beside that has other 

institution (non college) has potential for doing business function, such as 

institution or private company or industry has function and incubation program 

(BI, 2012). 

Interal process of enterpreneurship spirit ca be maximal if it has support 

with enterpreneurship culture as comfort of academic atmosphere, the process of 

create enterpreneurship culture can be through many form of learning process, the 

survey that did by Indonesia Bank can be know that Business Incubator could 

create new work force and can be growing up of an new enterprenur, teaching-

learning process step, learning innovation with make strong each process contain 

in every steps at Business Incubator, learning process Based on Business 

Incubator becoming a learning method because could be explore it student 

enterpreneurship potential not all of Business Incubator can growing up as Best 

we hope, from 100 incubator that has grown in Indonesia, only 50 that stayed on, 

a lot of them with bad condition, because it less of supporting and institution 

coordination especially facilities to support and foundation (Dikti, 2008), look of 

the problem above, we need a developing Business Incubator model to growing 

competency to student’s, so we get Best Practices Business Incubator that more 

effective and efficiency. There is a complicated problem in Business Incubator of 
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State Polytechnic of Sriwijaya. The researcher have a formula of the problem is 

how could be grow of enterpreneurship competency to student’s ? 

Based on these problem, we get a question such as How are the planning 

of development Business Incubator model at state polytechnic of Sriwijaya to 

growing up of student enterpreneurship competency ?How to developed Business 

Incubator model that has suitable to grow student enterpreneurship competency at 

State Polytechnic of Sriwijaya ?, How to be good Business Incubator model that 

could developing at state polytechnic of Sriwijaya on grow of student’s 

entepreneurship competency ? , and How the evaluation that could applied to 

know Business Incubator model effectively of increase to student’s 

enterpreneurship competency ? 

 While of that, the experience of a lot of country that executed Business 

Incubator program, it has 3 steps to make Business Incubator function are: 

1. Forming steps of Business Incubator;  

Developing of Business Incubator should be a part of strategic policy of 

economic development that need of the goverment support especially to 

create work force through growing and developing new exertion.Business 

Incubator could be a tools to developing region economic that of the end can 

increase competency of economic region through forming of new 

exertion.Forming Business Incubator need cooperation the whole of 

stakeholders, not only centre goverment and region but also private, 

university, nor financial institution.Before build of Business Incubator, the 

first thing we do analysis of market, such as market target, market failed, 

Business Incubator Service, Infrastructure, Financial and good management, 

so on.Need of the financial source fact that enough and continuously. 

2. Operational steps of Business Incubator:  

In build of Business Incubator, the first should be clear of focus on target, 

what of technology based or service, so that the purpose will be 

clear.Nessecity of the area large be absolute things for Business Incubator. In 

these things we should compare among area wide, it not small so that quite 

difficult to Accommodate tenant exertion development, and it not too big 

because will be worry that not efficiency.Tenant should participate on the rent 
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fee or fee to supporting of Business Incubator financial.To connected of 

success on Incubator process, need of other selection criteria, so that we have 

limited time for tenant in Incubator, example 3-5 years.After graduaded, 

tenant are still in controls so after-care service to graduate, these things are 

service to graduate, these things are very important to give guarantee of 

tenant exertion.In exploring of Business Incubator, need of management team 

that have qualification standard, in Europe league as general, Business 

Incubator explore by 5-6 stafs, 3 are senior manager that have high quality in 

Business department, while ratio between manager and tenant 1:3 s.d 

1:5.Business Incubator explore steps will be connected on the kind of 

incubator namely incubator has by government or private, based on 

technology or service. 

3. Evaluation steps of Business Incubator Service ; The achievement of 

Business Incubator based on the impact that has given to exertion world, 

economic development as large through created work force.To give a point of 

Business Incubator need feedback directly of tenant. 

There method that used are descriptive analysis method that compare 

about theory with best practices of Business Incubator in a lot of province that has 

developed in Indonesia.Sumbit of Data and information of many library source, 

Calculate of information Best Practice from colleges about Business Incubator 

through internet, Do the survey about executed Business Incubator  at Polsri, Do 

focus Group Discussion to getting of knowledge from skill person that connern 

with Business Incubator, Arrangement of recommendation for Polsri and 

government about Business incubator. 

 This training included of experiment study Research namely Investigation 

Research with controls condition, where, one or more of variable can be 

engineering to do of hypothesis (Kuncoro,2003), te Research show the impact of 

entrepreneur trained with Business Incubator model to entrepreneur competency 

increasing. The population of these Research are student and alumni that tenant of 

Polsri Business Incubator 20 people’s, sample in the investigation is Real 

Investigation namely 20 people’s that will be giving of training before and after in 

Business Incubator. Sampling Random Purposive Sampling technic coosen in 
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Research because student’s of Polsri are doing Business not only for participant’s 

but also after student. Data that need is primer data that take as directly of student 

as tenant in Inbis, the method that submitted of data with using quisioner. 

 

Determine Method 

 

 Determine that using descriptive method that combine Survey Basic 

executed and field Investigation, theoritis mindset, relevan pragmatics and logics. 

 Descriptive will be purpose to know and show of primer data nor 

sekunder, especially perception, knowledge and Business Incubator experience to 

developing new entrepreneur/UMKM.Analysis : to know relation between primer 

data and sekunder that did using instrument or comparison analysis data. 

 Sample that take on Investigation namely 20 student’s and alumni as 

Incubator tenant that have Business and will be going on.Executed Steps 

 As big line, the step that did for supporting of sample such as Sumbitted 

Data and Information Primer Data Submitted of primer data do trough interview 

fill of questioner, and observation, Respond will be assume with sampling method 

that structural or on schedule. Start from Business Incubator Institution till 

UMKM or entrepreneur that will be trained on Business Incubator. Question will 

be giving in 2 forms, are questioner for UMKM, for that the responden will be 

group in two group namely Incubator with Sekunder Data. will be submitted of 

many Institution and library that connected of explore Business Incubator and 

UMKM, Beside that will did of the rules of INBIS and UMKM not only rules of 

government but also the other rules. Focus Group Discussion will do by Inviting 

of people’s that have competency to give solution on Business Incubator process, 

such as University, private Instituiton, that has Incubator, te representative of 

UMKM and Technic Department, as comparison and order to get best practices, 

so will be inviting foreign Institution that as experiences about Business 

Incubator. The analysis activity will be do as descriptive (quantitative) Based on 

data or primer and sekunder information that got it. Will be analysis as descriptive 

and benchmaking with incubator in other country. 

 



83 

 

Mindset Structure 

 

 To explained the rules of discussion, these things explained mindset 

structure : such as to get a descriptive about Business Incubator start up with 

library, from that getting theory and Business Incubator concept. Concept and 

theory need implementation with information about Business Incubator from field 

or actor directly, not only Business Incubator at college nor other 

Institution.Based on Information will get, make a concept best practisesn for ideal 

Busines Incubator, picture 1 show about executed of Research. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Pic . 1. Conceptual Framework 

 

 

Theory Base 

 

 Business Incubator was built in developed country, even that of build of 

Incubator Start Up Since 1959, the first tenant in Incubator is try on board in New 
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York with 1.919,6 metre square. The movement of Incubator Building will do it in 

United Nation, Canada, Europe, and Australia. In America, for example. The 

Incubator was developing since 1980. The development of incubator more 

continuous in developing country in the middle of 1990 years such as in India, 

China, Malaysia, Singapore, Philiphines, and others. So get 4000, while of 

Incubator in 2000 year as 3.450. the differences of amount because there is a 

group between government Incubator (university) and private Incubator that 

oriented of profit. A lot of reason that based the build of incubator in general is a 

lot of effort was failed when growing up. Not all of people’s have talented to be 

enterpreneur and the ecomonic condition more competitive. For new exertion has 

tried to increase of skills through training nor intensif controls. So that to 

challages the world economic condition that competitive need effort to create new 

work field. 

 In Indonesia, Incubator was developed since 1992 years by goverment 

initiative of cooperation Department with college. These effort continuous when 

in 1997 will be held enterpreneurship culture developing program in college, 

which one of the training is new enterpreneur Incubator (INWUB), then in 1999, 

the amount of incubator reach 29. Where a lot of the amount are college. In 2004, 

only 56 Incubator unit in all of Indonesia and the majority did by colleges, and 

among of them only that active. 

 Based I Wayan Dipta (2003), some factors that cause of less developing of 

Incubator in Indonesia (a) limited of operational facilities provider that make 

impact be low to absorb inwall tenants, (b) less of seed capital so Incubator is not 

professional yet and many inwall tenant that can not get first capital although his 

effort is good enough, (c) commitment and supported by goverment is still 

relative and not consistent to develop Incubator. 

 

Definition of Incubation and Incubator 

 

  Dr. Laurence Hewick dari Canadian Business Incubator (2006) opinions 

:Incubation is “the concept of nurturing qualifying enterpreneurs in managed 

work spaces calledIncubatos”.Incubator is “a dedicated workspace (building) to 
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support qualifying businessess with : mentorship, training, professional 

networking & assistance in finding finances until they graduate & can survive in 

the competitive environment”.Based on Corperation State Minister and UKM No.. 

81.3/Kep/M.KUKM/VIII/2002 :Incubation is training process for small effort and 

the developing new product that did by Business Incubator of to provided 

facilities and management supporting and technology.Incubator is an Institution 

that move on provided facilities and explore the effort, not only management nor 

technology for small effort and develop the  service and new product in order to 

can growing up be enterpreneur that has capability and new product that could be 

competitive in long term. 

 

The Purpoe and Incubator Act 

 

 Based on I Wayan Dipta (2003), some of reason that basic to presented 

Incubator to be important because in a general a small company is very easy to 

bankrupt especially on the start up fase small effort as a baby that still premature. 

In this time usual need specific treatment, example through incubation so that can 

grow up as baby that normal birth and can not be die risk. Incubation system that 

prove it. It can be adopted as a part of treatment strategics for small effort in a lot 

of country.Based on the Research Result of Dr. Laurence Hewick from Canadian 

Business Incubator (2006), that the build of Incubator as general give a purpose 

for :Created new work field,Decreasing of small company failed of 80% to be 

20%;Treatment of young in one community;Giving a facilities for 

comersialisation and ekspor;Giving facilities a enterpreneurship in economic 

transition term;Taking of foreign graduated to applied his knowledge. Based on 

Hon. Peter Reith, MP (2000), Incubator designed to helped new effort and 

developing so can reach profit with providing information, consulting, services, 

and other supported. 

 As general incubator will be treat by some staf with management that very 

efficiency. So the present it could give contribute called services “7S” namely : 

space, shared, services, support, skill development, seed capital, and synergy, 

Space : incubator that provide a place to developing seed in start up,Shared : 
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incubator that provide office facilities that can use together, example recepcionist, 

conference room, telephone system, facsimile, computer, and security.,Service : 

spread management consulting and market problem, financial aspek and law, 

trade information and investment.Support : incubator help access to Researchers 

professional networking, technology, international, and investment.Skill 

development : can do through training on Business planning, management, and 

other skill.Seed capital : can do through internal fund or with helping small 

company access on financial source or financial institution.Synergy : tenant 

cooperation or competition between tenant and network with university 

institution, Research Institution, Private capital, profesional nor international 

international community. 

 

The Kind of Incubator 

 

 To getting understanding much more about incubator purpose, some 

studies that did by midland Bank (1997), based on studies contain four incubator 

type such as:Technopoles Incubator : is a part of complete object that connected 

with education institution Research Institution and other organization that has 

effort to create of regional economic developing.Sector-specific Incubator : the 

purpose to explore local Resources to developing new Business on a sector more 

be focus that called claster.General Incubators : oriented to general business 

developing, sometime there is a pressure on the innovation.Building Business : 

the purpose to create Business with making management team that suitable to 

explore Business chance and giving a selection to tenant.Based on owner, 

Pricewaterhouse Coopers (1999) classification of incubator to be four category 

such as:Standalone : to have and to explore by independent institution that not 

function as business unit and skereted of the capital.Embedded : as a part not to 

spread of capital wxample : to have and to execute by region developing 

institution.Networked : to executed based on formal coorperation with other 

incubator, not only owner forming but also through service providing or general 

information.Virtual : provide a service that most of them through communication 

networking from long term distance. 



87 

 

Although did of categories like above, but it is not complex and helping to 

understanding of treatment as component in market, at least has five Business 

Incubator generic form that developed since 40 years (Campbell et al, 1985) such 

as :Industrial Incubators : sponsored by goverment and non profit institution with 

a purpose to create new work field, and usual as respond of 

unemployment.University-related Incubator : designed to create commerse of 

knowledge, technology and intellectual that got at college.For-profit Investment 

Incubators : as ways to foundation company venture to have company with their 

portofolio. The thing can possibility venture fund of company to create of synergy 

on portofolio.For-profit Development Incubators : providing office room and 

workshop or production place for rent and other services.Corporate Venture 

Incubators : as one of incubator model that grown sooner and successful. Big 

company provide fund, facilities and expert and marketing to small or private 

company then conversion on stock form. 

Based on sponsored that supported. At least five of incubator kind to be 

sample to developing an incubators in some country, namely Regional 

development Incubator : purpose to developing agribusiness, electricity, and 

handcraft in Regional market.Research, University, Technology-based Business 

Incubator : the purpose to develop Research Result that did by University, with 

provide a service for personal to be enterpreneur that usage of technology to fulfill 

the market and other chance.Public-private Patnership, Industrial development 

Incubator : the purpose to developing small effort as component vendor and it 

service for Big company, this Incubator in general stayed in cities environment or 

estate Industry.Foreign Sponsors International Trade and Technology : the 

purpose to give facility in small and middle of foreign company to local market 

(domestics), this Incubator usuall do collaborate with international, technology, 

and financial.Others : example, Incubator that focus on group development 

program. 
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Incubation Princip 

 

 It contain 2 Business Incubator princip in order to can be effectively, 

namely :Business Incubator should give poritive impact to community economic 

treatment.Business Incubator is a dynamis model that able to follow term and can 

be operate efficiency so getting independent.To getting a successful so in each 

founder and Incubator management team should do these things :Do two pincip 

how to explore Business Incubator,Have mission and strategic planning and the 

purpose in developing community,Able to reach financial independent through 

developing and execute the reality Business plan,Recruitment of management 

team that high capability and suit it.Build the commitment of founder to reach of 

Business Incubator mission and get of maximal management act in successful 

Incubator development.First give service to tenant including proactive conculting 

and make a sample to reach of successful in Incubator.Developing facilities, 

Resources, method and incubator tools to giving service to tenant.Integration of 

program and incubator activity to community and give contribute to economic 

development widely.Giving supporting stakeholder including build of networking 

that helped tenant to make mision and incubator operation.Keep management 

information system, submitted of statistics data and information in the evaluation 

program, so it will get increase effective of program and able to fix to tenant 

necessity. 

 

Incubator Development Category 

 

 To successful of developing Business Incubator need 5 category, namely 

:Have a rules that stimulus of UMKM and providing infrastructure that need of 

UKM, Connected cooperation between government and private in giving controls 

and marketing, Have a knowledge that based on learning and Research, Created of 

professional networking in local, national and international that funded by 

acociation, The active of community to promot of enterpreneurship and culture 

changes. Meanwhile for getting successful, Business Incubator need suppored of 
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infrastructure means that divided into two kinds namely soft infrastructure and 

hard infrastructure, as scheme could be describe such  as : 

 

 
Pic 2. Infrastucture Business Incubator 
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 Component of soft infra-structure it has contain such as Incubator  to grow small 

exertion that successful, create work field, decrease failed, and commeralisation of R & D. 

Goverment: the policy to support capital through proverty right and tax intensif.University: 

providing skill person, increase of skill and commealisation an idea.Public Figure: create 

positive culture.Bank and Investor: Providing a fund.Global Best Practices: sharing best 

practice. 

Meanwhile that included of component hard infrastructure is has transportation acces, 

media adver-tisement, coorperation networking between stakeholder that developing of focus 

on Business Incubators. 

 

Business Incubator Development Steps 

 

 One aspect that intreted in incubator is there is no incubator that promote same 

service. There is only focus on technology industry where as the other could accommodate 

manufacture company in same place.  Developing incubator through 3 steps namely the 

start up phase, the Business development phase, the maturity phase. 

1. The Start up Phase (less than 3 years),First, with inisiatif of commu-nity or pemda to build 

incubator as part of whole economic development planning. Making maturity study, Looking 

location or place to build incubator and the foundation, Make a building and providing 

facilities for rent to tenant, In this steps incubator manager focus on developed incubator, This 

step will be the end if incubator was fulfill 60-70% and the rernt cost could close it of 

incubator operational. 

2. The Business Development Phase (2-3 years), Incubator management more focus on 

necessity of tenant, Incubator management developing Business networking for tenant, Start 

up to make a synergy among incubator owner. 

3. The Maturity Phase, Space demand in Incubator was over with facilities, Tenant has 

Business consulting service access as good komprehensif to incubator nor local community 

incubator was became the important elemen on society to developing of entrepreneurship, 

Build incubator was proven give economic benefit, Company was graduated that give impact 

to local workforce., with full of stayed degree incubator was start up to think to expand or 

build new incubator, There are some model that need need to get of compare to developing 

Business Incubator model, first, model that expand by Lacho (2010), in this time did to 

explore of model “Enterpreneurship Education” in New Orleans University (UNO) since two 

seasons, the ability that educate especially about how to built networking skill and 

negosiation, as real skill that has by employee. Model developing just follow by 20 student’s. 
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the result all of student are able to graduate as good and talented. All of tenant applied 

enterpreneurship with make small Business Capital, at campus, network during training 

practice. The result, this method more effective and applicable on real situation.Second, 

model was developing by Kordnaeij et, al (2011), when Research about “Oigins of 

entrepreneurial opportunities in e-Banking” model that develop take which one of model have 

already use by Plummer (2007:368 on Kordnaeij, et, al (2011) the describe that developing of 

enterpreneurship oppor-tunities, design of enterpreneurship strategics, make a new 

opportunities in Business, and eksecute these opportunities in Business exsploitation form 

that can be benefit.Third, Ardichvili et. al model. (2003 : 118 in Kordnaeij, et, al. 201: 25). 

This model more complicated compare than plummer model, to growing up of enterpreneur 

ability need : doing trait namely as treatment will be show of creativity and optimistic, 

making social network, with try to solve of weakness, make action set, looking for 

partnership, developing self skill as continuously, prepare (entrepreneurial alertness), as core 

pocess is build a good perception, finding a good things, do creation and innovation to get a 

benefit, when you made it, so development, and evaluation of strength and weakness, to 

developing in future formation with take attention to type of opportunity that had.Fourth, 

model was developing by Neck, Neck and Mayer (1998 was adapted by Lacho, 2010), is 

asking student to watches video (film) to training of some concept about enterpreneurship, so 

in student’s has growing up of enterpreneurship mindset, enterpre-neurship mindset is really 

important to grow on student’s soul, the whole of idea, feeling, action, spoken, discussion, 

daily character, and the whole of activity process always be oriented on Business.The five, 

model was developing by Wiedy Murtini (2007) to Research of investigation has titled 

“Developing Education” design of enterpreneurship at college with UKM models to get a 

model of enterpreneurship learning for playing group, and elementary. The result conclude 

that to developing of enterpreneur soul need a time has long term. So that need to introduce, 

motivated, and teach directly, namely start up from family, that has pressure about discipline 

and independent, introducing of success story of enterpreneur. Will be do it to elementary 

student even playing group student.Sixth, model was developing by Alma, (2008 : 138) that 

the effort of new enterpreneur could be describe through process and people’s characteristics 

that has potential to be rich.The first Research that research about Business Incubator was did 

it. All of that has difference original and it has different with this study, for example. The 

study did by I Wayan Dipta (2003, in Suwandi dkk, 2008), doing study about Incubator 

Development in Indonesia, conclude that (a), the operational facility provider was still 

limited. It impact low of ability to take inwall tenants, (b), supporting seed capital to incubator 

not to extent as professional, and (c), commitment and goverment support is still relative and 
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not consistent to develop of incubator.The result of Wiedy Murtini (2007) to take of grow 

enterpreneur soul, discipline, and independent need longterm, so, it introducing, motivate, and 

teach start up nowaday, are in the family, and playing group, teach about success story 

enterpreneur, it could be start up from elementary and playing group.Yohson research (2003) 

that research about University act to motivate of Bachelor that became young enterpreneur, 

take a note that university to motivate of Bachelor to be  young enterpreneur are very 

important, so it will decrease unemployment data, it could increase of work field. The 

treatment can do such as giving of enterpreneurship knowledge with build small Business at 

campus location.The research did by Fandi Ahmad (2007), it  too difference with this 

research, he submitted that desire to be enterpreneur, dare to take risk, and the ability to be 

enterpreneur it can influence not only parcial but also simultant to intensity to be 

enterpreneur.The research did by Pujiastuti, dkk (2008) assumed that Business Incubator 

model that suitable to developing soft skill is with give more practice knowledge compare 

with giving a theory. 

 

THE RESULT OF RESEARCH 

 

Model Development Planning 

 

Design plan and developing model did based on (a) theory based (b) emphiris fact in 

the field as conceptual nor structural, first, theory to Business Incubator model using SWOT 

Analysis, the result of SWOT account show that Polsri Business Incubator has strength that 

more dominant compare weakness And opportunity that bigger that threat. With take of 

SWOT analysis, Polsri Business Incubator position was stayed on growing up position, 

namely use as best as possible to get opportunities outside of Polsri Business Incubator 

environment. 

 Second, conceptual emphiris fact show that the support facility Polsri Business 

Incubator is not ready yet, the grown and maturity Business through facilities and non 

facilities not be do the best. Structure and infrastructure are still lack, disorder administration, 

effort network access and information and fund network or fund in participant’s student at 

incubation are still lack. 

 Where as structural emphiris fact show that Polsri Incubator a integration system 

under of college. It stayed has strategic value to apply link concept and match. Beside that, 

Polsri Business Incubator is a treatment and enterpreneurship developing as Academic that 

constant of follow on human Resource developing Based on Academic Concept, the result to 
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Supported Suwandi research (2008) that evaluate Business Incubator model’s that developed 

by State University in Indonesia, that assumed that all of college to make a rules of model that 

will be using in the first, to model plan’s, so, model developing executed could be best. 

 

Design Process and Model Development 

 

Design process and Business Incubator model developing in Polsri, can summary such 

as : (a) First Step, do first study to Business Incubator pramodel developing that has library 

study or literature, and field survey. Based on two things will be SWOT Analysis and 

emphiris Analysis as conceptual nor structural. First step get Business Incubator Pramodel (b) 

second step, will be model developing, that has pramodel validation steps that was by 

researcher or expert and Business Incubator model testimony, not only limited scale nor 

widely scale. Based on steps it will be good Business Incubator as theory and emphiris (c) 

third steps, do test it of model with compare among model that test on limted scup. And 

model that test with large scup, so created the end model of Polsri Business Incubator (d) 

fourth steps, model implementation so will get output and outcome. 

Steps of model developing above, it based on Business Incubator developing steps that 

was expand by first expert like Buchory Alma (2008) and Ardichvili et.al (2003). 

 

Business Incubator Model that Developed 

 

Polsri Business Incubator model that oriented of innovation and training on Business 

incubator at traditional food (cuisine) specially Palembang and convection, explore it of 

Rubber Seed, (tree in one), handycraft that purpose to grow of enterpreneurship competency it 

can explaned it.Model Basic Princip, as a system of trained model that continuously, means 

that training participant not only success trained but also the participant will be young 

enterpreneur and competitive.Model Characteristic contain (a) Business Incubator training as 

program unit of learning for student, (b) as form of Polsri Business Incubator taining that 

build based on opportunity and resource potency that has by Polsri, (c) Business Incubator 

training do as student desire, do in Business Incubator location, (d) this model need of 

treatment, controlling, and Business harmony and new Business and (e) press the valve of 

honesty, perseverance, and speed to take a good chance, able to take risk analysis and dare o 

try to be part of unite on Business Developing. Model componen contain (a) insert input (b) 

Business Incubator process that contain theory and training (c) output (d) outcome (e) 

monitoring, evaluation and action. For more clear can lok at this model. 
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 Operational procedure of Polsri Business Incubator training spread (a) net to raw input 

namely student that have graduated or success on Enterpreneur Student’s Program (PMW) 

and alumni (b) after get row input, they are giving of Business Incubator training as 

interaction of Business Incubator participant, facility and learning resource to tear of 

knowledge skill and enterpreneurship competency (c) after skill theory training was done, 

they are making a group on developing unit and innovation at Polsri Business Incubator 

(Cuisine, Convection, Agribusiness, Handycraft), (d) next, Business Incubator get output is 

knowledge increase, attitude, skill and participant’s activity that active in Business Incubator 

activity, as enterpreneurship core competency, Preseverance, Successful, Coorpera-tion and 

Practising of training Result (e) in finally step, it got outcome namely Bachelor/alumni as new 

professional enterpreneur, globally view, innovative and independent, able to created of good 

opportunity suit as Result (f). to make of Business Incubation process will be do monitoring, 

evaluation, and action as controls tool to successful of Business Incubator process and repair 

treatment and Business Inovation as downing of Polsri Business Incubator. 

 The result of research supported of model that developed by Lacho (2010), Kordnaeij, 

et.al (2011), Ardichvill et.al (2003), Neck, Neck, and Mayer (1998 on Lacho, 2010). 

 

SUMMARY AND SUGGESTION 

 

Summary 

 

 Based on testimony of model, data analysis, and explanation, the summary of 

developing Research of Result at Business Incubator model developing oriented on 

innovation could be formulate as :Design planning and model developing will be do based on 

(a) theory based and (b) emphiris fact in field as conceptual nor structural, theory of Business 

Incubator model using SWOT Analysis, the result of SWOT account show that Polsri 

Business Incubator show at grow up position namely use as best as possible of strength to get 

a good chance that provided at Polsri Businness Incubator Environment. Design process and 

Business Incubator model at state Polytehnic of Sriwijaya can get of point, first, do the first 

study cases. Second do of model development, third, try test of model with compare it 

between limited scup model and wide scup model, so it will create the end of Polsri Business 

Incubator fourth, model implement-tation so it will get output and outcome.Polsri Business 

Incubator model that innovation oriented, as a system of training modelthst continuously, 

means that participant’s not only graduated but also ready to be young enterpreneur and 

competitive. Model component contain (a) insert input (b) Business Incubator Process that 
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contain of theory and training (c) output (d) outcome (e) monitoring, evaluation and more 

action.Polsri Business Incubator model oriented on innovation of experiment group it can 

called effective. Learning effective can look at, get the purpose of learning as purpose priority 

that take of Incu-bation participant with Incubator Development, has a learning nessecity of 

Incubation Participant, and get positive impact to increasing of know-ledge, attitude, 

behavior, and skill that very good to supporting of increasing enterpreneurship Competency. 

 

Suggestion 

 

Goverment should have political will for executed Business Incubator at college, so, supposed 

all of graduated to be enterpreneur, and not to be employee of the goverment nor private.Need 

collaborative action and supporting of goverment to research and to apply of community 

service in Business Incubator program development at college, because of benefit to 

community.Business Incubator model at college need to research of multy discipline cases, 

multy model, and paradigm multy, as invention of knowledge to contribute of knowledge to 

stronger. 
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ABSTRACT 

This study aims to shift students and staff behavior to behave green on managing plastic waste by 

describing the current condition of the university’s waste management approaches.  For university in 

South Kalimantan region, shifting the conventional plastic waste management to the greener behavior 

is a bit difficult. The future expectation is that the movement of “Kampus Peduli Sampah” inspires the 

university level to complete it waste management.  

The research is approach by the qualitative method of phenomenology. Top down and bottom up 

approaches are being employed to obtain necessary information and support. Its key informant 

provide required information about the faculty how they manage their waste, and rector support as 

the top down approaches is benefited the research agenda to gain institutional approval.   

Research finding shows that in general, almost all of the faculties within university are not yet 

behaviorally green in their waste management. It requires significant effort to provide the waste 

management necessary attention for campus within region. The basic knowledge equipped with 

sufficient consciousness about sustainable environment within campus area is expected as the small 

step to achieve its vision. The knowledge about the different kind of waste is already there, but the 

enforcement to act is still requires encouragement.      

 

Keywords: Green Behavior, Green Campus, plastic waste, movement. 

 

INTRODUCTION 

 

 

University is one of the largest waste contributors for its city (Satrian, 2009). Its routine activities 

resulted in many forms of waste, whether it is organic waste or inorganic. Even if it is not purely 

produce within university itself, external sources are also providing waste for within university when 

they are consumed inside the campus area because campus plays as the second home for its members. 

This is a problem when rubbish is piled up. Universities’ piled up rubbish represents the conventional 

paradigm of waste management, which is usually not yet environmental friendly. Pilling up rubbish 

mostly ended up with open combustion which produces smoke that is harmful health. For a certain 

area, smoke are uninviteably on dry season because of the natural combustion.   

The idea to provide society with a green campus is one of the government movements supporting 

agenda to the Gerakan Indonesia Bersih. The movement promoted by the Indonesia’s Ministry of 

Environment since university is constitute as the higher level education institution, they are obligates 

mailto:hastin_umi@yahoo.com
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to be the role model for society to socially move the community on levering their environmental 

concern. In practice, one of the necessities lies on the potential increase of plastic waste when the 

government opens the regional trading to import plastics based products in many forms, such as toys, 

house hold products, accessories, automotive products, etc with the largest exporter from China for 

toys in 2013. Communities’ ability to produce plastic based waste is aligning with growing up 

demographic. Meanwhile, the ability to absorb waste is in the reversal situation. The establishment 

and promoting Bank Sampah (Bank for Garbage) by the government is not yet hand over the expected 

result. The bank is not yet popular in driving community joint them as their client even they are the 

productive plastic waste producers. Under such circumstances, it requires an effective paradigm 

transformation in waste management by approaching the higher education level to perform social 

engineering activities. Exploring the potential of universities in waste management clarifies its role as 

the support system and contributor for the potential establishment and maintenance of future Bank for 

Garbage or in the cooperation format within university areas. In terms to bring Green Campus into 

reality today is refer to the UIGreenMetric, which provide us with indicators to be a green university. 

These made up the movement a framework or parameters to fulfill the green university criteria. And 

for the university that is not yet green, UIGreenMetric set aside the basis to increase its quality to be 

greener.  

Research Objective 

Promoting a green campus for Universitas Lambung Mangkurat is under assumption that a university 

is one of the largest waste contributors for its city and it plays a significant role to be model for 

society. The research objective is to shift academicians’ behavior to be green on plastic waste 

management in bringing green campus into reality. 

 

LITERATURE REVIEW 

Green Behavior 

Green behavior is the environmental – people – and economy friendly behavior, referring to the green 

economy concept. According to More, the development of green behavior begin in 1979 in the field of 

architecture namely environment behavior (Snyder & AJ, 1979). By the moment it develop into 

general terms became pro-environmental or as we know today as green behavior. Steg and Vlek define 

Pro-environmental or green behavior is behavior that 

minimizes harm to the environment as much as possible, or even benefits it (Commission, 2012). Its 

implementation requires shifting people’s behavior. To be behaviorally green, conventional paradigm 

must step aside for the green concept. Changing takes place when there are alterations on relevant 

behavior, in this term is shifting the conventional behavior towards green behavior.  

Managing Change 

Managing change through transitional change requires a significant respond to external forces to be 

succeeded, which begin when problem are being recognized or chances are to be achieved  or 

betterments are required in daily operations or even invented to fulfill the future demand. According to 

Champy, the necessity for effective change lies on its perspective that reengineering as the 

fundamental rethinking and radical redesign of the [business] processes to achieve dramatic 

improvements in critical temporary measures performance such as cost, service, quality, and speed 

(Abdous & He, 2008). These are necessary because there is moment that people are driven not only by 

inner forces, but driven by external forces, align with Bandura’s Social Cognitive and Learning 

Theory (Nabavi, 2011). People respond to the stimulant which their environment provides them with. 

In this case, the top down approaches in changing behavior is considered to be more effective.  

 

PREVIOUS STUDY 
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Past study about influential motives that influences pro-environmental behavior in form of 

participation in green electricity program by integrating the psychology and economics perspectives 

for analysis. They found that there are specific motives for participating as internal and external 

motives to join the program; they are motives relating to several concerns: ecosystem health, personal 

health, environmental quality for residents in southeastern Michigan, global warming, and warm-glow 

(or intrinsic) satisfaction. Based on its importance, a statistical ranking of each motive, a found that 

biocentric motive ranks first, an altruistic motive ranks second, and an egoistic motive ranks third 

(Clark, Kotchen, & Moore, 2003). But, incorporating behavioral principles within existent 

organizational models shown effective in altering the behaviors of hundreds of millions of people by 

the perfect suitable media that suited today’s interest on practical level (Alavosius & Newsome, 2012). 

They considers the cooperative movement by using current communication technologies, social 

media, and emerging understanding of interlocked contingencies and verbal networks to address 

solutions to global climate through behavioral change. A life cycle assessment of a self-report measure 

about ecological behavior and environmental consequences they contrast a behavior’s environmental 

consequences with the comparable effect of a reasonable alternative, by means of applying data from 

available Life Cycle Assessment, literature and databases. Significant result found that somehow 

ecological behavior turned out to be less environmentally effective (Kaiser, Doka, Hofstetter, & 

Ranney, 2003).  

 

METHODOLOGY  

Key Informant 

Key informant provides information about their waste management implementation on faculty. They 

are person who are being considered possessing the authority to observed and experiencing the 

strategic level of management which comprehensively overview about it.   

The university comprises of 10 faculties. Each faculty represent by 1 authority as key informant who 

provide information under semi structured interview. Among those 10 faculties, there is 1 faculty that 

is abstain to respond under specific circumstances which statement was did not know whether there is 

waste management activities. The cleaning activities which produce faculty’s waste considered as 

regular agenda without having to know how it is being carry out. This left us with 9 key informants 

whom respond are being used to represent the university waste management in general.   

Instrument  

Question manuals are being distributed to provide the key informant a brief description about subject 

matter they will respond. The instrument adapted from GreenMetric - UI World University Ranking 

2015 Indicators on Waste. Briefly explain within that waste treatment and recycling activities are 

major factors in creating a sustainable environment. University’s staff and students activities in 

campus will produce a lot of waste, therefore some programs and waste treatments should be among 

the concern of the university, i.e. recycling program, toxic waste recycling, organic waste treatment, 

inorganic waste treatment, sewerage disposal, policy to reduce the use of paper and plastic in campus 

(Indonesia, 2015). Each respond independently describes the criteria we seek about. 6 Waste criteria in 

the GreenMetric UI questionnaire for the faculties were:  

Criteria 1: Recycling program for faculty waste. To detect the current condition of the faculty policy 

lead effort to encourage staff and students to recycle waste, key informant has been asked to choose 

among: None, Partial, or Extensive.  

Criteria 2: the handled of toxic waste. In finding out the faculty condition which reflects how they 

handling toxic waste under a certain processes, the process itself includes if toxic wastes are dealt 

separately, i.e by classifying and handling it over to third party or certified handling companies, key 

informant has been ask to choose among: Not Managed; Partly contained and inventoried; or 

Completely contained inventoried and handled. 
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Criteria 3: the organic waste treatment. To seek for information about the method of organic waste 

treatment within faculty which describes the faculty overall treatment of the bulk of its organic waste, 

key informant has been ask to choose among: Open dumping; partly composted; partly composted and 

the compost are dumped; or fully composted and the compost are used.   

Criteria 4: the inorganic waste treatment. To find out the method of inorganic waste treatment in the 

faculty in term to decribe the overall trearment of the bulk inorganic waste. Key informant being asked 

to choose among: Burned in open; Taken off campus to a dump site; Partially recycled; or Fully 

recycled.  

Criteria 5: sewerage disposal. To describe the primary method of how the faculty’s treat their bulk of 

sewerage disposal, key informant has been asked to choose among: Disposed untreated to waterways; 

Treated individually in septic tank; Centralized treatment before disposal; or treatment for reuse. 

Criteria 6: the policy to reduce the use of paper and plastic in campus. To figure out about the current 

condition of the faculty in providing formal policy to reduce the use of paper and plastic, key 

informant has been asked to choose among: No policy; Policy in preparation; Policy in initial 

implementation; Policy implemented with some problem; or Policy in full implementation. 

Analysis  

There are faculties under university management which their representation informs us about the 

university waste management. The 10 faculties of the university are listed as follow: 

Table 1. List of Faculties 

Code Faculty Name 

1 Teaching and Educational Sciences  

2 Laws 

3 Social Science and Politics  

4 Medical 

5 Forestry  

6 Fishery and Naval 

7 Technical  

8 Math and Natural Sciences  

9 Eeconomics and Business  

10 Agriculture   

 Source: primary data processed 2015. 

Among 10 faculties, there is one faculty (Code: 9) which explicitly state that they are abstains to 

respond the subject matter in the research instrument. The key instrument claimed that he did not have 

any idea about the waste management for his faculty. The, the rest 9 faculty is being considered 

qualified to describe for waste management practices in the university.   

Criteria 1 - the existence of recycling program for faculty waste probing resulted in the information 

that there is/ are not recycling program in most of the faculty, 7 from 10 faculties claimed it.  

Table 2. Recycling Program for Faculty Waste 

Code Responds  

1 None 

2 Abstain  

3 None 

4 None 

5 None 

6 Partial 

7 Partial 

8 None  
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9 None  

10 None  

  Source: primary data processed 2015. 

There are only 2 faculty claimed that there are only partial in carrying out the recycling program, and 

1 faculty is abstaining to respond. In general, it can be said that in the university is not yet provide the 

staff and student with a/ some program that promote the recycling activities recently. The ‘partly’ 

statement by some faculty reflect their day today activities in reuse principle for printing paper waste 

only, by using the empty-backside of the paper for distributing informal notification. Even so, this is 

still doing it under individual awareness agenda, not yet institutional. There are not yet plastic 

recycling program.  

Criteria 2 – the handling process for toxic waste probing resulted in the information that not every 

faculty is producing toxic waste. Its capability to produce toxic waste is relevant to its field of study. 3 

faculty claims that they are not producing toxic waste so they will be excluded for consideration, and 1 

abstain faculty. The rest of the 6 faculties are being considered as producing toxic waste from their 

laboratory activities. 5 of them, which become 83.33% of the faculties, are not managing their toxic 

waste. Only 1 faculty, which makes 16.67%, claimed that they are producing toxic waste partly and it 

is inventoried. It only does the inventories, the administrative management only, not completely 

managing it.  

 

 

Table 3. Toxic Waste Handling 

Code Responds  

1 Not producing 

2 Abstain  

3 Not producing 

4 Not Managed 

5 Not Managed 

6 Not Managed 

7 Not Managed 

8 Not Managed 

9 Not producing 

10 Partly contained and inventoried 

      Source: primary data processed 2015 

Managing toxic waste requires in involvement of the third party. It can be assumed that there are 

motives that base the decision for not managing their toxic waste properly, such as: it is in the very 

low level so it will not harmful enough to the environment. Under such circumstances, the 

conventional disposal being considered is still includes as the safe action to dispose toxic waste.   

Criteria 3 - the organic waste treatment probing resulted in the information the most of the faculty treat 

their bulk organic waste by open dumping. Among 9 respond, 7 of them acknowledge that they are 

open dumped their organic waste. 

Table 4. Organic Waste Treatment 

Code Responds  

1 Open dumping 

2 Abstain  

3 Open dumping 

4 Open dumping 

5 Open dumping 

6 Open dumping 
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7 Open dumping 

8 Open dumping 

9 Open dumping 

10 Open dumping and  

 
Partly composted and the compost are dumped 

Source: primary data processed 2015 

There is 1 faculty does the composted partly before it dumped. The partly composted by the faculty 

Code 9 have used to supply their business unit in fruit seed supplier.  

Criteria 4 - the inorganic waste treatment probing resulted in the information that they are tend to 

burned it open or taken off campus to a dump site instead of recycled it.  

Table 5. Inorganic Waste Treatment 

Code Responds  

1 Taken off campus to a dump site 

2 Abstain 

3 Taken off campus to a dump site 

4 Taken off campus to a dump site 

5 Burned in open 

6 Burned in open 

7 Burned in open 

8 Taken off campus to a dump site 

9 Burned in open 

10 Burned in open 

 
Taken off campus to a dump site 

Source: primary data processed 2015 

Open dumping has been choosing easily by the faculty since it is the easiest way to do. They piled up 

the inorganic waste at open space which they are usually to use as pilling up area. The large size 

inorganic waste tends to be taken to the dump site off the campus, in cooperation with the local 

government agencies.       

Criteria 5 - sewerage disposal probing resulted in the information that they are tend not to treat their 

liquid waste completely. Among other, there only 1 faculty that does the Centralized treatment before 

disposal, 2 of them choose that are none, 1 abstain, 3 of them treat it individually in septic tank, 1 of 

the faculty does both the individually septic tank treatment and disposed untreated to waterways, and 

the rest 2 of them purely disposed it untreated to waterways. 

Table 6. Sewerage Disposal  

Code Responds  

1 None 

2 Abstain  

3 None 

4 Centralized treatment before disposal 

5 Treated individually in septic tank 

6 Disposed untreated to waterways 

7 Disposed untreated to waterways 

8 Treated individually in septic tank 

9 Treated individually in septic tank 

10 Disposed untreated to waterways 

 
Treated individually in septic tank 

Source: primary data processed 2015 
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These situations depicts that there are not yet faculty that treat their sewerage disposal to reuse. It still 

a common believe among staffs and students that used water and treatment water are not for reuse. 

Criteria 6 - the policy to reduce the use of paper and plastic in campus probing resulted in the 

information that some of the faculty that there are no policies and some of them are preparing the 

policy to reduce the use of plastics and paper.  

Table 7. The policy to reduce the use of paper and plastic in campus 

Code Responds  

1 No policy 

2 Abstain  

3 Policy in preparation 

4 No policy 

5 Policy in preparation 

6 Policy in preparation 

7 Policy in preparation 

8 Policy in preparation 

9 Policy in preparation 

10 No policy 

Source: primary data processed 2015 

There are growing concerns among faculties to reduce the use paper and plastics, which shows by 

their preparing the policy. Most of them are waiting for the university level policy to be cascade at the 

faculty level. 

 

DISCUSSION AND CONCLUSION 

Basically, this study aims to shift students and staff behavior to behave green on waste management, 

specially in managing plastic waste. Acquired information conveys the faculties condition for the  

- Most of the faculties (7 of 9) stated that there were no recycling programs that lead 

their students and staffs to recycle the faculty’s waste. 

- Some of the faculties (3 of 9) were not producing toxic waste from their academic and 

administrative activities. The rest of 6 faculties considered as toxic waste producers 

and most of them did not managed their toxic waste, including the faculty which claim 

that some of their activities were partly produced toxic waste but only inventoried it. 

- Every faculties were only open dumped their organic waste, and there is only 1 faculty 

that previously composted it partly before dumped it. 

- Faculties maintains their inorganic waste by simply took it off to the dump site and 

burned it open in general. There were no recycling programs or activities at all. 

- Sewerage disposal treatment shows that most of faculties did not treat it to reuse. They 

were only treated it individually in septic tank, disposed it to untreated waterways, 

only 1 faculty claimed that they did centralized treatment before disposal. Moreover 

there are faculties claimed that they were not treated it at all. 

- There were not yet policy to reduce and reuse paper and plastic in campus. Some of 

them claimed that the policy is under preparation meanwhile the rest of the faculty 

stated that there were no policies yet.  

Under such circumstances, there were still strong tendencies for the faculty did not promote the 

recycling activities among staffs and student by providing recycling program for faculty’s waste; the 

toxic waste producers faculty were not manage their toxic waste; they choose to simply open dumped 

their organic waste rather than composted and using it; they tend not to recycle their inorganic waste 

by simply throwing it to the dump site rather than recycle it, and the worse is the burn open activities. 
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Afterwards, there were no treatment for sewerage disposal to reuse, they tend to dispose it even it is 

already treated. And the last one is that there were no policies to reduce and reuse paper and plastic in 

campus. In their practice, some of the faculties reuse their backside printed paper – a non processing 

reuse program – under individual concerns and none at all for their plastic waste. These tendencies 

show a very low level of green behavior activities because in general it describes the very less concern 

of the university to their waste. They had showed very few evident of good waste management to be 

considered as green campus.    

IMPLICATION FOR UNIVERSITIES  

This study reveals several facts on field provided by each faculty’s key informant about their waste 

management that now should be the university concern since the growing international demand for 

pro-environment behavior namely green behavior for university level. Since 2010, the awareness of 

the green behavior was shape into international concern by the university’s green metric promoted by 

University of Indonesia. Universities around the world are racing to fulfill the criteria to be green 

campus. They were all recognize the today necessities of being green, which this should be also the 

Lambung Mangkurat University concern if the university eager to achieve its vision as to be the well-

known and highly competitive university in 2025.  

The shifting global environment paradigm leads to the new criteria to be well known and highly 

competitive institution, especially for the higher level education. The spreading basic consideration 

that brings in the green concept into its operational definition into higher education institution is taking 

sustainability efforts into account. It takes more than Webometrics to measure its competitiveness, but 

also the today’s Greenmetrics is matter. The Waste (W) management criteria is only one 6 

Greenmetrics category in weighting its sustainability. Being green, it taking accounts several 

categories of: Setting and Infrastructure (SI), Energy and Climate Change (EC), Water (WR), 

Transportation (TR), and Education (ED) to be prominent. Waste management which becomes the 

heading of this research considered as the initial step to achieve its vision. Focusing on waste 

management is overcome one of the big issue in the city the university resides, which started with the 

movement called: Gerakan Kampus Peduli Sampah. This movement meant to provoke faculties to 

take the step to behaviorally green in their waste management, not to carrying it out. We seek the 

faculty consciousness to join the green activities from their nearest environment. It is important to 

know that the university is not yet green, so it will bring betterment in the future. 

 

LIMITATION OF THE STUDY 

The limitations of the study lies on it focus which is still on only one categories of the Greenmetric to 

describe, the waste management only. There is also on field failure that one of the key respondents 

chooses to abstain to respond. So, the proper and effective approach needs more consideration.    
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ABSTRACT 

 

Ethics are standards and rules that are intended to guide the principle of any institution such 

as public, private and government that focuses on the challenges and opportunities associated 

with the domain integrates macro and macro strategic human resources (HR) and 

management literature to identify executive level HR and HR managers operation. This is 

caused by the constant changes that affect individual companies also need a higher, more 

complex than the year eighties. The proposed system for subsequent ie searching and tracing 

files and other documents, gratuities for service make, Deception deliberate, Sales 

Information or Espionage, Unlawful Conduct. All this comes under the umbrella of 

corruption and discipline. The paper recommended some solutions that may improve ethical 

standards in public service. Index Terms-Ethical issues, standards and rules, public service 

sector. With the implementation of the recommendations and some solutions ethical standards 

in public service, the role of the HR strategist imanajemen in public service are required 

dapatmeningkat. 

Keywords: Ethics, Strategic Human Resource Management, HR Executive Challenges, Issues 

Operational HRM. 

 

INTRODUCTION 

 

In the words of Appleby [1952: 7]. [4] He argued that "Moral performance begins at -

discipline individual on the part of officials, which involves all that is meant by the word" 

character ".But this is not enough. Performance moral which also requires a systematic 

process that supports individual assessment groups enriched by the contributions of people 

with various fittings concerned and differentiation in responsibilities to one another and the 

responsibility of society as a whole. The official, individually and organizationally, should be 

considered to be beyond the simple honesty to the trust faithful continuity reality of ethical 

mailto:Vazandrofirdausinuzula@yahoo.co.id
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behavior and the environment. Ethics are standards and rules that are intended to guide the 

principle of any institution such as public institutions. Sources role Human development 

(HRD) in the age of globalization means important changes in the life of the company and the 

employees, because the diversification constantly changing environment, consumer society, 

fast procedure, adoption constant changes, decreased reaction time, flexibility; human factors 

come to the fore, compared with the input .At present, permanent competitiveness is the key 

to survival. Human resources strategy should be perdebadaan center of how companies 

achieve competitive advantage, because man is an asset and an actual argument quite 

encouraging. Judging from the HR function remains among the most influential in most 

organizations and competitive strategies that are not usually based on the skills, abilities and 

behaviors of employees. Delery JE (1998) noted di eksekutif the past have usually tried to 

take the human out of the equation strategies. 

Despite this, a large number of companies still think that the cost-effectiveness, 

compliance with financial goals or dominance of other factors that are essential to achieve 

competitiveness. But, without a skilled, motivated and creative employees, the main objective 

can not be realized without the human factor. That is why human resource management 

becomes more important to be adopted. Of personnel administration, through personnel 

management, human resources management, management of human strategisumber, its role 

continues to increase. Strategic interests are the focus in the eighties, through competence, 

permanent learning and reform, then. Especially issues of concern including the former 

attuning the HR policy with the organization's strategy, manage resources manusiadalam 

international context, dealing with mergers and acquisitions, and downsizing. The 

penelitibaru just started exsplore critical problems, and much remains to be done. Everyday 

problems more attention HR practitioners operating level includes the selection, training, 

compensasion, and performance assessment. These topics have been much more thoroughly 

researched, thought exixting not applied knowledge as possible. 

Viewed from a significant gap between the micro and macro levels and teorianalisis 

obviously a lot in the area of science organization. While the increased level of specialization 

that is often associated with the growth of the discipline and maturity, the consequences of 

this trend can be unfortunate, as the answers to important questions in business increasingly 

global and complex context will require scholars to draw strength from both perspectives. 

These gaps are very clear in our own field of research, strategic human resources (HR) 

management. HR strategy literature has seen tremendous growth over the last two decades, 

which is generating considerable interest among both practitioners and academics (Becker & 

Huselid, 2006). More specifically, the literature found that the performance of the company is 

enhanced when a company may adopt (a) recruiting and selection system consistent with a 

competitive strategy, (b) reward system that reflects the implementation of a successful 

strategy in assessing the performance and compensation of employees, and (c) training and 

Strategy development is guided by a system of performance management and business 

purposes (Becker & Huselid, 1998). 

ETHICAL AND MORAL KOMPANYE 
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A. The Moral Ethics campaign 

Help in formalizing a massive propaganda campaign and calling behavior and the 

practice of moral values among public sector discipline. This is the evangelical moral what is 

currently in place. The disease is deadly decadence should be addressed in public 

organizations, the private sector and government. Dangers inherent in the act of unethical 

behavior should be emphasized. 

1.) Reward ethical behavior unusual. 

In situations or instances when someone displays extraordinary measures of 

behavioral disciplines such behavior should be rewarded in status, in cash and kind. 

2) the Enlightenment. 

Education major, training and development in schools, colleges and universities. 

Ethics should be made compulsory cuts in all disciplines. As we all know, education is the 

foundation of all development of any society, education kill cancer disease, ignorance, 

superstition, poverty and fear. 

3.) Revival of cultural excellence 

Values, Ethics and Culture must be restored, for example; Africa has a strong culture 

of excellence that modernization and civilization have been robbed of their social structure. 

4.) Professional codes of conduct 

To restore sanity and getting to and get the honor of the outside world and potential 

foreign investors, private organizations, communities and governments need to fashion out a 

code of conduct. It should be noted that professional bodies, such as medicine, engineering, 

law, etc. a code of conduct. Serious problems require serious solutions. 

5.) religiosity 

This is the application of the doctrine enshrined in a particular religion as the only 

framework allowed for determination of right and wrong. 

B. Corporate Strategy dan Strategy of Human Resource Management (SHRM) 

1. Paradigm change: from traditional HRM to strategiHRM 

a.) In the Personnel Administration (PA), this function is limited to only 

administrative tasks, which means the current labor affairs ini.b.) Then the place was given to 

the Personnel Management (PM), when the activity of human resources become independent 

and labor affairs labor and personnel functions dibagi.c.) The novelty of Human Resources 

Management (HRM). Novelties tersebutadalah that labor force is not regarded as the only cost 

factor, but an important part of the value creation process of the company. So therefore, we 

can talk about an integrated system approach and there is high compared to the development 

of Personnel Management that appear in the organization as an independent unit, division or 

profit center. d.) Then, in the eighties, StrategiManajemen Human Resources (SHRM) 
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appears, and even exceed the functional role, and the emphasis is on the contribution of 

competitiveness and the creation of a joint strategy. 

2. The definition of SHRM, and the properties of its strategic 

a.) According to Milkovich - Boudreau (1988), the company's approach to employees 

that means the relationship is consistent with the conditions of organization and strategy. b.) 

Fischer and his co-authors (1996) analyze the differences between HRM and SHRM from the 

point of view of information, administrative, functional and change management roles; they 

formulated the important differences between traditional and strategic HRM. 

I think, strategimanajemen human resources is an integral part of our corporate 

strategy; participate in the realization of the objectives of the company integrated way and 

framing in the long-term competitiveness through added value, building on the potential of 

human resources. 

SHRM models Bakacsi (2006) shows the strategic role of the function. It can be seen 

that SHRM has got a central place in the model. This means coordinating tasksin two 

directions: on the one hand, the challenges of the external environment must be answered 

more quickly, proactive, creative as possible, and can be reached with the basic competitive 

advantage of the company, cost, cultural or competence. On the other hand, human resource 

activities should reflect the business strategy and policies is important that every field 

facilitates the company's strategy. In fact, four of these strategic tasks are integrated into the 

HR, while organizations and individuals also harusdirealisasikan desired behavior. 

I think, especially this model shows the strategic tasks of human resources and role in 

the organization. Untukmempertimbangkan required environmental challenges with strategy 

must abide by all means. Focus core competencies, he must determine the 'labor', and with 

this contributes to increase the organization's value growth. In this way, can achieve 

permanent long-term competitive advantage. 

Relationship corporate strategy and HR showed internal integration: none of them 

could become a reality without mutual support. Each factor necessary for success, none of 

them can be left out. They are in relation to each other, influence the conformation and 

promote the realization of them. By ignoring one factor then it is not the ultimate goal will 

become a reality. Taking this fact into account, the goals set to be achieved: appreciation, 

proper compensation, employee self-realization; While the purpose of the performance of the 

organization will be in line with expectations, and the organization's image as an entrepreneur 

(employer) will also be better. mportant matters relating to the strategy of the company is 

unable to assess the structure, analyze the efficiency, observe, give nasihatuntuk change it. In 

addition, the role of the regulator which became a reality in the practical dimension of law, 

economics, and management, social and cultural. In addition, each soft factors related to 

human resources, and should be treated for the implementation of appropriate strategies, by 

all means. In this way, a very important role in the format, changing the corporate culture. A 

good strategy not only consider the objective facts, but also the expectations, needs, value 

system employee. 

C. Strategy contingency based approach to HRM 
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Some scholars have adopted a mile and Snow (1978.1984) typology search, analysis 

and defender; Others prefer (1985) porter strategy of differentiation and cost efficiency; still 

others have made suggestions HRM policies depending on the model of the life cycle of the 

product or has developed their own typology. 

Although the framework is somewhat different, there must be some agreement among 

writers on strategic HRM. Individual article contains differences that are much better, but 

maybe for illustration purposes group plenty of advice for HR managers around two 

categories dirty strategies: a) propector strategic hight tech entrepreneurial growth and b) cost 

efficiency strategies mature defender. Business units in the former category requires creative, 

innovative and risk-taking behavior; business units in the latter category should repetitive, 

predictable, and carefully determined the behavior of the majority of their employees 

(Schuler, 1986). 

Fisher and shaw ((1987) found very little difference in the predicted HR practices 

among companies pursuing the search for strategic analysis defender. Sxhuler and Jackson 

(1989) found modest differences in several HR priorities between companies in growth 

compared to the stage of maturity and the pursuit of differentiation compared efficiency 

strategy costs. 

The idea of strategic human resource management has become clearer and better 

developed since 1986 annual review, and it seems to have much to offer in the way of 

opportunities for research and thought provoking ideas for practiyioners. However, the 

orientation of strategic HRM can cause problems and solve them. For example, Baird and 

Meshoulam (1986) have suggested that the HRM function within the organization grows 

thinking predictable phase, in which the credibility and skills of older players and 

sophistication of the HR system at the crease by building on the foundation laid down in the 

early stages. 

 

CONCLUSION 

 

Ethical behavior in the system to increase the role of human resources strategy 

through an approach based HRM will demonstrate the role of HRM executives will change 

and evolve rapidly, and can minimize the cost of HR while motivating behavior right strategy, 

with the goal to be as well done in a multi cultural cooperation across national culture or cross 

organizational culture following mergers. Strategy of constant change affecting companies 

and individuals can be seen from the Hungarian situation hallmark characteristics, namely: a) 

human resources in the organization SDM place dual because especially in the first row, but 

still have the classic administrative tasks as well, b) the functional managers often decide with 

their own opinion, they are not consistent, c) Difference between companies with foreign 

ownership or Hungarian, very large, the corporate culture and human resources work system, 

d) a proactive approach in several companies, and e) Management can not see Individual HR 

value added work is still distinctive, and this inhibits organisasi.Masalah learning major in 

HR strategy through the role of ethics should be doing as a whole has been ascertained that 
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the ethics in HR strategy is very important in the company's strategy, and has a role in the 

realization of the long-term competitiveness of individual goals and organization. 
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ABSTRACT 

 

The purpose of this study to reveal and interpret the relationship marketing as a mediating 

relationship between satisfaction and loyalty. Examine the role of individual characteristics 

as moderation of relationship satisfaction and loyalty. The sample of this study using the 

criteria and determined by accidental sampling. The collected data is processed using SEM 

analysis techniques. The number of samples is compliant using AMOS. The results found that 

consumers are educated and and have enough information about Islamic banking will feel 

satisfied and loyal. Consumers who are satisfied will believe the performance of Islamic 

banks. Consumers who receive positive information related to Islamic banks will improve 

relations with the Islamic banking and will have a strong loyalty. 

 

Keywords: loyalty, satisfaction, individual characteristics, trust, commitment 

 

 

 

 

INTRODUCTION 

 

In Indonesia, the development of Islamic banking market share is quite good, but does 

not meet expectations when compared with conventional bank growth, especially when 

compared to the development of Islamic banks in other countries for example in the UK or 

Malaysia. In the UK for example, the majority of non-Muslims, was encouraging the 

development of Islamic banks. While in Malaysia, as in Muslim-majority Indonesia, the 

increase in the market share of Islamic banks is very fast, which is about 1 in 17 compared to 

Indonesia as presented by Hamid et al (2002). 

 

These conditions, as the research presented by Ifham (2008) and Hafasnuddin (2007) 

is caused by weak loyalty. In fact, only 33.75% are customers who use the services of Islamic 

banking loyal. Loyalty is measured by making Islamic banking as a tool of major transactions 

and are willing to convey a positive matters related to Islamic banking. Furthermore, as stated 

by Ifham (2008) that loyalty is weak in Islamic banking caused by satisfaction. If customer 

satisfaction associated with Islamic banking services, the customer will invite and recommend 

to others to utilize the services of Islamic banking. 

 

Research describing the relationship between satisfaction and loyalty is quite a lot and 

have a different outcome. In the first group (Liang and Wang, 2006; Caruana, 2007; Yieh et 

al., 2007) describes the satisfaction even can increase loyalty. While the next group revealed 

that satisfaction does not singnifikan in increasing loyalty (Oliva et al., 1992; Wangenheim, 

2003; Zahara, 2007). 
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There are also other groups (Homburg and Giering, 2001 and Wals et al, 2008) which 

explains that there is a difference is caused by several different studies on the individual 

characteristics of the customers of Islamic banks. The individual characteristics of the 

customer in question is of age, income, and knowledge associated with Islamic banking. 

 

Assessment of the results of the study indicate that there are contradictory results of 

the study of relationship satisfaction and loyalty. The study showed a map of research on 

relationship satisfaction and loyalty needs to be clarified. But until now the development of 

the relationship between satisfaction and loyalty are continuing. still arise questions that need 

to be answered, whether the relationship between satisfaction and loyalty is reinforced by the 

individual characteristics as moderation, which could explain why people are satisfied can be 

loyal or not. Moreover if the consumer satisfaction can improve long-term relationships such 

as trust and commitment that will ultimately establish loyalty. 

 

The above conditions which need to be clarified, motivated to do further research to 

develop a theory of Homburg and Giering (2001), which makes the individual characteristics 

as the moderation of the relationship between satisfaction and loyalty. Furthermore, the 

concept of a long-term relationship needs to be positioned as the mediation of the relationship 

between satisfaction and loyalty, as done by previous researchers. 

 

Consumer loyalty according Leverin and Liljander (2006) is ingrained in the 

consumer's commitment to reuse the service / services performed consistently in the future. 

There are many factors that influence loyalty to the company. The study of theory and the 

results of research conducted by Sirdeshmukh et al. (2002) and Thurau et al. (2002) showed 

that the long-term relationship in the context of customer trust to the company influence on 

customer loyalty. Furthermore, Knox et al. (2001) and Thurau et al. (2002) proves that the 

commitment can increase loyalty. Gerrald and Cumingham (2001) mentions that religion may 

be a factor that causes customers loyal to Islamic banks. 

 

The significance of satisfaction in the context of marketing is associated with the 

needs and desires of customers. Satisfaction so popular that many found in the marketing 

literature. In addition it has a sense of deep satisfaction that is often the goal to be achieved by 

the business as it is today. 

 

Satisfaction as expressed by Barnes (2003) is a response to customers for fulfillment. 

This implies a form of privilege of the goods / services themselves are able to provide a level 

of comfort to consumers associated with fulfillment. In this case the fulfillment of the 

requirements in line with expectations or exceed customer expectations. 

 

HYPOTHESIS 

 

In this study, the incidence of long-term relationships with customers is an effort to 

build and maintain networks with consumers. The network is maintained and strengthened in 

order to be useful for both parties through interactive contact that is both individual and 

provide added value in the long-term relationship. Development of a long-term relationship 

be based on the structure and long-term benefits of the bond between the buyer and the seller. 

The underlying variable is the relationship network that consists of trust and commitment 

(Dwyer et al., 1987; Hunt and Morgam, 1995; Peterson, 1995). 

 

Customer satisfaction in the marketing study is the precursor of a long-term 

relationship. Furthermore, long-term relationship can improve the satisfaction that can 
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establish loyalty. If the customer's expectations are met, then there will be the satisfaction and 

confidence. That belief led to the quality of service provided in the future. Thus between 

satisfaction, long-term relationship will be mutually influence (Fanco et al., 2009; Leverin 

and Liljander, 2006). 

 

The next concept of relationship satisfaction and loyalty of a moderating variable is 

the individual characteristics. This is based on the psychological processes that affect 

consumers in obtaining, taking, receiving goods and services, as well as knowledge relating to 

the goods / services consumed. Individual characteristics are internal factors that drive 

behavior in consumption. On the basis of the above conception of the hypothesis in this study 

can be structured as follows: 

 

H1: Consumer satisfaction has positive influence on long-term relationships and increase 

customer loyalty. 

H2: Individual characteristics strengthen the influence of customer satisfaction and 

loyalty. 

 

 

 

 

FINDINGS 

 

The test results demonstrate the validity of all the items had a correlation coefficient of 

more than 0.3 and a significance level below 0.01, then the entire item is declared invalid. The 

test results of reliability indicators of the variable results with Cronbach alpha values above 

0.6, so it can be stated that all the instruments used are reliable. The result of the final model, 

is evaluated based on the criteria of goodness of fit indices with the criteria presented models 

as well as critical values that have suitability data. 

 

Evaluation of the model shows eight criteria of goodness of fit indices, there are two 

that meet the criteria of the CFI and RMSEA while others have suggested approaching the 

critical value, so the model can be said to have been in accordance with the data and can be 

analyzed further. 

 

Satisfaction direct effect on loyalty. Hypothesis testing with structural equation 

modeling approach path coefficient AMOS produce direct influence satisfaction and loyalty 

with P = 0.020 (> 0.05) and the value of CR (t <t table 2.500 <1.968) with a coefficient of 

0.303. These results provide meaning, customers are satisfied with the service staff, products 

and prices in accordance with the desired value customers as well as consumers are satisfied 

overall, consumers will be loyal. Loyalty in this case is the Islamic bank will refer customers 

to someone else, the increased intensity in interacting with Islamic banks, as well as 

customers feel desire has been fulfilled and to make Islamic banks as the main option. 

 

Hypothesis testing with structural equation modeling approach AMOS generates path 

coefficient direct influence satisfaction with relationship marketing with P = 0.100 (> 0.05) 

and the value of CR (t> t table (5,400> 1,968) with a coefficient of 0.450. This coefficient 

gives meaning if the customer is satisfied, then the customer will improve the long-term 

relationship between the customer and the Islamic bank. Furthermore, customers will believe 
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and commit. Communications customers with the Islamic banks will be established intensive 

and conflict handling can be diselesaikandengan well. 

 

Hypothesis testing with structural equation modeling approach AMOS results direct 

influence long-term relationships and loyalty with value P = 0.040 (> 0.05) and the value of 

CR (t> t table (2,400> 1,968) with a coefficient of 0.917. This result gives meaning that 

customer relationship long term positive effect on loyalty. 

 

The results of hypothesis testing with structural equation modeling approach AMOS 

generates path coefficient direct influence of individual characteristics and loyalty with P = 

0.010 (> 0.05) and the value of CR (t> t table (4.106> 1,968) with a coefficient of 0.706. 

These results conclude that individual characteristics able to be moderating relationship 

between satisfaction and loyalty. The result if the data showed satisfaction positive effect on 

loyalty. So this can be interpreted Islamic Bank has managed to instill the satisfaction of the 

customer, which in turn will increase loyalty. Customer satisfaction is a sense of satisfaction 

that grows and evolves over time , therefore the good relations that have been established 

between customers and banks need to be maintained. 

 

DISCUSSION 

 

Service Islamic bank employees will be better when supported by considerable 

experience and expertise in serving clients. Karayawan way to convey good information and 

quality of Islamic products may cause a sense of satisfaction to customers. The relationship 

between the customer and the well-developed Islamic banks will generate loyalty. Excellent 

service provided to customers will make customers more loyal. If so will be less likely to 

switch to another bank customer. 

 

Potential customer migration can occur, due to there are some of the respondents were 

dissatisfied with the service. It can be anticipated with increased services in accordance with 

the standards of conventional banks. But only spoil the customers with the service alone is not 

enough due to the diverse needs of customers. Therefore, support by offering new products of 

Islamic banks as well as programs in accordance with the wishes of customers needs to be 

improved. Eg savings program without administrative costs, savings pilgrimage, and the rate 

for a favorable outcome for customers. 

 

Customer expects Islamic banks are able to provide the same service with 

conventional banks and are able to create products of different services that are typical of 

sharia. But until now has not been a lot of Islamic banks still relies innovate on products and 

layanan.Selain innovative products and services, Islamic banks are also required to provide 

more benefits to consumers than other banks. For example, the yield on Islamic banks are 

expected promising with low interest rates. This is done because the majority of customers are 

more likely to make a profit from the margin of savings / deposits. Satisfaction to Islamic 

banks came after the fulfillment of needs such as savings that facilitate transactions for 

customers. The need for attention to customer loyalty is because there are some customers 

who are not willing to refer Islamic bank to others. 

 

Indeed, the number of customers who are not loyal relatively small, but if not handled 

properly will affect either not related denganloyalitas. Results of the study are not different 

from the research conducted by Liang and Wang (2006), Caruana (2007), and Yieh et al. 

(2007) where the results showed a relationship satisfaction on loyalty is positive and 

significant. However, the results of this study do not support research Oliva et al., 1992; Von 
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Wangenheim, 2003; Zahara, 2007, which describes the relationship of satisfaction on loyalty 

is not significant. 

Long-term relationships between customers and Islamic banks become the main 

capital in building loyalty. Trust, commitment, communication, and conflict management 

became a cornerstone in building a long term relationship. Positive image held by Islamic 

banks can establish customer trust, where people save their money by the bank subsequently 

disbursed by the form of loans. Bank trusted by customers to have high confidence that can 

make the company overcome the problem. The stronger the relationship, it will be less likely 

to end. 

 

Consistent and sincere service provided by Islamic banks will give satisfaction to 

customers who can trigger the birth of a long-term relationship. Customer relationship with 

the bank is not just a short-term business relationship, but long-term relationship. Good 

relations based on kinship and cozy welcome from entering the office to address the bank 

teller / customer service to its customers are able to make customers eager to repeat the 

experience by making Islamic banks become the main option. 

 

There are some customers less trusting and less committed to the Islamic banks. Thus 

is because the customer is not satisfied with the benefits of customers compared to profits 

earned in conventional banks. However, customers are thus relatively small number of 

Islamic banks so that customers are satisfied will give more benefits in terms of long-term 

relationship. Together with the results of the research terdahului (Liang and Wang, 2005, 

2006; Nijssen and Herk, 2009; Prasad and Aryasri, 2008). 

 

Long-term relationships can be obtained through the Islamic belief that the customer 

obtained from the justice system for the result, security guarantees to assets stored and 

honesty of Islamic banks in providing information related to bank products. Good 

relationships with customers will get a number of requests and increase profits. Loyalty can 

be increased due to the desire of customers for repeat transactions in Islamic banks. Good 

relations into a strong motivation to always use the services of Islamic banks. 

 

Empirical studies have shown that the conditions of Islamic bank is able to appeal to 

customers if socializing with good communication in order to provide knowledge for the 

people that use the services of Islamic banks is more profitable than other conventional banks. 

Customer perception regarding long-term relationship is very strong. This shows in general 

Islamic banks are able to provide services that are not less good than the other banks. 

 

Most customers have the confidence and commitment to Islamic banks. Only a small 

proportion of customers who are less committed and believe in the good services of Islamic 

banks. This condition affects the reluctance to refer to others to use the services of Islamic 

banks. However, the relatively small number of customers, but if not handled properly will 

harm Islamic bank in the long term. Results of this study support the research proved that 

conveyed by Ndubisi (2007), Nijssen and Herk (2009) and Prasad and Aryasri (2008). But in 

contrast with the results of Leverin and Liljander (2006), which proves that relations can not 

improve the long-term loyalty. 

 

Relationship satisfaction in this study is reinforced by the individual characteristics 

which become an internal factor that is able to raise and move the customer behavior. 

Characteristic of knowledge as a characteristic of the individual be a key driver in influencing 

the decision to loyal customers. This indicates that customers have the knowledge after 

receiving sufficient information and be able to compare after the use of conventional banking 
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services will make customers loyal. Customer loyalty is reflected by making Islamic banks as 

the main option. 

 

Customer knowledge becomes the dominant factor in shaping the behavior due to the 

knowledge that emerged from information provided to customers becomes an objective to 

make the Islamic bank as the main option. Information submitted to the relevant customers of 

Islamic banks would be effective because the customer has a high level of education are 

easier to understand and understand than customers who have lower education. Due to access 

to information obtained by the highly educated customer related sharia banj more. 

 

Another driving force for the community to utilize the services of Islamic banks is a 

network, relationships, and there are other family members who become customers of Islamic 

banks. Besides the demands of being members of a religious community into a strong impetus 

for a person to become customers of Islamic banks. This is due to the proximity with 

members lomunitas study could encourage someone to use Islamic banks as a symbol of 

adherence to religious teachings. 

 

In summary, if the Islamic banks have a lot of products that fit the individual aspects 

and has compatibility with the income level of the customer, the customer will make Islamic 

banks as the main option. With such a strategy Islamic banks will be able to succeed in 

maintaining customer relationships in the long term. Security and convenience provided by 

Islamic banks to customers will encourage customers to provide good information to others to 

use the services of Islamic banks. 

 

More details encouragement to use the services of Islamic banks other than specified 

by the trust and commitment that trigger long-term relationship, is also determined by the 

characteristics of the individual. Such as age customers have a tendency to avoid illicit goods 

and subhat. This will encourage loyalty to Islamic banks due to carry the anti-usury jargon. 

Results of this study strengthen and support the research presented by Homburg and Giering 

(2001) and Walsh et al. (2008). 

 

Contributions are able to be delivered in this research is the development of the theory 

of the characteristics of individuals based on age, education, social roles, income, and 

knowledge as the reinforcement of the relationship between satisfaction and loyalty. 

Furthermore, the position of a long-term relationship as a mediating relationship satisfaction 

and loyalty is able to be an added value to the results of this study, which were perceived 

customer satisfaction will make loyal if Islamic banks are able to establish long-term 

relationships that benefit our customers and able to maintain good communication. 

 

LIMITATIONS 

 

Limitations of this study was the limited time availability of respondents both in 

filling the questionnaire or answer questions posed by researchers. Another limitation is the 

reluctance of the Islamic banks to provide respondent data relating to the determination of the 

number of samples as well as potential customers who could give important information 

related to Islamic banks. For this condition accidental sampling method is used. Another 

limitation is that the respondents overall Islamic religion, in fact many bank customers who 

are non Islamic sharia. So this study has not revealed what prompted pihik non-Muslims who 

are willing to become customers of Islamic banks. 

 

PROPOSITIONS RESEARCH 
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In the discussion above, it can be an expression derived proposition that the findings 

have not been proven but it's been proven that; impulse or stimuli customers use the services 

of Islamic banks due to considerations of profit or margin obtained compared to other 

conventional banks. Besides the ease and services provided by Islamic banks to attract 

customers to use the services of Islamic banks and Islamic banks offices strategic location it is 

also a stimulus for the community use the services of Islamic banks. 

 

CONCLUSION 

 

Customer satisfaction which is supported by knowledge, adult and higher education 

dimilliki customers will be able to make customers loyal and always use the services of 

Islamic banks and Islamic banks as an option to make a major. Good communications and 

customer anatara sharia tub, trust and commitment which is owned by the customer to the 

Islamic bank will build long-term relationships which then customers will willingly refer to 

others for harnessing the services of Islamic banks. This study did not reveal whether Islamic 

banks using the principles of Islam. For that we need to do further research on whether 

Islamic banks based on Islamic sharia will be able to provide more benefits to customers 

compared with conventional banks. 
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ABSTRACT 

 

The purpose of this study was to analyze the effect of service quality, customer 

complaints and switching costs on customer satisfaction and customer loyalty. The number of 

respondents in this study was 161 respondents. How to determine the respondents with 

accidental sampling. Data were analyzed using Structural Equation Modeling (SEM). The 

results showed that the switching costs has positive and significant influence on customer 

satisfaction. While service quality and customer satisfaction has positive and significant 

influence on customer loyalty. 

 

Keywords: service quality, complaints, switching costs, customer satisfaction, customer 

loyalty 

 

 

INTRODUCTION 

 

In Indonesia at this time there are a variety of companies in the banking sector which 

compete to provide services that memorable for all customers. Banking company at this time 

is more emphasis on the concept of marketing approach to consumers, the company noted that 

the importance of customer satisfaction for the survival of the company. Companies pay 

attention to the element of customer satisfaction as the basis for building customer loyalty to a 

product or service is created. 

Increasing competition in the banking industry to encourage the banking industry to 

quickly adapt to the development of the surrounding communities. It is characterized by the 

increasingly widespread expansion of foreign banks are trying to enter the banking market in 

Indonesia. The banking industry is currently vying to improve service to its customers, by 

providing facilities that allows the customer to conduct financial transactions. One example is 

the implementation of the e-banking or e-Channel that provide convenience to customers to 

conduct financial transactions or non-financial without having to come to the bank. 

 

 

The banking industry has now realized that customers today not only consider the 

interest factor or the sophistication and completeness of the features of a banking product, but 
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is currently being sought by the customer is the value (value) to be obtained from what is 

offered by the bank, so that the ultimately will be willing to become loyal customers. 

The first step in winning the hearts of customers is the quality of service. Bank as one 

of the financial services sector, its performance will depend on the good or bad overall service 

to clients. The better the service from a bank, it will be relatively easier to gain the trust of the 

customer to save money or apply for a loan at the bank. It is proved that the competition was 

not only based on improving the quality of a banking product alone but is now more inclined 

to incorporate the achievement of satisfaction and fulfillment of customer loyalty as a key 

condition, whether the customer loans and customer deposits (Meng and Elliott, 2008; 

Olorunniwo and Hsu, 2006). 

Furthermore, in addition to quality of service, customer complaints has also become 

an important groove when the products are not in accordance with the value / value of the 

expected customers. Because none of the products of both goods and services that are perfect 

with no weaknesses. On the other hand the tastes and demands of customers changing so fast. 

Moreover, some studies have shown that the referral relationship with a customer complaint 

sales performance and the company's profits in the long term (Blodgett and Anderson, 2000; 

Johnston, 2001). Thus it can be said that the profit or the profit of a bank today is no longer 

one of the basic mission, but it has shifted to the creation and value addition (value creation 

and value adding) for customers, excellent service (services excellence) to customers become 

a major component and real to the banking industry at the moment (Stauss and Seidel, 2006). 

The final results are expected to bank with the advanced quality of service and 

handling customer complaints is customer satisfaction. Satisfaction is an assessment of 

customers that they liked the products offered by the company. If the return on the 

understanding of marketing concepts, then obviously the goal of every marketing activity of 

the banking company is customer satisfaction. So that if the customer is satisfied with the 

products / services banking, then this is a positive indicator that the products produced and 

offered by banks to their customers get the recognition for the performance (quality of 

service) and the things other support (complaints of customers) (Solvang, 2007) , 

Satisfaction is one of the main factors driving positive word-of-mouth (File, et al, 

1994). In the study conducted by Moutinho and Smith (2000) with a sample of 250 banks 

found that customer satisfaction has a positive relationship with the displacement (switching) 

and loyalty. While Reichheld and Sasser (1990), suggests that customer satisfaction program 

is considered an important tool in increasing profits and prevent customer switching. 

Customer will make the shift when the tolerance limit is exceeded and depending on the level 

of sensitivity of consumers in response to the satisfaction of unmet. 

Low cost changes that strengthen the relationship between service quality, perceived 

value and image on customer loyalty compared with the high cost changes (Yu Wang, 2010). 

This finding is contrary to the findings of Lam, et al. (2004) which says that the change in the 

cost of having a positive relationship with customer loyalty. That is if changes are perceived 

high costs, so consumers tend to be more willing to stay in a relationship with the company 

regardless of the perception of value. Kebalikanya, if the changes are low cost, then the 

perception of low value may cause consumers to switch to another company. Meanwhile, the 

appeal of competitors refer to consumer perceptions of various alternative options available in 

the market that appeal to consumers. The more alternatives, the more consumer choice. The 

appeal of a competitor in the competition in a positive impact on customers' willingness to 

switch. When consumers perceive only a few alternatives available, then the perception of 

benefit to switching to low, meaning that consumers prefer to survive. 

Another phenomenon of the background for this study is the problem of Indonesian 

Bank Loyalty Index (IBLI). Bank Loyalty Index (IBLI) 2014 is a benchmark assessment of 

the level of satisfaction and loyalty of banking customers in Indonesia are carried out done by 

markplusinc. Based on the data obtained, Bank Rakyat Indonesia (BRI), which is one of the 

largest SOEs conventional banks in Indonesia occupies the third position as a bank that had a 
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high level of loyalty. This condition is far with other state-owned banks such as Bank 

Mandiri, which continued to show better results by being in the second position, and Bank 

BCA as privately owned banks in the first position. While retaining customers is important 

compared to attract new customers, because it can be considered cheaper than the draw back 

customers who've gone, customer loyalty will reduce the cost of banks to find new customers, 

in addition to the costs of maintaining the customer cheaper when compared to the cost issued 

to seek new customers. 

This study is also the source of the problem comes from the limitations and gaps in 

previous research. Although many agree that the success of a bank is determined by the 

bank's ability to build customer loyalty, the loyalty will be one of the goals to be achieved by 

a bank in terms of retaining its customers from the threat of competitor banks. However, a 

number of studies such as Bloemer et al., (1998); Mittal et al., (2008) explains that although 

many studies that discuss satisfaction and quality of service, but in fact only a few studies that 

discuss the relationship between satisfaction, quality of service and loyalty in the context of 

the banking industry. 

The position of this research is to develop earlier research. Where the building and the 

formulation of the model in the study refer to several studies such as studies Oliver (1999); 

Lyon and Powers (2004), stating that the quality of service is one of the key customer 

satisfaction taken into consideration, then customers who are satisfied will re-purchase or 

subsequent repetition of these customers would be willing to recommend it to others. Liu and 

Wu (2007), reveals some of the attributes that are the object of evaluation of the consumer 

when consumers consume services, namely physical evidence (physical evidence), employees 

(people) and processes (process). Meanwhile in McCole (2004) explains that the handling of 

the complaint to the company (bank) is an important instrument for the realization of 

customer satisfaction and loyalty to the banking world. 

Service Quality 

Service was good being one of the conditions of success in corporate services. Quality 

of service in the company's services are often conditioned as a comparison between the 

expected services and services received significantly. According to Lewis & Booms in 

Tjiptono (2014) definition of service quality in a simple, which is a measure of how good the 

level of service provided is able to conform to the expectations of the customers. That is the 

quality of service is determined by the ability of a particular company or institution to meet 

the needs in accordance with what is expected or desired based on the needs of customers / 

visitors. In other words, the main factors affecting the quality of service is a service that is 

expected customer / visitor and the public perception of the service. The value of quality of 

service depends on the ability of the company and its staff in meeting customer expectations 

consistently. 

Customer Complaint 

One of the reasons why the displacement of customers from one company to a service 

company, according Tronvoll other services (2007) is because the customer is not satisfied 

with the settlement masalahan or how to deal with the problem of corporate services. When 

customers are not satisfied with what has been received or when having problems, customers 

might respond with out resorting to other service providers, to try to solve the problem with 

grievances or complaints or being faithful together service providers and hope that will better 

occur in the future. Handling complaints can be a vital instrument in curbing the conflict 

between the company and the customer will be dissatisfaction (You and Loh, 2006). Handling 

of complaints by bank becomes a tool to enhance the bank's acquisition of profit. 

Response Fee Change 

Brand switching behavior associated with changes in the cost / charge switch 

(switching costs). According to Porter (1980) in Tjiptono (2014), switching costs is more of a 

one-time costs and no ongoing costs. Based on this perspective, Burnham, Frels, and Mahajan 

(2003) defines switching costs as one-time costs that customers perceived or associated with 
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the process of switching from providers of services / products to the service providers / other 

products. 

The cost of switching costs are not only limited to economic costs, but may include 

various costs. Fornell (1992) revealed the cost that may arise from the switching costs in it 

include search costs, transaction costs, the cost of learning, discount loyal customers, the 

habits of consumers (consumer habits), the cost of emotional, businesses cognitive, financial 

risks, social risks, and the risk of psychological , In other words, switching costs are factors 

that directly affect the sensitivity of the customers at a rate of cost / price to dikelurkan 

sehinggan affect customer loyalty. 

Customer satisfaction 

Customer satisfaction has become a central concept in the theory of marketing 

practices, and is one of the essential destination for business activity. Customer satisfaction 

contribute to a number of crucial aspects, such as the creation of customer loyalty, increasing 

the company's reputation, reduced price elasticity, reduced future transaction costs, and 

increased efficiency and productivity of employees. Fornell and Wenerfelt (1987) in Tjiptono 

(2014) suggests the fact that attracting new customers is much more expensive than retaining 

current customers is also one of the triggers increased attention on customer satisfaction. 

Customer satisfaction on an experience of a particular service will give birth to an 

evaluation or attitude towards the quality of service from time to time (Oliver, 1993). While 

Kotler and Keller (2009) stated the level of customer satisfaction is the feeling of pleasure or 

disappointment resulting from comparing a person's perceived performance of products (or 

result) to their expectations. 

Customer satisfaction is formulated as an after-purchase evaluation, where the 

perception of the performance of alternative products / services are chosen meet or exceed 

expectations before purchase. If the perception of the performance can not meet the 

expectations, then there is dissatisfaction. Based on these definitions, customer satisfaction is 

an evaluative assessment purnabeli resulting from the selection of the specific purchase of 

products / services are chosen. 

Customer loyalty 

Repeat purchase behavior often associated with brand loyalty (brand loyalty). 

According to Kapferer and Laurent (1983, cited in Odin, et al., 2001) in Tjiptono (2014), 

repeat purchase behavior (repeat purchasing behavior) can be translated into two possibilities, 

namely loyalty and inertia. Loyalty is actually a repetition of behavioral habits of purchase, 

association and involvement are high on his choice, starting with external information search 

and evaluation of alternatives to existing products. In his article Dick and Basu (1994) 

attempted to integrate perspectives and behavioral attitude into one model. By combining the 

components of the attitudes and behavior of repeat purchase, then obtained four situations 

possibility of loyalty. Based on the concept and previous research findings as a reference, the 

researchers want to reexamine theories will prove the role of the variables that have been 

described in the previous chapter and its influence on other variables.  

The source of the problem comes from the limitations of this study and previous 

research gap. Although many agree that the success of a bank is determined by the bank's 

ability to build customer loyalty, the loyalty will be one of the goals to be achieved by a bank 

in terms of retaining its customers from the threat of competitor banks. However, a number of 

studies such as Bloemer et al., (1998); Mittal et al., (2008) explains that although many 

studies that discuss satisfaction and quality of service, but in fact only a few studies that 

discuss the relationship between satisfaction, quality of service and loyalty in the context of 

the banking industry. 

The position of this research is to develop earlier research. Where the building and the 

formulation of the model in the study refers to some research as empirical research conducted 

by Cristobal, et al. (2007). View researchers concluded that the most important element in 

customer satisfaction is the quality of service. In the service industry is an absolute quality 
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demands. This study illustrates the triangular relationship that affects the positive synergy 

between service quality, customer satisfaction and loyalty. Relating to quality of service, 

customer satisfaction and loyalty Goddess, et al. (2014) conducted a study on the effect of 

service quality on customer satisfaction and loyalty. Results of these studies is the quality of 

service, satisfaction and loyalty has a positive and significant relationship. That is, the good 

quality of service led to the level of satisfaction and the desire to apply loyal customers 

increased, otherwise the quality of poor service resulting in customer satisfaction and loyalty. 

 

Hypothesis 

Based on the literature review and development of a model as described above, then the 

hypothesis developed in this study are: 

1. The quality of service has a positive effect on customer satisfaction 

2. The complaint customers have a positive effect on customer satisfaction 

3. Response of changes in costs have a positive effect on customer satisfaction 

4. Complaints customers have a positive effect on customer loyalty 

5. Quality of service has a positive effect on customer loyalty 

6. Response cost changes have a positive effect on customer loyalty 

7. Customer satisfaction has a positive effect on customer loyalty 

 

Method 

Target population in this study were all customers of Bank BRI, Bank Mandiri and 

Bank BNI in the Holy City. Selection of Bank BRI, Bank Mandiri and Bank BNI, considering 

that three of the Bank is the largest SOE conventional bank in Indonesia. 

Proportion of questionnaires at each branch office of Bank BRI, Bank Mandiri and 

Bank BNI is based on estimates of the number of samples given by the conventional three-

Bank, but the three parties of the Bank are reluctant to give exact information about the 

number of customers. While the sample size depends on the number of indicators used in all 

variables multiplied by 5 to 10 (Hair, et al. In Ferdinand, 2014). In this study the number of 

indicators is 23 multiplied by 10, then circulated the questionnaire as much as 230. How to 

determine respondents with accidental sampling. If the initial question, the customer qualifies 

as respondents. From the results of the questionnaire administration, a total of 130 

respondents was circulated at Bank BRI and workplaces of respondents, 4 respondents 

requested that the questionnaire be taken at home, 9 respondents requested that the 

questionnaire be taken in the workplace, and 12 respondents promised to send a questionnaire 

to the researchers address. Of the 230 questionnaires returned as many as 161, and that does 

not return the questionnaire by 69 respondents (30%). Therefore, the sample size of 161 

people. But the number of these samples have met the requirements, the number of indicators 

(23) multiplied by 7, which is between 5 to 10. The number of samples have also been 

eligible to use the technique SEM analysis suggested that the sample size is between 100 - 

200. Sampling is done in July - August 2015. 

Descriptive analysis is used to describe and interpret the characteristics of respondents 

and each of the variables used. In this study the characteristics of respondents include five (5) 

it is; gender, age, education, occupation, and duration of a customer. While the description of 

the variables include the variable quality of service, customer complaints, response to changes 

in costs, customer satisfaction, and customer loyalty. 

Basically this research would like to see a model that describes the relationship 

between variables simultaneously. On the basis of these considerations used statistical 

techniques Structural Equation Model (SEM) with AMOS software 21. By modeling is made 

possible through SEM can unanswered questions that are regressive and dimensional. 

 

Result 
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Description of respondents were male sex as much as 67.7%, whereas the female sex 

as much as 32.3%. Based on this data the conventional bank customers is dominated by men. 

A total of 13.7% of respondents are students / students, 32.9% of civil servants, private 

employees 11.8%, 29.2% and 12.4% are self-employed. 100% of the customers, 93.7% 

worked. The percentage of the age group most at the age of 46-55 years is as much as 32.3%, 

while the least is the oldest age group, namely by 2.5%. It shows that most respondents are 

most productive age. At the age of the respondents have the greatest opportunity to build a 

career and increase their income as well as more able to set aside a portion of their savings to 

institutions that they trust. 

Respondents were educated diploma / undergraduate has the largest percentage 

(42.9%). While based on long become customers, 53.4% of respondents who are customers of 

more than 3 to 5 years, which indicates that the level of loyalty of respondents who become 

customers of Bank of conventional high enough. 

The test results demonstrate the validity of the three items had a correlation coefficient 

of less than 0.4. Thus these three items is invalid. While the results of reliability testing all 

indicators of exogenous and endogenous variables showed Cronbach alpha values above 0.6 

so that it can be concluded that all the instruments used are reliable. 

The average index of indicators to variable quality of service at 77.17 and this value is 

within the range of the three categories of high, so it can be concluded that the perception of 

consumers regarding the quality of service is quite high. Of the five indicators used to 

measure the variables of service quality, perception of respondents to variable quality of 

service are all almost equal. Indicators of reliability (reliability) has the highest index score, 

followed by responsiveness (responsiveness), physical evidence (tangibles), empathy 

(empathy), and last guarantee (assurance). The average index of indicators to variable 

customer complaints at 70.06 and this value is within the range of 70.01 to 100 with the 

higher category, so it can be concluded that the perception of respondents regarding customer 

complaints is quite high. 

The response variable cost changes have an index value of 72.31 where the index 

value is included in the high category. Of the eight indicators used to measure the response 

variable cost changes have almost equal value. It can be concluded that the respondents' 

perceptions regarding the response to changes in the cost is quite high. 

The average index of indicators to variable customer satisfaction at 73.77 and this 

value is within the range of the three categories of high, so it can be concluded that the 

perception of respondents regarding customer satisfaction is quite high. Of the three 

indicators used to measure the variables of customer satisfaction, perception of respondents to 

variable customer satisfaction are all almost equal. 

Customer loyalty variables shows that customer loyalty has an index value of 75.31 

where the index value is included in the high category. Of the four indicators used to measure 

customer loyalty variables, indicators of perceived highest first choice by the customer. 

Evaluation of the model shows eight criteria of goodness of fit indices there are seven 

who meet the criteria while only one is approaching the critical value suggested, thus 

referring to the principle of parsimony, the overall model can be said to have been in 

accordance with the data and can be analyzed further. 

Based on empirical models proposed in this study can be tested against the hypothesis 

put forward by testing the path coefficients in the structural equation model. Hypothesis test 

results to see p value. If the p value ≤ 0.05, a significant relationship between variables. 

Model relationships between exogenous and endogenous variables are presented in Figure 1. 
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Figure 1: Hypothesis Testing 

Description: S = significant 

   NS = not significant 

Parameter estimation of the influence of service quality on customer satisfaction 

shows the value of CR 0.679 with probability equal to 0.497. CR value of <1.96 and a 

probability of> 0.05, it can be concluded that the quality of service is not positive and no 

significant effect on customer satisfaction with the direct effect (direct effect) of 0.055. In 

addition there is an indirect effect (indirect effect) of 0.000 with a total effect of 0.055. 

Parameter estimation of the effect of customer complaints on customer satisfaction 

showed CR values of 0.844 to 0.399 probability CR value <1.96 with a probability value> 

0.05 then it can be concluded that no customer complaints and no significant positive effect 

on customer satisfaction with the direct effect (direct effect ) amounted to 0,074. In addition 

there is an indirect effect (indirect effect) of 0.000 with a total effect of 0,074. 

Parameter estimation of the effect of changes in the cost of the response on customer 

satisfaction shows the value of 6.382 with probability CR ***. CR values> 1.96 with a 

probability value *** (significant) it can be concluded that the response to changes in costs 

and significant positive effect on customer satisfaction with the direct effect (direct effect) of 

0.696. In addition there is an indirect effect (indirect effect) of 0.000 with a total effect of 

0.696. 

Parameter estimation of influence on customer loyalty customer complaints indicate 

CR value of 0.804 with probability 0.421. CR value <1.96 with a probability value> 0.05 then 

it can be concluded that no customer complaints and no significant positive effect on 

customer loyalty with immediate effect (direct effect) of 0.051. In addition there is an indirect 

effect (indirect effect) amounted to 0,067 with a total effect of 0.117. 

Parameter estimation of the influence of service quality on customer loyalty shows the 

value CR of 1,975 with probability 0.054. CR values> 1.96 with a probability value ≤ 0.05, it 

can be concluded that the quality of service is positive and significant impact on customer 

loyalty with immediate effect (direct effect) 0.112. In addition there is an indirect effect 

(indirect effect) amounted to 0,050 with a total effect of 0.162. 

Parameter estimation of the effect of changes in response to customer loyalty costs 

showed CR values of 0.519 with probability 0.604. CR value <1.96 with a probability value> 

0.05 then it can be concluded that the costs do not change response and no significant positive 

effect on customer loyalty with immediate effect (direct effect) amounted to 0,046. In 

addition there is an indirect effect (indirect effect) of 0.632 with a total effect of 0.678. 

Parameter estimation of the influence of customer satisfaction on customer loyalty 

shows the CR value of 8.492 with probability ***. CR values> 1.96 with a probability value 

*** (significant) it can be concluded that customer satisfaction and significant positive effect 
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on customer loyalty with immediate effect (direct effect) of 0.907. In addition there is an 

indirect effect (indirect effect) of 0.000 with a total effect of 0.907. 

 

Discussion 

The analysis showed that the quality of service is not a positive effect on customer 

satisfaction. Conventional banks have not succeeded in establishing the quality of services 

that can ultimately build customer satisfaction. Customer satisfaction as satisfied feeling 

dynamically growing and growing all the time, therefore the good relations that have been 

established between customers and banks could be increased again. Good relations between 

customers and the bank will allow the bank to anticipate the next plan. 

Conventional bank employees have knowledge and expertise in serving the customers, 

especially in services related to the bank's ability to provide the maximum of information 

about bank products konvensional.karyawan conventional banks also mapu providing a fun, 

friendly, empathetic and polite. 

Along with the times as well as the diverse needs of customers, pamper customers with 

service alone is not enough, but must be supported by a conventional bank products and 

programs in accordance with the wishes of customers. Conventional banking is not only 

required to create the same service with the bank competitors, but also must be able to create 

products of different services that represent the image of a conventional bank. Innovations 

that can be done by conventional banks are expected to provide more benefits to customers 

compared to the benefits provided by conventional banks competitors. 

Superior products such as Simpedes and BritAma (product BRI) managed to attract 

customers not only in urban but also dipelosok area. Conventional banks in addition to 

product innovation, is also expected to be increasingly aware of the desire of the customer 

deposit interest rates are high. Customer loyalty built up through a conventional bank 

perceived customer satisfaction. The customer satisfaction occurs when conventional bank 

has a wide array of products that meet customers' needs. 

The results of this study do not support research Cristobal, et al. (2007), Dewi, et al 

(2014), You and Loh (2006), Tronvoll (2007), Abdurrahman and Suryadi (2009), Hidayat 

(2009), Karsono (2008), Kusmayadi and Hidayat (2014), Burnham, et al. (2003), and Darpito 

(2010) prove the existence of significant influence variables of service quality on customer 

satisfaction. 

The analysis showed that customers do not complain positive effect on customer satisfaction. 

The higher the complaints of customers it will cause dissatisfaction on conventional bank 

customers. 

Customer expects when customers encounter problems with the services of the bank, 

then the conventional bank is able to solve problems that customers face is to offer a 

satisfactory solution. In addition customers also expect simplicity in the complaint to be filed 

by the customer quickly, whenever and wherever the customer is located. Therefore, 

conventional banks provide Call Center facility as addressing the needs of banking customers 

when experiencing problems. This is done as an effort to fulfill the customers' needs for speed 

and quick response service as a means of forming customer satisfaction. 

These results are consistent with studies that have been conducted by Karsono (2008) 

which states that the complaint was not a positive influence on customer satisfaction. 

However, the results of this study do not support research You and Loh (2006) and Tronvoll 

(2007) which states that the positive influence between variables complaint against 

complacency. 

The analysis showed that response to changes in the cost of a positive effect on 

customer satisfaction. Conventional banks have managed to build customer satisfaction 

derived from the responses change banking charges. Changes in rates of banking services that 

are currently going on to prove the existence of a considerable influence on customer 

satisfaction response to conventional banks. The higher the cost of the changes experienced 
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by the customer, then the customer intentions to switch over to other service providers are 

also getting bigger, and vice versa. 

It needs to be balanced by educating customers about any changes of rates of banking 

services as well as other information relating to the matter. So that customers will feel 

comfortable when transacting in conventional banks because they feel a lack of transparency 

transformation of banking services rates. When customers feel the uncertainty regarding rates 

of banking services customers feel, then the customer will be thinking of migrating to other 

service providers. 

The results of this study do not support research and Suryadi Abdurrahman, 2009; Karsono, 

2008; Kusmayadi and Hidayat, 2014; Burnham, et al. , 2003; and Darpito 2010 which proves 

the existence of significant influence variable costs change in response to customer 

satisfaction. 

The analysis showed that customer complaints are not a positive effect on customer 

loyalty. The higher the complaints of customers, the customers of conventional banks would 

not be loyal. Customers expect when customers encounter problems with the services of the 

bank, then the conventional bank is able to solve problems that customers face is to offer a 

satisfactory solution. This is also consistent with the influence of the complaint to the 

satisfaction. In addition, customers also expect simplicity in the complaint to be filed by the 

customer quickly, whenever and wherever the customer is located. 

The availability of call center facilities in all conventional bank is expected to address 

the issue of complaints / customer complaints quickly, precisely and accurately. Call center 

facilities in all conventional bank is expected able to accommodate all customer complaints 

naturally for 24 hours so reduce the number of customer dissatisfaction in conventional banks. 

The faster the conventional banks in terms of handling complaints experienced by customers, 

the level of customer satisfaction will also increase. In addition to 24-hour call center facility 

in conventional banking, the grievance directly to customer service on each bank is also still 

performed. In addition, media suggestion box also still be applied as a medium of 

communication of complaints from customers when performing banking transactions. All 

these things can not be separated from the main purpose as a means of forming satisfaction, 

so as to create customer loyalty. 

The results of this study do not support research You and Loh (2006), Tronvoll (2007) which 

states that the positive influence between the variables of customer complaints on customer 

loyalty. 

The analysis showed that service quality has positive influence on customer loyalty. 

Conventional banks have managed to build quality services that can ultimately build customer 

loyalty. Customers who obtain good quality services of conventional banks, the customer will 

be loyal. When a loyal customer, then the customer would make conventional banks as the 

first choice for banking transactions and make recommendations to the relatives and 

colleagues as a form of customer loyalty to the conventional banks. 

Conventional banks need to pay attention to the loyalty of its customers, because there 

are some customers who are not willing to give good information to others, are not willing to 

do a transaction re in conventional banks, and some customers still consider his wishes can 

not be met by conventional banks. Although the number of customers who are not loyal to the 

conventional banks are relatively small, but it can give no good effect with regard to customer 

loyalty. This is because customers feel dissatisfied with conventional banks, would give bad 

information to others associated with conventional banks. However, the number of customers 

of conventional banks are not loyal relatively small so that the customers of conventional 

banks are loyal will donate more related to the willingness of customers to provide good 

information to others (worth of mouth positive) and was able to convince others as a strategy 

to attract new customers. 

These results are consistent with studies that have been conducted by Cristobal, et al. 

(2007), Dewi, et al (2014), You and Loh (2006), Tronvoll (2007), and Abdurrahman and 
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Suryadi (2009) which states that the positive influence between the variables of service 

quality on customer loyalty. However, the results of this study do not support research 

Hidayat (2009) which stated the quality of service is not a positive influence on loyalty. 

The analysis showed that response to changes in the cost is not a positive effect on customer 

loyalty. Conventional banks have not managed to build customer loyalty derived from the 

responses change banking charges. Changes in rates of banking services that are currently 

going on to prove the existence of a considerable influence on the response to conventional 

bank customer loyalty. 

The higher the cost of the changes experienced by the customer, then the customer intentions 

to switch over to other service providers are also getting bigger, and vice versa. This resulted 

in the formation of customer loyalty. 

These results are consistent with studies that have been conducted by Abdurrahman 

and Suryadi (2009), Karsono (2008), Kusmayadi and Hidayat (2014), and Burnham, et al. 

(2003) which states that the positive influence between variable costs change in response to 

customer loyalty. However, the results of this study do not support research Darpito (2010) 

which states no fee change response positive effect on loyalty. 

The analysis showed that customer satisfaction has positive influence on customer 

loyalty. Customer satisfaction as satisfied feeling dynamically growing and growing all the 

time, therefore the good relations that have been established between customers and banks 

could be increased again. Good relations between customers and the bank will allow the bank 

to anticipate the next plan. Conventional bank employees have knowledge and expertise in 

serving the customers, especially in services related to the bank's ability to provide maximum 

information about conventional products. Well-developed relationships will generate loyal 

customers. Competition banking charges will not affect the customers in this case (the interest 

rates and rates on the services of Islamic banks) does not affect the customer to switch from 

conventional banks. 

For conventional banks, the position of the customer is very important. Because of the 

many ways you can do to satisfy customers so that the customers will be loyal. For example, 

by providing excellent service through friendly service, employees are nimble, ATM, e-

banking and e-channel. With excellent service, the bank hopes more loyal customers. If so 

slim possibility of customers switching a customer of another bank. 

These results are consistent with studies that have been conducted by Cristobal, et al. 

(2007), Dewi, et al (2014), You and Loh (2006), Tronvoll (2007), Abdurrahman and Suryadi 

(2009), Hidayat (2009), Karsono (2008), Kusmayadi and Hidayat (2014), Burnham, et al. 

(2003), and Darpito (2010) which prove the positive influence of variables of customer 

satisfaction on customer loyalty. 

 

Research Contributions 

Theoretically, this research could contribute to reinforce the concept of change 

response relationship and the cost of customer satisfaction Karsono (2008) which states that 

the relationship between satisfaction and loyalty has a positive and significant relationship. 

Development theory is based on the reliability of service quality (reliability), responsiveness 

(responsiveness), assurance (assurance), empathy (empathy), and physical evidence 

(tangibles) in conventional banks. The measurements refer to the theories expressed by 

Parasuraman, et al. (1988) which states that the quality which consists of reliability 

(reliability), responsiveness (responsiveness), assurance (assurance), empathy (empathy), and 

physical evidence (tangibles) against conventional banks influence the development and 

formation of loyalty. This study shows that service quality has positive influence on customer 

loyalty. Results of this study explained that the better the quality of the services provided by 

conventional banks, the conventional bank customers will be more loyal. So this is consistent 

with the theory Cristobal, et al. (2007), Dewi, et al (2014), You and Loh (2006), Tronvoll 

(2007), Abdurrahman and Suryadi (2009). 
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Strengthen the concept of relationship satisfaction and loyalty of Cristobal, et al. 

(2007), Dewi, et al (2014), You and Loh (2006), Tronvoll (2007), Abdurrahman and Suryadi 

(2009), Hidayat (2009), Kusmayadi and Hidayat (2014), Burnham, et al. (2003), Darpito 

(2010) which states that the relationship between satisfaction and loyalty has a positive and 

significant relationship. 

The results can be used to increase the resources of employees in the customer 

satisfaction program. Satisfied customers will trigger a long-term relationship with 

conventional banks can strengthen loyalty in conventional banks. 

Results of this research show the importance of giving a good understanding of 

conventional banks to customers, because customers are loyal customers who have a 

sufficient level of knowledge will be a product / service at a conventional bank. 

 

Conclusion 

Changes in the cost of banking services that are currently happening positively affects 

customer satisfaction conventional bank. Meaning that if the perceived high cost of change, 

then the customers tend to prefer to seek alternatives other services are considered more 

satisfactory and in accordance with customer expectations. Conversely, if a low cost changes 

then clients will respond satisfaction with banking services that customers use today. 

Conventional banking service quality has positive effect on customer loyalty. 

Customers who obtain good quality services of conventional banks, the customer will be 

loyal. When a loyal customer, then the customer would make conventional banks as the first 

choice for banking transactions and make recommendations to the relatives and colleagues as 

a form of loyalty to the conventional banks. Although the number of customers who are not 

loyal to the conventional banks are relatively small, but it can give no good effect with regard 

to customer loyalty. This is because customers feel dissatisfied with conventional banks, 

would give bad information to others associated with conventional banks. 

Customers who are satisfied will be loyal to a conventional bank. Loyalty in this case 

the customer will provide good information to others on a conventional bank, so as to attract 

convince others to capitalize on Conventional banks, willing to reuse services of conventional 

banks, to feel their needs have been met by conventional banks and make conventional banks 

as the primary choice. 
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ABSTRACT 

 
This study aims to investigate consumers’ behavior of housewives in using canang. Data are 

collected from 150 housewives as consumers of canang that are classified into three categories based on 

the origin of the husbands and area of living. Data are also obtained from three experts in Hindu religion 

and concept of canang. The result shows that in terms of daily usage of canang there are indeed 

differences between consumers’ behaviors in Southern and Eastern of Bali. The difference is contributed 

solely by customs and traditions. However, when warned with the scarcity of materials in the future, they 

aware of the condition and start showing green behavior in using canang. They state that they are willing 

to use modified canang as long as it does not alter the meaning.  

This study implies that the movement of green consumer in the usage of canang materials has 

emerged. Massive acceleration towards green behavior needs to be done by involving related parties 

through delivery of education and socialization by adopting social marketing concepts. People should 

aware that this behavior is crucial to support natural conservation.  

Keywords: canang; eco-friendly consumer; social marketing 

 

 

 

 

INTRODUCTION 

 

 

Marketing concept has evolved from production concept to social marketing concept. 

The marketing concept expands to social marketing by including the long-term welfare and 

interest of the consumers and society. This encourages natural and environment conservation 

in order to improve the quality of human lives. For Hindu people in Bali, in fact, the social 

marketing concept has been practiced through religious rituals or customs for such a long 

period of time. For instance, the Pecaruan Agung ritual that is conducted to rebalance the 
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universe after a natural disaster takes place. Another example would be the ritual of Tumpek 

Bubuh to thank The God for providing us with all the plants for the wealth of human lives.   

 One essential product used in the rituals is called canang that is made of young coconut 

leaves and fresh flowers. Both are renewable resources provided that land for planting is 

available. Recently, however, the scarcity of the resources has emerged due to the decrease of 

agricultural land in Bali. This situation has forced to bring in canang materials from outside 

Bali. Even though the agricultural land is still widely available outside Bali, this could not 

guarantee the availability of canang material in the long run; because the value added of 

agricultural land is likely lower than when the land is functioned in non agricultural field. 

The form and size of canang can be classified into two groups, namely (1) the style of 

southern part of Bali (adopted from tradition in Badung and Denpasar city); and (2) the style 

of eastern part of Bali (based on tradition in Bangli, Gianyar, Klungkung, and Karangasem 

regencies). Canang of southern part of Bali is relatively bigger with more flowers in it 

compare to canang of eastern part of Bali. Consequently, the price of canang of southern part 

of Bali is higher.  This price should have been able to lower, for example by decreasing the 

size or substituting the materials with the more readily available materials. This small 

innovation would work only if both the producer and consumer have the same understanding 

that the changes do not lower the religious value of canang. In this case, both can be 

considered acting green or eco-friendly behavior. 

Consumer’s green behavior can be shown by consuming eco-friendly products, like (1) 

buying product with reuse package; (2) using recycle product; and (3) using renewable raw 

materials. This study aims to identify several steps to balance religious ritual with the 

responsibility of eco-friendly behavior in consuming canang. Specifically, the purposes of 

this research are: (1) to compare consumer behavior of buying and using canang in South and 

East Bali; (2) to explain consumer attitude towards eco-friendly canang in South Bali; and (3) 

to explain the intention of South Bali consumers to buy eco-friendly canang. 

The term eco-friendly concerns with the base of the canang, called ceper. There are two 

types of ceper, namely: (1) ceper bungkul that uses one whole of young coconut leaf; and (2) 

ceper sibak that uses only one half of young coconut leaf. The concept of eco-friendly is also 

limited to the following aspects: (1) the use of smaller size ceper bungkul; (2) the shift from 

the use of canang ceper bungkul to canang ceper sibak; (3) the combination of ceper 

materials, not only made of young coconut leaf but combined with older coconut leaf, palm 

leaf, and banana leaf; or (4) the change of canang itself, without ceper at all.  

LITERATURE REVIEW  
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Social Marketing 

 Social marketing concept is different from traditional marketing. The traditional 

concept discusses various business oriented marketing activities, while social marketing focus 

more on influencing people behavior in ensuring healthy lives, preventing  accidents, 

protecting environment, donating to the society, and increasing financial welfare. Many 

definitions of social marketing exist, two of them are as follows (Lee and Kotler, 2011:7). 

“Social marketing is a process that uses marketing principles and technique to 

influence target audience behaviors that will benefit society as well as the individual. 

This strategically oriented discipline relies on creating, communicating, delivering, and 

exchanging offering that have positive value for individuals, clients, partmers, and 

society at large (Nancy R. Lee, Michael L. Rotchild, and Bill Smith, 2011).” 

 

“Social marketing is the application of commercial marketing concepts and tools to 

influence the voluntary behavior of target audience to improve their lives or the society 

of which they are a part (Alan Andreason, 2011).” 

 

Based on the two definitions, it can be stated that social marketing includes various 

activities to change people behavior from negative to positive. All are targeted to protect 

individual and society from unwanted negative impacts, now and in the future. 

 

Green Behavior 

In business, both producers and consumers are expected to have green behavior. 

Producers should conduct sustainable marketing that is to arrange, promote, price, and 

distribute the product in a way to protect the environment (Polonsky, 2011). The main idea of 

green marketing is to increase people awareness on environmental issues and help to save the 

environment by switching to green products. Thus, the purpose of green marketing is to 

provide more information and choices for consumers to switch to green life style. These 

aspects would drive business to develop eco-friendly products (Rex and Baumann, 2007). 

Green marketing needs a strong relationship with all suppliers, middleman marketers, and 

customers at most (Chan et al., 2012).  

Related to green behavior, theories about attitude are applied to explain the 

phenomenon (Ajzen, 1991; Kalafatis et al., 1999; Cheah & Pau, 2011). A person’s positive 

attitude and intention toward green behavior can be built since the early age. Previous studies 

(Rokicka, 2002; Suki, 2013; Tarkiainen and Sundqvist, 2014) that use theory of attitude show 

that good attitude, subjective norms, and perceived behavioral control positively affect the 

purchase intention. A study of Rashid (2009) in Malaysia finds that when consumers aware 

about eco-friendly product label then they would react positively towards green marketing 
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and are willing to buy green products. Furthermore, Cheah & Pau (2011) find that social 

influence determines one’s intention to consume green products.  

The studies mentioned above show that consumers’ green behavior is determined by 

their knowledge about environment, their attitude towards environment, subjective norms or 

social pressures from the environment, and their intention to conduct green behavior. 

Theories, concepts, and research findings are very relevant to adopt in social contexts, 

specifically in order to increase people’s green behavior.  

Green Behavior according to Hindu Perspective  

Preserving green environment to Hindu Balinese has been considered important, as 

stated on Hindu holy books. In Arthava Veda XVIII.I.17 (in Wiana, 2011: 67) it is stated that: 

Wise people maintains and preserves three primary things that cover the universe, mainly the 

earth. The forms are difference, but complement each others. The three things are water, air, and 

plants as sources of food and medicines, and thus the source of lives.  

 

 For Hindu people, contact to the God can be done in four ways that is called Catur 

Marga, namely: (1) Bhakti Marga, meaning Number dedication; (2) Karma Marga that is 

work without expecting reward; (3) Jnana Marga, meaning dedication through science; and 

(4) Raja/Yoga Marga, meaning unity with the God, (Widana, 2009: 65).  

In implementing Bhakti Marga, Hindu people do yadnya by presenting holy offering 

to the God, ancestors, the universe, and other living creatures. The offering takes the form of 

banten or upakara, including all things related to the art of hand work from the available 

materials provided by the God (Swastika, 2010:6). The materials of the offerings should 

include fresh flower, fruit, water, flame, and leaf. The holy book of Bhagawadgita IX: 25:29 

(in Wiana, 2009: 11 and Swastika, 2010:2) states that:  

“Anyone who prays to ME offering a piece of leaf (Pattram), a flower (Puspam), one kind of 

fruit (Phalam), a sip of holy water (Toyam), as long as the offerings are based on love and 

sincere, I will accept”. 

In Bali, these all materials are combined in an offering medium called canang. 

Because the offering media always needs flowers, leaves, fruits, water, and flame, people 

would learn either directly or indirectly that they have to maintain and preserve the natural 

environment, as all the materials come from nature. In Atharva Veda VIII.2.25 and VIII.7.10 

it is stated that human and other living creatures will have welfare lives when atmosphere is 

maintained properly; fertile and preserve plants/forests will clean polluted atmosphere 

(Wiana, 2011:70).  
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RESEARCH METHOD 

Data Collection  

 Research population consists of housewives categorized by husband origins. First 

group is from South Bali (Badung Regency and Denpasar City) and the second group is from 

East Bali (Gianyar and Klungkung Regency). In Balinese Hindu tradition, married women are 

obligated to behave and adjust culture in accordance with husband origin culture, including in 

preparing canang for offerings. Based on variation in canang appearance in South and East 

Bali, the behavior in buying and using canang is classified into three categories. 

1. Consumers with husbands’ origin of South Bali, who buy and use canang based on 

tradition of this area (Group A).  

2. Consumers with husbands’ origin of East Bali but live in Denpasar City or Badung 

Regency. This type of consumer could show one of these two possible behaviors: 

using canang according to husband’s origin; or following tradition where they live in 

Denpasar or Badung (Group B). 

3. Consumers with husbands’ origin of East Bali and live in Klungkung or Gianyar 

Regency. Like the first group, this kind of consumers is certain to buy and use canang 

in accordance with tradition of these areas (Group C). 

Sample consists of 150 housewives with composition as follows: 85 persons from 

Group A, 34 from Group B, and 31 from Group C. Most sample are taken from Group A 

because it is the behavior of this group that is targeted to be changed to be more eco-friendly. 

Data is also gathered from three experts of Hindu Religion.  

 

Measurement 

 The main variables in this research are: (1) consumers’ attitude towards the eco-

friendly canang; and (2) intention to buy the eco-friendly canang. Consumers’ attitude is 

measured with the following questions. How is your perception of canang that: (a) has ceper 

sibak as the base, instead of ceper bungkul?; (b) has a smaller ceper as the base?; (c) 

combines materials with green coconut leaves and palm leaves or banana leaves?; and (d) has 

no ceper base at all? Variable of consumers’ intention is measured by the questions as 

follows: Are you willing to buy canang that (a) has ceper sibak as the base, instead of ceper 

bungkul?; (b) has a smaller ceper as the base?; (c) combines materials with green coconut 

leaves and palm leaves or banana leaves?; and (d) has no ceper base at all?  

Every question has four alternative answers, agree, less agree, not agree, and not 

know. Respondent has to provide reason for every chosen answer. Before asked about the two 
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main variables, respondents are asked about their habit of buying canang, and their awareness 

of the increasingly scarce materials.  

 

Data Analysis 

 Data are analyzed using statistic descriptive, including mean, frequency distribution to 

reduce respondents’ answers regarding the main variables. The explanation of research 

variables is combined with explanation of the three Hindu experts.  

 

RESULTS  

Behavior of Buying and Using Canang 

Table 1-3  show information about consumers’ behavior in buying and using canang, 

including the frequency of offering the canang, basic materials of the canang, and the average 

of monthly expenditure for buying canang. Below is the data of the three groups of 

consumers.  

Table 1. Sample Distribution Based on Frequency to Offer Canang  

Frequency  Group A Group B Group C Total 

Number % Number % Number % Number % 

Everyday 76 89,4 33 97,1 27 87,1 136 90,7 

Only holiday 9 10,6 1 2,9 4 12,9 14 9,3 

Number 85 100,0 34 100,0 31 100,0 150 100,0 

 

Table 2. Sample Distribution Based on Basic Materials of Canang  

Basic Materials of 

Canang  

Group A Group B Group C Total 

Number % Number % Number % Number % 

Coconut Leaves 36 47,4 12 36,4 17 63,0 65 47,8 
Banana Leaves for 

everyday, coconut 

leaves for holidays 

40 52,6 15 45,5 5 18,5 60 44,1 

Others - - 6 18,2 5 18,5 11 8,1 

Number 76 100,0 33 100,0 27 100,0 136 100,0 

 

 Table 3. Sample Distribution Based on Monthly Expenditure for Buying Canang  

Monthly 

Expenditure for 

Canang (IDR) 

Group A Group B Group C Total 

Number % Number % Number % Number % 

Offering Canang Everyday 

<200.000 19 25,0 5 15,2 5 18,5 29 21,3 
200.000 - <400.000 29 38,1 20 60,6 13 48,1 62 45,6 
400.000 - <600.000 19 25,0 5 15,2 5 18,5 29 21,3 
600.000 - <800.000 5 6,6 2 6,1 3 11,1 10 7,4 
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≥ 800.000 4 5,3 1 3,0 1 3,7 6 4,4 
Sub Number 76 100,0 33 100,0 27 100,0 136 100,0 
Offering Canang only on Holidays 

<100.000 5 55,6 1 100,0 - - 6 42,9 
100.000 - <200.000 1 11,1 - - 1 25,9 2 14,3 
200.000 - <400.000 2 22,2 - - 3 75,0 5 35,7 
400.000 - <600.000 1 11,1 - - - - 1 7,1 

Sub Number 9 100,0 1 100,0 4 100,0 14 100,0 

 

Table 4 presents information regarding canang with ceper base that bought daily. The 

data is gathered from respondents of Group A and B, because they are the target consumers of 

South Bali style of canang, while Group C is certain using canang without base as it is Bali 

East tradition.  

Table 4. Sample Distribution Based on Habits of Buying Canang  

Canang that is usually bought Group A Group B Total 

Number % Number % Number % 
Always buy ceper bungkul, although 

know about ceper sibak 

39 45,9 9 26,5 48 40,3 

Always buy ceper bungkul, not know 

about ceper sibak 

2 2,4 12 35,3 14 11,8 

More often buy ceper bungkul, rarely 

buy ceper sibak 

39 45,9 - - 39 32,8 

Always buy ceper sibak 5 5,9 - - 5 4,2 
Always buy canang in accordance with 

husband’ origin tradition 

- - 6 17,6 6 5,0 

Depends on availability - - 7 20,6 7 5,9 

Number 85 100,0 34 100,0 119 100,0 

 

The large amounts of respondents that buy canang made of coconut leaves with ceper 

bungkul state the following reasons (listed based on the most provided answer). 

1. More interesting appearance, more complete ingredient, thus more confidence to 

offer to the God.  

2. It has been in the family tradition. 

3. Only this kind of canang provided by the seller.  

4. Do not know or difficult to find the seller of canang with ceper sibak. 

Attitude and Intention to Buy Canang in Accordance with Eco-Friendly Concept 

 Before asking respondents’ attitude and intention to buy and use eco-friendly canang, 

they are asked about their awareness of canang materials that become rare. This situation 

indeed stresses the importance of wise usage of materials without reducing the meaning of 

religious rituals and customs. Table 5 shows that most respondents (87.3%) are aware that 

canang materials have become scarce, however, those who are not is still in considerable 
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amount (12%). The interesting fact is that the aware respondents are from Group A whose 

relatively spend more on canang compared to other groups. 

Table 5. Sample Distribution based on Awareness about Canang Materials’ Scarcity  

Aware about the 

scarcity of materials  

Group A Group B Group C Total 

Number % Number % Number % Number % 
No 10 11,8 4 11,8 4 12,9 18 12,0 
Yes 75 88,2 29 85,3 27 87,1 131 87,3 
Not concern - - 1 2,9 - - 1 0,7 

Number 85 100,0 34 100,0 31 100,0 150 100,0 

 

 The aware consumers then are questioned about solutions to overcome materials’ 

scarcity. The followings are the answers listed based on the most mentioned.  

1. Canang is made simpler and smaller, as long as in accordance with the rule.  

2. Canang is made of combined materials.  

3. Self-planting flowers and other plants that supply canang materials.  

4. Use alternative or durable materials.  

5. Offer canang only on holidays. 

6. Other answers, like: (a) pray for the continuous availability of the materials; (b) 

canang is only a medium, without canang praying to the God can still be done and 

believe that it will not decrease the meaning of praying.  

 

To ensure that the aforementioned solutions are to be followed up, respondents are asked 

further about attitude toward eco-friendly ceper and intention to buy those product. 

Data presented by Table 6 and 7 is from Group A that is potential market to 

materialize eco-friendly behavior in buying and using canang. 
 

Table 6.  Sample Distribution of Group A Based on Attitude towards Eco-friendly Canang  

Attittude towards 

eco-friendly Canang 

Canang ceper 

sibak 

Smaller Canang 

ceper bungkul  

Canang of 

combination 

materials  

Canang without 

ceper base  

Number % Number % Number % Number % 

Agree 51 60,0 77 90,5 79 92,9 46 54,1 

Not Really Agree 23 27,1 4 4,7 1 1,2 22 25,9 

Not Agree 7 8,2 2 2,4 2 2,4 15 17,6 

Not Know, just follow 

tradition 

4 4,7 2 2,4 3 3,5 2 2,4 

Number 85 100,0 85 100,0 85 100,0 85 100,0 

 

 Table 6 shows that consumers have good attitude towards eco-friendly canang. It is 

indicated by agreement of using the four alternatives canang to anticipate materials scarcity. 

The highest proportion is those who agree to use combination or substitution materials, 

followed by smaller size of canang ceper bungkul, next is canang ceper sibak,  and the last is 
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canang without ceper base. For the last case, some respondents state that their agreements are 

limited, only for daily offerings not for holidays. On holidays they remain using canang with 

ceper bungkul made of coconut leaves.  

 The positive attitudes should drive intention to buy and use eco-friendly canang. The 

intention is shown on Table 7, which states that all respondents are willing to buy the four 

types of canangs. Overall, proportion of intention to buy canang is lower than proportion of 

attitude towards eco-friendly canang as is stated on Table 6.  

 
Table 7.  Sample Distribution of Group A Based on The Intention To Buy Eco-friendly Canang  

Intention to Buy 

eco-friendly 

canang 

Canang ceper 

sibak 

Smaller Canang 

ceper bungkul  

Canang of 

combination 

materials  

Canang without 

ceper base  

Number % Number % Number % Number % 

Willing to 46 54,1 76 89,4 75 88,2 43 50,6 

Not Willing to  39 45,9 8 9,4 8 9,4 36 42,3 

Not Know - - 1 1,2 - - 4 4,7 

Not Answer - - - - 2 2,4 2 2,4 

Number 85 100,0 85 100,0 85 100,0 85 100,0 

 

DISCUSSION 

 The data shows that all respondents have conducted religious activities by offering 

canang to the God, and more than 90 percent state that they do the offering everyday, both 

respondents from East and South Bali. Those who do the offering everyday spent more 

money than those who do only on holidays. To reduce the expenditure some efforts could be 

done, for example, by combining the purchase of canang, that is buying coconut leaves 

canang in holidays and banana leaves canang for everyday offering. As seen on Table 2, the 

proportion of those offering banana leaves canang is higher than coconut leaves canang, 

except for respondents from Group C. This is understandable because the price of coconut 

leaves canang is higher than banana leaves canang. However, this would not be the case for 

Group C, because coconut leaves canang in this area (East Bali) is smaller and does not use 

ceper base. Thus, the price is also cheaper, half price in average of canang with ceper base. 

Furthermore, the price of canang without ceper base (in East Bali) almost equal to banana 

leaves canang sold in South Bali. Thus, it can be said that expenditure of consumers from 

Group A and B (in South Bali) who use banana leaves canang for daily offerings is equal to 

expenditure of consumers from Group C (in East Bali).  

Combining the use of coconut leaves canang and banana leaves canang, from 

economy point of view, is one effort to reduce expenditure. Indirectly, this would be an effort 

to substitute canang materials, since banana leaves are easier to find than coconut leaves. 
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Whereas, for most respondents, coconut leaves canang should absolutely be used on the 

holidays because of the tradition and also influenced by heart feeling. People feel more 

comfortable and confidence to offer coconut leaves canang.  

The use of combined canang when seen from the meaning can be explained based on 

interview results with the experts, as follows.  

 That all Hindu obligations are sourced from the holy book of Wedha. According to the experts 

there is no specific word on the book that canang has to be used in Hindu rituals. In fact, canang is 

used by most people because of inability to connect to the God directly. So they need a medium to 

connect, like canang. This condition is called “immanent”. On the other hand, some people are able 

to connect to the God without any medium, called “transcendental” that needs high concentration. In 

this case, no medium is necessary.  

Considering that most of us have some kind of constraints then it would be necessary to have 

media to connect with the God. The most easily used media are water, leaves, flowers, and fruits. All 

these materials are assembled to become canang. Thus, it implies that in order to be able to continue 

praying to the God using canang, environment must be preserved to ensure the availability of canang 

ingredients. 

 Data also shows that most consumers have realized the scarcity of canang materials. 

They provide some solutions to overcome the scarcity. Below is the discussion of the solution 

alternatives. 

Solution alternatives like: (a) making simpler and smaller canang; (b) using combined 

materials; (c) using substitution and durable materials; and (d) offering canang only 

on holidays, are short-term solutions. These are only help to cut cost of canang and 

expenditure to the consumers. However, these alternatives indeed are in line with one 

of eco-friendly concepts, but not included in the effort to renewable materials.  

Solution alternative that proposes to cultivate canang materials plants is the basic long-

term solution. This proposal indeed needs land, but it can always be done in the own 

backyard or garden. This would be in accordance with renewable concept of eco-

friendly canang. The next solution alternative says that canang is only a medium, 

praying can still be done without canang. This is a transcendental solution. If more 

people are able to do this then the needs of canang materials would not be worried. 

However, this condition needs to be related with concept of culture in Bali. Bali has 

been known as one of tourism destination that relies on its culture and customs, 

including Hindu rituals. Tourism sector has been the main contributor of Bali 

economy. 

Awareness of canang materials scarcity together with various solutions to overcome the 

problem is consistent with respondents’ attitude towards eco-friendly canang. Most of 

them state that they agree with the four alternatives to overcome the scarcity, namely: 

(1) using canang with ceper sibak; (2) using smaller canang with ceper bungkul; (3) 

using canang with combined materials; and (4) using canang without ceper base. 

These attitudes have driven respondents’ intention to buy eco-friendly canang, 

although the proportion of respondents having intention to buy is smaller than those 

having positive attitude towards eco-friendly canang. 

The lower intention to buy can be explained by attitude theory perspective, including 

Theory of Reasoned Action and Theory of Planned Behavior. Both theories state that 

one’s intention to act is not only determined by his/her attitude toward a specific 

object or behavior, but also by subjective norm and perceived behavioral control. 

However, in the context of intention to buy eco-friendly canang, positive attitude 

would be a good starting point, because attitude shows one’s tendency to like or not 
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like towards an object or specific behavior. Additionally, attitude is an internal 

tendency that comes from inside and thus taken under the control of self. 

Meanwhile, the subjective norm that determines consumers’ intention to buy eco-

friendly canang is one’s tendency that shows how far that person would obey other people’s 

opinion. Other people in this context would include respected figures or role models who are 

believed to influence people to use canang in the rituals, such as the parents who pass down 

tradition, community leaders and religious experts.  

CONCLUSION AND IMPLICATION  

This study shows that consumption of canang in South Bali is higher than East Bali, 

because differences in type, size, and material usage. But, both groups have shown 

high awareness to the scarcity of canang materials. They also have positive attitude 

towards four alternatives of eco-friendly canang, and show high intention to buy it.  

Positive awareness, attitude, and intention to buy eco-friendly canang have driven the 

exsistence of alternative solutions to the problem of scarcity. Although the alternatives 

are limited to short-term solutions. The long-term solution is constrained by the land 

availability to self-plant canang materials. 

Positive attitude shown by individual consumer would be not sufficient to push intention 

to buy. Therefore it would be necessary to involve other parties, like the role models 

or respected figures to educate people about eco-friendly canang. Education is not 

only important to the consumers, but also to the producers, because both of them have 

equal responsibility in overcoming materials’ scarcity, preserving and renewing the 

sources of materials to be used in the long term of periods. Education and socialization 

should primarily consider philosophical meaning of the use of canang in accordance 

with religion, and at the same time could maintain cultural side of Hindu rituals that 

has been known as primary tourism attraction to support Bali economy. 
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ABSTRACT 

The purpose of this study was to determine 1) the internal and external factors affecting 

the company's performance, 2) the company's business position and 3) strategy forwooden 

craft industry development in Gianyar Regency. The study was conducted by taking 22 

respondents through purposive sampling. The respondents are 10 mask and barong craftsmen 

from Batuan District of Sukawati, 10 eagle sculpture craftsmen from Pakudui District of 

Tegalalang and two barong expert barong and eagle sculpture in Gianyar. Sampling using 

purposive sampling. Analysis technique used SWOT and Matrix Internal-External (IE). The 

analysis shows the company's business position in IE Matrix is currently in quadrant IV while 

the future of it is in quadrant I (grow and build). The proper strategy is by implemented 

differentiation strategy, spesifically on the image, distribution, and promotion of the product. 

Implications of this result on marketing strategy is by creating unique innovation on the 

product, competitive pricing, as well as strategic distribution and promotion. Promotion can 

be conducted through printed, electronic, and social media. 

 

Keywords: development strategic, wooden craft industry, differentiation 

 

 

INTRODUCTION 

 

Gianyar is one of regions in Bali which has a variety of art works and artists. Half of the 

population depend on art work. This society actively create a variety of works of art and craft 

that can provide a source of life. Many companies have started to run the business and 

develop it through the creative industries (Chaston, 2008). One of craft products which based 

on local wisdom is wooden craft, in the form of garuda and barong statue (Atmojo, 2013). 

Adaptation of local wisdom into cultural and religious ethos can be packed into a creativity 

that crafts. Business management is need to be implemented in this community activitiy 

(Kahane, 2012). 

 

Baswir in Suweca (2011) states that the creative economy can not only be seen in the context 

of economics, but also in the cultural dimension. Creative ideas that emerged are cultural 

products. Therefore, the cultural strategy determined the direction of creative economy 

development. Openness to innovation is enabling the business leadership by exploring the 

ability of the organization (Lee and Ko, 2000). It is an application of creative economy as 

welll. Innovation that focuses on the consumer is able to create an orientation to face the 

market competition (Lewrick et al., 2012). Established companies have a notion that it is 

important to develop their creativity and ensure capability of leading innovation (Johannessen 

and Hugo, 2013). 

 

One of the sectors that contribute in increasing the GDP of Gianyar Regency is the craft 

industry sector (Son and Aswitari, 2012). The good reputation of the organization on the 
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domestic market is able to generate income (Ahmed et al., 2006). Barong and wood sculpture 

artists are one of the SME sector in Gianyar. SMEs are recognized to have a very vital role in 

the economic development of the region, as supported by previous studies (Kalpande et al., 

2010). The objectives of this study were 1) to identify opportunities and threats from external 

environment that may affect the business of wooden craft in Gianyar, 2) to identify the 

strengths and weaknesses from the internal environment of wooden craft in Gianyar, 3) design 

the best strategy for wooden craft industries in Gianyar and 4) implement marketing strategies 

for wooden craft industries in Gianyar. 

 

THEORITICAL REVIEW 

Strategy Definition 

Definition of a strategy first proposed by Chandler (Rangkuti, 2003: 3) which states that 

strategy is a long-term goal of an enterprise, as well as the utilization and allocation of all 

necessary resources to achieve its goals. Strategy is a tool to create competitive 

advantage. According to Hitt et al. (2011: 1), strategy is an integrated and coordinated set 

through designed commitment and actions to improve core competencies and achieve 

competitive advantage. Strategy of an organization is enable to identify a condition that 

can potentially provide the best benefits and help to achieve the expected goals and direct 

all resources toward a managerial system. 

 

Vision, Mision, and Objectives 

Vision and mission statements are defined as means to communicate an attitude, ethos, and 

work culture that will be applied by each individual. Hoping to achieve the objectives of 

the organization. Developing a vision and mission is an initial step in strategic planning 

related to the achievement of organizational goals in the future (Darbi, 2012). 

 

David (2011: 36) stated that a vision is presented briefly about the system description of its 

target due to changes in science and unpredictable situations during this long period. 

Vision is the early process in the development of an organization's mission. In other 

words, the vision is an expectation to be achieved in the future by an organization or 

company. Vision which is owned by a corporation is an ideal state in the future to be 

realized by the entire personnel of the company, starting from the top level to the bottom. 

 

Company Environment 

Company environment consists of the internal and external environment. External 

environment greatly affects the survival of the company. David (2011) divides the external 

environment into three interrelated categories, namely remote environment, industry 

environment, and operate environment. The entire environmental factors provide a number of 

opportunities and threats for the company. The linkage between the environment and the 

company can be described as follows. 

 

 

 

 

 

 

 

Figure 2.1 

Company Environment 

 
Remote Environment 

 



 

 151 

 

 

 

 

 

       Source : Pierce & Robinson (2000:94) 

 

 

Internal Environment 

Umar (2001: 84) expressed the understanding to the company's internal conditions is a line 

factor in the use of an effective strategy. The formulation of corporate strategy must consider 

the strengths and weaknesses of the company. In order to understand the company's internal 

condition, strategic internal factors through a functional approach and a "value chain" of 

Porter and evaluation of internal factors strategic approach can be identified by steps as 

follows: comparing these factors with the achievement of the company's competitors; 

assessing the importance of each factor on industry life cycle; assessing these factors 

compared to the existing competitors; and assessing these factors by comparing the key 

success factors in the industry. 

 

Strategic Planning 

Strategic planning is defined as activities of the company to seek compatibility between 

internal or external forces of companies in a market. The activities include observation of the 

competition carefully, regulations inflation, business cycles, desires and expectations of 

consumers, as well as other factors that can identify opportunities and threats (Rangkuti, 

2003: 2). To determine the main strategy, made use of several matrixes with three stages of 

implementation; the data collection phase, analysisphase, and decision-making stage. 

 

Strategic Levels 

In a company, basically there are three levels of strategies, which will be described in the 

following sections. According to Andrews (in Rangkuti, 2003: 10) 

 

Corporate strategy is strategy in a business, where the company will compete by altering the 

distinctive competence into competitive advantage. This strategy formulated by the top 

management that regulate the activities and operations in the organization which has more 

than one lines or business units. At this level, it is important to determine the corporate 

mission, what business is being cultivated by the company, what goals and expectations 

regarding the business, and how to allocate resources.  

 

The strategy at this level is more focused on the management of the activities and operations 

of a business. Charles et al. (2012) and David (2011: 10) stated that business-level strategy is 

critical to an organization. The implementation of a strategy covering all lines within the 

organization, from managerial to operational role. Porter (2007: 71) in Hitt et al. (2011: 107) 

states that each company must develop and implement business-level strategy that aims to 

achieve a strategic market position. This can be done through the creation of different 

products or services among all competitors. There are three methods of business-level 

strategies, which are the low-cost strategy, differentiation, and focus strategies.  

 

Industry

 

 

 Operation 

Company 
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According to Umar (2003: 25), the strategy of functional levels is a strategy that is more 

operational and lead to a framework of corporate functions (traditionally it is consisting of 

research and development, finance, production and operations, marketing, personnel or 

human resources) that can supports the strategy at the business unit level. At this level, more 

specifically formulated strategy relies on the functional activity of the management. 

 

 

RESEARCH METHOD 

Research Design 
This research uses descriptive analysis, which attempts to search and disclosure  relevant 

information contained in the data through more concise and simpler presentation. This 

ultimately leads to the need for explanation and interpretation (Simamora, 2004). Analysis of 

the company's internal environment is described in the matrix of the Internal Factor 

Evaluation (IFE) and the external environment analysis outlined in the matrix of External 

Factor Evaluation (EFE). Based on the IFE and EFE matrix, various combinations of the 

SWOT matrix can be identified. 

 

IFE matrix is used to determine the factors associated with the company's internal strengths 

and weaknesses that are considered important and affect the performance of the company, for 

example, from the aspect of management, finance, human resources, marketing, information 

systems, and production (Umar, 2003). Internal analysis is important to note so that the 

company can exploit to the maximize the strength and identify wether there is a source of 

weakness to be corrected by the management company. 

 

Matrix EFE (External Evaluation factor) was used to analyze matters relating to issue of 

economic, social, cultural, demographic, political environment, government, law, technology, 

competition in the industrial market where the company located, as well as other relevant 

external data. This is important because of external factors impact directly or indirectly on the 

company. This identification is very important for companies to be aware of the opportunities 

and threats for the company either currently or in the future. SWOT analysis is based on the 

logic that maximizes the strengths and opportunities, but simultaneously to minimize 

weaknesses and threats. Strategic decision making process is always associated with the 

development of the mission, goals and policy strategy. According to Koo (2004), the 

formulation of a framework is developed based on the capabilities that the company is on the 

right track. 

 

Location and Scope of Research 

Research will be conducted on the wooden craft industries in Gianyar. Object of research is 

the development strategy of the wooden craft industry. The scope of the research is focused 

on the identification and analysis of internal and external environmental conditions on 

wooden craft industries in Gianyar. Considering the tight current competition, it is important 

to design wooden craft business development strategies for the future. 

 

Research Sample and Population 
The population in this study are business owners and decision makers in the company and 

experts of wooden craft and barong mask-making in Bali. Wooden craft industry center in the 

form of a mask (tapel), Rangda and Barong are in Banjar Puaya, Batuan Village, District 

Sukawati, Gianyar where there are about 200 artisans. There are around 100 craftsmen of 

Garuda statue in the village Pakudui, District Tegalalang. Samples for craftsmen and barong 
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mask is 10 people. Samples for eagle sculpture artisans is 10 people and as many as two-

person expert. Therefore, the total respondents were 22 people. Selection of the craftsmen 

who chose sample was using purposive sampling, which is based on certain considerations. 

The considerations are 1) a wood carving craftsmen in Gianyar, especially for craft barong 

and statue of Garuda, 2) policy makers in the company, and 3) have extensive insight about 

the condition of the internal and external environment.  

 

 

RESULT AND DISCUSSION 

 

Wooden Craft Industries in Gianyar Regency 

Wooden craft industry in Gianyar has been around since 1980 but the number of craftsmen is 

not so many. In 2003 the number of craftsmen who started wooden craft grown to 20.9 

percent. This is in line with the development of tourism in Bali to meet the both home and 

abroad both (Lestari, 2012). Potential of wooden craft in Gianyar mostly are private 

companies. This showed people's interest in wooden crafts entrepreneurship Gianyar regency 

quite high and opening opportunities for other communities. Wooden crafts can be considered 

as the transformation of social and cultural life in the middle of the advancement of tourism 

so as to provide confidence and motivation for the craftsmen to pursue the wooden craft 

entrepreneurship. Wooden craft industry in Gianyar still constrained by still many industries 

that do not have a patent on craft products. It proved to be only 40.78 per cent of craftsmen 

who have registered a patent on the ownership of product innovation. The role of government 

is needed to improve data collection and re-registration of patents on the wooden craft 

products. 

 

Analysis and Diagnosis on Existing External Strategic Environment 
To conduct an analysis on the external environment including opportunities and threats, we 

then conducted interviews with policy makers in crafting company located in the village of 

Puaya and Pakudui. We identified 10 external variables lock, namely national economic 

conditions, the rate of inflation, the rate of growth of population income, government 

regulation, government assistance, changes in consumer tastes, infrastructure, 

communications and information easily accessible, competitors, bargaining power with the 

buyer and bargaining power with suppliers. 

 

Further analysis is to determine the weight of each variable and the rate that reflects the 

condition of each variable. Lastly, the incorporation of weight with a rate that describes the 

general condition of wooden craft business in Gianyar that have an opportunity or a threat.  

 

By the weighting of each variable, it appears that there are three indicators that have the 

greatest influence and affect the performance of the company, the weight communication 

infrastructure and information that easily accessible indicator indicator is 0.13 (13 percent), 

weight of competitor existence is 12 percent, andthe weight ofbargaining power to buyers 

indicator is11 percent, while the seven other factors that influence varies between 6 percent to 

8 percent.  

 

Rate represents the respondents' perceptions to the level of importance of each factor affecting 

the performance of companies which value is between 1 and 4. In Table 4.1 it can be seen that 

there are six factors that represent an opportunity, namely the economy, the rate of revenue 

growth, government regulation, government assistance, changes in consumer tastes and 

communication infrastructure and information. There are four factors that became threat that 

is, the rate of inflation, competitors, bargaining power with buyers, and bargaining power 
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with suppliers.Further calculations determined the score of each indicator by multiplying the 

weight and rate. Calculation of the overall score indicator showed the value of 2.74.  

 

Table 4.1 Existing External Factor Analysis Summary 

No Opportunity / Threat Factor Weight Rate Score 

Opportunities    

1 National economy condition 0,10 3,00 0,30 

2 Income growth in Bali 0,08 3,10 0,25 

3 Government regulation 0,10 3,00 0,30 

4 Government aid 0,08 3,50 0,28 

5 Change of consumer desire 0,09 3,00 0,27 

6 
Easy access of communication and information 

infrastructure 
0,13 3,40 0,44 

Threats 
   

7 Inflation rate 0,09 2,10 0,24 

8 Competitior existence 0,12 2,00 0,19 

9 Bargaining power with buyer 0,11 2,20 0,24 

10 Bargaining power with distributor 0,10 2,25 0,23 

 
Total 1,00 

 
2,74 

Source : processed data 

 

This figure shows that the external condition of wooden craft industry in Gianyar today in 

general is an opportunity because it is greater than 2.50. Total score between 1.00 to 2.50 are 

considering as threats and score from 2.51 to 4.00 are considering as opportunities. The result 

of the weighting, rate, and scores are presented in Table 4.1 EFAS (External Factor Analysis 

Summary).  

 

Analysis and Diagnosis on the Future External Strategic Environment 
In accordance with the predictions made by the respondents, it can be explained that the 

variables of competitors and bargaining power with buyers has the greatest effect on the 

company's performance, which amounted to 0.12 (Table 4.2). While the second most 

influential variable is the power to bargain with suppliers as well as information and 

communication infrastructure by the weight of 0.11. Variable that have the third greatest 

influence are aid from the government, economic conditions and changes in consumer tastes 

by the weight of 0.10. 

 

Indicators that has the highest rate is the information and communication infrastructure which 

is 4.00, while the second is consumer tastes with rate 3.80 and revenue growth rate of the 

population of Bali with rate of 3.70. From the calculation of the overall score of existing 

indicators, the results of the calculations showed a value of 3.02. This figure shows that the 

external conditions in Gianyar wooden craft industry in general is an opportunity because it is 

greater than 2.50. Total score between 1.00 to 2.50 is considering as threats and from 2.51 to 

4.00 is considering as opportunities. Results of prediction weights, rates and weighted values 

are presented in Table 4.2 EFAS (External Factor Analysis Summary) for the future is as 

follows. 

 

Analysis and Diagnosis on Existing Internal Strategic Environment 
Through interviews with respondents, we identified 12 indicators that are the elaboration of 

five functions contained in the company. Those function is a function of marketing (product 

quality, has unique features, promotions and product prices which are relatively stable), 



 

 155 

production function (quality of raw materials and low productivity), the human resources 

function (abundant labor, the quality of human resources and labor skills), and function of 

Research and Development (lack of support and lack of innovation). 

 

Indicators of lack of access to sources of capital has the greatest influence on the performance 

of companies with a weight of 0.12 (12 percent). While the second most influenced indicators 

is a unique feature with the weight of 11 percent, followed by quality of raw materials with a 

weight of 10 percent. Other indicators have a weight with variation between 0.07 to 0.09. 

 

Table 4.2 Future External Factor Analysis Summary 

No Opportunity / Threat Factor Weight Rate Score 

Opportunities 
   

1 National economy condition 0,10 3,20 0,35 

2 Income growth in Bali 0,08 3,70 0,30 

3 Government regulation 0,08 3,65 0,29 

4 Government aid 0,10 3,50 0,35 

5 Change of consumer desire 0,10 3,80 0,38 

6 
Easy access of communication and 

information infrastructure 
0,11 4,00 0,44 

Threats Threats 
  

7 Inflation rate 0,08 2,30 0,18 

8 Competitior existence 0,12 2,20 0,26 

9 Bargaining power with buyer 0,12 2,00 0,24 

10 Bargaining power with distributor 0,11 2,00 0,22 

Total 1,00 
 

3,02 

Source: processed data 

 

Indicator of product has unique features has a rate of 3.75, the second biggest rate  second rate 

is the quality of the product (3.73), and the third one is abundant labor with rate of 3.65. The 

rate indicates that those three indicators were considered important by respondents. While 

other indicators are in the value range of rate between 2.20 to 3.60. 

The last stage is the determination of the score is done multiplying the weight with the rate. 

The highest score was 3:15 which is owned by indicator of product innovation. This figure 

shows that the internal conditions in Gianyar's wooden craft business in general is strong 

because the score is greater than 2.50. Calculation results of the weight, rate, and scores are 

presented in Table 4.3 Internal Factor Analysis Summary. 

 

Table 4.3 Existing Internal Factor Analysis Summary (IFAS) 

No Strength / Weakness Factor Weight Rate Score 

Strengths 
   

1 Product quality 0,08 3,73 0,30 

2 Unique feature 0,11 3,75 0,41 

3 Promotion 0,07 3,50 0,25 

4 Relatively stable product’s price 0,06 3,50 0,21 

5 Low productivity 0,08 3,60 0,29 

6 Abundance workforce 0,09 3,65 0,33 

7 Human resource quality 0,08 3,50 0,28 

8 Workforce skill 0,07 3,55 0,25 

Weaknesses 
   

9 Access to financial capital 0,12 2,30 0,28 

10 Research and development support 0,07 2,40 0,17 
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No Strength / Weakness Factor Weight Rate Score 

11 Raw materials quality 0,10 2,20 0,22 

12 Product innovation 0,07 2,50 0,18 

Total 1,00 
 

3,15 

Source: processed data 

 

 

Analysis and Diagnosis on the Future Internal Strategic Environment 
Table 4.4 shows the weight calculation, rate, and scores of key internal strategic factors that 

affect the company's performance. The indicators that have the highest weight is a quality 

product with a weight of 0.12. This means that this indicator has a 12 percent influence on 

corporate performance. While indicators of access to venture capital has the second highest 

weight of 0.11, which means that this indicator has the effect of 11 percent on company 

performance. Indicators which has the third highest weight is an indicator of the unique 

features with a weight of 0.10. This indicator has the effect of respectively 10 percent of the 

company's performance. Meanwhile, other indicators have a weight in the range of 0.06 to 

0.09 so that the total weight of these indicators is 1. 

 

The perception of respondents is then analyzed to rate each indicator. Indicator of has unique 

features has the highest rate of 3.85. Indicator of abundant labor has the second highest rate, 

at 3.75, while the indicators of quality of products has the third highest rate with a rate of 

3.73. 

 

Calculation result of the overall indicator score indicates the value of 3.22. This value shows 

that the internal condition of the wooden craftindustries in Gianyar in the future in general is 

strong because it is greater than 2.50. More detail are shown in Table 4.4 

 

 

 

 

 

 

Table 4.4 Future Internal Factor Analysis Summary  

No Indicator Weight Rate Score 

Strengths 

   1 Product quality 0,12 3,73 0,45 

2 Unique feature 0,10 3,85 0,39 

3 Promotion 0,07 3,6 0,25 

4 Relatively stable product’s price 0,08 3,5 0,28 

5 Low productivity 0,08 3,65 0,29 

6 Abundance workforce 0,07 3,75 0,26 

7 Human resource quality 0,06 3,65 0,22 

8 Workforce skill 0,06 3,55 0,21 

Weaknesses 
 

  9 Access to financial capital 0,11 2,4 0,26 

10 Research and development support 0,09 2,4 0,22 

11 Raw materials quality 0,08 2,45 0,20 

12 Product innovation 0,08 2,45 0,20 

Total 1,00 

 

3,22 

Source : processed primary data 
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Strategic Position of Wooden Craft Industries in Gianyar Regency 
The company's strategic positioning is done after analyzing the internal and external 

environment, by moving the total score into the Matrix of Market Attractiveness - Corporate 

Competitiveness. At the present time, the total weight of EFAS score is 2.74, while for IFAs 

is 3.14 for the present (2014). Thus, the company's position in the matrix is in Cells II (A). In 

the future (year 2015-2020), total score IFAS EFAS is 3.02 and 3.22, so that its position is 

increased in cells I (B). Depiction as shown in Figure 4.1. 

 

 

Figure 4.1 

Strategic Position of Wooden craft Industries in Gianyar Regency on Market Attraction 

– Company Competitiveness Matrix (2015 – 2020) 

 

 
Source: Processed data 

 

Strategy Formulation on Wooden Craft Industries Development in Gianyar 

Regency 
If the product of a company has a unique value or considered unique in the market, it can be 

said these products have the advantage of differentiation. This strategy can be an effective 

strategy to maintain market position.Differentiation strategy requires wooden craft industry to 

offer something different, especially in terms of: product differentiation, is a corporate 

strategy to offer products of different wooden craft product in terms of shape, size, color, and 

physical structure in comparison to other companies; differentiation of the image, where the 

wooden craft industry can build an image that appeals to consumers based on the good name 

of the company, promotion which done by advertising, interesting company logos, and unique 

product design; differentiation of services, where the craft industry of barong and eagle statue 

can create differences among its competitors by providing good quality services, such as 

hospitality, speed of service, and accuracy of the services; differentiation of distribution 

channels, by putting its industry in a strategic location that is easily accessible to customers; 

differentiation personnel, which the company may have employees who are well trained and 

able to provide the best performance in products produced and hospitality in serving 

consumers. 
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Marketing Strategy Formulation on Wooden Craft Industries Development 

in Gianyar Regency 
Based on the proper competitive strategy, in this case the differentiation strategy, and when 

applied to the marketing mix strategy, it can be formulated as follows: product strategy should 

offer productswhich innovative and different, such as barong craft products with unique 

features that further emphasize local culture. Likewise, the eagle statue should be designed 

with a more attractive design; pricing strategies offer competitive price level according to the 

quality of the resulting wooden crafts. Each of these craftsmen is unique so the price will be 

very varied; distribution strategy, more emphasis on strategic locations to offer wooden crafts. 

The strategic location should be taken into consideration in determining the store where the 

product was offered, making it easier for consumers to get it; promotion strategy, which 

communicates the various types of products to the public through print and electronic media. 

This can be done also through social media (facebook, twitter or instagram) for cost 

efficiency, in order to reach a wider and not spend any cost. 

 

Research Limitation and Future Orientation 
The limitations of this study are: this study only conducted in wooden craft industry in 

Gianyar thus limiting the ability to generalize the findings of this study in a larger area; this 

study used a survey method in which the data collection process in a particular point in time 

or in cross section while the environment is change quickly, that so important to do this 

research in the future. 

 

Future research directions can be: future researchers can conduct studies on different craft 

industry, such as ikat fabric industries (endek) in Bali Province; for future studies, it is 

necessary to add some new variables, such as competitive advantage and company 

performance were used as basis for the formulation of corporate strategy. 

 

 

CONCLUSION AND RECOMMENDATION 

Conclusion 
Based on the analysis in the previous sections of the internal and external strategic 

environment of wooden craft industry in Gianyar, it can be drawn some conclusions as 

follows:  

 

Key external strategic variables which are good opportunities in the present and in the future, 

namely national economic conditions, the growth rate of population incomes in Bali, 

government regulation, government assistance, changes in consumer tastes, as well as 

communications infrastructure and the information easily accessible. Key external strategic 

variables which are a threat to both in the present and in the future, namely inflation, 

competitors, bargaining power with buyers, and bargaining power with suppliers. 

 

The key internal strategic variables which are the strength of both the present and the future, 

namely the quality of the products, unique features, promotions, relatively stable, low 

productivity product prices, abundant labor, the quality of human resources, and labor skills. 

While the key internal strategic variables that is a weakness are access to venture capital, 

support research and development, raw material quality and product innovation; 
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Based on the business position of the wooden craft industry in Gianyar at the present time is 

in Quadrant IV, while in the future are condition in quadrant I, then the proper strategy to 

apply is to grow and build strategy. 

 

Proper competitive strategy implemented by wooden craft industry in Gianyar is a 

differentiation strategy. This strategy can be an effective strategy to maintain market position. 

Differentiation strategy requires companies to offer different products, especially in terms of: 

Differentiation of products, by givin uniqueness and accommodate the local culture; 

Differentiation image, by giving a good image to customers; Differentiation of services, by 

providing the best service to customers; Differentiation channel, by determining strategic 

business location; and Differentiation personnel, by hiring well-trained employees so as to 

provide the best performance both in the products produced and hospitality in serving 

consumers. 

 

Based on the appropriate competitive strategy in this case is the strategy of differentiation and 

applied to the marketing mix are product, price, promotion and distribution. 

 

Recommendation 
For wooden crafts owner / employeer: Innovate new products that emphasize culture of Bali 

so unique and different from other wooden crafts business; Have partnership other wooden 

craft industry to strengthen the promotional efforts in order to be better known by people all 

over Indonesia; Participate in the training carried out by government-sponsored mainly by 

state-owned enterprises and local owned-enterprises to obtain information on the management 

of associated related to access to financial resources; Working with suppliers of raw materials 

so as to produce a barong, tapel and eagle statue with the best quality; Providing the best 

service to customers. 

 

 For the Government: Provide ease of access to financial resources, allowing the company to 

further develop; Provide training in management sector in order make adequate financial 

statements; Provide means of communication and information to promote their products to a 

wider area. 
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ABSTRACT 

 

 

Social networking has changed the face of interpersonal interactions outside the workplace. The 

widespread use of smartphones and the introduction of Web 2.0 have rendered many traditional 

communication channels obsolete. Business is now beginning to adopt these new technologies, but 

anecdotal evidence suggests that business educators have been slow to recognise their value. This 

paper examines options open to business and business educators in their social media communication, 

concluding that there are many benefits to be gained from closer engagement with these emerging 

platforms. 

 

 

INTRODUCTION 

 

 

Business degrees offer students a range of study opportunities designed to expand their knowledge of 

the subject, whilst preparing them for the industry. With the growing number of technological 

advances in recent years, the world has changed dramatically, and likewise the landscape of the 

business industry has evolved. The tools available have become more sophisticated, and readily 

available. Smartphones have altered the way we engage with people and online material, and the Web 

2.0 Paradigm Shift occurred, making static unidirectional websites an outdated notion (Duran 2010), 

along with countless other technological innovations having taken place. However, the two 

aforementioned key points have played a role in the rapid emergence of social networking sites in 

modern society. There is a need for this real world shift to be reflected in the teaching environments of 

business educators. This paper explores the options open to businesses for their social media 

communication. It goes on to compare these options and discuss emerging platforms. Finally the paper 

examines the implications for business educators, concluding that there is an urgent need for faculty to 

engage more with social media in order to present students with a better understanding of the business 

environment in which they will be working.  

 

 

 

CURRENT BUSINESS EDUCATION PRACTICES 

 

 

At university level, typically a business degree involves a range of courses on marketing, HRM 

(Human Resource Management), accounting, finance, strategy, and similar. Some degrees include 

courses on business communication, but this is often limited to developing writing skills, and 

addressing issues of business writing protocols. Now, 21
st
 century companies are beginning to 

comprehend the value of social networking sites as viable and effective means for reaching 

consumers, clients, and potential employees. Around the world more universities have begun to offer 

business degrees, which incorporate social media marketing at a basic level. However there is a need 

for students to graduate with a thorough understanding of the role social media plays in their industry. 

Whilst social media should not necessarily be the focus of the degree, it should definitely be a 

carefully considered, and balanced component.  
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That is not to say that social media isn’t utilised in the learning environment. Many universities and 

higher education institutes employ social media in an attempt to engage with students on a more 

personal level. For example, the five universities of Perth, Western Australia all make use of platforms 

such as Facebook and Twitter to reach students online. The University of Western Australia (News 

and Media  2015), Edith Cowan University (Social Circle  2015), Murdoch University (Murdoch 

University Website  2015), Curtin University (Our Social Media  2015), and The University of Notre 

Dame (Contact Us  2015) each have their own unique Facebook and Twitter accounts, sharing news, 

updates, and other relevant information targeted at the student body. The next step is to move beyond 

using social media to reach students, and bring the concept of teaching social media theories and 

practices into the classroom. 

 

 

INDUSTRY: BUSINESS MARKETING 

 

 

If we shift our focus from the classroom to the outside world for a moment, it can be seen that many 

small and large businesses use social media for a variety of purposes. Businesses of all sizes use social 

media in their daily operations, and one widely recognised use of social media for business is 

marketing. However, it is important to keep in mind that there are other applications. Social media has 

opened doors in the world of marketing, allowing companies to gain greater insights to their customers 

and clients, resulting in more tailored products, services, and interactions. Furthermore, having a 

thorough understanding of social media applications in a business can result in a competitive edge 

being held over rival companies. Furthermore, social media usage has opened the lines of 

communication between the message sender and message receiver, allowing for a dialogue between 

consumer and company to occur. This dialogue is happening faster and more frequently yielding 

positive outcomes and advancements for many involved (Kerr 2014). As a result more businesses are 

now bringing social media into their marketing strategies.  

 

 

 

INDUSTRY: PROFESSIONAL ENGAGEMENT & COMMUNICATION 
 

 

Whilst the concepts of engagement and communication are both evident in marketing practices, it is 

important that they are explored independently. Communication is important in any industry, and 

having the ability to connect and engage with other likeminded individuals is crucial. Users have 

access to a myriad of social networking sites, which will allow them to do this, however finding the 

right one, and then navigating it successfully is something that takes time and practice. Professional 

online engagement and communication starts with identifying the appropriate platform. It then 

requires the necessary skills to engage with the right people in the right way. Often this process is 

informal, and many people simply figure it out rather than have it taught to them. The connections that 

are cultivated must then be maintained in order to produce real world results. This type of 

communication goes beyond possessing interpersonal skills. There is a specific style to online 

communication, and those wishing to engage in this form of interaction must know how to do so 

effectively. Ultimately this comes down to language, and the ability to comprehend and react aptly to 

online interactions.  

 

Additionally, social media has removed many of the barriers that previously existed between online 

users, whether customer, client, consumer, company, employee or employer. As a result, online 

communities and forums are evidently much less formal, hosting casual dialogue, different to the 

formal correspondences of the past. This change in formalities must be reflected in they way people 

are engaging online. Therefore understanding the complexities of conducting online communications 

is crucial. The balance between professional and approachable must be recognised, and the 

conversation must constantly be evolving to ensure a level of professionalism is maintained. 
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EMERGING PLATFORMS 
 

 

According to online statistics, the largest social networking site with the highest number of users is 

Facebook (Sareah 2015). Other popular platforms include Twitter, LinkedIn, Instagram, and many 

more. There are certain sites that are specific to individual industries, for example Dribbble is a social 

networking site aimed at graphic designers, as is The Loop and Behance. These platforms have been 

developed to allow this particular profession to showcase their work, build meaningful connections 

with industry participants, and promote themselves in their chosen career path. In the business world, 

the most widely used social networking site is LinkedIn. There are countless others that offer similar 

services, however according to online statistics LinkedIn remains the most popular (Mandese 2014). 

Other platforms include Biznik, a supportive space for small businesses and entrepreneurs; Focus, an 

online community targeted at IT professionals; Google+, Google’s contribution to social media; and 

many more (Gottlied 2015). The social media landscape is constantly changing and growing, with new 

social networking sites becoming available everyday(Sollis 2013). Users have access to online 

statistics, recommendations, and other sources of information that identify, and rationalise what 

networks are suitable to use in a business environment. However having a comprehensive 

understanding of what platforms are best suited to one’s needs, how to use them, and how to engage 

with other users effectively is not always clear.  

 

 

TEACHING & LEARNING APPLICATIONS 

 

 

Many schools offer optional electives, which provide an introduction to social media and online 

communication. However, social media learning opportunities in higher learning is limited at this 

point in time. Technology and design based degrees across various universities offer students the 

chance to study basic units relating to the subject. For example, in Curtin University’s Internet 

Communications undergraduate degree, students are able to undertake a second year unit titled 

‘Internet Communities and Social Networks’.  This unit focuses on user interaction in an almost 

anthropological way, encouraging students to observe and analyse how users engage with one another 

in online communities (Internet Communities and Social Networks  2015). On the other hand the same 

university’s Marketing major under the Bachelor of Commerce offers a second year unit titled, 

‘Internet Marketing’. This unit takes a more marketing based approach, focusing on digital marketing 

in an Internet setting. (Internet Marketing 2015). Whilst both these study options are valuable, there 

are still vast pockets of potential content waiting to be identified and developed into teaching 

packages. 

 

This leads to the potential for teaching and learning applications, focusing on the importance of a 

comprehensive understanding of social media tools, and their potential uses in a business setting. 

Young generations have been raised in a world of technology. Navigating social networking sites is 

second nature to many, and a large number of students enter university already with a thorough 

understanding of what platforms are available and how they function. However, they don’t have a 

complete understanding of how they can be used as a business professional, nor the practices involved 

in using them in a professional environment.  

 

It is imperative that a structured social media component, offering students a series of units that build 

on from one another is developed for business educators. Theoretically this could start with a 

foundation class outlining the basic functionality of social media, the history, the current landscape, 

and the potential for future developments all presented in relation to the business environment. This 

could then progress into a second unit teaching students the key concepts related to social media use in 

business. This unit could potentially focus on the issues of identity and image, examining how 

individuals can use social media in their professional practice. The final unit available to students 

could examine how businesses use social networking sites. This could involve a practical project in 

which students approach a real business without a social media presence and effectively implement 

one for them. This would be accompanied by a written report discussing how the company should be 

using their social media for marketing purposes, how staff should be engaging with social media, 
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policies, procedures, and such. It is important to highlight the ongoing developments in theories 

concerning social media communication for educational purposes. Currently there is a plethora of 

working theories and expert opinions on the subject, but there is a need for more finite and applicable 

concepts to be developed. 

 

CONCLUSION 

 

 

The world is evolving, and technology is advancing at a staggering rate. The way in which social 

networking sites can be used in a professional setting is changing everyday, providing new 

opportunities to users. As more companies incorporate a social media approach in their marketing 

strategy, understanding how to successfully navigate these platforms is becoming a necessary skill. 

Furthermore, as technology has evolved so have teaching practices in order to reflect real world 

situations in the classroom. For example, the Internet was once a mysterious and exclusive technology, 

but now has entire degrees dedicated to the subject. Similarly social media was once an unfamiliar 

concept, but now with the multitude of sites available and the billions of companies and individuals 

using them, it is crucial that this development is recognised in teaching practices. Social networking 

sites are growing exponentially, with new platforms being developed and released every day. There is 

a need for these changes to be reflected in the teachings of business educators as they prepare students 

for the real world. Not providing students with the learning resources to develop an understanding of 

social media applications in a real world setting may potentially limit their future success. Therefore it 

is a business educator’s duty to ensure students graduate with an understanding of the tools available 

as well as how to use them. 
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Abstract 

The selection of retail store location is one of the most significant decisions in retail marketing mix, and a key 

element for the success of retail store. Some approaches have been implemented to find the best location for 

retail stores and this research focuses on a spatial approach to find the suitable and optimal location for retail 

store in Sleman District. This research uses a spatial analysis method, using overlay operation to find suitable 

location for retail store, and location allocation model to find selected optimal location for retail store in 

Sleman District. The criteria used are buffer of selected road networks, land use (cultivated area), existing 

modern stores service area, traditional markets service area, service area point of interest, natural disasters 

region, population density, and building parcels centroid. The result of the spatial analysis indicates 61 most 

suitable locations for retail store in Sleman District which are: Desa Sindudadi in Mlati Sub District, Desa 

Condong Catur and Catur Tunggal in Depok Sub District, and Desa Purwomartani in Kalasan Sub District. 

Furthemore five optimal locations: 1) Jalan Adisucipto, Desa Catur Tunggal, Depok, 2) Jalan Perumnas, Desa 

Catur Tunggal, Depok, 3) Jalan Road Ring Utara, Desa Condong Catur, Depok, 4) Jalan Mozes Ghatotkacha, 

Desa Catur Tunggal, Depok, and 5) Jalan Candi Sambisari, Desa Purwomartani, Kalasan.                                                                                                                                           

 

Keywords: Location, Retail Store, Spatial Approach, Location Allocation Model 

 

 

1. INTRODUCTION 

 

The selection of retail store locations is one of the most significant decisions in retail marketing because in store-

based retailing, good locations are key elements for attracting customers to the outlets and sometimes they can 

even compensate for an otherwise mediocre retail strategy mix. A good location, therefore, can lead to strong 

competitive advantages, because location is considered one of the elements of the retail marketing mix that is 

“unique” and thus cannot be imitated by competitors (Zentes, et.all, 2011: 203). According to Mendes and 

Themido (2004: 1) one of the most important decisions a retailer can make is where to locate a retail outlet. 

Because convenience is so important to today’s consumers, a retail store can prosper or fail solely based on its 

location. 

 

In terms of determining retail locations, multiple approaches are attempted to obtain the desired location, 

because the accuracy of getting an ideal location is the key to the success of a retail business. Some formulas in 

getting a retail location ideal is based on the criteria as well as the experience factor of the company to carry out 

the determination of the location of cannibalization process by looking at competitors’ store location that have 

been considered in determining retail locations. 

 

This study tried to determine the appropriate location for the placement of minimarket retail stores with spatial 

approach, so it can be used as a candidate in the addition or expansion of existing retail store location, after 

which more optimal site selection can be done, tailored to the needs of the adding locations. The purpose of this 

study were 1) determine the criteria used as guidelines in determining the location and placement of minimarket 

retail stores; 2) determine the candidate locations appropriate to be used as a minimarket retail stores; and 3) 

determine the location of minimarket retail stores. 

 

 

 

2. LITERATURE REVIEW 
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The word retail comes from the French retail, ritelier, which means to cut or break something. According to 

Levy and Weitz (2012: 6), retailing is the set of business activities that adds value to the products and services 

sold to consumers for their personal or family use. According to Berman and Evans (2010: 4) retailing 

encompasses the business activities involved selling goods and services to consumers for their personal, family, 

and household use, while the retail trading / retailing according to Kotler and Keller (2009: 140) including all 

activities involving the sale of goods or services on end consumers for use of a personal nature, and not a 

business. 

 

According to Utami (2010: 141), selection of retail locations is a strategic decision. Once the location is selected, 

the retail owners must bear all the consequences of that choice. For example, considering a food retail store 

locations in the area that is still new. Retail owners chose two places, opposite another store location or occupy 

completely new with no other food store competitors. In making decisions regarding site selection, retailers 

should think of three levels: regional, trade area, and more specific place. 

 

Geographic Information Systems (GIS) is an important tool to help companies make successful analytical 

decisions, relating to the location. Geographic information systems store and show information that can be 

linked to geographic location. (Heizer and Render, 2009: 506). Geographic Information Systems (GIS) was 

identified as an information system that is integrated as processed spatial data. According to the ESRI (2004) in 

Irwansyah (2013: 2) GIS is a system to manage, analyze and display geographic information. Components to 

build a geographic information system are hardware, software, data, methods, and people (users) as in Figure 1. 

 
Figure 1. Components of Geographic Information System 

Source: http://www.enggpedia.com/images/Components-of-GIS.jpg 

 

Location-allocation models are mathematical formulations (Cromley and McLafferty, 2002), which aim to 

identify the optimal geographical location for facilities based on the demand distribution (Alshwesh, 2014: 2). 

The location-allocation model can be used to determine the best location for a new facility that provides services 

and commodities for users, and people who need supplies. The location-allocation models each contains three 

primary components: 1) the demand locations; 2) the candidate locations for service facilities; and 3) a distance 

and/or time matrix holding distances or traveling time between services facilities and demands locations. The 

demand locations represent the distribution of people or commodities that seek services or to be allocated. The 

demand locations may also possess attribute information such as client locations, population and socio-economic 

characteristics of the demand locations. The candidate locations for service facilities represent feasible sites that 

meet a set of criteria as specified by analysts for issues such as the land size, cost and accessibility of the service 

facilities. A distance matrix or a time matrix stores the distances or travel times between candidates for service 

facilities and demand locations by considering the physical and social barriers such as traffic congestion, 

political structure of administrative units, nature of services and others (Keane & Ward, 2002). 

 

 

 

3. RESEARCH METHODS 

 

This study used spatial analysis, using overlay operation to generate suitability of retail store locations, as well as 

location allocation model to determine the optimal location of retail stores in Sleman. Some of the criteria were 

set for the analysis. Diagram of research can be seen in Figure 1, whereas the criteria used as the basis for 

determining the location can be seen in Table 1. 

 

http://www.enggpedia.com/images/Components-of-GIS.jpg
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Figure 2. Research Diagram 

 

Tabel 1.  Criteria Used 

No Criteria Proses Data 

1. Selected network Buffer of selected road network  
 

2. Existing Modern Store Service Area Network Analyst 
 

3. Traditional Existing Market Service Area  Network Analyst 
 

4. Disaster Zone Area to exclude 
 

5. Population Density Join population density data  
 

6. Land use (cultivated area) Area to include and area to exlude 
 

7. Point of Interest (Terminal, Train Station, Hospital, 
Schools, Government Offices / Private, bank, gas 
station, ATM, etc.) 

Network Analyst 

Source: 2015 analysis 

 

4. RESULTS AND DISCUSSION 

 

The criteria used as the basis for site selection of minimarket outlets based on spatial data in this research are 

buffer of selected road network, land use (cultivated area), existing modern stores service area, traditional 

markets service area, service area point of interest, natural disaster area, population density, building plots 

centroid. The results of spatial analysis such as overlay technique, there are 61 candidates point of highly 

suitable location for the placement of minimarket outlets namely in Desa Sindudadi in Mlati, Desa Catur 

Tunggal and Desa Condong Catur in Depok, and Desa Purwomartani in Kalasan. Figure 3 shows the suitability 

of locations for retail stores in Sleman. 
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Figure 3. Suitable Location of Retail Store/Minimarket in Sleman 

Source: 2015 analysis 

This study conducted optimization for five (5) optimal locations for the suitability of very appropriate 

minimarket location. Figure 4 shows the results of optimization for five (5) selected optimal locations of location 

allocation models. For more details and the address of the location coordinates of all five (5) locations can be 

seen in Table 2. 

 
Figure 4. Scenarios for five (5) selected optimal minimarket locations  

1 

2 
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Source: 2015 analysis 

Table 2.  Scenarios for five (5) selected optimal minimarket locations 

Optimal 
Location 

Street Name Address Demand Count Coordinates 

mE mS 

1 Jalan Laksda 
Adisucipto 

Desa Catur 
Tunggal, 
Kecamatan 
Depok 
 

845 433.314,22 9.139.613,66 

2 Jalan Perumnas Desa Catur 
Tunggal 
Kecamatan 
Depok 
 

801 434.299,18 9.140.242,36 

3 Jalan Ring Road 
Utara  

Desa Condong 
Catur 
Kecamatan 
Depok 
 

678 432.812,86 9.142.240,90 

4 Jalan Mozes 
Gatotkaca  
 

Desa  Catur 
Tunggal 
Kecamatan 
Depok 

598 432.669,07 9.140.376,84 

5 Jalan Candi 
Sambisari  

Desa 
Purwomartani 
Kecamatan 
Kalasan 

591 438.960,44 9.141.660,82 

Source: 2015 analysis 

 

 

 

 

 

 

 

5. CONCLUSIONS AND RECOMMENDATIONS 

 5.1 Conclusions 

Based on the results and discussion, it can be concluded as follows: 

1. The criteria used as the basis for site selection of minimarket outlets based on spatial data in this 

research are buffer of selected road networks, land use (cultivated area), existing modern stores service 

area, traditional markets service area, service area point of interest, natural disasters region, population 

density, building parcels centroid. 

2. There are 61 candidates of very appropriate location for the placement of minimarket outlets namely 

Desa Sindudadi in Mlati, Desa Catur Tunggal and Desa Condong Catur in Depok, and Desa 

Purwomartani in Kalasan. 

3. The optimal location for the placement of minimarket outlets of five locations will be built in a row, 

namely 1) Jalan Adisucipto Desa Catur Tunggal Kecamatan Depok, 2) Jalan Perumnas Desa Catur 

Tunggal Kecamatan Depok 3) Jalan Ring Road Utara Desa Condong Catur Kecamatan Depok 4) Jalan 

Mozes Gatotkaca Desa Catur Tunggal Kecamatan Depok dan 5) Jalan Candi Sambisari Desa 

Purwomartani Kecamatan Kalasan. 

 

 5.1 Recommendations 

Based on the results and discussion, some suggestions can be given as follows: 

1. Keep data more updated in spatial analysis for determining the location of the minimarket outlets. 

2. Need more macro analysis in determining the location of minimarket outlets so that the results 

generated can be valid. 
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3. Keep the addition of several criteria in the placement location of minimarket outlets so that the results 

generated can be more valid and accurate. 
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ABSTRACT 

 

A regional economic development is a development strategy to improve the welfare of 

the community in regions. The data used in this research are secondary data, in the form of 

time series (2006-2012) and cross section (5 districts/cities in DIY (the Special Region of 

Yogyakarta). The used analysis tool is panel data with the help of eviews 6. These results 

indicate that Domestic Investment had a positive and significant effect. A one-percent 

increase in Domestic Investment led to 0.10 increases in the economic growth in each 

district/city. Foreign Direct Investment had a positive and significant effect; a one-percent 

increase in Foreign Direct Investment led to 0.019 increases in the economic growth in each 

district/city. Regional budgets had a positive and significant effect; a one-percent increase in 

regional budget led to 0.10 increases in the economic growth in each district/city. Labor had 

a negative and significant effect. A one-percent labor increase caused -0.67 decrease in 

economic growth in each district/city. This is because a marginal increase in the number of 

workers will increase marginal production. A marginal increase in production will continue 

increasing if the number of workers continues being added up to a total of maximum 

production. At the time of maximum total production (TP max), the increase of the number of 

workers will decrease the amount of production (TP) so that production would have negative 

worth. 

 

Keywords: Regional Economic Growth, Domestic Investment, Foreign Direct Investment, 

Regional Budget  

 

 

 

 

 

 

 

INTRODUCTION 
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Development is essentially a multidimensional process which includes changes in the social 

structure, changes in the attitudes of society and changes in national institutions. Development 

also includes a change in the rate of economic growth, the reduction of income inequality and 

poverty eradication. To achieve the desired goals, the development of a country can be 

directed at three main areas, namely: improving the availability and distribution of basic 

needs for the community, improving people's living standards and improving the public's 

ability to access both economic activities and social activities in life (Todaro, 2004). 

 

Economic conditions of a region may reflect the level of prosperity of a region. Economic 

growth shows an increase in production in an area at a particular time period. An increase in 

production is expected to increase incomes as well as an increase in the welfare of society. 

Similarly, the economy in DIY (the Special Region of Yogyakarta) is not only influenced by 

economic activities of its societies but also is influenced by external factors such as the 

condition of the national economy and the global economy 

 

 

 

TABLE 1 TARGET AND REALIZATION OF INVESTMENT IN DIY (in million 

Dollars)  

Year PMDN 
Growth 

PMDN (%) 
PMA 

Growth PMA 

(%) 
Total Growth 

2004 
184.7666 

 
116.8668 

 
301.6335 

 

2005 
173.1589 

-6.28 
141.8212 

21.35 
314.9802 

4.42 

2006 
164.9907 

-4.72 
144.599 

1.96 
309.5897 

-1.71 

2007 
138.5795 

-16.01 
175.2435 

21.19 
313.8231 

1.37 

2008 
138.9558 

0.27 
185.8047 

6.03 
324.7606 

3.49 

2009 
144.8088 

4.21 
192.9332 

3.84 
337.7419 

4.00 

2010 
144.9942 

0.13 
207.3882 

7.49 
352.3825 

4.33 

2011 
177.9339 

22.72 
316.1874 

52.46 
494.1214 

40.22 

2012* 
223.215 

25.45 
321.1032 

1.55 
544.3182 

10.16 

2013* 
268.9082 

20.47 
329.8257 

2.72 
598.734 

10.00 

Source :BKPM Provinsi DIY(2013) 

 

Development of investment in DIY showed significant growth in the last five years, as 

presented in the above table. The greatest increase occurred in 2011, due to the realization of 

new companies, the expansion of the companies which have realized their investment in 

previous years, and company remodeling/renovation/restructuring which also had 

implications for investment addition. The amount of the contribution of investment growth 

from the Domestic Investment companies is USD 32.939.832,77 (22.72%) and Foreign Direct 

Investment companies is IDR 1.414.389.366.777 (52.46%) of the total value of investment 

growth until December 2011 which amounted to USD 141.739.014,8. 
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The Special Region of Yogyakarta Province is one of the areas which rely on investment as 

the main foundation for its economic growth in addition to its tourism sector. Investment by 

the local governments is by allocating funds for development projects to build public facilities 

and infrastructures. Private investment is in the form of Domestic Investment and Foreign 

Direct Investment as well as more public investment. In line with this, various policies are 

implemented to facilitate the entry of private and foreign direct investment in DIY. 

 

RESEARCH OBJECTIVES 

 

Based on the formulation of the problem, the objectives of this research are: 

1. To analyze the effect of Domestic Investment on the economic growth in DIY per 

regency/city 

2. To analyze the effect of Foreign Direct Investment on the economic growth in DIY per 

regency/city 

3. To determine how much the influence the government’s spending on the economic growth 

in DIY per regency/city is 

4. To determine how much the influence of labor to the economic growth in DIY per 

regency/city is 

 

LITERATURE REVIEW 
 

Economic growth is defined by Todaro (2004) as an increase in the national product (GNP, 

GDP) because there is an increase in the quantity of production factors used in the production 

process. Economic growth is a change in the level of economic activity that takes place from 

year to year, so to assess economic growth, the value of GNP/GDP from various years should 

be compared. 

 

Harrod-Domar’s theory (1939 and 1946) on economic growth states that the GDP growth rate 

is determined jointly by the savings ratio (s) and the national capital-output ratio (k) as written 

as follows: 

S=sY (1) 

Then the net investment (I) is defined as the change of the capital stock (K) which can be 

represented by ΔK and written as follows: 

I = ΔK  (2) 

However, as the amount of capital stock (K) has a direct relationship with the amount of 

national income or output (Y), as shown by the capital-output ratio (k) then: 

K/Y = k or ΔK/ΔY = k 

or 

ΔK = kΔY  (3) 

Then considering the net saving (S) must be equal to the net investment (I), then the following 

equation can be written as follows: 

S = I  (4) 

If you look at the equation (1) S = sY, equation (2) I = ΔK, and equation (3) ΔK = kΔY, it is 

found out that: 

I = ΔK = kΔY 

Thus it can be written that: 

S = sY = kΔY = ΔK = I  (5) 

and summarized as follows: 

ΔY/Y = s/k  (6) 

Harrod-Domar theory clearly states that the rate of growth of GNP (ΔY/Y) is determined 

jointly by the national savings ratio (s), as well as national output capital ratio (k). 
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I1 I2 

 

In the long-term economic growth, Harrod-Domar analysis uses the following analogies: (i) 

capital goods have reached full capacity, (ii) savings are proportional to the national income, 

(iii) the capital-output ratio has the same value and (iv) the economy consists of two sectors. 

 

Harrod and Domar give a key role to investments in the process of economic growth, 

especially on dual character owned by investment. First, an investment has a dual role which 

can create income, and the second, investment increases the production capacity of the 

economy by increasing the capital stock (Jhingan, 1999). Almost all economists emphasize 

the importance of the formation of investment as a major determinant of economic growth 

and economic development.  

 

The importance of the formation of investment here is that the community does not use all of 

its income for consumption, but there is some which is saved and the saving is necessary for 

the formation of investment. Furthermore, the establishment of this investment has been 

regarded as one of the factors -even a major factor -in economic development. As an example, 

investment in capital equipment or capital formation not only increases economic growth, but 

also gives employment opportunities in the community. Thus there is a positive relationship 

between the formation of investment and economic growth in a country (Prasetyo, 2009). In 

the form of the production function, a level of output can be created by using various 

combinations of capital and labor by assuming the use of a certain technological level. 

 

FIGURE 1. NEO-CLASSICAL PRODUCTION FUNCTION 

 

 Capital  

 

    

  

 

 

K3 

 

  

 

K2 

  

K1   

   

 

Labor 

0             L3     L2     L1   

  

Graph 1: There were several choices to get a maximum output which refer to the production 

functions as capital and labor. In point K1 with the small capital it need more in labor and the 

moderate one is in point K2 and L2 the last with the small number of labor and big capital in 

point K3 and L3. 

Source:   Todaro, 2004 

 

According to Todaro (2004) population growth and labor force growth (AK) is traditionally 

regarded as one of the positive factors that spurs economic growth. A greater number of 

workers will increase the level of production, while a larger population growth means a larger 
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size of its domestic market. However it is still questionable whether the rapid growth rate will 

actually give a positive or negative impact on economic development. 

 

In a simple model of economic growth, the general understanding of labor is defined as a 

homogeneous workforce. According to Lewis, unskilled and homogenous workforce is 

considered to be able to move and shift from a traditional sector to a modern sector 

seamlessly and in limited quantities. In such a circumstance the labor supply contains high 

elasticity. Increasing demand for labor (from the traditional sector) originates in the expansion 

of the modern sector activities. Thus one of the factors that influence economic growth is 

labor. 

 

According to Nicholson (1991), the production function of a good or services (q) is q = f (K, 

L) in which is capital and L is labor which show the maximum number of goods/services that 

can be produced by using alternative combinations between K and L. Therefore, one of the 

inputs plus one additional unit and other inputs considered constant would cause additional 

output that can be produced. Additional output produced is called the marginal physical 

product.  

 

Furthermore, it is said that if the amount of labor is added continuously while other 

production factors remain constant, then at first it will show an increase in productivity, but at 

a certain level it will show a decline in productivity. Also, after reaching the maximum output 

level, each additional manpower will reduce spending. 

 

 

HYPOTHESES 

 

1. The realization of Domestic Investment value positively affects economic growth. 

2. The realization of Foreign Direct Investment value positively affects economic growth. 

3. Regional budget positively affects economic growth. 

4. Labor positively affects economic growth. 

 

 

RESEARCH METHODOLOGY 

 

The data used in this research are secondary data - the data which are in the form of 

publication data. The data are in the form of time series for the period of 1971-2012. Data 

were taken from Bank of Indonesia (BI), the Central Statistics Agency (BPS), books, internet, 

and a wide range of literature relevant to the title of this study. 

 

Variable Description of this research uses Unit Root Test which is used to determine whether 

the data have been stationary or not, stability test (Vector Auto Regression), Johansen Co-

integration Test followed by Granger causality test, Engle- Granger Error Correction Model 

(ECM), and VECM (Vector Error Correction Model) to determine whether there is an effect 

among variables and then continued with the Impulse Response Function (IRF). 

 

According to Gujarati (1995), a significance test is a procedure used to test the truth or falsity 

of the null hypothesis of the sample results. Basic thought which underlies the significance 

test is a statistical test (estimator) of the sample distribution of a statistic under the null 

hypothesis.  

 

The decision to treat H0 is made based on the value of the statistical test obtained from 

existing data. This study uses multivariate analysis of Vector Error Correction (VECM). Data 
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were analyzed using Eviews software and Microsoft Excel. The model in this study is as 

follows: Unit Root Test, Johansen Co-integration Test, Granger causality test based on Error 

Correction Model (ECM). Augmented Dickey- Fuller Test (ADF Test) is a standard 

procedure to test a null hypothesis (H0) on the existence of unit root against the alternative 

hypothesis (H1) of stationary series. If Yt is a series with a lag length p, then: 

 

Yt= 0+Yt-1+t-i+1+t 

Wheret follows the process of white noise; 

 

In the first equation above the null hypothesis is γ = 0 against the alternative hypothesis γ <0. 

If the absolute value of the ADF is seemingly smaller than the MacKinnon critical value, then 

there is the acceptance of the null hypothesis. In other words, Yt contains a unit root. A series 

which is not stationary can be made to be stationary through a process called differentiation. 

Yt differentiation at the level of the first degree can be expressed as follows: 

 

ΔYt = α0 + β1ΔYt-1 + εt 

 

If the null hypothesis β1 = 0 is rejected then it can be concluded that Yt has been stationary in 

the first degree. If this occurs then the series is said to be mutually co-integrated. Test co-

integration is done among inflation, population growth projections, the money supply, exports 

and economic growth based on the approach of Johansen vector auto regression (VAR). If the 

vector Xt is an endogenous vector invar with a lag length p then: 

Xt = A1X1t-1 + A2Xt-2 + ... + ApXt-p + βYt + εt 

In which; 

Xt = endogenous variable vector 

Ap = parameter matrix 

βYt = d-vector of the determinant variables 

εt = vector of innovation 

 

The VAR specification can also be expressed in the form of the first difference as follows: 

 
If there is no co-integration relationship, unrestricted VAR models can be applied. However, 

if it turns out there is a co-integration relationship between the series, Vector Error Correction 

Models (VECM) will be used. The number of co-integration vector can be obtained by 

looking at the significance of the II, through two likelihood tests: 

Maximum eigenvalue: λmax = -Tln(1-λr+t) 

λ = eigenvalue obtained from the estimation of the mariks II 

T = number of observations done 

Statistical Trace: λtrace = (1- λi) 

 

Causality test was done between factor variables and economic growth based on the Granger 

causality. Granger Causality was conducted to determine whether there was an effect of one 

variable with another variable. Granger causality only examines the relationship between 

variables but does not estimate the models. 
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Causality model between the two series X1t and X2t in VAR order: 

ΔCX1t = μ1 + γ11 (L) ΔX1t-1 + γ12 (L) ΔX2t-1 + α1 (β'Xt-1) + ε1t 

ΔCX2t = μ2 + γ21 (L) ΔX1t-1 + γ22 (L) ΔX2t-1 + α2 (β'Xt-1) + ε2t 

In which: 

μ1dan μ2 = Constant drift IIij 

B'Xt-1 = stationary linear combination of X1t-1 and X2t-1 

 

The above equation can be written in a concise model as follows: 

ΔXt = μ + r L ΔX + IIX + εt 

Which is: 

Xt = (X1t, X2t) 

μ = (μ1, μ2) 

r (L) = Y 

II = αβ ' 

Δ = first difference operator 

εt = vector of impulse 

 

If the data being analyzed is not stationary but co-integrated with each other, it means that 

there is a long-term relationship or can be a balance between these two variables. However, in 

the short term there may not be an imbalance. Because of this imbalance, error correction 

with ECM (error correction model) is needed. 

 

Using IRF provides the possibility of researchers to be able to trace the time path of a shock 

to a variable in the VAR or VECM system. IRF impact is seen from the shock of one standard 

deviation of the variable and the variable itself from the first, second, third and so on. 

Dynamic multiplier can be seen through IRF, but does not indicate the size of the magnitude 

of the IRF. IRF can also be used to see the contemporary influence of a dependent variable if 

it gets shocks or innovations of independent variables by one standard deviation. 

 

DATA ANALYSIS AND DISCUSSION 

 

Based on Park Test, Park test is a test for heteroscedasticity. The test is based on the method 

proposed by Rolla Edward Park for estimating linear regression parameters in the presence 

of heteroscedastic error terms. The probability value of all independent variables is 

insignificant at the level of 1%. This indicates that there are the same variants or 

homoscedasticity occurred between independent variable values and the residual of each of 

the variable itself (VarUi=). Below is the result of Heteroscedastisity Test using Park Test 

shown in Table 2.  

 

TABLE 2. 

HETEROSCEDASTISITY TEST USING PARK TEST 

Variable  Prob. 

C 0.2236 

LOGINVDLM? 0.0311 

LOGTK? 0.2710 

LOGINVAS? 0.0660 

LOGREGIONAL BUDGET? 0.2976 

Note: ***=significant 1%, **=significant 5%, *=significant 10% 

Source : Analyzed data 

 

http://en.wikipedia.org/wiki/Heteroscedasticity
http://en.wikipedia.org/wiki/Linear_regression
http://en.wikipedia.org/wiki/Heteroscedastic
http://en.wikipedia.org/wiki/Errors_and_residuals_in_statistics
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From the table above it can be concluded that the data used as independent variable is free 

from heteroscedastisity. Based on the table above, it can be concluded that multicolinearity 

among independent variables does not exist. This is shown from the fact that there is no 

correlation co-efficiency among variables bigger than [0,9]. The selection of this model used 

the best analytical test.  The complete information is presented in the table below: 

 

TABLE : 3. 

ESTIMATION RESULT OF THE INFLUENCE OF DOMESTIC INVESTMENT, 

FOREIGN DIRECT INVESTMENT, REGIONAL BUDGET, LABOR 

TOWARD THE ECONOMIC GROWTH IN THE SPECIAL REGION POF 

YOGYAKARTA 

 

 Dependent Variable : 

PDRB 

Model 

Common Effect Fixed Effect Random Effect 

Constanta 14.85402 12.63995 14.04644 

Standard error 0.768984 2.108406 0.309131 

Probability 0.0000 0.0000 0.0000 

Domestic investment 0.107496 -0.008014 0.109817 

Standard error 0.035390 0.019457 0.006011 

Probability 0.0049 0.6838 0.0000 

Foreign Investment  0.019578 0.006760 0.019549 

Standard error 0.008774 0.003633 0.001670 

Probability 0.0333 0.0741 0.0000 

Regional Budget -0.000808 -0.002225 0.102865 

Standard error 0.005989 0.002285 0.034246 

Probability 0.8936 0.3390 0.0062 

Labor -0.632432 0.028985 -0.670749 

Standard error 0.124179 0.382403 0.022955 

Probability 0.0000 0.9402 0.0000 

R
2 0.604206 0.953926 0.620553 

Fstatistik 11.44926 67.28909 3.925001 

Probability 0.000009 0.000000 0.002921 

Durbin-Watson Stat 0.748405 0.457604 0.763497 

Source: Analyzed data 
 

Based on model specification test conducted as well as the comparison of the best selection 

test, it is decided that the regression model used in estimating the influence of domestic 

investment, foreign direct investment, Regional Budget, as well as workforce toward the 

economic growth of Yogyakarta Special Region is a random effect model. This model is 

selected because its probability of each independent variable is more significant compared to 

a fixed effect model or common effect model where each independent variable is not 

significant so that a better model is the random effect model. Based on the test of model 

specification conducted as well as the comparison of the best value, the regression model used 

is then the random effect model. The table below shows the result of data estimation from 5 

regencies during  2006-2012 (6 years).  

 

 

TABLE: 4 

MODEL ESTIMATION RESULT 

Dependent Variable : 

PDRB 

Model 

Random Effect 
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Constanta 14.04644 

Standard error 0.309131 

Probability 0.0000 

Domestic 

Investment  

0.109817 

Standard error 0.006011 

Probability 0.0000 

Foreign Investment  0.019549 

Standard error 0.001670 

Probability 0.0000 

Regional Budget 0.102865 

Standard error 0.034246 

Probability 0.0062 

Labor -0.670749 

Standard error 0.022955 

Probability 0.0000 

R
2 0.620553 

Fstatistik 3.925001 

Probability 0.002921 

Durbin-Watson Stat 0.763497 

 Source: Analyzed data 

  

From this table, the analysis model of panel data toward factors influencing PRDB (Economic 

Growth) in each regency and city in Yogyakarta Special Region is then arranged and 

interpreted as follows: 

 

PDRB Bantul = -1.99E-12 (Region Effect) + Time Effect + 14.04644 +   

0.109817*INVDLM Bantul + 0.019549*INVAS Bantul -

0.670749*TK Bantul + 0.102865*Regional Budget Bantul 

 

PDRB Gunung Kidul  = 7.11E-13 (Region Effect) + Time Effect + 14.04644 +   

0.109817*INVDLM GunungKidul + 0.019549*INVAS 

GunungKidul -0.670749*TK GunungKidul + 

0.102865*Regional Budget GunungKidul 

 

PDRB Kulon Progo  = -4.06E-12 (Region Effect) + Time Effect + 14.04644 +   

0.109817*INVDLM KulonProgo + 0.019549*INVAS 

KulonProgo - 0.670749*TK KulonProgo+  0.102865*Regional 

Budget KulonProgo 

 

PDRB Sleman  = 1.31E-12 (Region Effect) + Time Effect + 14.04644 +   

0.109817*INVDLM Sleman + 0.019549*INVAS Sleman - 

0.670749*TK Sleman+  0.102865*Regional Budget Sleman 

 

PDRB Kota Yogyakarta  = 4.03E-12 (Region Effect) + Time Effect + 14.04644 +   

0.109817*INVDLM Kota Yogyakarta + 0.019549*INVAS 

Kota Yogyakarta - 0.670749*TK Kota Yogyakarta +  

0.102865*Regional Budget Kota Yogyakarta 

 

 In the above estimation model, it appears that the influence of cross-section variable that is 

different in each regency and city in The Special Region of Yogyakarta toward PDRB 

(Economic Growth) of the regencies and cities in The Gunung Kidul and Sleman Regencies, 
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and Yogyakarta have a cross-section effect (territorial effect) that each having a positive 

value. Each territory has a coefficient value of 7.11E-13 (Gunung Kidul Regency), 1.3E1E-12 

(Sleman Regency), 4.03E-12 (Yogyakarta). Meanwhile, in Bantul and Kulon Progo Regency 

each has a negative cross-section effect (territorial effect) that is -1.99E-12 for the Bantul 

Regency and -4.06E-12 for the Kulon Progo Regency.Time effect added to the analysis model 

also contributes in giving different influence toward the economic growth of regencies in The 

Special Region of Yogyakarta as well as the city. This can be seen from the value of the 

coefficient of time variable that varies each year (table 5.3). The year of 2006 has a time 

effect of -0.159927. It experienced a negative time effect because an earthquake happened 

that year so that the economic growth is negative. After the earthquake, a regulation was 

made (The Regulation Of Bank Indonesia Number : 8/10/Pbi/2006 About Special Treatment 

Toward Post-Natural Disaster Bank Loan In The Special Region Of Yogyakarta In The 

Surrounding Area In Central Java Province to help the process of economic growth recovery 

in The Special Region of Yogyakarta and Central Java Province.  

 The year of 2000 has a time effect of -0.151458. It experienced a negative time effect because 

it was still in a recovery period. The year of 2008 has a time effect of -0.163836. It has 

negative value because an economic crisis occurred in USA in 2008 and since the value of 

Rupiah depends on the value of Dollar, the crisis which occurred in USA affected the 

economy in Indonesia especially in The Special Region of Yogyakarta. The year of 2009 has 

a time effect of -0.119542 with a negative value. This was caused by the changing of 

legislation in 2006 about (The Changing Of Indonesian Banking Regulation Number 

8/10/Pbi/2006 About Special Treatment Toward Post-Natural Disaster Bank Loan In The 

Special Region Of Yogyakarta In The Surrounding Area In Central Java Province Into The 

Regulation Of Bank Of Indonesia Number : 11/27/Pbi/2009) because banking performance 

and economic conditions in The Special Region of Yogyakarta and the surrounding area in 

Central Java Province had not fully recovered since the earthquake on 27 May 2006. The year 

of 2010 has a time effect of 0.886791 with a positive value. This was because there was the 

influence of a positive trend due to the changing in legislation about banking performance in 

helping the process of economic recovery in The Special Region of Yogyakarta and Central 

Java. The year of 2011 has a time effect of -0.171310 that is negative because of the Merapi 

eruption that happened at the end of 2010 had caused a decrease of economic growth in 2011. 

The year of 2011 has a time effect of -0.120719 that is negative because of the process of 

economic recovery in The Special Region of Yogyakarta due to Merapi eruption.  

 

The statistical test in this research covers the coefficient of determinant (R
2
) of significance 

test together (F statistical test), and individual parameter significance test (t statistical test). 

Coefficient of determinant (R
2
) basically measures how far a model can elaborate groups of 

independent variable variation. The value of coefficient of determinant is between zero and 

one. The value of R
2
 that is small means that the ability of independent variables on the 

dependent variable variation is very limited, when the value is close to one it means that 

independent variables provide almost all information needed to predict dependent variables. 

The result of regression from domestic investment, foreign direct investment, Regional 

Budget, and workforce toward economic growth in The Special Region of Yogyakarta in each 

regency and city from 2006 to 2012 shown in table 5.3 is that R
2
is achieved using a random 

effect model of 0.620553. This means that 62,05% variable variation of economic growth in 

The Special Region of Yogyakarta can be elaborated by groups of independent variable 

variation of domestic investment, foreign direct investment, Regional Budget, and workforce. 

The rest, that is 37,95%, is elaborated by other variables outside the models used.  

 

The F test is used to observe whether there are influences together, i.e domestic investment, 

foreign direct investment, Regional Budget, and workforce toward economic growth of The 

Special Region of Yogyakarta in each regency and city from 2006 to 2012 by using the 
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random effect model with a probability value of 0.002921 (significant at 5%) that means 

independent variables together influence dependent variables. Below is the t statistical test 

table of PMDNPMA (domestic and foreign direct investment), Regional Budget, and 

workforce toward economic growth from 2006 to 2012. 

 

TABLE: 5 

STATISTICAL TEST t 

Variables Co-efficient 

Regression 

Prob Standard Prob 

Domestic Investment (INVDLM) 0.109817 0.0000 5% 

Foreign Investment (INVAS) 0.019549 0.0000 5% 

REGIONAL BUDGET 0.102865 0.0062 5% 

Labor (TK) -0.670749 0.0000 5% 

 Source : The analyzed data of the Central Statistics Agency   

 

Table 5 shows statistic t for PMDN (domestic investment) variable of 0.109817 with the 

probability of 0.0000 is significant for α = 5%. Therefore PMDM influences positively and 

significantly α = 5% toward economic growth of The Special Region of Yogyakarta. PMA 

(foreign direct investment) variable with t statistic of 0.019549 with the probability of 0.0000 

is significant in α = 5%. Therefore, PMA influences positively and significantlyα = 5% 

toward economic growth of The Special Region of Yogyakarta. Regional Budget variable 

with t statistic of 0.102865 with the probability of 0.0062 is significant in. Therefore the 

Regional Budget influences positively and significantly α = 5% toward economic growth of 

The Special Region of Yogyakarta. Workforce variable with t statistic of 0.670749 with the 

probability of 0.0000 is significant in α = 5%. Therefore the Regional Budget influences 

positively and significantly α = 5% toward economic growth of The Special Region of 

Yogyakarta  

 

Based on the results of the research or model estimation above, an analysis and discussion about 

the influence of independent variables (Domestic Investment, Foreign direct investment, 

Regional Budget, and workforce) toward economic growth of The Special Region of 

Yogyakarta is interpreted as follows:  

 

It can be elaborated that the PMDN (domestic investment) variable influences positively and 

significantly with a coefficient value of 0.109817 toward economic growth of The Special 

Region of Yogyakarta from 2006 to 2012. This shows that the influence of PMDN toward 

economic growth in The Special Region of Yogyakarta has a positive value. This is in 

accordance with a theory proposed by Harrod and Domar that provides a key role to 

investment toward its role in the process of economic growth.  

 

Similar research had been conducted by Afrizal (2013) where PMDN significantly influenced 

PDRB. The bigger PMDN conducted by government the bigger in number the availability of 

public goods are. This will encourage the increase of PDRB. Based on the research above, it 

can be elaborated that the PMA variable influences positively and significantly with a 

coefficient value of 0.019549 towards economic growth in Yogyakarta from 2006 to 2012. 

This shows that the influence of PMA toward economic growth in The Special Region of 

Yogyakarta has a positive value. This is in accordance with the research by Arwiny (2011). 

Foreign direct investment has an active role in encouraging the economy of a region both in 

the role of technology advancement of foreign countries and a strong bond toward 

international institution and the global market.  
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Based on the research above, it can be elaborated that the Regional Budget variable has a positive 

and significant influence with coefficient value of 0.102865 toward economic growth in The 

Special Region of Yogyakarta from 2006 to 2012. This shows that the influence of Regional 

Budget toward economic growth in The Special Region of Yogyakarta has a positive value. 

This is in accordance with a research by Mubaroq et al(2013). The research indicates that 

Regional Budget influences positively towards economic growth. It can be elaborated that the 

workforce variable influences negatively and significantly with a coefficient value of -

0.670749 towards economic growth in The Special Region of Yogyakarta from 2006 to 2012. 

 

This indicates that the influence of the workforce toward economic growth in The Special Region 

of Yogyakarta is negative and does not match with the theory by Harrod Domar that states 

that the increase in output level and workforce can be achieved with the existence of capital 

accumulation (investment) and saving. This is in accordance with a research by Dimas and 

Woyanti (2009) that proposes that the discrepancy with the theory is because of the 

characteristic of the investment. Developed countries have production factors that are capital 

intensive, therefore the investment they make in developing countries similar to Indonesia 

tends to be capital intensive. This is the reason why foreign direct investments tend to have 

better productivity and efficiency, therefore so in order to produce as big an output, fewer 

workforces is needed. Other obstacles are the lack of structural conditions, institutional, and 

certain necessary attitudes (well integrated commodity market and money market, well 

trained workforce in skills and planning management,  motivation to be successful, and 

efficient government bureaucracy) to change new capital effectively and efficiently into 

bigger output and provide new employment.   

 

Research by Siagian (2010) entitled “The Impact of Fiscal Decentralization toward regional 

Economic Growth and Inequality of Region (A Case Study of West Java Province), using the 

recursive model, supports this finding. The theory used – Neo-classical Production Function 

Theory (Sukirno, 2004) states that the workforce will influence economic growth where the 

marginal increase of workforce will increase the marginal production. Marginal increase of 

production will continue to occur if the workforce is added continuously until the maximum 

total production is reached. When the total production is maximum (TP max), the increase of 

workforce will decrease the total production (TP) so that production will have negative value. 

 

This finding is also supported by research done by Irawan (2012) entitled “ Factors Influencing 

Post-Regional Autonomy PDRB (A Case Study in The Special Region of Yogyakarta)” that 

uses GLS panel data method and  states that the increase of an unskilled workforce 

encourages the application of the law of diminishing returns. 

 

CONCLUSION AND RECOMMENDATIONS 

 

Based on the result of panel data regression on the influence of PMDN (Domestic Investment), 

PMA (Foreign direct investment), Workforce, and Regional Budget toward economic growth 

(PDRB) that covers each region/city in The Special Region of Yogyakarta, it can be 

concluded that: 

 

Based on the test result, Domestic Investment influences positively and significantly toward 

PRDB of each region/city in The Special Region of Yogyakarta with coefficient value of 

0.109817. 

1. Based on the test result, Foreign direct investment influences positively and significantly 

toward PDRB of each region/city in The Special Region of Yogyakarta with coefficient 

value of 0.019549. 
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2.  Based on the test result, Regional Budget influences positively and significantly toward 

PDRB of each region/city in The Special Region of Yogyakarta with coefficient value of 

0.102865. 

3. Based on the test result, workforce influences positively and significantly toward PDRB 

of each region/city in The Special Region of Yogyakarta with coefficient value of -

0.670749. 

 

Based on the test result and the conclusion, the suggestions provided by the researcher in this 

research are as follows: 

1. Local government should be able to increase Domestic Investment in each district/city in 

DIY through supporting policies. It can be done by improving infrastructure and 

simplifying investment regulations so that it can increase the economic growth in DIY 

by optimizing good sectors in the districts in DIY. 

2. Local government is expected to attract Foreign Direct Investment by creating a 

conducive investment environment as a result of quick and supporting licensing 

processes. Also, the quality of human resources should be improved so that they can 

increase the economic growth in DIY by optimizing good sectors in the districts in DIY. 

3. Local government is expected to optimize labor in an effort to improve people’s welfare 

by undertaking training to improve performance quality. In this way, labor is able to 

compete and broaden job opportunities which eventually can increase the economic 

growth in DIY. 

4. Local government is expected to allocate regional budget effectively in the public 

interest by improving infrastructure that supports development in areas which can 

increase the economic growth in DIY. 
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ABSTRACT 

 

This paper provides a review of the limited literature on business and management in 

Mongolia from a cultural perspective. Mongolia is a country which is attracting significant 

interest from foreign industry, but which has received little attention from business and 

management scholars. The paper examines the Mongolian business culture using Hofstede’s 

culture dimensions and the “Big Five” personality dimensions. 

 

 

INTRODUCTION 

 

Mongolia is a landlocked country, neighbouring Russia to the north and China to the south. 

Mongolia is perhaps best known as the birthplace of Chinggis Khan, whose armies created 

one of the largest empires in world history, stretching at its height from the Sea of Japan to 

the Mediterranean, and from the South China Sea to the Baltic in the 12
th

 and 13th century 

(May 2008). The Mongol Empire has not only influenced world history profoundly, but also 

its distinctive management and leadership had been recognized in the world. The empire 

united and regulated ethnically and culturally diverse nations for hundreds of years 

successfully (Gombodorj & Tuvd 2011). However, internal struggles over succession and 

leadership led to gradual collapse in 14
th

 century.  

 

Having been through three different political systems, feudalism, socialism, and finally 

democracy, since 14
th

 century, Mongolia is once again on the rise due to its cultural 

distinctiveness and natural resources.  Mongolia has been listed as one of the eleven countries 

seen as important to world economic growth (Buiter & Rahbari 2011).  
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However, Mongolia and its culture are still not well known despite the fact that it is a rapidly 

emerging country with huge business potential. As increasing numbers of multi-national 

companies begin operating in Mongolia, and foreign investment pours into the country, it is 

critical that foreign enterprises strategically align their business and people management to 

Mongolian cultural values and beliefs for harmonious business relationships and commercial 

success, since national culture can be the major determinant of the success of a multinational 

organization (Dartey-Baah, 2013). 

 

The purpose of this paper is to review literatures written on Mongolian management, 

especially cross-cultural management. Considering that Mongolia has been an almost 

unknown country for centuries, there is a limited body of literature available in English, and 

access to literature written by Mongolian scholars is very restricted due to database 

availability.   

 

CROSS CULTURAL MANAGEMENT 

 

Cross-cultural studies conducted by Mongolian and other nations’ researchers have used 

different types of research methods and theories such as Hofstede’s 5-D cross-cultural study 

model and The Big Five personality dimensions (McShane & Von Glinow 2005). Due to the 

limited number of studies available, comparing research findings in the same topic or issue 

was almost impossible. 

 

Most of the cross-cultural researchers are conducted using Hofstede’s five dimensions 

research model internationally. Hofstede asserts that management behaviour appear to be 

appropriate in one culture may be inappropriate in another culture (Hofstede 2001). 

Therefore, it is valuable to explore a nation’s cultural values, beliefs and assumptions to better 

suit the nation’s management values. There are five dimensions identified: Power distance, 

Individualism, Masculinity, Uncertainty avoidance, and Long-term orientation. 

 

 

 

Power distance 
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Power distance refers to the view how less powerful people view and expect power 

distribution. High in power distance means the society has high level of hierarchy. Low in 

power distance signifies that people question authority and attempt to distribute power. 

Scholars of Newman and Nollen (1996) propose that in low power distance countries, more 

participative work units perform higher than less participative work units, and the visa versa 

in high power distance countries. 

 

Uncertainty avoidance 

 

 This refers to society’s tolerance to ambiguity, the extent to which people accept or avert by 

uncertain, unknown, or unstructured situations. In organisations, planning and amending clear 

procedures and policies, and system are measurements taken to avoid uncertainty. 

 

Individualism/collectivism 

 

This is the extent to which identity is acquired from the self as opposed to the group. 

Individual cultures are loose in that individuals look out for themselves and their immediate 

family. Collective society is tied to integrated relationships with extended families, groups 

and communities. Individualism in organisational practices is characterised by autonomy, 

individual responsibility for results, and individual rewards (Newman). Management for 

collective organisations emphasize work unit solidarity and team-based rewards (Newman & 

Nollen 1996) 

 

Masculinity/femineity  

 

Masculinity is defined by characteristics of heroism, assertiveness and material rewards for 

success. Femineity refers to a preference for cooperation, modesty, caring for the weak and 

quality of life. 

 

 

 

 

Long-term orientation  
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This refers to a country’s time orientation to long or short term. Long-term-oriented cultures 

demonstrate patience, perseverance, respect for one's elders and ancestors, and a sense of 

obedience and duty toward the larger good (Hofstede 1991). Short term-oriented cultures take 

a more pragmatic, according to Rarick et al (2014) 

 

MONGOLIAN CULTURE 

 

The scholars Rarick, Winter, Barczyk, Pruett, Nickerson & Angriawan (2014) contributed to 

Mongolian cross-cultural research extensively by developing a Mongolian Cultural Portrait 

with Hofstede’s 5-D model. The research findings are compared with countries of Korea, 

China, Russia, India and USA. They found that Mongolian cultural values significantly differ 

from these countries, except the USA in certain extent. The results indicate that Mongolian 

culture is low in power distance, high in individualism, very high in masculinity, and high in 

uncertainty avoidance. It can be characterized as being short-term in its orientation towards 

time. Table 1 shows the scores for each dimension. 

 

TABLE 1: RARICK ET AL’S CULTURE DIMENSIONS FOR MONGOLIA 

 

Dimension Score Rating 

Power Distance 18           Low 

Masculinity 103           Very high 

Individuality 71           High 

Uncertainty Avoidance 92           High 

Long Term Orientation 41           Short term 

 

 

The low power distance score reflects Mongolians’ preference for equality in the society as 

well as great power sharing in the workplace. 

 

Masculinity score for Mongolian found to be one of the highest in the world. It indicates that 

Mongolians have a preference for competition, materialism, rigid role relationship, and more 

aggressive behaviour. 

 

Low power distance coupled with high masculinity is challenging to management in that 

power sharing and competitive behavior need to be taken a careful consideration. 
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Individualism is found to be significantly higher than other countries in the region. This 

reflects Mongolian’s preference for individual rights and responsibilities. The downside is the 

lack of a group focus. Uncertainty avoidance was scored to be the highest in comparison with 

China, Russia, Korea and India, and slight lower than America. It defines that Mongolians’ 

strong resistance or dislike for changes, and strong policy and procedural focus.  Mongolia is 

significantly more short term oriented than the countries in the region. It means Mongolians 

expect quick results and expect quick results. Managerial focus is generally on the present and 

problems. 

 

This study was the latest attempt of evaluating Mongolian cultural values. The study was 

conducted among 50 Mongolian students between 20 and 29 years old ages.  Even if there 

was an equal participation between male and females, and the respondents were equally from 

urban and rural areas of Mongolia, age demographic appears to have limited the survey 

significantly. All of the respondents are students, and generally they do not have work 

experience in the organization. 

 

Wuet al (2011) conducted a study on personality and values used both the Big Five and the 

Hosfstede’s 5-D models. It was a significant study aimed to explore personality and values 

differences between North and Southeast Asian countries. The empirical study data were 

collected from 18 persons belong five different hospitals in Mongolia and Taiwan. 

 

It was found that most of the doctors and nurses from Mongolia experience high power-

distance than Taiwanese, in particular, female doctors and nurses. It is contradicting to the 

Hofstede’s study result mentioned above, which found Mongolians have low power distance 

in general. However, it was explained by the facts such increasing social and life pressure for 

women in Mongolia, low payment, and bureaucratic management system. 

 

Individualism in Mongolia was rated higher than in Taiwan, that Mongolian doctors and 

nurses prefer to work individually, which proves the Hofstede’s research result. 

 

Dimensions of the Big Five such as conscientiousness, agreeableness, openness, neuroticism 

and extroversion were found to be neutral to the respondents from both countries. However, 

Taiwanese male respondents were mostly agreeable, sociable, and conscientiousness. It is 

worth mentioning that the Taiwanese medical sector employees experience better working 

environment, and benefit from a insurance policy and high payment while Mongolians work 



 

 193 

in the poorer working environment with low salary. Interestingly, productivity and motivation 

level for work was at the same level in both countries. Another contrasting finding was that 

Mongolians are found to be less talkative, which suggests that the management needs to 

recognize that Mongolians are likely to be prone to express their opinions during any 

negotiations at work. In contrast, Mongolians are interested in looking for different solutions 

to a problem. Primary reasoning behind the personality is assumed by their traditional 

nomadic lifestyle. 

 

This was the first study aimed to explore cultural values and personality at the same time in 

Mongolia; however, it was limited by its research methods such as telephone interview and 

the number of participants, which is deemed to be less substantial and reliable. Further 

researches need to be conducted in comparison with wider number of people from different 

industries. 

 

In contrast to these research models, scholars in Mongolia take a different approach, arguing 

that imitating directly foreign management theories for Mongolians who have domination of 

nomadic culture may bring huge challenges to the society. In 2011, Gombodorj & Tuvd 

(2011) developed Mongolian management theory, which is considered to be one of the most 

influential scientific researches in Mongolia. He argues that his Mongolian Management 

theory, which originated from nomadic culture, is very significant not only to management of 

state and private sectors of Mongolia, but also to foreign invested and international 

organizations operating in Mongolia or employing Mongolians. 

 

Mongolian Management theory was result the of the following extensive research activities: 

 

 Identified the development approaches of Mongolian economic and management 

thought in the historical seven periods: Pre-Mongol Empire, Mongol Empire Period, 

Yuan Dynasty, the 3
rd

-17
th

 centuries, Mongolia under Qing rule or the beginning of 

the 20
th

 century, the period of centrally planned system and the transition period into 

free market economy. 

 Conducted comparative studies on theories, laws, concepts and models of economy 

and management that are followed internationally. 

 Investigated personal, leadership and administrative characteristics of over 100 

Mongolian khans, state activists, thinkers and outstanding political and business 
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leaders comparatively and defined their common characteristics in the complex 

methodological way. 

 

Gombodorj & Tuvd (2011) outline that management in Mongolia can be effective if the 

following practices are taken into account: 

 

 Employment duration- management should consider providing short and medium term 

employment in the dynamic environment because Mongolian are likely to get bored 

easily. 

 Decision making-Employees need to be part of decision making, but they are likely to 

rely on elder’s or a leaders’ decision making power. 

 Duty and responsibility- individual responsibility 

 Performance evaluation-Mongolians are the most favourable to the evaluations on 

their talent, knowledge and skills. 

 Punishment- Mongolians highly value their reputation among others. It is likely to be 

effective if a leader or a team together take corrective actions for misbehaving 

employees in private setting. 

 Promotion-should be based on individual’s capacity for innovation, knowledge, skills 

and experience. 

 Employee motivation-is triggered by individual’s career goals and development. 

 

As mentioned before, the Mongolian management literature is highly reliant on literatures and 

studies of nomadic cultures and history. It might be the most effective approach for 

developing the country specific management practices, however, comparing and analysing the 

findings with internationally recognized theories appear to make studies more reliable. 

Moreover, publishing Mongolian researches and scientific studies in the international journals 

will contribute to the development of Mongolian management significantly. 

 

To better understand, what motivates professionals in Mongolia, I would like to discuss the 

research conducted by Australian scholars, Pearson & Chatterjee (1999). The scholars 

assessed work goals of Mongolian managers using Harpaz’s research model during the 

transition period of Mongolia from socialism to free market society in 1999.  The research 

model is widely used in North America and European countries. The survey included 208 

Mongolian managers to explore what aspects of work are more important than others. 

According to the research findings, the opportunity learn was the most important goal, and 
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equally, the opportunity to improve was found to be quite important while both of these work 

goals were considered to be relatively less important in the Harpaz’s studies of the 

industrialised countries. Interestingly, younger managers had a substantial preference for good 

interpersonal relations, however for the managers who had worked longer, matching of job 

and employee, was found to be more relatively important. 

 

This study was probably the first to record effects of macro-context changes (in Mongolia, 

transition from socialist economy to free market) on the micro-level managerial work goals.  

The research appears to have been limited by language barriers and interpretation of the 

findings in the cultural context. 

 

CONCLUSION 

 

Mongolia is rich in mineral resources, and distinctive its culture. Its location between Russia 

and China makes it a very important country, which once connected Europe and Asia through 

Silk Road for trade. As shown in the researches, Mongolian cultural belief and values as well 

as motivational factors demonstrate significant differences from the countries in the region. 

Stating that performance is higher when management practices are congruent with a national 

culture (Newman), international businesses operating in Mongolia should tailor their 

management practices to the Mongolian’s values and beliefs for harmonious business 

relationships and business success. 

 

Literatures written on Mongolian management study are limited in both quality and quantity. 

Even if there is an extensive research notion for Mongolian management theory among 

Mongolian researchers, acceptability by the international standard and journals appears to be 

challenging. 
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ABSTRACT 

 

The open unemployment rate is the working age population or labor force who have never 

worked and was trying to get a job, who have never worked but for some reason stopped or 

terminated and is trying to get a job back, and they were relieved assigned either to be 

recalled or not, but was trying to find a job. The purpose of the study is to determine how 

much influence the factors that affect the rate of open unemployment in West Java. The 

independent variable in this study is the GDP, the minimum wage and population. Because 

the researchers wanted to see the effect of each independent variable on the open 

unemployment rate. The data used to use panel data by taking 26 districts / cities in West 

Java 2010-2013. The data were taken in the form of secondary data drawn from the literature 

and previous research. The data is processed by using analysis of Random Effects Model 

(REM) assisted with software Eviews 8 in operation. The results showed that the influence 

GDP to open unemployment coefficient is 0.2464. In the minimum wage to open 

unemployment coefficient is -0.1780. Population to open unemployment variable coefficient is 

0.7665. The results show that the model can predict correctly used by 73.18% of the 

observations for the periods. 

 

Keywords: GDP, Minimum wage, Population, Open unemployment, Panel data, Regression 

 

 

1. INTRODUCTION 

 

Economic growth is a benchmark assessment of national economic growth. In other words, 

economic growth is an indicator of the development of activity in the economy and an 

indicator of prosperity and improvement of goods and services produced. Therefore, to 

calculate the rate of economic growth in real national income should be calculated according 

to a fixed price, which is the price prevailing in the base year chosen. So the measure of 

economic growth in the presentation of the development of an economy. Since 2010 until 

2013 in West Java always has a value higher economic growth compared with Indonesia. 

Figure 1 below shows a comparison of economic growth in West Java, Indonesia's economic 

growth. 

 

 

 

 

 

 

Figure 1: Comparison of Economic Growth in Indonesia  

                                                And West Java Year 2010-2013 
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             Source: Bappenas (Data processed) 

 

Behind the good economy in West Java there are also problems of employment, one of which 

is the problem of unemployment. The open unemployment rate in West Java were high as the 

average unemployment rate in West Java open more than 8% during the study period. 

Definition of open unemployment rate (TPT) is a working-age population or labor force has 

never worked and was trying to get a job, who have never worked but for some reason 

stopped or terminated and is trying to get a job back, and they were relieved assigned either 

will be called back or not, but was trying to find a job. High open unemployment rates shows 

that there are a lot of labor force which is not absorbed in the job market. Based on data from 

BPS (2015), unemployment rate in Indonesia in 2010-2013 showed annual unemployment 

rate continued to decline. In 2010 the open unemployment rate amounted to 7.14% of the total 

labor force, in 2011 the open unemployment level fell to 6.56%, 6.14% in 2012 and by 2013 

the unemployment rate decreased to 5.92%. The same trend in the rate of open unemployment 

in Indonesia occurred also in West Java. The open unemployment rate continued to fall over 

time. In 2010 the open unemployment rate of 10.33%, 9.83% in 2011, the year 2012 

amounted to 9.08% and in 2013 by 8.9%. According to BPS, the open unemployment rate is a 

good no more than 4%. Figure 2 shows the comparison of the level of open unemployment in 

West Java with an open unemployment rate of Indonesia. 

 

Figure 2: Open Unemployment Rate comparison  

                    Indonesia and West Java Year 2010-2013 

 
                 Source: BPS, Processed Data 

 

According (Setiawan, 1997) open unemployment rate is the working age population or labor 

force has never worked and was trying to get a job, who have never worked but for some 

reason stopped or terminated and is trying to get a job back, and they were relieved assigned 

either which will be called back or not, but was trying to find a job. 

 

Research Radewa Rizki Mirma Wijaya (2014) on the effect of minimum wages, GDP and 

population Polulasi against open unemployment rate (Case Study Gerbangkertasusila 2007-

2012) revealed that there is a positive and negative effect of the minimum wage variable, 

GDP and population against the open unemployment rate The Gerbangkertasusila in the year 

2007-2012. Another study from Rini Sulistiawati (2012) on the effect of minimum wages on 
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employment and the welfare of society in the provinces in Indonesia shows that a significant 

and negative influence wages on employment. Based on two studies that have been conducted 

regarding the level of unemployment shows that the variable GDP, population and UMR 

partially and simultaneously used to establish the test variable to the problems of open 

unemployment rate. The study was conducted in West Java with the topic "Effects of GDP, 

UMR and the population against the open unemployment rate". 

 

1.1  Problem Statement 

Based on the description above description, the problem in this research can be formulated as 

follows: 

1.   How much influence the GDP, UMR and the population against the open unemployment 

rate in West Java in 2010-2013? 

 

1.2  Research Purposes   
The purpose of this study is as follows: 

1. To find out how much influence the GDP, UMR and population against the open 

unemployment rate in West Java in 2010-2013 

 

2. LITERATURE REVIEW 

 

2.1 Theoritical review 

a. Open unemployment rate theory 

The open unemployment rate is the working-age population or labor force has never worked 

and was trying to get a job, who have never worked but for some reason stopped or 

terminated and is trying to get a job back, and they were relieved assigned either to be called 

back or not , but was trying to find a job. The open unemployment rate (TPT), a comparison 

between the number of unemployed to the total labor force. Mathematically can be calculated 

using the formula to calculate the rate of open unemployment: 

 

𝑂𝑝𝑒𝑛 𝑈𝑛𝑒𝑚𝑝𝑙𝑜𝑦𝑚𝑒𝑛𝑡 𝑟𝑎𝑡𝑒 =
𝑢𝑛𝑒𝑚𝑝𝑙𝑜𝑦𝑚𝑒𝑛𝑡 𝑟𝑎𝑡𝑒

𝑙𝑎𝑏𝑜𝑟 𝑓𝑜𝑟𝑐𝑒
𝑥100% 

 

The usefulness of this indicator open unemployment in both the unit and the percent is useful 

as a reference for the government for the opening of new jobs. In addition, its development 

can determine the success rate of employment programs from year to year. This is more 

important indicator is used as an evaluation successful development of Indonesia's economy 

in addition to poverty.  

 

Specifically, the open unemployment rate in Sakernas, consisting of: 

1. Those who do not work and looking for work 

2. Those who do not work and preparing a business 

3. Those who are not working and not looking for work because they feel it is impossible 

to get a job 

4. Those who do not work, and not looking for work because they accepted to work, but 

have not yet started work 

 

The open unemployment rate calculation methods: 

1. Sakernas 

National Labour Force Survey (Sakernas) is a household survey used to collect detailed 

information on employment and specifically designed to determine the general condition / 

situation of employment. This survey uses the concepts and definitions refer to internationally 
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accepted concept, which is the ILO concept approach, so it can be compared with other 

countries.  

2. Sensus Penduduk dan SUPAS 

The main source of population data is the census population (SP), which is held once every 

ten years in the year ending in "0". To bridge the availability of demographic data for 10 

years, BPS conducted a survey among the population census (SUPAS).  

b. Regional Minimum Wage 

Below there is a picture that explains the mechanism for setting the minimum wage. 

 

Figure 3: Minimum wage setting mechanism 

  
            Source : Siduruk 2011 

 

Minimum wage Regency / City is the prevailing minimum wage in the District / City. 

Minimum Wage Fixing kabupaten/kota done by the Governor are decided to be greater than 

the provincial minimum wage. Minimum wage fixing is conducted once a year and in charge 

no later than 40 (forty) days before the effective date as January 1. 

c. GDP 

In theory, there are two (2) methods for calculating the gross regional domestic revenue, the 

method of direct and indirect methods. By using the direct method may be calculated by 

production approach, income approach and expenditure approach. While the indirect method, 

a calculated value-added economic groups by allocating the value added into each group of 

economic activities at regional level.  

 

 

In this research, we will clarify how to calculate GDP, which is: 

5. Production approach 

The approach is to calculate the net goods and services produced by all sectors of the 

economy during the year in all regions. Goods and services produced starts from the producer 

price which is the price does not include transport and marketing costs because transport costs 

will be calculated as the transport sector revenues while marketing expenses are calculated as 

revenue trade sector.  

6. Income approach 

GDP is defined as the total remuneration received by the factors of production (salaries, 

wages, rents, profits), which participate in the production process of the production of an area 

within a specified period, usually 1 (one) year.  

7. Expenditure approach 

GDP is calculated the sum of all components of final expenditure, including expenditure and 

consumption of households and private non-profit, government consumption expenditure, 

gross domestic fixed capital needs as well as export and import in an area within a certain 

period.  

d. Population 

According Srijanti and A. Rahman, a resident is a person who inhabits a place in a specific 

region regardless of citizenship status adopted. A similar opinion came from Dr. Kartomo 
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which states that the population is all the people living in a certain area, regardless of the 

citizen or non-citizen.  

Modern population theory of mercantilism view saying that the number of people who many 

as an important element in the power of the State which is an important factor in the strength 

of the State and play a role in increasing income and wealth Country. A large number of the 

population is like two sides of a coin, there is a positive side and a negative side. The positive 

side of this is the large number of population as many number of people a lot, but is 

accompanied by ability and effort in improving productivity led to many new jobs. This 

resulted in an increase in economic growth. However, if the large number of this population is 

not accompanied by the ability and productivity is good, then it will hamper employment 

opportunities and can lead to unemployment and the impact on poverty.  

 

2.2  Research framework and hypotheses 

Research framework is an important part in a research report. In addition to describing the 

conceptual model of research, as well as a general overview of the research process 

conducted. Framework in this study is that the open unemployment rate is influenced by three 

independent variables, which is GDP, UMR and populations. Then these variables as 

independent variables and together, with the dependent variable is the rate of open 

unemployment measured by means of regression analysis to obtain the level of significance. 

With the regression results are expected to gain a level of significance of each independent 

variable in affecting the rate of open unemployment. Based on the problems and the research 

framework as above, then the hypothesis in this study are as follows: 

5. The higher the GDP, the open unemployment rate rise 

6. The higher the minimum wage, the open unemployment rate fell 

7. The higher the population, the open unemployment rate rose 

 

 

In the schematic framework can be described as follows. 

 

Figure 4: Schematic framework 

 

 

 

 

 

 

 

 

 

3. Research Methods 

 

3.1  Object Research 

The data used in this study was using panel data. Panel data is the combination of  times 

series data and cross section data in which the author uses 4 (four) years which is 2010 to 

2013 by taking the 26 districts in West Java. The data taken is secondary data from BPS and 

BI as methods of collecting. The variables used in this study are the independent variables 

which is GDP, UMR and populations. While the dependent variable is the rate of open 

unemployment.  

The equation used 

 Y = a + bX1 + cX2 + dX3 +e 

Dimana: 

a : constants 

GDP 

Minimum wage 

Population 

Open unemployment 
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b : GDP coef 

c : Minimum wages coef 

d : Populasi coef 

X1 : GDP variable 

X2 : Minimum Wages variable 

X3 : population variable 

e : error term 

 

3.2  Panel Data Analysis 

This study uses panel analysis of data as a means of data processing using Eviews program 8. 

In the analysis of the data panel model is known, two kinds of approaches that consist of a 

fixed effects approach (fixed effect), and the approach of random effects (random effect). 

Both the approach taken in the analysis of panel data can be explained as follows:  

  Fixed effect model  

One of the difficulties of data panel procedure is that the assumptions consistent intercept and 

slope difficult fulfilled. To overcome this problem, which is done in the data panel is to 

include a dummy variable (dummy variable) to allow for the difference parameter values vary 

both across units (cross section) and between time (time-series). Approach by including a 

dummy variable is known as fixed effects model (fixed effect) or Least Square Dummy 

Variable (lSDV).  

 

 

 Random effect model  

The decision to enter a dummy variable in the fixed effects model (fixed effect) can not be 

denied can lead to consequences (trade off). The addition of these dummies will be able to 

reduce the number of degrees of freedom (degree of freedom), which in turn will reduce the 

efficiency of the estimated parameters. Model panel data there in involves correlations 

between error term due to the changing times because different observation can be overcome 

with the approach of the component model error (the error component model) or also called 

random effects model (random effect).  

 

According to the Judge, there are four key considerations for choosing between using a fixed 

effects approach (fixed effect), and the approach of random effects (random effect) in the data 

panel:  

1.  If the number of time-series (T) while the number of large cross-section (N) is small, then 

the results of the fixed effect and random effect is not much different so it can be chosen 

approach is easier to calculate which is the fixed effect model (FEM). 

2. If N large and small T, the estimation results of both approaches will differ greatly. So, if 

we believe that the cross-section unit we choose in the study drawn at random (random), 

the random effect should be used. Conversely, if we believe that the cross-section unit we 

choose in the study were not taken at random then we must use the fixed effect.   

 

4. RESULT AND DISCUSSIONS 

 

4.1  Classical assumption test 

Classical assumption needs to be done because the regression model should pay attention to 

the existence of irregularities on the classical assumption, because in fact if classical 

assumptions are not met then the variables that explain would be inefficient.  

1. Autocorellation test (Durbin Watson test) 

Durbin Watson statistic test used to detect problems autocorrelation in a regression model.  

 

 0 dL dU 4 4-dL 4-dU 
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          Source: Gujarati, N, D,  

                         Basic Econommoetric. 

 

DW stat on the calculation result is 1,873.  That is located in the free area autocorrelation. So 

it concluded there was no problem autocorrelation in the data used.  

 

 

 

 

 

 

 

 

 

2. Heteroscedasticity test 

Heteroscedasticity test is used to test whether the regression model occurs or there is 

inequality variance of the residuals of an observation to observation else.  

 
 

3. Multikolinearity test 

Multikolinearitas test is used to test whether the regression model found a correlation between 

the independent variables. In this study to test whether there multikolinearitas seen from the 

comparison between the value of the partial regression R2 (auxiliary regression) with major 

regression R. When the R2 value of partial regression (auxiliary regression) larger than the R 

primary regression, it can be concluded that in the equation occurs multikolinearitas. Table 1 

below shows a comparison between the value of the partial regression R (auxiliary regression) 

with major regression R value. 

 

Table 1:  R Auxiliary Regression Effect of GDP, UMR and Population Against 

Unemployment levels in West Java Open year 2010-2013 

 Auxiliary 

Regression 

Main 

Regression 

GDP Population Minimum wage 0.1115 0.7318 

Minimum wage Population GDP 0.1167 0.7318 

Population Minimum wage GDP 0.0056 0.7318 

     

The results above show that the calculation results of auxiliary partial regression R2 is smaller 

than the main regression or major regression. So that it can be concluded that there is no 

problem in the model multikolinearitas.  

1,592 1,758 2,242 2,408 1,873
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4.2  Panel data analysis 

Partial test (t-test) 

This test is used to determine whether the dependent variable individually associated with the 

independent variable. Here are the results obtained from the calculation of the model used and 

can be seen in Table 2 below 

 

 

 

 

 

Table 2 : Results of the t test value of the regression model 
Variable t-stat t-table Result 

GDP 5.3168  

1,98 

Signifikan 

Minimum Wage -2.1106 Signifikan 

Population 12.5240 Signifikan 
Description: df = n-k; k = number of regression coefficients, n = number of observations, α = level  of 

confidence 

Source: Gujarati, N, D, Basic Econometric. 

 

If seen in the table above, then all the coefficients show significant results. This means 

partially, the variable GDP, Minimum wages and the population is able to explain the change 

in the dependent variable (open unemployment).  

 

F test 

F test is used to determine whether the overall regression coefficients are significant in 

determining the dependent variable. 

Tabel 3 
N2 (n-k) N1 (k-1) F statistic F table (α=5%) Hasil 

100 3 90.98556 2,68 Signifikan 

Description: df = n-k; k = number of regression coefficients, n = number of observations, α = level of confidence 

Source: Gujarati, N, D, Basic Econometric. 

 

 

The coefficient of determination test (R
2
) 

In this study calculated the coefficient of determination (R2) which is figures that show the 

magnitude of the variation ability / deployment of variables. The independent variable to 

explain the spread of the dependent variable for the purpose of assuring the truth of these 

functions. From research obtained coefficient of determination for this function where the 

dependent variable of 73.18% can be explained jointly by the input variables. The remaining 

portion of 26.82% is explained by variables outside the model used.  

 

Research result 

From the results of tests and calculations obtained by the following equation econometric: 

Y = a + bX1 + cX2 + dX3 + e 

 

Y = -1.3933 + 0.2464X1 – 0.1780X2 + 0.7665X3 + e 

  (1.248594)  (0.046347)  (0.061205)  (0.084346)   

 

Interpretation of the independent variable 

 The influence og GDP on the level of unemployment 
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GDP variable has a coefficient of 0.2464. This means indicates a change of 1% GDP will 

increase open unemployment rate of 0.24%. The proportional relationship because due to the 

nature of the relationship GDP is positive proportional to the rate of open unemployment.  

 

 

 

 The influence of UMR on the level of unemployment 

UMR has a value to a variable coefficient of -0.17. This means UMR shows changes of 1% 

would lower the open unemployment rate amounted to 0.17%. The relationship is inversely 

proportional since due to the nature of the relationship UMR negative towards the open 

unemployment rate.  

 The influence of population on the open unemployment rate 

A population variable has coefficient value of 0.7665. This means showing population change 

by 1% would increase the open unemployment rate of 0.76%. The proportional relationship 

because due to the nature of the population is a positive relationship towards the open 

unemployment rate.  

 

5. CONCLUSION 

 

This study is intended to look at the effect of GDP, UMR and the population against the open 

unemployment rate in West Java in 2010-2013. Based on the results of data analysis has been 

done, it can be concluded as follows: 

1. The result of the coefficient of determination (R
2
) was obtained 0.7318. This value 

means that the model is fairly well established that 73.18% of the variation 

unemployment level open the dependent variable can be explained very well by all three 

independent factors, namely GDP, UMR and Population. The remaining portion of 

26.82% is explained by variables outside the model used. GDP variable has a positive 

and significant impact on the level of unemployment. This is because the increase in 

GDP is an indicator of economic growth that is not in line with the increase in production 

capacity will cause the number of unemployed continues to rise. UMR variable has a 

negative and significant effect on the level of unemployment. This can be assumed to be 

an excess supply of labor supply and labor demand in the formal sector into decline when 

the minimum wage increases so that the excess supply of labor to migrate to the informal 

sector. Variable population has a positive and significant influence. It is caused due to the 

higher population in West Java will cause a higher rate of open unemployment.  
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lnpdrb lnpopulasi lnUMR InTPT 

a 2010 16.89441883 14.97066038 13.50762578 11.93882045 

a 2011 16.95214486 15.11651769 14.01747133 11.88562631 

a 2012 17.01186364 14.98972958 14.10693537 12.06436506 

a 2013 17.0841843 15.04089499 14.36679056 11.97347202 

b 2010 15.89996725 14.22780827 13.91555949 11.26716558 

b 2011 15.95587491 14.43294178 14.02819238 11.03275836 

b 2012 16.01453906 14.24560454 14.14940734 11.09067527 

b 2013 16.08685972 14.29453277 14.36851943 11.05510334 

c 2010 17.82265112 14.78232367 13.971637 11.64042998 

c 2011 20.1859816 14.60952292 14.21553824 11.72017538 

c 2012 17.9437377 14.80044301 14.50965724 11.44437892 

c 2013 18.01605836 14.9148266 14.71055518 11.49192652 

d 2010 17.29756416 15.37826181 13.8708639 12.23092134 

d 2011 17.35723625 15.41825029 14.05399188 12.31330241 

d 2012 17.41366474 15.39605752 14.50965724 12.20080379 

d 2013 17.4859854 15.44705609 14.62298592 12.11246502 

e 2010 15.82101717 14.35799763 13.45857129 10.57075266 

e 2011 15.87080835 14.38061753 13.58452383 11.05122328 

e 2012 15.9195502 14.26020984 13.65777429 10.63983789 

e 2013 15.99187086 14.13239652 13.85562318 10.71303904 

f 2010 15.9317521 14.59082787 13.51912404 11.56330484 

f 2011 15.97808721 14.78321506 13.68369198 11.48760766 

f 2012 16.02759802 14.60862388 13.78505135 11.64523361 

f 2013 16.09991868 14.62657632 14.22097567 11.88815127 

g 2010 15.91111146 14.54070955 13.62313867 11.62095442 

g 2011 15.96019264 14.68620207 13.77119288 11.44962351 

g 2012 16.00715616 14.55949961 13.89367458 11.8888519 

g 2013 16.07947682 14.64540427 14.00840107 11.80225368 

h 2010 16.22548055 14.69392745 13.5670492 11.15261535 

h 2011 16.27881105 14.81119862 13.68767719 11.38931046 

h 2012 16.31731874 14.71049062 13.77988338 11.06371221 

h 2013 16.3896394 14.74194289 13.89709054 11.31107852 

i 2010 16.47970375 14.32444399 13.65785625 11.36568916 

i 2011 16.52712938 14.50941745 13.81036132 11.27743095 

i 2012 16.57649869 14.3423729 13.93329359 11.02758888 

i 2013 16.64881935 14.34081703 14.0594915 11.24505909 

j 2010 16.88890645 14.57059491 13.92077107 11.85895899 

j 2011 16.96017969 14.59957556 14.05391861 11.49699931 

j 2012 17.04786068 14.58839086 14.50865774 11.66448708 

j 2013 17.12018134 14.61543959 14.71055722 11.47818908 

k 2010 15.19353809 13.93095842 13.45883561 10.48170076 

k 2011 15.24639628 14.05384612 13.59859756 10.6491323 

k 2012 15.29256978 13.86827662 13.68197917 10.45184015 

k 2013 15.36489045 13.94513345 13.81750856 10.59197389 

l 2010 15.3034326 13.96971809 13.48700649 10.41199048 
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l 2011 15.34910447 14.03339149 13.59236701 10.63207427 

l 2012 15.39559463 13.98729092 13.65299163 10.59805872 

l 2013 15.46791529 13.98168071 13.81551056 10.68352319 

m 2010 15.79577796 14.57059491 13.69897674 10.5065459 

m 2011 15.85783041 13.74127289 13.86191693 10.48170076 

m 2012 15.91899804 13.67374882 14.3421113 10.5546141 

m 2013 15.9913187 13.70825937 14.5574479 10.53470614 

n 2010 15.80848476 14.20585052 13.52301693 10.98634302 

n 2011 15.85686309 14.29737359 13.66759043 11.04221759 

n 2012 15.90111358 14.21526875 14.01436142 11.00786652 

n 2013 15.97343424 14.22735925 14.2716428 10.85907592 

o 2010 15.97211382 14.66626344 13.41726929 11.4530693 

o 2011 16.01195961 14.76158919 13.69334292 11.48075345 

o 2012 16.05443909 15.29334664 13.9986651 11.54677602 

o 2013 16.12675975 14.69448024 14.26398535 11.60291241 

p 2010 15.53983648 13.96892154 13.66698039 10.63224316 

p 2011 15.58691306 13.98456702 13.82298257 10.5955091 

p 2012 15.63270822 13.92278344 14.13882518 10.57403119 

p 2013 15.70502888 14.08374066 14.2716428 10.40843594 

q 2010 15.52334044 14.33164845 13.45857129 11.06479291 

q 2011 15.56560549 14.36845212 13.75999785 11.02195149 

q 2012 15.6416072 14.34952308 13.84991198 10.64002942 

q 2013 15.71392786 14.36825191 14.06184628 10.89340042 

r 2010 17.27174149 14.68884076 13.87425105 11.78564363 

r 2011 17.35541515 14.74635448 14.05580617 11.88562631 

r 2012 17.44140546 14.70663691 14.24645041 11.58559955 

r 2013 17.51372612 14.72537146 14.50865774 11.77568965 

s 2010 13.5276258 12.12834351 13.44415698 8.351846739 

s 2011 13.57973506 12.16994275 13.5670492 8.616133139 

s 2012 13.63096493 12.09123402 13.76421726 8.530504205 

s 2013 13.70328559 12.95414826 13.84020317 8.62389281 

t 2010 16.55480797 14.6634672 13.9596109 11.72046795 

t 2011 16.62319732 14.55687869 14.16775209 11.66384235 

t 2012 16.68943677 14.68126308 14.5574479 11.4475973 

t 2013 16.76175743 14.76825626 14.7083091 11.62358989 

u 2010 15.38108728 13.76323362 13.9596109 11.18462971 

u 2011 15.44111371 13.68676427 13.97609762 10.71408438 

u 2012 15.5003546 13.78236527 14.50965724 10.58195247 

u 2013 15.57267526 13.82844455 14.67092539 10.68866682 

v 2010 15.68874448 13.20150168 13.91743879 10.42353057 

v 2011 15.74285252 13.31578807 14.01799579 10.16569796 

v 2012 15.793941 13.21929769 14.10693537 9.959347902 

v 2013 15.86626166 13.25512873 14.36679056 10.3041411 

w 2010 15.47314093 12.59731712 13.64115717 9.617271072 

w 2011 17.83333301 12.7058444 13.79530785 9.566615236 

w 2012 15.58489643 12.61722488 13.89478374 9.720525791 
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w 2013 15.65721709 12.62581206 14.01967514 9.458059456 

x 2010 15.69028155 14.36741958 13.96134101 11.08324963 

x 2011 15.7540368 14.39387127 14.16953991 11.36659248 

x 2012 15.823142 14.38636976 14.52944028 11.26560448 

x 2013 15.89546267 14.48956768 14.68972851 9.608310798 

y 2010 14.46821432 12.61124771 13.65299163 9.731571668 

y 2011 14.52942559 12.7092632 13.69897674 9.507551895 

y 2012 14.5809277 12.62492771 13.86430072 9.57366317 

y 2013 14.65324836 12.65018779 14.11561515 9.608310798 

z 2010 15.17101653 13.36047278 13.56061831 10.05195066 

z 2011 15.22753163 13.60294338 13.76421726 10.14741364 

z 2012 15.23906048 13.37990681 13.85952744 9.940253332 

z 2013 15.31138114 13.40253129 14.02819965 9.912149926 

Source: data processed 
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Abstract 

The past two years has seen a noticeable shift in Indonesia with many starting to shop online from 

fashion to electronics, where Indonesian digital consumers enjoy online shopping along with the growth of 

connected device ownership. The existence of a free market in world trade makes the competition of promotion 

more exciting, so, in order to exist in fierce fashion market competition, online shop need to discover the 

differentiation that is not did by another company, provide value added of the product, and manage their 

business through promotional and marketing strategies in order to reach a wider market, overcoming challenges 

in the level of trust and create new programs and procedures to meet any demand in order to maintain customer 

satisfaction. Since Outfides still a new online business that has been running for almost a year, marketing 

activity undertaken by Outfides still not well organized, lack of development, and also does not meet the Break 

Even Point yet. 

Optimizing the digital marketing strategy is very necessary and useful for Outfides to achieve the 

company goals. From the root cause analysis that categorized based on 4-Ps (Product, Placement, Price, 

Promotion) Marketing Mix supported with OASIS that based on scanning the situational analysis both internal 

and external using 5C analysis including: Porter’s 5 Forces, PEST, and SWOT, STP analysis, and current 

digital marketing analysis. Methodology that implemented in this final project is observation using purposive 

sampling, which from 12 websites there are 4 of them that fit all the criteria. The main goals of the observation 

is to find some input for further development of Outfides website as their main channel of digital marketing. 

Final result of this final project is a set of recommendation strategy that should be implemented by 

Outfides to achieve company goals and objectives. The recommendation is a plan to optimize the digital 

marketing which consist of web marketing, website layout design and customization system development. The 

business implementation timeline that consist of the entire plan to optimize the digital marketing, marketing Mix 

and OASIS strategy are expected to be execute for the next 6 months, which started in October 2015. 

 

Keywords: Digital Marketing Strategy, Web Marketing, Customization, Fashion Business, Start-up 

 

mailto:dewintha@sbm-itb.ac.id


 

 211 

1. Introduction 
The fashion industry is a product of the 

modern age. The fashion industry inarguably 

accounts for a significant share of world 

economic output. In Indonesia, the fashion 

industry's contributions are IDR 181 trillion of 

IDR 642 trillion the total 15 sectors of the 

creative economy, or about 2%. Fashion 

sector is growing rapidly; its growth in the last 

year was 6.4%, higher than the national 

growth of 5.7%. Then, with the growing 

middle class groups, today, more and more 

people in Indonesia are willing to pay a little 

more for fashion products are designed 

better, even for a local brand.  

 

Nowadays, more and more brands are 

moving to the world of online shopping. At 

the overview of the fashion industry in 2013, 

it’s more online today then it was in 2008; 

there are more people today buying clothing 

online then ever before. More people today 

are spending more cash online then in real 

retail stores. The great thing about online 

shopping is people can do shop anywhere 

and anytime when the Internet is available. 

 

The past two years has seen a noticeable shift 

in Indonesia with many people starting to 

shop online, for everything from fashion to 

electronics. Online shopping is a growing 

trend in the region, with 63% of survey 

respondents reporting that they shop online 

at least occasionally. The key drivers of online 

shopping growth are mainly Internet 

penetration, income level and cultural 

factors. As shown in Figure 1, according to 

data from APJII that Internet users in 

Indonesia, many of whom have an experience 

in online shopping where Central Java make a 

online purchases at most (79%), followed by 

Yogyakarta (33%), Jakarta (23%) and West 

Java (26%). 

 

Figure 1. Proportions of the Users Who Have an 

Experience in Online Shopping (Source: APJII, 2012) 

 

And with the increase in online shopping 

which is supported by a growing middle-class 

society who is very responsive to innovation in 

products. Many people are increasingly 

seeking comfort and exclusivity with the 

increase of their economic the ability. Buying 

mass-produced clothing is often brought 

dissatisfaction to some people because it does 

not comply with their desire to be different 

and exclusive. Associated with that, 

companies need to determine differentiation 

that is not owned by another company, either 

by providing custom products, in accordance 

with the wishes and preferences of 

consumers. 

 

Since Outfides is still a new online business that 
has been running for almost a year, marketing 
activities for Outfides is still not well organized 
and lack of development, and also did not 
meet its Break Even Point (BEP) yet. It is not 
because none of the customers come into and 
do purchase of Outfides product, but more 
because Outfides still could not reach the daily 
maximum capacity and revenue. 

 
The existence of a free market in world trade 

makes the competition of promotion more 
exciting, because of the type of products that 
each company offered. So, to be able exist in 
fierce market competition, especially in the 
world of fashion, the online shop must be 
think extra, discover the differentiation that is 
not did by another company, and provide 
value added of a product according to 
customer’s wants but in an efficient manner 
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to survive and win in this competition. Beside 
of that, the online shop need to manage their 
business through promotional marketing 
strategies in order to increase their products 
and reach a wider market, also how the online 
shop is able to overcome the challenges in 
level of trust that must be build, create new 
programs and procedures to meet any 
demand in order to maintain customer 
satisfaction of company’s services.  

 
Optimizing the digital marketing strategy are very 

necessary and useful for Outfides to achieve 
the company goals, especially to achieve and 
implement the market-of-one-perspective 
through customization on website to 
differentiate the product from competitor. 
Scanning the situational analysis both internal 
and external are needed in this process, so the 
author would know more detail of the current 
situation and condition of Outfides and could 
formulate the right strategy into it. 

 
2. Business Issue Exploration 

A. Conceptual Framework 

Outfides needs to optimize their current 

digital marketing strategy to differentiate the 

product from competitor in this fashion 

industry, especially who doing their business 

online. This study will be supported by 

literature study, internal data usage, 

company’s document, and observation in the 

field. The conceptual framework as shown 

below (Figure 2) used to give a brief how this 

research work flows. 

 

 

 

Figure 2. Conceptual Framework 

B. Situation Analysis (5Cs) 
1. Customer 

Outfides main segments are women with 

an average age of 18 - 26 years old, most of 

them expend more than IDR 300,000 for 

clothes or come from middle-up class in 

social and economic status, a college 

student and a newcomer in the office, 

youthful and dynamic, familiar with online 

shopping or they understand how to buy 

clothes online, aware of the latest fashion 

trends, and they tend to choose limited 

and good quality product but still at an 

affordable price.   

 

Young people drive the market and always 

an opportunity to attract this segment, 

who have a casual dress sense, who shun 
stereotypes and who want to feel good in 

whatever they are wearing. Therefore, in 

order to search the required information, 

doing survey, and decision-making; the 

direct personal approach used to see 

clearly what is desired and needed by this 

segment, which can be done through 

digital media that has very close with the 

young people and the social media that 

accessed daily by them.  

 
2. Competitor 
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From the author’s survey result, there are 

four stores located and based in Bandung 

that could be the most potential 

competitors for Outfides that compete to 

provide the same benefit and same 

customer resources. 

- Has its own web store: All Day Long 
(http://itsalldaylong.com) and Miroir 

(http://miroirstore.com) 
- Do not have their own web store: 

NOZEIL and Its ORCA Indonesia 
 

In addition, Porter’s 5 Forces Analysis (Hill and 
Jones, 2009) also used to anticipate future 
moves, predict expected reaction to 
company moves and analyse further about 
competition in this fashion business.  
- Threat of new entrants may be 

considered as high, because clothing 
included in the basic human needs. For 
that reason, fashion business get upper 
ranks to gain a business advantage that 
people are trying to take these 
opportunities.  

- Moreover, Outfides is facing a high 
threat of substitution since it is a 
clothing line, which sell ready-to-wear 
product in small scale and create their 
own design based on knowledge of 
current market trends.  

- The bargaining power of customers 
also relatively high, because there are 
so many clothing lines that sell ready-
to-wear product, which can be freely 
chosen by the customer.  

- The bargaining power of suppliers is 
categorized as low, because there are a 
lot of suppliers of fabric and textile 
that offer similar product and similar 
quality at competitive price, both local 
sellers and importer.  

- Competitive rivalry within an industry 
is relatively high for Outfides, because 
competitors of Outfides itself as 
already mentioned above both has 
own web store and not has yet. They 
all must be have the competitive 
advantages which provide the same 
benefit, same customer resources, and 
can be customer’s consideration to 
choose. 

 

3. Collaborators 
Increased competition is occurred between 

networks, rather than individual 

organizations. So as in order to meet and 

fulfil customer needs and also give a good 

quality product, Outfides consider and try 

to strengthen relationship with business 

partners and resources such as tailors, 

vendors, suppliers, web hosting, and web 

designer.   

 
4. Context 

This analysis is to understand the dynamics 

of the market place and what they imply 

for the decision at hand that is contained in 

the PEST Analysis. 

- Political 
As a clothing line, do the business online 

and of course a player in fashion 
industry in Indonesia, Outfides is also 
an object that is regulated in Act No. 7 
of 2014 on Trade (Undang-Undang 
Nomor 7 Tahun 2014 tentang 
Perdagangan). Government Regulation 
No. 82 Year 2012 on the 
Implementation of the System and 
Electronic Transactions (Peraturan 
Pemerintah Nomor 82 Tahun 2012 
tentang Penyelenggaraan Sistem dan 
Transaksi Elektronik) and Director 
General of Tax Regulation No. PER-32 / 
PJ / 2010 on the Implementation of 
Article 25 Imposition of Income Tax for 
Individual Tax Payer Certain 
businessmen (Peraturan Dirjen Pajak 
No PER-32/PJ/2010 tentang 
Pelaksanaan Pengenaan PPh Pasal 25 
bagi Wajib Pajak Orang Pribadi 
Pengusaha Tertentu (WP OPPT)).  

- Economic 
Bandung as a center for the creative 

industries and SMEs will certainly give 
a real picture of the economic activity 
of its citizens. And as a location for 
home base of Outfides product, it 
cannot be denied if Bandung now 
become one of the areas that have the 

http://itsalldaylong.com/
http://miroirstore.com/
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bright potential for the fashion 
industry in the future.  

 
The fashion industry has a great 

opportunity in the future in Indonesia 
and will continue to grow and develop, 
it can be seen from Figure 3 that the 
fashion industry especially ready-to-
wear provide the largest contribution 
to GDP Indonesia (55.5%).  

 
   Figure 3. Fashion Sector Contributions to GDP (Source: 

Ministry of Trade, 2015) 

 
- Social/Cultural 

Bandung noted as the most populated area 
in West Java. Bandung population 
density reaches 14.847 persons per 
square kilometer. According to the 
Badan Pusat Statistik (BPS) of Bandung 
report 2012, total population reached 
2.483.977 persons that consist of 
1.260.565 men and 1.223.412 women. 
The number of households in Bandung 
is 661.194 households with an average 
of 4 persons each household and from 
National Labor Force Survey is known 
that Labor Force Participation Rate in 
Bandung in 2013 was 63.61%, while 
Unemployment Rate (TPT) was 10.98%. 
Bandung has a majority of the 
population is at productive age who 
showed that human resources in 
Bandung is so high, which mostly of 
them work in the trade sector and then 
followed by the services and industry 
sector. 

 
- Technological 

Outfides still categorized as a small player, 
which is also included as a player of 

SMEs, so in terms of the production 
process to distribution of the product 
until reached by the consumer; 
Outfides has not used any 
sophisticated and advanced 
technology. In running the business, 
such as in doing the production 
process in convection, Outfides still use 
conventional pattern machine, 
conventional material cutting 
machines and conventional sewing 
machine. So far no sophisticated tool 
or machine used by Outfides in its 
production process like, labeling 
process is also done manually.  

 
- In sales and distribution process, 

Outfides do it online so that 
automatically uses Internet 
technologies such as uses of social 
media and website. However, Outfides 
has not been used the Internet 
technology at the advanced level. 
Therefore, it is necessary to do further 
development of website which is the 
main channel of Outfides in order to 
achieve and implement the market-of-
one-perspective through customization 
on website to differentiate their 
product from competitors. 

5. Company 
The following is an internal analysis of 

Outfides consisting of organizational goals, 

strategies, and capabilities aimed to 

evaluate the strength of Outfides current 

business model and to identify the areas 

that need to be repaired and / or changes. 

Some of organizational goals to be 

achieved by Outfides, that are: has a loyal 

customer, have a successful and top of 

minds online fashion brand, being a 

sustainable business that shown from a 

good financial performance, become a 

leader in fashion industry especially in 

young women segment and continuously 

grow and innovating.  

 

After the elaboration of organizational 

goals and strategies undertaken by 

Outfides, here are Outfides capabilities and 

Ready to 
wear 

(fashion), 
55.5% 

Shoes, 
29.4% 

Jewelery, 
15.34% 
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shortcomings. Table 1 show the summary 

of Outfides’ SWOT analysis based on 

company’s current competencies.  

 

      Table 1. Oufides SWOT  

 

 

 

C. Segmentation, Targeting, Positioning 
- Segmentation 

According to Kotler (2003), segmentation 
could be done by looking for consumer 
characteristic based on its geographic, 
demographic and psychographic, as 
follows (see Table 2). 

     
  Table 2. Oufides Segmentation 

- Targeting 
Outfides using concentrated marketing for 

its market and business targeting, 

which also referred to as niche 
marketing that involves going after a 
larger share of one or a few segments. 

By using this marketing strategy, the 

company can market more effectively 
due to a strong position and great 
knowledge of the customers’ needs 
within each segment. Although 
concentrated marketing can be highly 
profitable it also involves a high risk 
due to the fact that the company rely 
on one or a few segments for their 

Strenghts: 

1. Own design 

2. Premium quality 

3. On-trend 

fashion with 

affordable price 

4. Limited items in 

every season, 

not restock the 

same items 

Opportunities: 

1. High demand of young 

women clothing 

2. Fashion is always 

evolving, especially 

young women segment 

3. Doing business online 

so attractive because 

the manufacturing 

process is fast and 

relatively little capital 

needed 

Weaknesses: 

1. New entrants in 

fashion industry 

2. Low brand 

awareness 

3. Lack of product 

uniqueness 

4. Produced on a 

small scale  

Threats: 

1. Competitor in same 

industry  

2. Temporary supplier of 

fabrics and tailor 

3. Low customer loyalty 

Outfides Segmentation 

Geographic Bandung as home-base 

  

Java Island  

Around Indonesia area 

  Major cities or urban area 

  

Metropolitan and semi 

metropolitan 

  High density population  

Demographic Female 

  

Young urban women 

18 – 26 years old 

College student and 

newcomer in office 

Expend more than IDR 

300,000 for clothes 

Middle-up class 

Psychographic Youthful and dynamic 

  

Familiar with online 

shopping 

  

Aware of the latest fashion 

trends 

  

Have a casual dress sense 

Tend to choose limited and 

good quality product but 

still at an affordable price 
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whole business and will suffer greatly if 
the segment turns sour (Armstrong 
and Kotler, 2005). As mentioned 
above, Outfides has chosen to be focus 
and serve the customer on certain 
group, which is for the group of young 
urban women and only in middle-up 
class. By using this strategy, Outfides 
can be highly profitable because the 
company can reduce the production 
cost, and also marketing and 
distributions cost. 

 
- Positioning 

Positioning is concerned with how the 
customers perceive the products and 
how the customers define it in order to 
maximize the potential benefit to the 
company, where the result is a 
persuasive reason why the target 
market should buy the product or 
products (Kotler and Keller, 2009); 
then Dibb and Simkin (1996) stated 
that a successful positioning occurs 
when the target customers find that 
the product or brand satisfies their 
expectations and desires. To determine 
how customers perceive the Outfides’ 
product compared with other 
products, the author uses perceptual 
mapping. 

 

 

 

 
Figure 4. Outfides Perceptual Mapping  

 
 

The previous Figure 4 show Outfides’ 

positioning compared to other company 

and competitor based on the 

perceptions of customers and with 

these perceptual mapping, Outfides can 

find out how customers and potential 

customers view the brand. This 

information can also help Outfides to 

identify the image and reaction of 

brand, product, service and Outfides 

other offering from the customer, so 

the company can make a decision to 

formulate and build an effective and 

competitive new marketing strategy. 

 
D. Current Digital Marketing 
The following digital marketing that has been 

done and used by Outfides for the last years 

to market and promote their products, are 

Outfides own website, Instagram and Twitter 

account. 

- Website 
 Outfides choose and use website as a main 

channel of marketing, promotion and 
distribution in order to achieve and 
implement the market-of-one-perspective 
through customization on website to 
differentiate the product from 
competitors. So, all kind of Outfides sales 
processes are done in their website. 
Customer can see all new collection, last 
season collection, choose and select the 
product, and do a purchase in one channel. 

 
- Social Media 

Outfides also use the social media as one of its 
digital channels to promote and sell their 
products. As for social media are selected 
and used actively by Outfides are 
Instagram and Twitter.  

 
Outfides using Instagram to enhance their 

product promotion and sales. With the 
large number of users in Indonesia, 
company can use Instagram as a channel to 
selling the product. In using Instagram, the 
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company just only has to make a great and 
also very cool product photo and sell them 
without having to pay the cost of 
marketing. If talking about the number of 
users, Instagram may be more superior to 
Twitter. However, about the popularity 
Twitter was still superior to that photo-
sharing site which is also a member of 
Facebook family. Therefore, Outfides also 
use Twitter as a one of the digital channel 
to promote and sell their products. 

 

E. Methodology and Analysis 
Broadly, this research aims to optimize the 

digital marketing primarily in order to 

maximizing the use of the website in Outfides 

daily business activities. While to know more 

deeply the development of what is needed for 

managing the website, the observation 

method is selected and used in this research 

to analyse the problem, find some input for 

further development and formulate the right 

strategy. 

 

The object of observation used in this 

research is a company engaged in fashion 

industry that has a website. This research 

using purposive sampling, thus, samples or 

objects that do not meet the criteria as 

described in the following will be excluded 

from this research. The criteria were:  

 

- Engaged in the fashion industry, 
particularly clothing for women 

- Selling similar products with Outfides 
products 

- Has a website 
- Website is the main channel of digital 

marketing and sales 
- Making sales through their own 

website, and 
- Can make an order directly on the 

website 
 

After observing several specific objects 

described previously, the author found at 

least 12 websites as an examples which 

accordance with these criteria and there are 4 

of them that fit all the criteria. Then, after 

observed all the sample, seeing the overall 

look, design and content of the website, all of 

them did not do a customization system, and 

the following are the strength and weakness 

of The Hallyu, STYLENANDA, COTTONINK, and 

The Stylish by Sallyns. 

 

 

 

 

 

 

 

Strengths 

1. Provide membership benefit 
2. Offers EMS as worldwide shipping service to the 

fastest and safest international delivery service 
3. Provide bulletin board in form of reviews of product 

purchased 
4. Customer can make payments using credit card, 

debit card and PayPal 

Weaknesses 

1. Too many pictures in one page 
2. The pages is too long because each picture shown is 

too big 
3. Cannot zoom-in to see more detail of product 

selected (material textures, clothing accessories 
such as buttons, lace and stitching) 

4. Not introduce and provide information about their 
latest product or collections in their homepage 
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Table 3a. TheHallyu Website Strengths & 

Weaknesses 

 

Table 3b. STYLENANDA Website Strengths & 

Weaknesses 

 

Table 3c.  COTTONINK Website Strengths & 

Weaknesses 

Table 3d. The Stylish by Sallyns Website Strengths 

& Weaknesses 

 

 

F. Root Cause Analysis 
To analyse the problems and based on the 

situational analysis explained, the author use 

Fish-Bone Diagram to found some root cause 

of the marketing problem, especially digital 

marketing problem faced by Outfides 

nowadays in order to develop its business. 

The business problems of Outfides could 

appear because of the things that categorized 

by the author based on 4-Ps (Product, 

Placement, Price, and Promotion) Marketing 

Mix as shown below in Figure 5.  

 

 
Figure 5. Fish-Bone Diagram of Outfides 

 
The business problem faced by Outfides as a start-

up online business they were not meet its 
Break Even Point (BEP) yet. It is not because 
none of the customers come into and do 
purchase of Outfides products, but more 

Strengths 

1. Accessible in four languages (English, Japanese, 
Indonesian, French) 

2. Customer service 24/7 
3. Customer can make a wishlist of product they want 
4. Provide worldwide delivery service 
5. The website contains size charts 
6. Provide a slideshow of new arrival product on their 

homepage 

Weaknesses 

1. The product price relatively expensive plus postage 
from Korea 

2. In addition to payment by credit card and PayPal, 
customer can only use Mandiri Clickpay for debit 
card. 

Strengths 

1. Make a theme of each collection 
2. Presents a new arrival products or a new collection 

included with a supporting article on main page 
3. Give a featured looks or product mix and match 

from the stylist 
4. Get informed of the last orders status and can track 

the orders that have been carried out 
5. Cooperating with several companies, so the 

customer can get some discounts when purchase 
directly on website 

Weaknesses 

1. Not yet provide free shipping to all over Indonesia 
area 

2. Unresponsive customer service, does not provide 
24/7 customer support or shopping assistance 
service 

Strengths 

1. Get informed of that product status, that are 
available or already sold out  

2. Could see the details of products from the 
collection page, customer do not need to click or 
go to product selection page to see the details. 

3. Do restock on high demand product 

Weaknesses 

1. Do not serve a purchase from overseas, only 
serve domestic purchases (Indonesia area only) 

2. Do not serve a payment using a credit card 
3. Do not have online customer service yet 
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because some root causes in 4-Ps, such as: 
1. Product  

- Produced on small scale 
- Lack of product uniqueness 

2.  Placement 

- Lack of channel development 
- Challenges in the level of trust 
- Low customer loyalty 

3. Price 

- High production cost 
- Price war among competitors 

4. Promotion 
- Marketing activities were not  
- High competition in promotion 
- Low brand awareness 

 
3. Business Solution 

A. Product 

 

Figure 6. 4-Ps: Product Solutions 

 

As seen above in Figure 6, there are solutions for 
product problems faced by Outfides. A 
problem faced by start-up and small business 
is not other that their production is still on a 
small scale, so often it inhibits the 
development of the company to achieve their 
Break Even Point (BEP) and face the 
competition in this fashion industry. To solve 
this problem, that Outfides should do is 
increasing the flexibility of its production 
which in addition to their regular and fixed 
production, the production also conducted by 
special order or custom orders from 
customers. Flexibility in production through a 
custom system or produced by orders also 
give an answers to customer dissatisfaction of 
the products that are not in accordance with 
their wants. And of course support the desire 
of customers who want to be different and 

exclusive, because now many people are 
increasingly seeking comfort and exclusivity 
with the increase of their economic ability. 

 
Lack of uniqueness in their product is also faced by 

Outfides. With increasingly fierce competition 
and encounter with many similar products on 
the market, so the company needs an idea of 
creating a different new product that provides 
added value to the customers and employ a 
designer. During this time, product design 
done by the owner based on the market 
survey, unify existing trend and reworks them 
into comfortable and easy to wear garments 
as Outfides collection. Typically, because of 
those limitations, the designs of Outfides 
product become similar to the products 
currently on the market. It necessary for 
company to focus and determine the products 
featuring the uniqueness and create a product 
that is different from the other by providing 
added-value to the customer where the 
customer can modify and customize the 
Outfides products in accordance with their 
needs and desires. In addition, Outfides need 
to hire a designer who is working to develop 
the product design in accordance with the 
company’s character. It is also intended to 
achieve different and unique products as well 
as increase efficiency in production. 

 

B. Placement 

 

Figure 7. 4-Ps: Placement Solutions 

 

As an online fashion company, Outfides use the 
website as their online stores and main 
channel or the media to conduct marketing 
activities, display the catalog and products as 
well as a sales process including orders and 
distribution. But as a start-up business, the 
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layout design and appearance and the content 
of Outfides website is still very simple, 
standard and straightforward so that 
necessary for further development, as 
redesign the website to be more professional 
to give the business a greater confidence. As 
for the development to be carried out by 
Outfides is to make the website which able to 
respond the customer’s desires, needs and 
different preferences. Those website 
development is to achieve the market-of-one-
perspective, that allow the customization 
system of products to suit the need and 
preferences of each customer efficiently. 

 
To solve the problem about trust and security in 

Outfides online store is by boosting 
customer’s trust to transact with the 
company, such as by providing guarantees to 
customers. This program is given in the form 
of money guarantees, return and exchange 
products if the product received did not match 
their expectations or in accordance with the 
terms and conditions of money guarantees, 
return and exchange policy. Another way to 
solve customer’s trust problem by offers a 
good quality product, which Outfides must 
ensure their product using a great material for 
the whole collections. In addition, because of 
the customer cannot see and hold the product 
directly, then via the website, Outfides must 
display the products they offer in detail and 
clearly.  

 
Other issue is low customer loyalty. Because its 

only an online store, the intensity of customer 
to surf the website for a long time is still very 
difficult to achieve, which affect to the 
purchase they made. One way to increase 
customer loyalty is by binding the consumers 
with Customer Relationship Management 
(CRM) intensely. Through CRM, consumers 
can feel treated special by the brand owners, 
if consumers feel more valued, then the 
consumer will feel closer emotionally to the 
brand or product of company. The CRM that 
Outfides can do including: provide a 
convenient communication between the 
company and customers, make the order and 
payment procedure easier, give a timely 
delivery service, and ensure conformity of the 
product that they order with the catalog. 

 

To overcome and maintain the customer loyalty, 
Outfides should use a kind of variety of 
communication channels that make the 
customer can contact the company easily 
through various ways such as email, social 
media, SMS, and instant messenger; always 
respond every inquiry and question of 
customers well and quickly; provide accounts 
of several different banks to enable customers 
to make payments, then immediately confirm 
the payment when received and mention the 
number of delivery receipt; be open to 
criticism and suggestions; and also ask for 
positive testimonials from the satisfied 
customer, so they indirectly disseminate the 
information about Outfides product such as 
the quality of products, about the price, and 
about the services. 
 

C. Price

 
Figure 8. 4-Ps: Price Solutions 

 

The third problem is about price, as a start-up 
business Outfides has to deal with high 
production costs and price war among 
competitors. Because Outfides still producing 
on a small scale, to avoid losses the company 
seek to obtain the revenue that can cover 
almost all production costs. To solve the issue 
about high production cost, the author 
suggests Outfides to increase the product 
perception and customizing the product. 

 
One thing that must be done by Outfides is formed 

and improve customers perception of the 
product through price which image oriented; 
which is product at a high price showed good 
product quality, or in other words the 
company provides a guarantee that high 
prices set to maintain the image of the 
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company. As for how to formed and improve 
customer perception of quality and high prices 
due to high production cost is by doing an 
intensive promotion through media 
publication and advertising in personal 
experience (e.g. testimonials) that will 
eventually lead to a purchase intention. 

 
Then, to solve the high production costs problem is 

by creating a difference with the competitors 
but still remain with the intention of obtaining 
a cheaper cost; so many products over by the 
company all this time should be re-evaluated 
to only produce a product that really give 
more profit to the company and support the 
company’s operational efficiency policies by 
doing the customization of the products. 
Customers can do special orders or 
customization of Outfides products; with this 
strategy, the company can adjust the selling 
price by an order made by the customer and it 
will help to resolve the problem of high 
production cost because the company will 
only produce a product that make profit. So it 
give an advantageous for both parties, which 
is the customers can get the product in 
accordance with their needs and the company 
solve the problem of high production costs 
through trimming product costs by not 
producing a product that is less attractive to 
potential consumers and produce more 
specific or custom orders. 
 

Nowadays, especially in Indonesia where the 
middle-upper society are rising, then 
appeared the challenges of demand and 
desire from consumers for something 
different and exclusive as well as their 
involvement, personal attachment and 
experiences of any products they consume. 
For that, the solution to be done by Outfides is 
to customize product that are intended to 
provide added value and increase the 
uniqueness of its products. With this 
innovation, customer can be able to modify 
and customize the Outfides products in 
accordance with their needs and desires and 
to respond the demand of consumers who 
want to be different and exclusive. It also 
helps Outfides to face the competition among 
large companies who produce the similar 
products massively and sell at a lower price. 

 

Furthermore, to solve the price issue is by creating 
promotion and discount program. The 
programs for example are promotion program 
like buy 1 get 2, reduction sale, discounts, 
bonuses, rebates for the purchase of a certain 
amount, or a gift if someone successfully 
invited other potential customers to buy a 
product. Therefore, Outfides will do these 
programs, which is intended to attract more 
customers; and because the company also 
engaged in online business then the use of the 
Internet will make it easy to compare one 
store to another store, so these programs will 
make Outfides different and more attractive. 
Then since Outfides has competitive and 
affordable price, provide a good quality 
product, these will makes the promotion and 
discount program are easy to be applied. 
 

D. Promotion 

 
Figure 9. 4-Ps: Promotion Solutions 

 
The last problem is about promotion; such as 

Outfides marketing activities were not well 
organized, there are high competition in 
promotion itself and low brand awareness 
issue. To face and solve these problems, the 
author suggests Outfides to hire a employee 
to handle marketing activities; do an 
endorsement and create a promotion 
program that involve the customers to face 
the competition; and also maintain the social 
media and do an above the line marketing to 
increase brand awareness. 

 
During the last year, marketing activities 

undertaken by Outfides not managed properly 
and regularly, in other words is not done 
maximally. Outfides should hire a digital 
media admin to do all activities related to 
website and social media, such as: receiving 
order, communicate with potential customers 
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and followers, respond complain and 
comments, give a tips and update an 
information on a regular basis. 

 
Then, because of many similar products sold 

online, makes competitor getting tougher in 
marketing and promoting their product. 
Building a marketing strategy and brand 
campaign through endorsement can draw 
attention to the product. As for person who is 
chosen to be endorser is someone who give a 
great impact, high appropriateness and 
recognition to the product; a well-known 
person or we can say a celebrity. So, with do 
an endorsement and using it as a promotion 
tools to gain a high brand exposure and 
attention, it will help Outfides to face the high 
competition in promotion because this 
strategy provides a distinct differentiation for 
Outfides.  

 
Beside of that, Outfides requires a good 

promotional strategy that is able to awaken 
the interest of the society and potential 
customer such as: the participation of 
customers in such promotional program and 
activities, so there is a sense of involvement 
and attachment between the customer and 
the company and because sometimes 
consumers expect rewards in the form of 
goods or in other forms. The promotion 
program and activities intended are like photo 
contest, giveaway program, free vouchers and 
so on. By give the customers a voucher or 
clothes to who participate and win in these 
programs; and give a discount if they follow or 
mention Outfides on Instagram and Twitter, it 
will increase customer’s intention of purchase 
and the company also knows what kind of 
promotion that customer interested in. 

 
And the last problem faced by Outfides related to 

promotion is the low brand awareness. So, to 
solve it, Outfides should maintain the social 
media and do an above the line marketing. 
One way to maintain the social media is by 
doing social media management through 
online software like Hootsuite, Buffer, 
SocialOomph, Social Media Rush, and so on; 
using paid ads on Facebook, Youtube Ads, 
Tweet sponsor, and SFS (shoutout for 
shoutout) in Instagram; and also do a 
cooperation with some city account 
information center in Twitter who already 

have thousands followers on their account like 
@infojakarta and @infobdg. As an start-up 
business, Outfides has never spend budget for 
advertising in mass media like radio, TV, 
newspaper, magazines, billboard and so on 
which is a good tool to increase brand 
awareness in society. Outfides first step to 
start trying an above the line activities is 
cooperating with local radios by providing free 
voucher or free gift for the winner in the quiz; 
then make an agreement with local free 
magazines, which are distributed in Jakarta 
and Bandung, it will be great to Outfides first 
step of above the line activites because the 
media space in that media will be more 
cheaper than paid magazine.  
E. OASIS 

The OASIS framework is a 5-step plan to integrate 
Social Media into the daily business. Based on 
the information and analysis before, there is a 
summary of OASIS Framework for Outfides 
that possible to support the root cause 
analysis (Exhibit 1). 

 

4. Implementation Plan 

A. Digital Marketing Optimization 

According to business solution formulation that 
been generated and discussed before, the 
next step is designing an implementation plan 
for Outfides. Considering of Outfides current 
situation and condition, the author would 
suggest a plan to optimize the digital 
marketing strategy. The first step in starting 
digital marketing is through a website, it 
because website the most critical point and a 
place where the sales took place then also has 
a role to representing the brand/product of 
the company. The key points in build a 
website are as follows:  
1. Designing a website for the convenience of 

visitors and potential buyers 
2. Utilizing search engine ads (e.g. Google 

AdWords) 
3. Optimizing a website through SEO 
4. Building brand awareness by using display 

ads or banner (e.g. Google Display 
Network) 

 
Whereas, for social media as the marketing 

support which is intended to improve 
customer trust and brand loyalty of product, 
Outfides should be enhance the use of 
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Instagram and Twitter and coupled with the 
use of other social media, that is Facebook 
through Facebook Page and Facebook Ads. 
Currently, have a Facebook fan page is a 
necessity in the business activity of inbound 
marketing. 

 
 After developing Facebook Page, the next step is 

to make and implement Facebook Ads, which 
is a Facebook's advertising program that 
designed to help companies promote 
products, services or its Facebook fan page 
accordance with the target audience. Via 
Facebook Ads, ads will be more effective 
because it only focused and appear in people 
who have the location, interests, and 
demographic which corresponds to the target; 
information would quickly spread and create 
virality on fellow Facebook users; the target 
can be routed directly to the company’s 
website as their landing page; and in addition, 
the payment system of Facebook Ads are 
based on cost-per-clicks and cost per 
impressions. Figure 4.6 is an illustration of 
Facebook Ads. 

 
The implementation of digital marketing strategy 

optimization suggested and recommended by 
the author to be done first is emphasize on 
the usability, convenience in use, 
effectiveness, and development of the 
website itself, includes web marketing, web 
layout design and customization system 
development of Outfides website. 

 
- Proposed Web Marketing 

The key points of web marketing development are 
as follows, and the summary of Outfides web 
marketing can be seen in Table 4. 
1. Setting goals and specify objectives for the 

website 
2. Rearranging the marketing mix to reach 

the audience and define the target market 
3. Finding and understanding the right 

domain name of the website 
4. Applying the marketing communication 

and branding with logo 
5. Designing and developing content of the 

website, which is should be effective, 
accessible, easy to use, and can attracts 
new visitors then bring them back for more 

6. Maintaining the web presence 
 

 Table 4. Web Marketing Summary 

- Proposed Website Layout Design 

Implementing a market-of-one-perspective 

through customization on website can be 

viewed through the development and 

updating of website design that aims to 

achieve the custom system. According 

Wiraspati (2014) that refers to the study of 

Phan (1998), market of one perspective itself 

is the system that allows the customization 

process on the products and services to be 

adapted to the needs and desires of each 

customer efficiently.  

 

Based on the analysis and observations that 

have been made that generate and provide 

input and key points in the development of 

the website as the main channel digital 

marketing of Outfides, as shown in Exhibit 2 is 

the layout of the proposed design of the new 

website of Outfides that supports optimize 

digital marketing strategies. As for these 

layout aims to improve the efficiency and 

effectiveness of the process of ordering 

products, providing added value and 

convenience for customers through design 

accessible and easy to use. 

Outfides Proposed Web Marketing 

Domain outfides.com  

Goals Branding and generating 

Target 

Market 

Female, young urban women, aged 

18-26, live in Java Island and around 

Indonesia area in major cities or 

urban area with high density 

population, a college student or 

newcomer in office, expend more 

than IDR 300,000 for clothes, a 

middle-up class, youthful and 

dynamic, familiar with online 

shopping, aware of the latest fashion 

trends, have a casual dress sense and 

tend to choose limited and good 

quality product but still at an 

affordable price 
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In Exhibit 2, figure A illustrates the layout design of 
the website as a whole, followed by figure B 
which illustrates Outfides collection, as well as 
figure C and D which illustrates a custom 
order. As can be seen in Figure A, is an 
illustration of the home screen on the 
website, which on this page visitors and 
customers can instantly see the entire new 
collection of Outfides through the slideshows. 
On the left side of the page is a site map of a 
website that consists of: new arrivals, sale, 
outfides store, customize and lookbook. When 
a visitor or customer clicks the “New Arrivals”, 
it will appear a page as in figure B. On this 
page they can see what products are launched 
and produced in the latest collection of 
Outfides along with the price of each product. 
Furthermore, in accordance with the goals 
Outfides to implement market of one 
perspective through customization on their 
website, so when visitors or customers click 
on the "Customize" or click "Customize Yours" 
that shown on the product's photo, then it will 
show a page to make a custom order which 
can be seen in figures C and D. On this 
customization page, customers can make 
changes and able to modify Outfides products 
according to their needs and desires, which is 
expected to provide added value and 
convenience of those customers.  
 

- Customization System Development 
Try to answer the challenges, seize the 

opportunities and realize it, then the author 

suggests Outfides to implement a 

customization system in manufacturing 

process of their products. As for customization 

approach adapted by Outfides for this 

customization system development on their 

website is Customizers Adaptive. According to 

Gilmore and Pine (1997), Customizers 

Adaptive approach is the approach where the 

company offers standard products, but still 

can be adjusted. The products are designed in 

standard form is made in such a way, so that 

the user or customer can still make changes 

personally. 

 

With this approach, customer can do 

adjustment on selected Outfides products to 

be tailored to their tastes. As for the 

adjustments that can be made are: the 

preferences of materials used, the color of the 

fabric, the processing time and size, so that it 

creates comfortability and satisfaction to the 

customer. In addition, through this system 

consumers do not need to adjust it to the 

tailor again or do direct measurement at the 

tailor. Because, through the Outfides website 

which is already developed with this 

customization system, consumers can make 

their own order and measurement online. So, 

there is no longer a problem within location, 

wherever they were, this online system surely 

can make they can do a custom order easily. 

 

As for the illustration and further explanation 

about the layout design of Outfides website 

that have been developed with customization 

system is as follows. The following Figure 10 

shows the proposed website layout of 

Outfides, that is the home screen of the 

website. This home screen look has not much 

changed from the first display; there remains 

a slideshow content of Outfides products. The 

web designer adds a “Customize” menu 

before “Lookbook” menu. “Customize” menu 

created to implement the custom system, 

where the customer can choose a custom 

orders option.  
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Figure 10.  Development of Outfides Website: 

Home  

 

Furthermore, as shown below in Figure 11, 

when a customer clicks on the “New Arrivals” 

menu, then it will show the page of Outfides 

latest collections. The picture below is the 

latest Spring/Summer 2015 collections named 

SEA, with blue shades and using denim fabrics 

or materials for all products in this collection. 

Like the previous collections, this collection 

also consists of: overalls, outerwear, skirts, 

dress, and trousers. In this menu, customers 

can make purchase ordinarily (common) by 

clicking on the desired product to put in the 

shopping cart as a list of items selected or 

purchased. However, with the development 

and implementation of customization, 

customers can also make changes or custom 

orders on the selected product by clicking the 

"Customize Yours". 

 

 

Figure 11.  Development of Outfides Website: 

Collection 

 

 

With an option of custom orders, customers 

can make change and able to modify 

the Outfides products in accordance to their 

needs and desires. The following Figure 12 is 

the display of the website when customers 

click the “Customize” or click "Customize 

Yours" on the products they select. For 

example, when a customer selects the skirt, 

then they want to make changes or ordering 

custom as they want, it will appear as follows. 

On the “Customize” above, customers can 

choose what material is used, the color, the 

processing time, and size, which for size, 

customers can choose the common size as S, 

M, L or they can put their body measurement 

specifically in the box provided, then in the 

last box will come out the final price of the 

additional custom orders they did. 

 

 

Figure 12.  Development of Outfides Website: 

Customization 

 

 

B. Implementation Timeline 
The entire plan to optimize the digital marketing 

strategy, solution of on 4-Ps (Product, 
Placement, Price, Promotion) Marketing Mix 
and OASIS explained would be turn into an 
implementation timeline, which started from 
October 2015 until March 2016 and up. The 
business implementation timeline of Outfides 
will show in Exhibit 3. 
 

5. Conclusion 
From the explanation before, it can be 

concluded that the business issues faced by 

Outfides is about a start-up business that has 

been running for almost a year but did not 

meet its Break Even Point (BEP). After 

scanning the situational analysis both internal 

and external, so the author would know more 

detail of the current situation and condition of 

Outfides then formulate the right strategy as a 

solution, according to the root cause of 
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business problem that faced by Outfides on 

marketing side. The solution is optimize digital 

marketing strategy, through web marketing, 

web layout design and customization system 

development, because Outfides choose and 

use website as their main channel of digital 

marketing, promotion and distribution, where 

all kind of Outfides sales process are done in 

their website. Related to the solution offered, 

the digital marketing strategy optimization 

that has been formulated should be 

implemented in real action plan by 

implementation business timeline. This action 

plan needs to be monitored and maintained 

by Outfides to discover whether it make a 

significant impact to the company in achieving 

goals to solve the problem well. 
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Exhibit 1 

OASIS 

Framework 
Recommendations 

O
B

JE
C

TI
V

ES
 

                                                                                                                                                                                                                                                               

" Your Outfit Ideas! "                                                                               

Corporate Objective:  

1. Has a loyal customer 
2. Have a successful and top of minds online fashion brand  
3. Being a sustainable business that shown from a good financial 

performance  
4. Become a leader in fashion industry especially in young women 

segment  
5. Continuously grow and innovating 

Social Media Objective: 

1. Achieve the market-of-one perspective 
2. Maintaining social media already owned to increase brand awareness  

A
U

D
IE

N
C

E 

Customer who is:  

Female, young urban women, aged 18-26, live in Java Island and around 

Indonesia area in major cities or urban area with high density population, 

a college student or newcomer in office, expend more than IDR 300,000 

for clothes, a middle-up class, youthful and dynamic, familiar with online 

shopping, aware of the latest fashion trends, have a casual dress sense 

and tend to choose limited and good quality product but still at an 

affordable price 

ST
R

A
TE

G
Y

 

1. Do a website development and update the content that allow 
customization system or the customer can do a custom order 

2. Conducting Customer Relationship Management (CRM) through 
website and social networks  

3. Do a celebrity endorsement and promotion programs through social 
media 

IM
P

LE
M

EN
TA

TI
O

N
 

(IN CHAPTER 4) 

 

1. Optimize digital marketing strategy, include: 
- Web marketing 
- Website layout design 
- Customization system development 

2. Create an implementation timeline 
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OASIS Framework for Outfides 
Exhibit 2 

 
 

 

 

 

SU
ST

A
IN

M
EN

T 

After do the digital marketing and launched the website, the next step 

are: keep measuring the goals and make adjustment with doing website 

monitoring and analytics, then provide a convenient communication, 

listen and interact with the customers, gauge the reactions, ask for 

feedback and question, and also provide satisfactory service to make 

them return and make a purchase again in the future. Establish new 

publication and promotion channels if it needed. 
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ABSTRACT 

 

The purpose of this research is to make Padurenan village as productive village of 

excellent local areas production centers (embroidery and convection), through pilot project 

of productive village that implements cooperative-based cluster management that can be 

used as a model for other regions in the development of SMEs into the global market. Method 

of the data were collected with a combination of secondary data and primary data through 

surveys, interviews, and Focus Group Discussion. The survey was conducted to embroidery 

and convection employers in Padurenan village, Kudus regency that are members of 

Koperasi Serba Usaha “Padurenan Jaya”. Diamond cluster used in the development of 

clusters of SMEs especially in Padurenan village could give a discourse for SME cluster 

development with the involvement of various parties, ranging of the production chain 

(suppliers, distributors and marketers), the government of SMEs, universities, and banking in 

accordance with their respective capacities. To penetrate the export market, it takes products 

which have standard of abroad market demand as well as the design they want (market 

driven). Cooperatives as the economic center for the management proved to be very 

supportive of SMEs in the cluster, so that entrepreneurs can be mutually supportive with each 

other and create a good synergy. 

 

Keywords: SMEs, Competitiveness, and Cluster Management 
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SMEs in Kudus Regency has a vital and strategic role, particularly in terms of the 

number of business units that until the year 2010 reached 10.542 units with absorption of at 

least around 50% of the existing workers. Although the numbers are quite large and 

dominant, but an increase in the role of the regional economy is still considered relatively 

slow. Therefore, this sector should be encouraged and facilitated to be able to optimize 

existing resources, in order to have a value and highly competitive, so it can play a role in the 

growth and accelerating economic in the future. 

The focus of this study is the development of clusters of SMEs that implement cluster 

management using diamond cluster model approach based on cooperative in supporting the 

acceleration of development of the economy of the region into the global market.  

Making Padurenan village as productive village of excellent local areas production 

centers (embroidery and convection), one of pilot projects of productive village that 

implement cluster management cooperative-based that can be used as a model for other 

regions in the development of SMEs into the global market . 

The interaction among universities, government and SMEs is a description of the triple 

helix in which academics to be an actor in the development of science and technology or the 

motor of a knowledge-based economy, the government as a regulator and facilitator in the 

development and mastery of science and technology as well as the creation of the market, 

while SMEs contribute as spearhead of national economic development. Related research 

conducted by Bank Indonesia shows that in Kudus Regency, cigarette industry sector, 

embroidery, and convection get 1, 2, and 3 ranks, then convection trade and peddlers get 4 

and 5 ranks. The results of Fauzi (2010) shows that trust, communication, commitment, 

conflict resolution and raw materials have an influence on the success of buyer supplier 

relationships 67,6%. And the remaining 32,4% is influenced by other factors. While the 

construct of the performance gets R square value of 0.569504, which means that the 

performance is influenced by the success of supplier buyer relationships 56,95%. It can be 

concluded that there are other factors that affect the performance of Enterprises Cluster 

outside buyer supplier relationships constructs success of 43.05%. 

Cluster-Based SMEs 

Definition of cluster is defined as the center of activities of SMEs in centers that have 

developed, characterized by the emergence of more advanced entrepreneurs employers, and 

happens specialization in the production process of each SME is accompanied by economic 

activities are interrelated and mutually supportive. In practice, though operationally cluster 
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has different characteristics to the centers but it is not uncommon for people to use it in 

interrelationship. (Desrochers and Sautet, 2004) 

In Indonesia there are many development programs of group-based SMEs that have 

been done, such as through: (1) extension workers, (2) the provision of a motivator to the 

business group, (3) provision of technical support through technical assistance units and 

BDS, (4) the implementation of trade fairs to develop marketing networks of SMEs, (5) the 

manufacturing of trading house, and others. Some names have also been linked with the 

model of this group approach, for example: SME centers, Cluster, Small Industrial Village 

(PIK), Small Industrial Environment (LIK), Enclave, Agropolitan and others. 

Institutions/Agencies that implement these efforts were diverse, ranging from the 

Government through the Departments of government to community groups through Non 

Government Organizations (NGOs). (Canela, Eduardo, 2001) 

Growth of SMEs starts to become a quite warm topic since the emerge of the thesis of 

flexible specialization in the 1980s, based on the experience of the centers of Small Scale 

Industries (ISK) and Medium Scale Industries (ISM) in several countries in Western Europe, 

particularly Italy (Becattini, 1990; Tambunan, 1999). As an example of case, that in 1970-

1980s, when the Large Scale Industries in England, Germany and Italy got stagnancy or 

sluggishness, apparently Small Scale Industries (concentrated in specific locations to form 

centers) that make traditional products experienced rapid growth and even develop export 

markets for these goods and absorb a lot of labors. This experience indicates that small 

industries in the centers can be developed more rapidly, more flexible in facing market 

changes, and it can increase the production rather than small individual industries outside the 

center. 

Taiwan’s experience, as a comparison, it shows the economy can grow rapidly because 

it is supported by a number of small and medium enterprises called community-based 

industries. Industry development in Taiwan which successfully penetrate the global market, it 

is supported by the dynamic SMEs contribution. Though it is not as fast as the growth of 

SMEs in Taiwan, Indonesia, SMEs in Indonesia  have also proved to have an important role, 

especially when judging in terms of number of business units and labor absorbed. (Koizumi, 

Hajime, 2003) 

Based on the above explanations, then it is appropriate when SMEs as one of the 

activators of economic activity in Indonesia needs to be developed. The participation of all 

parties needs to be generated simultaneously. Both central and local government in 

empowering them with the role of SMEs in developing and creating a policy in favor of 



 

234 

 

SMEs. While businesses, communities and other stakeholders give thought contibutions and 

facilitations according to their respective capabilities, but remains concentrated in a 

representative forum. SME development patterns corresponding paradigm developed at this 

time and is still regarded effectively done through SME development program with group 

and territorial approach (clusters based). 

 

Porter Diamond Cluster 

The cluster approach of Porter’s model is the development of industrial district or 

industrial areas developed by Alfred Marshall in 1920 (Desrochers and Sautet, 2004). Unlike 

Marshall who only focuses on similar companies, the cluster approach of Porter’s model does 

not limit to just one industry, but more broadly. Diamond Cluster Model, including related 

industries, as well as other companies that have relevance in the technology, the same input. 

By working together in a cluster, then the company / related industries will get benefit from 

the synergy and high efficiency compared to working alone. According to Porter (2002) 

clusters can be formed in the cities, the regions, and even countries. 

 

Hypothesis 

Government has an important role in maintaining macroeconomic and political 

stability. This is done through government institutions through fiscal policy, monetary policy, 

trade and others. In addition to maintaining macroeconomic stability, the government also has 

a vital role to improve the microeconomic capacity in industrial clusters. 

This can be done by the government, among others by applying the law enforcement for 

the distorted industry, reducing costs and cutting bureaucratic rules and laws that impede 

economic activity or industry. The government is also authorized to create a climate of 

healthy competition. In the input factors, government must build the infrastructure needed by 

industry. 

Meanwhile, the private sector can work together with universities to develop research 

and establishing training centers to improve the skills of the labor, inventory provisions that 

hampering business and discuss with the government to find a solution.  From the 

proposition, it can be constructed a hypothesis as follows; 

Universities, private enterprises (SMEs), and government can improve local 

Competitiveness by using Cluster Management Application. 

 

Methods 
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This study uses Cluster Diamond of Porter’s model method and value chain approach. 

Value chain is a series of productive processes from the input provider of a product, 

production, marketing and distribution of the last consumers. This approach systematically 

takes into account all stages from production and also the analysis of the various linkages and 

flow of information throughout the chain. The application of the value chain in the context of 

industrial clusters will create linkages and tighter integration among actors to strengthen the 

cluster itself, and increase the competitiveness of the sub-sector concerned. Method of 

collecting the data was conducted with a combination of secondary data and primary data 

through surveys, interviews, and Focus Group Discussion. The survey was conducted to 

embroidery and convection employers in Padurenan village, Kudus that are members of  

Koperasi Serba Usaha “Padurenan Jaya”.  

 

Results and Discussions 

Training to improve understanding of the global market potential and intelligent market. 

Marketing information system is essential for market participants to make decisions in 

buying and selling. Therefore, delivery of market information quickly and accurately will 

help in estimating their business opportunities so that they are able to anticipate any 

developments and market opportunities at an early stage. Arising opportunities from 

globalization should be supported by global market information systems that are reliable as a 

basis for market intelligence in the future. Businesses that must be anticipated is how to 

obtain a wide variety of market information which is used to deal with competitors and 

market penetration (domestic and international). To obtain the data / information that is used 

as a work around the market, it is needed a market information system that can access the 

information provider globally, accurately and timely. To gain information network access to 

the global market, it is needed information system that is one of them with the use of the 

internet network. 

Training of embroidery crafts  

Craft industry is now experiencing rapid development, especially in terms of design. 

Design is determining the value of a handicraft product. A handicraft product can be valuable 

if it is designed properly even though the material is cheap, and on the contrary expensive 

materials if the design is not good will be worth cheaper. So it can be said that design plays 

an important role in determining the value of a work of craft. With the implementation of the 

training activities, it is expected embroidery designs can be varied so that it can improve the 

quality of products produced. 
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Workshop on improving the quality of the embroidery skills to support export activities 

Business people are required to produce the products according to consumer tastes or 

demand of the market, which have a tendency to rapidly change, so that the circulation of a 

product on the market has a relatively short cycle. This will further trigger the creativity and 

innovation to improve product competitiveness. However, it is also a weakness owned by 

SMEs. SMEs have difficulty in producing a product specification in accordance with the 

development of consumer tastes. Therefore, SMEs need training and internships to enhance 

skills in generating competitive products. SMEs require facilitation related to the needs of 

equipment / technology in an effort to improve the quality and product innovation. 

The introduction of the product to the consumer with the exhibition (expo) 

The exhibition has a plus in the business world. Besides it can be used as a platform to 

introduce products to the public, the exhibition also serves to bring together entrepreneurs 

with potential customers, buyer, and agents. The exhibition can also create relationships 

among fellow businesses so that they can establish business networking equally profitable. 

For most businesses, the exhibition is considered as the most effective marketing 

strategies. Often the exhibition organized by the government or the private sector is like a 

door to success for their business expansion as well as solving the crisis could hinder 

business competition. 

The benefits that can be gained by businesses by following a number of exhibitions. 

Introducing new products. There’s no perfect event to showcase new products in addition to 

the exhibition.  Provision of a brochure or pamphlet and card companies is a mandatory. This 

also applies to introduce products with new innovation. To strengthen the image of the 

company. Exhibition  is shown that it can strengthen the image of the company. Although the 

business is stable and gained recognition from the market but not the means to participate in 

the exhibition shall not be on the agenda again for the businesses. Actually participating in 

the current exhibition when it has been steady effort can prove the existence of the company. 

In this case, businesses can give the best service to customers in order to improve 

relationships and to implant the company’s image towards the comsumer’s view. Market 

surveys. The exhibition can also act as a means of surveys for businesses. Through the 

exhibition, businesses can find out how much the interest of the visitors to their products. In 

addition, proceeds from the sale during the exhibition can be used as an evaluation to 
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improve the quality and to determine the business strategy in the future. Collecting 

information about Competitors. In addition to marketing the products, at fairs, businesses can 

also collect information related to competitors as much as possible. A chance to get to know 

the characteristics of the products of competitors, ranging from price, excellence, equipment 

to open wide marketing area at the exhibition which is usually followed by a lot of 

participants from various regions. Realizing and Improving Quality of Human Resources. 

The best time to assess the performance of the team owned by a business entity is when 

participating the exhibition. The ability and expertise of human resources in promoting 

products and serve visitors could be seen and developed in this event. Once the exhibition is 

over, the business owner can evaluate the quality of its human resources and to increase by 

auditing the performance of each employee. 

Revitalization of the website as a means of promotion are centralized and managed by the 

cooperative entrepreneurs. 

One key to the success of SME clusters Embroidery is the availability of a clear market 

for SME products. While the fundamental weaknesses encountered in the field of marketing 

is the low market orientation, weak in the complex and a sharp competition and inadequate in 

marketing infrastructure.  Easy and availability of market information for SMEs Embroidery 

will greatly help in expanding its business to the export market. If the market information is 

now accessible easily and quickly, at least it will be a motivation for SMEs to run their 

businesses more seriously, so that it will grow more advance. Abroad experience has proved 

that through the application of information technology, small and medium companies can 

become great companies in the world-class in a short time. Through a web-based promotional 

activities, will encourage the growth and development of micro, small and medium 

enterprises in the era of information technology today. 

Training to improve understanding of the global market potential and intelligent market 

Internet marketing, also known as digital marketing, web marketing, online marketing, 

search marketing or e-marketing, is the marketing (generally promotion) of products or 

services through Internet. Internet marketing is considered broader in scope because it is not 

only refers to marketing on the Internet, but also includes marketing that is done via e-mail 

and wireless media Digital customer data and electronic customer relationship management 

(eCRM). Systems are also often grouped together under internet marketing. Internet 

marketing ties together creative and technical aspects of the Internet, including design, 

development, advertising, and sales. Internet marketing also refers to the placement of media 

along the various stages of the customer engagement cycle through search engine marketing 
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(SEM), search engine optimization (SEO), banner of advertisement on specific websites, 

email marketing, and Web 2.0 strategies. 

Challenges faced for export via the internet today is how to become number one in 

Google searching. Google has changed its search algorithm so that this time it took a long 

time to learn to become number one in the search results, or at least on the first page. This 

situation develops over the last three years. Other challenges faced Indonesian exporters who 

use the internet is a matter of licensing. Currently there are additional procedures such as 

SPLK that add costs to exporters. This problem can not be solved solely by the exporter. It 

needs help from the government to facilitate licensing. 

Development Strategy 

In relation to the development of SMEs in the future there are several possible 

scenarios. SME and padurenan’s cluster will continue to grow. This is assuming that the 

growth of SMEs at this time will continue to happen and obstacles to developing can be 

overcomed. SMEs, especially convection did not develop (stagnant) due to the circumstances 

and obstacles to developing insurmountable. It will decline steadily, because of the current 

labors are more enfibled and no replacement. On the other hand, other factors of production 

(raw materials and equipment) does not develop, while competition with similar products 

occurs. In order to develop new markets, namely foreign markets then, in the short term is 

more focused on helping SMEs in managing the market through product benchmarking, 

market surveys, promotion via the Web of Padurenan Jaya, and human resources (including 

managing the structure of labor’s salary) 
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Picture 1. Development Model  

 

Conclusion 

Diamond cluster method used in the development of clusters of SMEs especially in the 

village of Padurenan could give a discourse for the development of SME clusters with very 

good results with the involvement of various parties, ranging from the production chain 

(suppliers, distributors and marketers), the government in this case the Department of Trade, 

Industrial, and Cooperative of SMEs, universities, and banking in accordance with their 

respective capacities. To penetrate the export market, it takes products which have standard 

of the demand of the abroad market as well as the design they want (market driven). 

Cooperatives as the economic center proved to be very supportive for the economic 

management of SMEs in the cluster, so that entrepreneurs can be mutually supportive with 

each other and create a good synergy. Indicator of achievements in the implementation of this 

3-years program is improving the quality of embroidery products according to standards of 

export market and oriented market (market driven). The success of SME development 

programs in enhancing the local competitiveness in the implementation of Cluster 

Management depends on the synergies and the coordination of various parties both 

academics, government and industry as well as other components of society who have the 

commitment and the authority in accordance with the basic tasks functions held. Particularly 

through the development of selected SMEs which have the capacity as a trigger of the 

development of SMEs in the region and have impact on the region economic. Universities 
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through the Tri Dharma can accomplish its mission to become agents of change and 

development for real. 
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ABSTRACT 

 

Education is a fundamental factor in an effort to improve the quality of life of a person and 

also a decisive factor for economic and social development towards a better condition. 

According to Wijaya (2012), education service product is a product, service, or any school 

property that provides benefits for education services customers, both internal and external. 

Center for Computing and Information Technology (CCIT) Fakultas Teknik Universitas 

Indonesia (FTUI) realized the importance of services marketing in establishing the existence 

of the institution need to be done. This research aims to explain the responses of the 

respondents regarding the services marketing mix, students decisions to study, and how big 

the influence of service marketing mix of students to study. The result showed that services 

marketing mix is a significant and positive influence towards the students decisions to study 

at CCIT FTUI. The result also showed that the current of services marketing mix already 

proven to affect the students decisions to study at CCIT FTUI. 

 

INTRODUCTION 

 

Education is one of the very fundamental factors in an effort to improve the quality of life 

and also a decisive factor for economic and social development towards a better condition. 

Education was also seen as a means to raise the most strategic the dignity of a nation 

(Subandowo, 2009). The development of skills and expertise can be achieved through formal 

and non-formal education. Through formal education level, the individual will get a proof 

that every individual has gone through a process of learning that is feasible and can be 

empowered to think independently and critically and to develop abilities and skills in a 

globally competent. 

 

IMAGE 1. GROWTH FACILITIES OF HIGHER EDUCATIONAL SERVICES IN 

INDONESIA 

 

mailto:siska@ithb.ac.id


 

243 

 

Source: BPS (2014) 

 

Education in Indonesia today is growing with the emergence of colleges. Based on the data of 

the Central Bureau of Statistics of Indonesia (BPS), the quantity of higher education 

(academic, technical colleges, high schools, institutes and universities) in Indonesia in 2011 

is 3,794 colleges, consists of 140 universities and 3,654 private colleges. By 2012, the 

quantity is rising to 3.815, consists of 144 universities and 3,671 private colleges. The rising 

number of colleges also rising the competition starts from the curriculum, utilization of 

technology, information, and communication in learning, improved quality of educators and 

educational personnel, procurement of a wide range of educational facilities and 

infrastructure to perform networking with other institutions or industries. This competition 

requires the educational services agencies to provide information about their services that 

relevant and tailored to the needs of the students. Marketing becomes a factor that can be 

used to influence the decisions of college students in selecting and further study. According 

to Nirwana (2012), the existence of the marketing mix owned by educational institutions have 

a great influence in the decision process of students to conduct studies on an ongoing basis, 

which is equipped with an integrated marketing mix 7P, which consists of product, price, 

place, promotion, people, physical evidence, and process. 

 

Since the number of colleges and insistence on the need for education arise, CCIT FTUI as 

one of the engineering institutions in Indonesia provides opportunities for the public to get 

the need of education. CCIT FTUI comes with the most comprehensive curriculum which 

offers a curriculum of Master Mind Series National Institute of Information Technology, a 

unique curriculum combination of Key Technologies and Skills Acquired. The activity of 

these components exists on each semester plus a unique learning methods of National 

Institute of Information Technology that will make students ready to plunge into the real 

world of work. In addition, there are other curriculums such as Islamic banking information 

technology curriculum and cloud campus curriculum.  

 

The purpose of this research is to find out and analyse the students responses of regarding 

service marketing activities carried out by CCIT FTUI, how the students response against the 

decision of the students who study at CCIT FTUI, and how big is the influence of service 

marketing mix decisions students make studies in CCIT FTUI. 

 

LITERATURE 

 

MARKETING 

 

Marketing is a means of introducing your product/service to consumers which 

products/services based on the needs and environment. Marketing is important, as a marketer 

is required to understand the basic problems in their fields and strategize in order to achieve 

the objectives of the company. According to Sunyoto (2012), marketing is a human activity 

that aims to satisfy the needs and wants of customer through a process of exchange and 

stakeholders in the company. Marketing is not only aimed at satisfying the customer needs 

alone, but also to pay attention to the interests of all the parties involved in it, such as the 

social welfare of employees, the interests of the surrounding community, the interests of the 
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shareholders, environmental pollution and others. According to Gitosudarmo (2012), in 

reality, marketing is a business activity which is an effort to meet the needs and desires of the 

people, organizations and society at large. While according to Nirwana (2012), marketing is 

part of a social and managerial process, in which marketing activities are part of the process 

of interaction between the parties providing products with parties who need and want the 

product. 

 

SERVICES 

 

According to Lovelock (2011), services traditionally is a phenomenon with many meanings, 

especially the way in which services are produced and delivered to the customer are often 

difficult to understand, because services are abstract. Here are two approaches regarding the 

notions of services (Kotler, 2009): 

a) Services is an action or performance offered by one party to the other party, though in the 

process associated to a physical product, the performance is essentially intangible and does 

not usually result in ownership. 

b) Services are economic activities that create value and deliver benefits to customers in a 

certain place and time. 

 

According to Nirwana (2012), service is a form of performance that can be identified. Service 

product has characteristics that are different from the product non-service. Service is a form 

of performance that was given to the customer in order to feel the existence of the service. 

While according to Sunyoto (2012), service is an activity that can be identified, which are not 

palpable, which is planned for the gratifications on consumers. Basically, the service is 

something that is given by one party to the other party, which are intangible and not have the 

impact of the transfer of ownership (Wijaya, 2012). 

 

CHARACTERISTIC OF A SERVICE 

 

Services have different characteristics of goods especially in the process of provision, the 

embodiment, as well as operational. The characteristics of the services is a part of the form of 

performance (Nirwana, 2012). Therefore, Nirwana (2012) outlines the characteristics of 

services include: 

1) Lack of ownership  

Services cannot be stored like a product. The service is used or hired for a certain 

period. For example, when buying a plane ticket, the service has a due date and time 

stamped ticket usage. 

2) Intangibility 

Physically intangible, because performance is merely the service, unlike products that 

can be touched, felt or seen physically. 

3) Inseparability 

The existence of the service with the service providers cannot be separated. Meaning, 

the process of producing services and the process of service consumption occurs at 

the same time. 

4) Perishability 

The resulting services will be utilized at the time consumed services. The utilization 

of the service occurs at the time the services are needed or requested by the customer. 
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5) Variability 

Services are formed in accordance with the quality and type of service variation and 

depending on the performance desired by the customer. 

 

CLASSIFICATION OF SERVICES 

 

Wijaya (2012) classify services into the service process matrix. In the matrix, the services are 

classified into two dimensions that can significantly affect the characteristics of the process 

of the service delivery. Compared with the customizable services, services that require 

standardized products has a little interaction between customers and service providers. 

1). Vertical Dimension 

The vertical dimension measure the magnitude of the labour intensity, i.e. the ratio of 

labour cost to the cost of capital. Therefore, the service requires a large capital, such as a 

car repair shop who was in the position of the bottom row because the initial investment 

in the form of facilities and equipment far above the cost of labour. Meanwhile, 

educational services are labour intensive, as the school is in the top line of the position 

because of the cost, the workforce is relatively larger than the working capital needs. 

2). Horizontal Dimension 

Horizontal dimension measures the level of interaction and customization of the 

customer. The marketing variables that describe the capabilities customers may affect the 

nature of the services to be delivered to him. Compared with the customizable services, 

services that require standardized products has a little interaction between customers and 

service providers. 

 

IMAGE 2. SERVICE PROCESS MATRIX 

Source: Wijaya (2012) 

 

MARKETING OF EDUCATIONAL SERVICES 

Marketing of educational services is a way to do something where students, students’ 

parents, school employees, and the public, consider the school as a supporting communities 

institution which are dedicated to serving the needs of customers of educational services. 

Therefore, the marketing of educational services include activities and tools to promote the 

school consistently and effectively as the best educational options for students and parents of 

students who are an asset to the community. 

 

MARKETING MIX IN HIGHER EDUCATION 
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1) Product 

Product is the major part of the overall marketing mix variables (the marketing mix), 

bearing in mind the product is the answer to the wants and needs of consumers. 

Product within the scope of marketing is something that can be offered to the market, 

but it is not limited to goods, but everything with a value in it. 

According to Wijaya (2012), education service product is a product, service, or any 

school property that provides benefits for customer education services, both internal 

and external. Education service product is a product, service, or any school property 

that provides benefits for customer education services, both internal and external. 

2) Price 

Price is the only strategy that able to affect directly the revenue from an educational 

institution such as the price of education programs and school fees (donations for 

education/SPP) (Enache, 2011). According to Wijaya (2012), the price of educational 

services is equal to the cost of education. Education costs are the value of the rupiah 

from all the resources (inputs) in any kind (any retribution received or retrieved by the 

employees, the employees family in the form of money from an employer), sacrifice, 

and the money, which was issued for the entire educational activity. In this context, 

the price is the cost incurred by the student to obtain educational services offered by 

the college. Things that need to be considered in product pricing in college, among 

other things are, the cost of development, laboratory fees, granting scholarships, 

payment procedure and terms of repayment (Hurriyati, 2009). 

3) Place (distribution) 

According to Nicolescu (2011), service distribution refers to the ways where the 

organization makes the product/service to be available to the consumers. According to 

Nirwana (2012), the service distribution is an activity related to the service delivery to 

the customer as well as the activities of service placement to the locations that are 

needing services because the distribution activity is an attempt to further bring closer 

the services on the market.  

4) Promotion 

A higher educational institution has many important channels which should be 

transferred with information. The promotion strategy is focused on finding the 

efficient ways to reach its recipients. One of the most important categories of 

recipients is represented by the students. The first challenge is to adequately present 

and explain the educational product to potential students. In this phase, an important 

communication channel is the web site. A web site able to inform and to direct the 

candidate to the next step is a useful tool for a good enrolling process (Enache, 2011). 

According to Kotler and Keller (2009), the promotion was a variety of means to 

inform, persuade, and remind consumers directly or indirectly about a product or 

brand that is sold. According to Alma (2011), promotion is a form of communication 

that give a convincing explanation of potential consumers of goods and services.  

5) People 

People is an element that cannot be separated from the product, because educational 

services connected with people who are involved in it. Faculty and administrative 

staff are instrumental in attracting students because it happened to contact directly 

(direct contact) between the customers and employees in marketing the service to 

enter into the college by providing satisfactory services. According to Wijaya (2012), 

services education is individuals who are motivated to develop, coordinate, conduct 

and execute the marketing of educational services. Service education include 

principals of educational services and customer education services. 

6) Physical Evidence 
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The intangibility of service products makes it difficult for consumers to evaluate 

service offerings, particularly quality and value for money, prior to purchase. Also 

this intangibility can make it difficult for the marketer to position new service product 

offerings. In view of this, marketers often need to make the service offering be seen 

through the way they manage the physical evidence that accompanies the service. 

Physical evidence includes aspects such as building/facilities of service providers and 

staff appearance, personal hygiene and uniforms. According to Nirwana (2012), the 

physical evidence is the presence of a service charge of goods to be identified. 

Especially with regards to the display of the products and services form or display 

physically who can show the quality level of the service.  

 

PROCESS 

 

Along with the administrative staff strategy, the process strategy is responsible for a smooth 

service delivery. As long as the educational services will imply paperwork and bureaucracy, 

the process strategy can be considered as an important factor that can reduce the 

dissatisfaction among all the people involved. 

 

One of the major roles played by the process strategy is the enrolment process. Being the 

only process that transforms a candidate into a student all the strategies involved in it are 

important (Enache, 2011). According to Nirwana (2012), the process was structured elements 

that are built to deliver services to its customers. According to Wijaya (2012), the process of 

educational services is the core of educational world because the quality of education on all 

elements that support the process of educational services are the most important thing to 

determine the success of the learning process, as well as the evaluation of the management of 

the school, the school's image that will be formed, and the customer satisfaction of 

educational services. 

 

PURCHASING DECISION 

 

According to Nirwana (2012), purchasing decisions can be influenced by internal and 

external factors. Internal factors are factors that can be controlled such as marketing mix 

services and external factors are factors that are uncontrollable factors such as socio-cultural, 

psychological, and situational factors. 

a) Internal Factors 

The marketing mix is the set of variables of marketing which is owned by the company 

and this variable is used as a marketing tool that can be controlled by the company to reach 

the target market. The existence of services marketing mix affect the decision process of 

students because of the element of product, price, promotion, channel of distribution, 

human resources, physical infrastructure and processes involved in the delivery of services 

(Nirwana, 2012). 

b) External Factors 

a.  Factors psychology include motivation, personality, perception, learning, values, 

attitudes, and lifestyles. 

b. Situational Factors include social, situation and time. 

c. The socio-cultural Factors include individual, family, group, reference, social, and 

cultural. 
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Consumers are often confronted with different products. These things make the consumers 

(students) must select and perform a decision on one or more product/service education being 

offered as a way to meet their needs. According to Wijaya (2012), the decision of educational 

services customers (students) to buy products of educational services is a key event for 

marketers of educational services, where students choose one decision-making process 

among many alternative decisions that have been made available. 

 

THE STAGES OF PURCHASING DECISIONS 

 

Nirwana (2012) outlined the process of purchasing decisions that consumers do is divided 

into several stages. The first thing that is done by consumers is to know the problem (problem 

recognition), in which a person feels the presence of stimuli to buy something. Stimuli can 

derived from yourself (internal) with an example of the need for education or encouragement 

from the outside (external), with an example of the willingness to treat friends. After 

understanding the problem, information search will be done related to the problem. The 

process of information search required prior services consumption decisions, especially 

against a relatively unknown services but has been required. Information can be obtained 

directly or indirectly, directly can be done by doing a direct contact with the service 

providers, while indirectly can be done by utilize media such as television, the internet, 

newspapers, or brochures and dig up information from parties who have used the service. 

 

After performing the search process information, then look for alternatives that can be taken 

(evaluation of alternative). An alternative can be obtained from competitors, and product 

substitution of services. Utilize alternative materials needed as a comparison against the 

service. The next step is the process of purchasing decision. The process of purchasing 

decisions include when to do the purchase, place of purchase, and who make a purchase. 

Furthermore, consumers doing an assessment of merit that have been consumed. The results 

of the assessment of a product that is consumed influence the behaviour of the next buying 

decision (post-purchase behaviour). 

 

IMPACT MARKETING MIX TO PURCHASE DECISION 

 The need for education will encourage individual learners attempt to recognize their 

needs. They start by looking for information about a provider as expected. Educational 

institution as the service provider can give you information about the products/services 

offered through the internal factors that can be controlled by provider institutions namely the 

marketing mix of product, such as brochures, banners, ads, newspapers or other parties/PR 

(public relation). The result of the information obtained, students will try to compare it with 

other service providers of alternative institutions. After that the students do and give more 

weight to any characteristics of the services offered then make the decision to do the study 

and extend. 

 

METHODOLOGY 

 

 Descriptive research is research that attempts to describe a group of variables, or social 

symptoms that occur in the community. Descriptive research here is associated with 

quantitative data. According to Sugiyono (2013), quantitative data is one of the 



 

249 

 

characteristics of a variable that its values are stated in numerical form by using simple linear 

regression analysis techniques. Quantitative methods use the system of sampling from a 

population and use structured questionnaires as a means of data collection. 

  

The hypothesis testing showed that the influence of services marketing mix is a significant 

and positive at the CCIT FTUI against student's decision to conduct the study. This is due to 

the use of indicators such as product, price, place, promotion, physical evidence, people and 

process to contribute by 22.9% to influence students' decision. 

 

The impact of service product core and formal service product (real) could be developed 

further through additional service product (Augmented product) (Wijaya, 2012). Reputation 

can be built when the service product core (curriculum) and the real service product (brand 

and quality standards of education) have a good level of credibility which the CCIT FTUI has 

built a good reputation by giving relevant products. FTUI CCIT's reputation will affect the 

decision of the student doing the study, due to its good reputation, which mean CCIT FTUI is 

credible, reliable and receive its benefits (Wijaya, 2012). 

 

Giving graduates an access to the world of work has been done by CCIT FTUI with a fairly 

high effort. This gives influence because the student will be directed at the job market so the 

students need not worry about job information whereby CCIT has put up an announcement 

about the latest jobs info both on site and in the magazine of the wall. 

 

Fairly appropriate of tuition fees of FTUI CCIT has an influence on the student decision of 

conducting the study considering an economical price according to the ability and readiness 

of the economic factors on enough students (Wijaya, 2012). The tuition fees in CCIT FTUI 

allow the onset of negotiations. It affects student decisions because the price can be 

negotiated between the student and CCIT FTUI with attention to aspects of ability, position, 

and occupation of students’ parents (Wijaya, 2012). 

 

CCIT FTUI media promotion such as schools visits and invitations has a fairly good quality. 

This will give an impact on student decisions of conducting study because the students will 

get information directly from CCIT FTUI marketer.  

 

Human resources is an inseparable element of a product, because of educational services that 

are passed between facultys and students or employees and students (Enache, 2011), 

(Asiegbu, 2012). CCIT FTUI has the credibility of good facultys who exert influence on 

student decisions of conducting study because credentials can persuade students to achieve 

educational objectives as well as the locally abundant student needs and desires through the 

Ministry of Education. In addition to its own employees, CCIT FTUI has the credibility of 

good employees. It will provide leverage to attract and retain students because qualification 

owned by employees can assure students through service. Besides, hospitality will add extra 

values (Wijaya, 2012) to influence students and prospective students.   
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CCIT FTUI faculty and staff responsiveness this will give influence on student decisions of 

conducting studies as one form of service that fast and agile to meet the student needs and 

wants. The nameplate is a brand that is designed and visualized to attract students and 

prospective students. Design of signage which is less clear from the shape and the writing 

will be difficult to be noticed by students and prospective students. The outer appearance of 

the design such as CCIT FTUI nameplate have a high effect to student decisions since the 

signboard is easy to read and remember. 

 

CCIT FTUI class conditions have a high appeal because the class is always clean and 

presentable as well as the students are not allowed to use shoes in laboratory classes. It will 

affect student decisions to conducting studies as the condition of class is clean, presentable, 

and air of good that will make students became focused on the teaching-learning activities 

and it can improve student satisfaction. 

CCIT FTUI library conditions has high appeal due to the condition of the library and its 

regular book which can increase student satisfaction because students become easier to 

conduct their activities. The process is one way to transforms a student (Enache, 2011). The 

registration process to enter CCIT FTUI fairly easily understand because each process are at 

successive stages and logical. This will affect the student decision of conducting study due to 

the fast and easy bureaucracy that will not reduce the student satisfaction. 
 

CONCLUSION AND SUGGESTION 

 

CONCLUSION 

 

The results of the research in CCIT FTUI a conclusion as follows: 

1. The results showed that the responses of the respondents against the services 

marketing mix consists of indicators of product, price, distribution channels, 

promotions, human resources, physical infrastructure and the process of obtaining the 

ideal score (criteria) of 0.701. That means the services marketing mix has been done 

already proven good. 

2. The results showed that the responses of the respondents against the decision of the 

student did a study of indicators of problem recognition, information search, 

evaluation of alternative, and post-purchase behavior obtained score is ideal (criteria) 

of 0.754. It's been proven high student's decision to conduct a study on the CCIT 

FTUI. 

3. Sign 0000 < alpha 0.05 means there is significant influence and the p-value is positive 

(when the marketing mix up within 1 unit of the students' decisions will increase). So 

the marketing mix of CCIT FTUI contributing significantly and positively against the 

student decision of conducting the study. 

 

SUGGESTIONS 

As for the advice that can be given to improve students decision to conduct studies at CCIT 

FTUI are as follows: 

1. In taking strategic policy, CCIT FTUI should pay more attention to student desire by 

making feedback survey of suggestions and criticisms in CCIT FTUI lobby, student 

services, and its website. This is certainly going to make students happy because 



 

251 

 

student satisfaction or prospective students obtained by managing student 

expectations with the reality brought by marketers. In addition, forming an effective 

and efficient promotion methods by word of mouth because when students are 

satisfied they will tell relatives, kinsmen, and parents. 

2. CCIT FTUI should continue to maintain and improve the high responses of the 

students who stated their decision to conduct the study in a manner of marketing mix 

services through indicators of product, price, distribution channels, promotion, 

physical evidence, human resources and processes that have been examined in this 

study. This need to be done to convince students that educational services are relevant 

to the needs of the student, well known and understood by the students, and also to 

maintain the potential students. 

3. Suggestions for each indicator the marketing mix is as follows: 

a) Products 

CCIT FTUI should socialized its curriculum massively both inside and outside 

CCIT FTUI. 

b) Price 

Maintain compliance rates by student economics factor who currently done by 

considering factors such as pricing, demand, cost, and competitors. 

c) Place (Distribution Channel) 

The strategic location of CCIT FTUI needs to be maintained, given the students 

response to the strategic location of CCIT FTUI said it is easily accessible. 

d) Promotion 

The quality of the information from both the content and the arrangement of the 

message needs to be facilitated at the promotion time by visiting schools/ or by 

invitation that can be understood by prospective students considering several 

respondents feedback about the poor information of CCIT FTUI visits. 

e) People (Human Resource) 

Several students said officials of the academic, financial, and other quite responsive. 

CCIT FTUI employees need to increase students' desire in the service of alacrity 

such as speeding up the service time. 

f) Physical Evidence 

Means the physical part of CCIT FTUI needs to enhanced its appeal, such as 

laboratories, classrooms, and the library conditions by adjusting the display color, 

the temperature, tables and chairs layout which is a learning tool that support the 

purpose of education. Considering there are several students who argued its 

low/medium appeal against the internal physical evidence. 

g)  Process 

Creating flow charts incoming process of FTUI CCIT in magazines or in a wall that 

has been adjusted. This is necessary to facilitate the students or prospective students 

desire to know the registration process. 

 

Keywords: service, marketing mix, education, students. 
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ABSTRACT 

 

 

From previous research conducted by Kancana (2013) found that some problems in the 

development of businesses owned by women in the informal sector namely, marketing and 

financial management. Unprofessional marketing and financial management pattern  

affect the level of success of the business they have. There are two main points in this 

study: the caracter of the carried-on : informal sector and women as the owner of the 

business. As  Women with a distinct character with men in managing  the business has a 

different businesses character tendency. It is not separated from the natural role of women 

in family besides as a housewife that having socio-economic role they also as business 

women as well. The purpose of this study is to find the appropriate  empowerment model 

for business owned by women in the informal sector, especially in Yogyakarta province. 

Research Method  of this study is a qualitative by using Focused Group Discussion 

technique representing five districts those are Kulon Progo, Gunung Kidul, Bantul, Sleman 

regency and municipality.. These  participants identified their business type and can be 

broadly grouped into four 4 categories: clothing, food and grocery, services and livestock 

farming. From the results of in-depth interviews during FGD found some issues affecting 

the development of business owned by women in running their informal sector business are 

the work etics, social and economic culture, and mindset in which these factors  affects the 

management of marketing, production and financial management. These three issues have 

a significant impact on the productivity of their enterprises.  Interestingly, some problems 

arise in a certain business type that is not experienced by different business groups and 

even vice versa. It  means that they can help among the existing business group, by sharing 

experiences, knowledge and skills among the business groups. However, it is also 

determined by the absorption capacity as well as the ability to implement it to get an 

innovation capability. In addition, the parties related to the empowerment of businesses 

owned by women in the informal sector, such as government and non-government agencies 

is still needed to support the strengthening and development of their businesses as it 

provides skills training and new knowledge concerning with  the business that they are 

developing. 

 

INTRODUCTION 
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Informal sector is one of the economic power of community supports. The informal sector 

is able to mobilize and increase revenues, especially for the economically weak. From the 

results of research conducted in India by Patgaonkar, Sadashiv and Barhat (2012) that 

businesses in the informal sector has a very significant role in the field of entrepreneurship, 

especially female entrepreneurs in the suburban areas. Their efforts have a major impact in 

terms of addressing unemployment and increased revenue. SMEs developed at this time is 

not only done by a group of men, but more than 60% owned by women (Linda, 2013). 

However informal sector products  owned by women have some obstacles such as: 

Packaging is still modest, no label, no permission from BPOM (National Agency of Drug 

and Food Control), no effective promotion, lack of attractive grocery layout, poor financial 

management (Kancana 2013) 

LITERATURE 

Spring (2009) states Enterprises in the Informal sector usually refers to business activities 

that are not listed, are not regulated and do not pay taxes, which include, among other 

types of business services company, home production activities, and business street. In 

contrast, the formal sector including a business activity that is taxed, registered and 

regulated businesses. Businesses in the informal sector tends to be dominated by women, 

especially in developing countries (ibid). Productivity women-owned businesses in the 

informal sector is a major problem often encountered. The lack of skills and knowledge in 

the field of business result the major problems. As stated by Chen (2012) that 

entrepreneurs in the informal sector requires productive assets, technical and business 

skills, and infrastructure services to better compete in the marketplace. 

Chirwa research (2004) indicate that between gender and business performance is a matter 

that is complex. There is no significant difference terms of profits, businesses owned by 

women tend to grow faster in terms of number of employees rather than businesses owned 

by men but businesses owned by women tend to decrease or no change in the increase in 

sales than those owned by men. Besides that education is a determinant of the success of a 

business owned by a woman. However, from the results of the survey conducted by 

Williams and Gurtoo, (2011) turns out women are more successful when they have their 

own business than working for someone else but it does not mean that women do not have 

problems in running the business. From research conducted by Jayawarna, Woodhams, 

Jones (2012) women also face obstacles in accessing capital loan from banks than men, 

this is reinforced by the results of the study by Åstebro & Bernhardt ( 2003) that women 

need a loan extra to run their businesses and it is so important in the early stages of 

business to survive. In addition to the results of research conducted by Patgaonkar, 

Madhavi Sadashiv and Barhat (2012), women can not get full support from the government 

while they should be able to manage a small business better, one of them by providing 

training. 
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This study is a continuation of research that has been done before with regard to the 

empowerment and strengthening of women's businesses, especially in the informal sector. 

From research conducted by Muqorrobin, et al conducted in Solo, Central Java in 2009 the 

role of women in the informal sector, especially street vendors tend to be important and 

there is such a dominant. This increase is also reasonable to see the involvement of women 

in the informal sector businesses also improve the family economy, as the results of 

research conducted by Nilakumawati in Bali in 2009 stated that the contribution of women 

traders in improving the economic security of households contributed financially 35.79%. 

But that does not mean women's enterprises in the informal sector have no constraints in 

productivity, the results of research conducted by Oktavina in 2013 on traders in the 

informal sector in Malang productivity levels are low so it needs to be improved. The 

findings are corroborated also by the results of research conducted by Kancana in 2013 on 

women-owned business in the informal sector in the area of Depok Sleman Yogyakarta is 

still weak on marketing activities and financial management of the business. From the 

results of these findings showed the need for a study to find an appropriate model for 

improving the productivity of women's businesses in the informal sector, especially in the 

area of Yogyakarta. 

 

METHODS 

This research including the category of qualitative research. For data collection was done 

by using in-depth interviews by Focus Group Discussion (FGD) among women-owned 

business in the informal sector. The area of the research was in Yogyakarta Province 

coverage 5 regencies :Bantul, Sleman, Kulon Progo, Gunung Kidul and city of 

Yogyakarta. 

The population in this study are all women who have a business in the informal sector in 

the region of Yogyakarta. While the technique of sampling done by cluster sampling, 

namely the representation of women who have small businesses in the informal sector of 

some scattered areas in Yogyakarta. 

Data analysis methods used vary according to the stage of the research conducted. 

Identification of business constraints with in-depth interviews were collected and then 

analyzed in the reduction using affinity diagrams. 

 

FINDINGS 

In this section we will describe the results of the data collection was done through the FGD 

(Focus Group Discussion) of some groups of women in the informal sector SMEs in the 

province who came from five (5) regions, namely the District. Sleman, Kab.Kulon Progo 

Regency. Gunung Kidul Regency. Bantul and municipality.  
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From the results of the identification of the type of business can be broadly grouped into 

four (4) categories, namely: Clothing, food, services and livestock. From the collection of 

data from all four groups were found several problems experienced by SMEs in the 

informal sector are owned by women, namely: 

1. Lack of human resources 

2. Poor Financial Management 

3. Weak Branding 

4. Competitors 

5. Moody 

6. Raw-Material 

7. Place (Location of business) 

8. Waste Management 

9. Security 

10. Livestock Disease (specifically for the farm sector) 

1. Clothing  

From interviews and in-depth discussions with clothing group of women has constraints 

first especially in the availability of employees who have skills. Usually already skilled 

employees who are often out and had to recruit new ones. It was not easy because they 

have to teach them from the beginning again for example sewing, embroidering techniques 

etc. Not a few of those who have come out as the employee continues to open itself and 

also become a new competitor. In addition to the employee shortage problems other 

problems faced by them who do business in the field of convection or clothes is a matter of 

difficulty in obtaining the desired material. Obtained orders from customers not necessarily 

be fulfilled because wanted material is not necessarily available easily in the market. It is 

of course disappointing customers because there are two possible they would cancel the 

order or fulfillment needs in a rather long time. Second they have not dare to open in other 

places because they still lack the employees they have. Third they have problems in 

financial management. This happens especially in the financial records relating to income 

and expenditure. Initially they can be recorded on a regular basis to the exit and entry of 

money from their business activities, but over time mixed with the use of the financial 

needs of the family. 

2. Food and grocery  

Most of the members in the food and grocery business group encountered major problems: 
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So many competitors, having similar products sold on the market as it is made the harder is 

when competitors run a cheaper price.  In addition difficulties to obtain raw materials with 

the same quality for this problem sometimes make them do not sell regularly. More proble 

For food and grocery business still do not have employees, but assisted by their family 

members. In contrast to hire employees who can fully carry out appropriate work to be 

done, family members who help their businesses tend to not focus because they are often 

busy with their activities. So that sometimes it opens unregularly 

3. Services  

Most of the members in the group business services face major problems in: 

From interviews conducted with a group of mostly business services, laundry obtained 

information that the mothers have problems in the capital, place of business, packaging, 

competitors, promotion, as well as clothes of laundry customers are often lost. The 

problem faced by mothers who do business in the field of laundry is more complex, not 

only the problem of shortage of venture capital but the problems associated with marketing 

in general, among others packing, promotion, unstrategic place, competitor also. In 

addition to issues that have not been widely known brands. 

4. livestock farming 

The main problems faced by majority  members in the group livestock farming on: 

 It is delivered by the mother who has the catfish farming, which at the time of disposal of 

waste water catfish. Besides catfish often unhealthy with the appearance of mold the 

disease for these catfish, not to mention the security issues of theft. In particular for their 

security and  getting employees who want to look after. So they often do alone (with 

family) and do not have employees. Besides that do not yet manage livestock farming 

financial in a professional manner, sometimes still mixed with money for the family needs. 

 

DISCUSSION 

Women play an important role in the economic development of the family, especially in 

the informal sector. It is closely related to efforts to achieve the Millennium Development 

Goals (MDG's) or the millennium development goals aimed at achieving the basic rights of 

the necessities of life for all the people of Indonesia, especially in relation to tackling 

poverty and hunger to the extreme, promote gender equality and empowerment of women, 

and develop a global partnership in development, in particular by developing decent and 

productive work for youth. Based on data from more than 50% of SMEs economic actors 

are women (Mudrajad konconro: 2009). Based on data from the Cooperation Ministry 

SMEs of the Republic of Indonesia in 2010 approximately 60% of SMEs are managed by 

women in Indonesia. (Nahiyah: 2010). The data indicates that women an important role in 
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improving the economy of the country. The role of women in economic activities not only 

for strengthening the economic security of families and communities, but also reduce the 

effects of the economic matters; contribute to reduce poverty and ensure sustainable 

economic growth. 

Related to the important role of women, this study developed a model SME empowerment 

of women in the informal sector in Yogyakarta. This is done considering the rapid growth 

in the business sector at this time women were largely not yet have a model and a clear 

direction in running a business. The model can improve the economic empowerment of 

women in the informal sector so that public welfare will also increase and contribute to 

reducing poverty. 

On the empowerment model that became the study's findings, some women's groups of 

SMEs aware of the importance of work ethic, community culture that supports women's 

efforts, and mindset regarding; Knowledge Sharing, Absorptive Capacity, Capability 

Innovation.  Some of it can be used to develop marketing strategies, financial management 

and production management can improve the productivity of SME Women in the informal 

sector, especially in DIY. 

Work ethic and Mindset 

Weber in Van Ness et al (2010) highlighted the value of work commitment and raised 

questions as to why some people place a greater importance on work and appear more 

conscientious than others. It means that commitment in running a business is a part of 

success. Work etics and the mindset of women as the owner of business in informal sector 

need to improve by enhancing commitment especially in continuity for doing the business. 

As we got the data they have the problem of continuity when the lack of raw material, bad 

mood and in facing the competitor, lack of skilled worker, less capital. These mindset must 

be eradicated in performing a business. As Work Ethic is a collection of values and 

behaviors that most employers feel are moral and appropriate for the work place.   

(http://www.operonresource.com/wpcontent/themes/operon/assets/pdf/seekers/Demonstrati

ng-Good-Work-Ethic.pdf). This coralated with social pressure which the women experiece 

in daily life, as stated by Saripudin, Komalasari, Sarimaya (2007) Social pressure in the 

family have a relationship with a work ethic,  the magnitude of the effect of social pressure 

on families also showed some possibilities: first, women are the backbone of the family, 

because of the possibility of the husband can not be sufficient or meet the needs of the 

family or women as widows and single parent families. Meanwhile informal sector 

business has different traits compared with  formal one as explained by Marleni that 

Household industries (home industry) including types of small industries. According to 

Eugene Staley, as cited by Putra (2003: 67), one of the small industrial employment system 

is a system family. Family system is the basis of rural industry,  most workers come from 

the families themselves, often do not receive wages and the relationship between labor 

with their owners more family-oriented. The characteristics of the domestic industry are as 

http://www.operonresource.com/wpcontent/themes/operon/assets/pdf/seekers/Demonstrating-Good-Work-Ethic.pdf
http://www.operonresource.com/wpcontent/themes/operon/assets/pdf/seekers/Demonstrating-Good-Work-Ethic.pdf
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follows:a) is a small industry with a workforce of less than five people,  b) using simple 

technology, c) raw materials come from the local village or surrounding villages 

(www.kafaah.org/index.php/kafaah/article/.../pdf).  Having such a business caracters it 

often come up some problem while running a business, Lutfiyah (2013) discribed that 

instead women have the same weaknesses that could be the cause of the failure as a 

business, among others: take advantage of the opportunity for personal gain, do not dare to 

take risks, lack of confidence, or too confident, too ambitious to handle business outside 

ability, insight narrow so lack of information, it can not divide the time on its dual role, 

busy with family affairs so that the flow of time to their business activities is minimal, less 

patient or high emotion, issue a decision in haste, still dependent or dominated by their 

husbands, consumptive, do not open, did not mean really.  

Socio-economic culture of SME Women in the informal sector 

At the end of 2015, the ASEAN countries are ready to enter the regional free market 

known as the ASEAN Economic Community (AEC). ASEAN leaders since a decade ago 

have designed that ASEAN will become a single market at the same time an integrated 

economic area. By implication, there is no longer an obstacle to the movement of goods, 

services, investment, and labor across boundaries of nation-states. 

Indonesian government welcomed the AEC is with great optimism. To the participants in 

the National Conference (National Conference) XV Indonesian Young Entrepreneurs 

Association in Jakarta, dated January 12, 2015, President Jokowi convinced that Indonesia 

would be 'invaded' markets of other countries in ASEAN. However, the optimism of 

President Jokowi turmoil can not cover the majority of the Indonesian people, especially 

the socio-economic layers of the bottom (workers, peasants, urban poor, and others), which 

are very vulnerable to become victims of free trade, including women. Why women? There 

are socio-cultural and economic factors that make women Indonesia is vulnerable to 

economic policy. Including the effects of free trade. According to Rini analysis S.Pd, 

Coordinator of International Relations of Action Women Indonesia (API) Kartini 

(http://www.berdikarionline.com/opini/20150508/nasib-perempuan-dihadapan-mea-

2015.html#ixzz3hDUa1Vio) there are several obstacles to SMEs women, namely; First, the 

socio-cultural construction that almost women to take on the role of the wider realm of 

social life, education, politics, and others. Social construction that is assumed that it is in 

the area of women within the household (domestic). It is inseparable from the strong 

patriarchal ideology gripped the women today. 

Second, neoliberal economic policies that increasingly rid women of the factors and means 

of production. Especially in subsistence agriculture and small-scale production enterprises. 

According to Vandana Shiva, an Indian feminist, neo-liberal economic system which is 

based on calculations of growth, not counting the economic contribution of women in 

small-scale production (Vandana Shiva, 2013). Women were excluded from the production 

arena is losing the support of his life. Then, because the pressure of the necessities of life, 
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many of them are forced into the informal sector workers, migrant workers, labor ready 

paid cheap, and others. 

By calculating the vulnerability above, AEC 2015 which rules out liberalization of the 

economy in all aspects will certainly greatly impact on women Indonesia.Pertama, AEC 

2015 brings free trade agenda that could potentially destroy the production sector in the 

country, both agricultural and industrial sectors. In that context, small and medium-scale 

producers will be forced to compete with large-scale producers (large corporations), 

supported by higher production techniques and strong capitalization. Impact is clear: small 

and medium-sized manufacturers that will in ruins. The structure of the production 

business in Indonesia is dominated by micro, small, and medium enterprises (SMEs). 

Based on data from the data of the Ministry of Cooperatives and Small and Medium per 

June 2013, the number of SMEs in Indonesia reached 55.2 million units, or 99.98% of the 

total business units in Indonesia. Women become the backbone of the SME. Note the 

Ministry of Women's Empowerment and Child Protection said that as many as 60% of 

SMEs business operators in Indonesia are women. If the free trade agenda in the style of 

AEC destroy small and medium-scale producers, the greatest potential victims are women. 

Women working in the agricultural sector will be affected by the liberalization of food 

imports. 

Secondly, AEC will also carry the liberalization of the labor market. In this case, the 

countries that joined the AEC, including Indonesia, are required to remove all of the rules 

or regulations that impede the recruitment of foreign labor. Here people talk labor 

competitiveness. Its size is the level of education, the power of knowledge and skills, 

Readiness Indonesian workers, including women in it, competition  with foreign labor? In 

this context, it is women victims because of social prejudices, that women do not need high 

school because anyway later on duty in the kitchen, still very strong in people's minds. 

This affects the level of education and skills of women in Indonesia. Female education 

statistics. until today, there are about 5.1 million Indonesian women are illiterate. 

Enrollment rates for female gender, especially for secondary education and higher 

education, are also lower: senior high school (18.59%), Diploma (2.74%), and the 

University (3.02%). 

With the above conditions, if will be forced to compete, Indonesian women will fall in jobs 

that are not far away from domestic affairs, such as a housekeeper, babysitter, and 

administrators elderly. Evidently, the majority of Indonesian female workers who work 

abroad are domestic workers, economic impact will be 'let the weak become the prey of the 

strong. " 

Gender differences have spawned injustice which impact on the position of women. 

According mansyur Fakih (Sugihastuti.2010: 278-279) gender differences are based on 

assumptions and assessments by social construction in the end lead to the characteristics or 

stereotypes  as cultural coordinates, and the lengthy process has resulted in injustice for 



 

261 

 

women. Injustice against women is divided into six sections. First, differences and gender 

division manifested in sub ordination of women in the presence of men, particularly 

regarding; The first, about the process of decision and control power. Secondly, differences 

and gender distribution of the marginalization of women giving birth in the economy and 

culture, bureaucracy, as well as development programs Third, gender differences and 

divisions forming stereotypes against women that result in oppression of women. 

According Fakih (Sugihastuti 2010: 279), the stereotype is a form of oppression and 

cultural ideology, namely labeling cornered the women so the impact on the position and 

conditions of women. Fourth, differences and gender divisions make women work harder 

in terms of the maintenance of the domestic sphere, especially if women worked outside 

the home that cause them to receive double burden (care of the household and work). Fifth, 

gender differences also resulted in the emergence of violence and torture against women 

both physically and mentally. Sixth gender differences and division following 

manivestasinya above, according Fakih image resulting in socialization, the nature of the 

position, and the acceptance of the fate of women. Socialization image of the position, 

nature, and the acceptance of the woman's fate leads to the assumption on the women 

themselves that the conditions and positions that have been there for them is a normal and 

natural. 

Related to the injustice against women SMEs analysis on women in the informal sector in 

the province, they urgently need to increase the competence of business in order to face the 

AEC. This study provides an alternative through training in marketing communication 

strategy, financial management and production management in each business sector. 

Model of marketing, management and production in SME  for women in the informal 

sectorin  DIY 

Women play an important role in the fulfillment of economic family, but their role in the 

economy is often overlooked and is still underestimated. According Primadi, 

(http://mitramandiri.org/index.php/sarasehan-penguatan-ukm-perempuan-se-

jabotabek.html) This can be proved by the data of women in the workforce is only done in 

the formal sector, while the labor force in domestic and informal sector has not been 

considered a productive activity so that women working in this sector are not counted in 

the labor force. In fact, many women play an important role in the micro and small 

businesses. This type of business is in great demand by women's groups because it can 

support the family economy, improve the actuality of self and allowing an increase in the 

quality of family welfare (Sumapaouw et al, 2000). There are no exact figures of women's 

involvement in the micro and small entrepreneurs. But the estimated portion of micro 

enterprises is quite large compared with the share of women in small businesses about 

40%. Besides the existence of women's SMEs are less publicized widely so that issues 

concerning their efforts to be less precisely known. 
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The main problems in the economic empowerment of women can not be separated from 

the lower women's access to ownership of the factors of production, including capital. It is 

indicated to be a factor causing the backwardness of women in economic development is 

that the limited access to information capital, technology, raw materials, the market for the 

distribution of the resulting product, poor knowledge of business management. In addition 

to micro and small businesses are started by women more non-legal (informal) making it 

difficult to develop. Labor problem does not seem too big felt by SMEs female. This is 

related to the characteristics of the resulting product is relatively simple and does not 

require high skills. 

The solution requires the development of business partnerships. This relationship is 

developed through partnerships that patterns of nature, condition, and business objectives 

that partnership by creating a conducive business climate both in the field of product 

quality, promotion, marketing, mentoring and coaching. Partnership on relations between 

actors who rely on the business ties of mutual support based on the principle of equality 

and togetherness. This research is to find alternatives to solve the problems related with the 

inhibiting factors of SMEs development of women in the informal sector DIY. Models of 

marketing communications, financial management, and production will be supplied by 

several sources that actually competent in order to directly listen the problems and the real 

need felt by the SME for women entrepreneurs. And then the resource is expected to 

provide important information that should be known by the SMEs of women and how they 

can access the information to improve their business in the future. The activity will be 

conducted in the second year of this study. 

Knowledge Sharing, Absorption capacity and Innovation capability  

From data analysis it is found that a certain problem which is come up in a certain type of 

business it is not exist in another type of business or vice versa. On the other side they can 

handle it very well. Sudjono (2011) conducted a research about this issue, he found that 

someone who has a spirit of helping others people is having tendency want to conduct 

knowledge sharing with other people. It proof  that knowledge sharing can be used to 

overcome a certain business problem. In this case the women can tacle by sharing 

kowledge and skills among the groups. Besides this the study conducted by Sudjono (ibid) 

show that knowledge sharing activites has influenced on innovation capability. 

However SMEs especialy in informal sector in general lack both managerial and technical 

skills for their effectiveness (Rahman and Ramos in Hossain 2015) because of their 

particular characteristics such as organization, culture and strategy. Moreover to be 

effective in acquirng new knowledge and skills it is influenced by absorptive capacity. 

Absorptive capacity means firms’ ability to sense, value, assimilate, and apply new 

knowledge and desorptive capacity means a firm’s capability of external knowledge 

exploitation (Lichtenthaler, in Hossain :ibid). The absorptive capacity will determine the 

capability of innovation in small medium entreprises, as stated by Krstić and Petrović 
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(2011) medium enterprises that are used for research and development of their innovation 

processes are also relevant besides the key aspect of absorptive capacity : knowledge 

acquisition, knowledge assimilation, knowledge transformation and knowledge 

exploitation (Zahra, George G in  Krstić and Petrović: ibid). Nevertheless it does not mean 

that there are no obstacle in knowledge sharing process. Here some of them : No integrated 

planning, Less motivation,  Less initiatives, No clear definition of role and function and 

Budget (Tjakraatmadja et al, 2011). 

Below a purposed model for empowering business-owned by women in informal sector 

after analysing the data from FGD. Findings of this study is Work Etics, Socio-Economics 

Culture and Mindset influence to performance of Women informal Sector SME, those 

generate some problems especially in Marketing, Financial Management, Production 

Management, consequently it affects on productivity of the business itself. However some 

type of business does not experieced the problem otherwise the group has good 

performance in it, this happen in vice versa. So by using concepts of knowledge sharing, 

absorptive capacity these group of business-owned by women can increase the innovation 

capability. As the women having easy-sharing partner character. 
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CONCLUSIONS AND FURTHER RESEARCH 

Women with different characters with men in managing the business has a tendency 

character different businesses. It is not separated from the natural role of women in the 

family than as a housewife who has the role of socio-economic as well as women who do 

business as well. 

The purpose of this study was to find the exact model of empowerment for women-owned 

businesses in the informal sector, particularly in the province of Yogyakarta. 

From the results of in-depth interviews during the FGD, there are several findings. Some of 

the problems affecting the development of businesses owned by women in the informal 

sector to run their business is business work ethic, social and economic role, and the 

mindset in which these factors affect marketing management, production and financial 

management. These three issues have a significant impact on their business productivity. 

Interestingly, a problem arises in certain types of business groups that are not experienced 

by business groups are different and even opposite. 

From the results mentioned above, they or the business group that has a problem can be 

learned from the experience, knowledge and skills among groups other businesses. 

However, the success of this process is also determined by their absorption capacity and 

the ability to implement it. In addition, the parties related to the empowerment of 

businesses owned by women in the informal sector, such as government agencies and non-

government still needed to support the strengthening and development of their business by 

providing skills training and new knowledge about the business they are developing  

To get more appropriate model so the purposed model need to be tried (Pilot Project) and 

evaluated after that will be improved to find the proper one. So it will be got an appropriate 

model for empowernmet of business-owned by women in informal sector.  
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Abstract: This study seek to find out : (1) the effect of entrepreneur behavior on business 

performance, (2) the effect of business motivation on business performance, (3) the effect of 

managerial skill on business performance, (4) the effect of entrepreneur behavior on business 

sustainability, (5) the effect of business motivation on business sustainability, (6) the effect of 

managerial skill on business sustainability, (7) the effect of business performance on business 

sustainability. This study was an associative explanative study. The population of the study were all 

small businesses in Kendari City that was enlisted in The Department of Commerce and Industry in 

Kendari city, which were 663 businesses units. The sample of the study were 200 business units 

that were taken using cluster random sampling. The data was collected using observation 

technique, questionnaire, and documentation. The data analysis employed descriptive statistic 

analysis and partial least square (PLS). The result of the study concluded that : (1) business 

behavior significantly affect business performance, (2) business motivation insignificantly affect 

business performance, (3) managerial ability significantly affect business performance, (4) business 

behavior significantly affect business sustainability, (5) business motivation significantly affect 

business sustainability, (6) managerial ability significantly affect business sustainability, (7) 

business performance significantly affect small businesses sustainability in Kendari City.  

Keywords : entrepreneur behavior, business motivation, managerial ability, business performance, 

business sustainability  
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 INTRODUCTION 

Strictly speaking, small bussinesses aim to gain optimal profit and guaranteed-

business sustainability. In order for a business to sustain is particularly subject to its 

performance. Small businesses performance is affected by various factors among which is 

entrepreneur behavior (Meredith, 2006). Besides the entrepreneur behavior, motivation can 

also be the factor affecting small businesses performance (Amstrong, 2000), supported by 

research outcome of Pantja Djati, 1999). Another determinant to business performance and 

sustainability is managerial skill (Mueller, 2007; Fiedler in Munandar, 2001). 

 

In correspond to entrepreneur behavior, research study shows that entrepreneur 

behavior/characteristics affects the business performance significantly (Saparudin, 2008). 

Despite this, however, other researcher found that the one having the most significant 

influence is the ownership of  working-network system (Meng Low, 2006). In concern 

with business motivatin, resarchers (Djati Sundring, 1999; Amstrong, 2000; Cooper and 

Makin, 2005) found that motivation has a significant effect on business performance. In 

contrast, other researchers found that the interference of motivation toward business 

performance is debatable. In correspond to this, Werther and Devis (2005) argue that 

motivation gives a relatively small contribution in the development of business 

performance.  

 

Research studies also showed that the minimum managerial ability is one of the 

factor to cause small business to collapse (Meng Low, 2006). In correspond to this, Urata 

(2000) has investigated 2000 small businesses of manufactur in seven towns in Indonesia. 

This study revealed that most of the businessman have low managerial skill and is urgent 

to solve. Besides, Fiedler in Munandar (2001) has studied and found that managerial skills 

have significant effect on small businesses performance. Even so, howeverm other 

researchers have found that managerial skills do not effect business performance 

significantly because the businessmen do not manage their business structurally (Dyah 

Sawitri, 2008; Elisabeth, Alexandra, 2007).  

 

To refer to the results of studies revealed, it seems that there are differences among 

what the researchers have found. Therefore, there is a strong reason to conduct further 

research regarding the effect of entrepreneur attitude, business motivation and managerial 

skills on business performance and their  implcation on the sustainability of small 

businesses.  

 

Data from Department of Industry and Commerce of Kota Kendari shows  that 

there was a decreasing number of small businesses around 2007 and 2009, each 17.27% 

and 2.21% respectively.  This condition reveals that small businesses are insustainable. 

This is, for sure, particularly related to businesses performance. On the other hand, there is 

a debatable premise that business performance is affected by such factors as entrepreneur 

behavior, business motivation, and managerial skill. Given this, the researcher was 

interested to conduct an empiric study on the effect of the three aforementioned factors on 

small businesses performance in Kendari City and their implication in business 

sustainability.  

 

I. METHODOLOGY 
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This study is an explanative asociative study and was located in Kendari City, South 

East Sulawesi.  The population of the study were all small businesses in Kendari City that 

were enlisted in the Department of Industry and Commerce, which were 663 units of 

businesses (Source: Department of PERINDAGKOP and PKM of Kendari City, 2014). 

The sample of the study were 200 units of businesses chosen using cluster random 

sampling technique. This number included 107 units of businesses working on farm 

produce, 20 units of businesses working on chemicals, 19 units of business managing 

metal and machine, and 54 units of other various small businesses. The data was collected 

using observation technique, questionnaire, and documentation. The data was, then, 

analyzed using descriptive statistic analysis and partial least square (PLS).  
 

Definition of Oprational Variable  

Entrepreneur behavior is all aspects related to characteristics or attitudes of business respondents. 

This variable is a construct variable that is observed through six indicators adopted from some 

experts premises (Meredith, 2006, McClelland dalam Sumarsono, 2010, Justin, 2001, Tunggal 

Wijaya, 2009), which are self-confidence, task and outcome oriented, risk-taking, future oriented, 

high energy reverse, and views of money.  

 

Business motivation is an impulse to fulfill the need of particular motive. This variable is a 

construct variable that is observed through four indicators adopted from theories (McClelland, 

2005 and Abraham Maslow in Dessler, 2000), which are motive of achievement, affiliation, motive 

to be of power, and prestige/pride.  

 

Managerial skills is the respondent skills in managing their businesses. This variable is a 

construct variable that is observed through four indicators adopted from Terry’s argument  in 

Hasibuan (2000) that are to plan, to organize, to direct, and to control businesses.  

 

Business performance is the working ability of outcomes of small businesses. This variable 

is a construct variable that is observed through four indicators adopted from Kaplan and Norton 

opinion, (2001); Widjaya Tunggal (2009) that are finance prespective, costumers, learning and 

development and prespective on internal businesses processes.  

Business sustainability is the guaranty of small businesses continuity. This variable is a 

construct variable that is observed through three indicators adopted from Warhust (2002), Burton 

Hamner (2008) and Alessia D’Amato, est (2009) that are small businesses economy, social, and 

environment.  

In this study, small businesses refer to businesses managed by individuals, households or 

industries producing goods or services to be traded commercially and owning the net wealth 

between Rp. 50 million and Rp. 500 million, excluding land assets and buildings with selling 

omsets reaching Rp. 300 milion and Rp. 2.5 billion at most and employing around 5-19 workers.   
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III.  RESULT AND DISCUSSION 

1.   Model  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2.   Result  

 

No 
Direction of 

Direct Effect 

Path 

Coefficient 

Critical 

ratio 
Probability Hypothesis 

Note 

(Accept/Reject) 

1 X1     Y1 0,331 3,401 0,001 H1 Accept 

2 X2     Y1 -0,050 0,669 0,504 H2 Reject 
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3 X3     Y1 0,694 13,524 0,000 H3 Accept 

4 X1    Y2 0,267 3,589 0,000 H4 Accept 

5 X2    Y2 -0,172 2,545 0,012 H5 Accept 

6 X3    Y2 0,679 12,929 0,000 H6 Accept 

7 Y1    Y2 0,213 3,892 0,000 H7 Accept 

Source: Analysis result  

 

3. Result 

The effect of entrepreneur behavior on small businesses performance in Kendari City 

The implication of the well attitude of entrepreneur cause the fine business performance, 

which descriptively reach 85.21%. This is supported by the hypothesis testing showing that 

entrepreneur behavior significantly affect business performance, which is marked by the number of 

path coefficient 0.331 and probability 0.001 < 0.05. This means that the good behavior of 

entrepreneur can spur on the improvement of business performance, if seen from the indicator of 

finance perspective, costumers, internal business growth and perspective.  

 

The result of this study is in line with the theory suggested by Meredith (2006) that 

entrepreneur behavior is one of the determinants of business performance for it is related to self-

confidence, is task and outcome oriented, is related to risk-taking, originality and future orientation. 

The result of this study also supports the previous empirical study conducted by Saparudin (2008) 

that observable entrepreneur characteristics such as self-confidence, outcome oriented, risk-taking, 

and future orientation has significant effect on business performance when seen through finance 

indicator (income margin, ROA, and ROI).  

 

The effect of business motivation on small business performance in Kendari City 

A good business motivation of a respondent gives good implication on business 

performance. This is supported by the hypothesis testing that showed that business motivation had 

insignificant effect, in negative direction, on business performance, which was marked by the value 

of path coefficient that was -0.050 and probability value 0.054 > 0.05. This means that good 

business motivation cannot spur on the improvement of business performance when seen through 

the indicator of finance perspective, costumer, growth, and internal business perspective. The 

insignificant effect of business motivation on business performance was because the motive to be 

of power was not carried out well, which was marked by the insignificant effort of the leaders or 

owners of the business in getting their employee to follow their instruction. In addition, the 

business owners did not put it all in leading their worker and did not seriously encouraging their 

employee to perform better in carrying out their job.  
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The result of this study does not approve the theory suggested by Amstrong (2000) that 

motivation is begun from the way people meet their needs by doing particular activities and so this 

will affect the goal achievement, which is reflected from the optimal performance where the 

relationship between motivation and performance is positive. In other words, the increasing of 

motivation will result in better work performance. The result of this study also disapprove with the 

previously conducted empirical study by Djati Sundring (1999) that business motivation that is 

seen from achievement motive, affiliation, and dominance affect the business performance 

significantly.  

 

The effect of managerial skill on small businesses performance in Kendari City 

In line with the result of the study, the managerial skill of most of the respondents 

(86.15%) is in good category of assessment when seen from the indicator of planning ability, 

organizing, leading, and controlling ability.  

 

A good managerial skill provides good implication on business performance. This is 

supported by hypothesis testing showing that managerial skill has a significant effect on business 

performance, which was marked by the value of path coefficient that was 0.694 and probability 

value 0.000 < 0.05. This implies that an improved managerial skill will improve business 

performance as well when seen from such indicator as finance perspective, costumers, growth, and 

internal business perspective.  

 

In addition, a good managerial skill was backed up by the respondents’ characteristic that 

was age-related where most of them were in productive age and about 69 of the respondents were 

bachelors and the other 102 graduated from high schools.  

 

The result of this study supports the theory proposed by Fiedler in Munandar (2001) that in 

business world, managerial skill is one of the key factors to put cooperation among employee in 

harmony. Furthermore, it also supports Mueller (2007) who argued that a good managerial skill 

could fix working performance.  

 

This study support the result of empirical study conducted by Mulyanto (2007) that 

managerial skill covering technical skill, humanistic skill, and conceptual skill has a significant 

effect on business performance when seen through the indicator of revenue and net income.  

 

The effect of entrepreneur behavior on small businesses sustainability in Kendari City 
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A good behavior of entrepreneur gives a good implication on a business sustainability, 

which descriptively reach 85.39%. This is supported by the result of hypothesis testing showing 

that entrepreneur behavior had a significant effect on business sustainability, which was marked by 

the value of path coefficient that was 0.267 and probability value 0.012 < 0.05. This means that a 

good behavior of entrepreneur can promote the enhancement of business sustainability when seen 

through the indicator of small business economy, small business-social, and small business-

environment.  

 

The result of this study supports the theory suggested by Meredith (2006) that entrepreneur 

behavior is one of the determinants of business sustainability. The behavior to refer here is related 

to self-confidence, task oriented, daring to take risk, originality, and future oriented.  

 

The result of this study also supports the previous empirical study conducted by Sri Hadiati 

(2008) that entrepreneur behavior seen through the indicator of internal factors (research and 

development, marketing, production, human resources, and finance) and external factors (new 

comers, existing rivals, buyers, suppliers, alternative products, and macro-economy) has a 

significant effect on business competitiveness and so can assure a business to sustain, which is 

reflected from the superiority of its competitiveness.  

 

 

 

The effect of business motivation on small businesses sustainability in Kendari City 

The implication of good business motivation does not provide assurance to business 

sustainability. This is supported by the result of hypothesis testing showing that business 

motivation significantly affect, in negative direction, business sustainability, which was marked by 

the value of path coefficient that was -0.172 and probability value 0.012 < 0.05. this implies that 

good business motivation cannot assure greater chance of business sustainability.  

 

The result of this study does not approve the theory suggested by Stoner (2002) that long-

term business sustainability can be maintain as long as the owner has the will to do efficiency, to 

keep a healthy environment, and to create unique product. If this condition can be maintained, it 

will affect a business sustainability. The high requirement of motivation is commonly stimulated by 

someone’s fear from failing their business. A leader can be motivated to do activities because he is 

assure that his achievement can help him bring into reality what he has been expecting. One with 

no hope that they will achieve something will not be trying to enhance their achievement. For this 

reason, the fear of being bankrupt can be a motive.   
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The result of this study also does not support the empirical study conducted by Koesmoyo 

(2005) that business motivation observed through intrinsic indicators (fear from failing business) is 

one of the major determinants to business sustainability.  

 

The effect of managerial skill on small businesses sustainability in Kendari City 

A good managerial skill provides good implication on the insurance of business 

sustainability. This is supported by hypothesis testing showing that managerial skill has a 

significant effect on business sustainability with path coefficient value reaching 0.679 and 

probability value 0.000 < 0.05. This implies that an improved managerial skill can as well increase 

the surety of business sustainability when seen through such indicator as small businesses 

economy, social, and small businesses environment.  

 

The result of this study supports Meng Low (2006) opinion that good managerial skill can 

be the determinant of business sustainability. This outcome also supports other opinions proposed 

by some experts, such as : 1) Mintznberg (2005) that managerial skill could be the determinant of 

business sustainability; 2) Alma (2004) that it is important for a leader to be able to manage a 

business that involve many people working in it, to manage other production factors, and to give 

instruction for the costumers optimal service so that his business can enhance continuously; 3) 

Orser (2004) that for business to sustain is depend on the managerial skill; (4) Wheelen (2002) that 

being able to join together managerial skill and other basic skill as technical skill, humanistic skill, 

and conceptual skill accurately and balance can guarantee a business to sustain; 5) Sudrajati (2007) 

that managerial skill that is observed from such indicator as technical skill, humanistic skill, and 

conceptual skill can be a determinant to business sustainability.  

 

 

The effect of business performance on small businesses sustainability in Kendari City 

In line with the research outcome, the respondents’ business performance was in good 

category of assessment when observed from the indicator of finance perspective, costumer 

perspective, learning perspective and growth, and internal business process perspective. Result of 

hypothesis testing revealed that business performance significantly affect business sustainability, 

which was marked by the value of path coefficient that was .213 and probability value 0.000 < 

0.05. This implies that good business performance can stimulate better chance of business 

sustainability.  

 

Result of this study supports the theory suggested by Gibson (2006) that working 

performance can be categorized as success if the targeted goal is fully achieved. Performance is 

also viewed as a function of interaction between skill, motivation, and chance (Robbins, 2003). 

Performance includes performing skill through particular processes or procedures that focus on 
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targeted goals, performance standard and outcomes quality. If this condition can be kept 

continuously through creative creation, then a business will most likely to sustain. In addition, 

Sudrajati (2007) stated that business performance is relevance to business sustainability. A business 

sustainability can be maintained if a firm can manage all the activities related to resources well, by 

focusing on the firm’s capability in collecting resources. 

 

The result of this study also supports the empirical study conducted by Laila Nagib and 

college (2000) that a business sustainability is affected by several factors, both internal and external 

factors. Internal factors include the skills or ability to manage both the business and the human 

resources.  

 

4. Limitation of the study 

The writer is fully aware that the realization of this study is not apart from limitations. These 

limitations are:   

1. The data collection was carried out only in one step/phase (one shot study) or cross sectional. 

Furthermore, this study employed the non experimental explanative associative study so it is 

not highly accurate.  

2. The sample of the study were only 30% (200 business units) of a total 663 units of businesses 

enlisted in the Department of PERINDAGKOP and PKM of Kendari City so it probably does 

not represent all the small businesses.  

3. The developed structural model is limited in the use of indicator in measuring construct 

variable, particularly the variable of entrepreneur behavior and  business motivation.  

 

IV.  CONCLUSION AND SUGGESTION 

1.   Conclusion  

a. Entrepreneur behavior has a significant effect on small businesses performance in Kendari 

City. This implies that better change of entrepreneur behavior can spur on the improvement of 

business performance. 

b. Business motivation does not significantly affect small businesses performance in kendari City. 

This suggests that a change of motivation in a better direction cannot stimulate better business 

performance.   

c. Managerial skill significantly affects small businesses performance in Kendari City. in means 

that an improved managerial skill will increase small businesses performance in Kendari City.  

d. Entrepreneur behavior has a significant effect on small businesses sustainability in Kendari 

City. This means that a change of entrepreneur behavior for better can spur on the increase 

chance of business sustainability.  

e. Business motivation has a significant effect on small businesses sustainability in Kendari City. 

This means that a better change of motivation can increase the chance for a business to sustain.  

f. Managerial skill significantly affect small businesses sustainability in Kendari City. theis 

implies that a good managerial skill can increase the surety of business sustainability.  

g. Business performance significantly affect small businesses sustainability in Kendari City. This 

means that a better change of business performance can  as well increase the chance of a 

business to sustain.  
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2.   Suggestion 

a. For the local government of Kendari City, the concerned institute in particular (Department of 

PERINDAGKOP and PKM), to pay attention on small businesses in Kendari City by giving 

the entrepreneurs technical training on business management for most of the respondent 

(51.50%) have never given the chance to join a training. The same goes for the support of 

financing access because there are about 66.50% of the entrepreneurs who have never been 

given business finance support.  

b. For some of the small businesses owner whose both behavior (14.85%) and business 

motivation (13.38%) are not good and whose managerial skill (13.85%) is low to try to be 

better so as to improve their business performance and to gain more assurance of the business 

sustainability.  

c. For the following researcher to use longitudinal data and experimental study to gain a highly 

accurate result of study. Besides, the researcher can investigate micro small businesses and is 

better to enhance this study by using other indicator in measuring entrepreneur behavior and 

business motivation. Other indicators in the variable of entrepreneur behavior are originality, 

responsibility, preference on business risk, perception on chance of success, stimulus, skill, 

solving problem skill, modesty, spirit, self-satisfaction, internal control focus, and tolerance on 

ambiguity. On the other hand, the variable of business motivation includes physical and 

biological needs, safety and security, social needs and self-actualization. In addition, it is 

necessary to continue analyzing the effect of business performance mediation on business 

sustainability.  
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ABSTRACT 

The purpose of this study is  to examine the operational flexibility of suppliers toward  

company’s trust. The study conducts operational flexibility capabilities as independent 

variable and  trust as  dependent variable. The study uses a survey method on small and 

micro enterprises (SME’S) in the handicraft industry as respondents. The research 

methodology used Structural Equation Modeling (SEM) through Software Partial Least 

Square (PLS) with a sample of 106 SME’s in Bantul regency, Jogyakarta. The results show 

a significant influence between  operational flexibility capabilities  toward the company’s 

trust.  

Key words:  operational flexibility capability, Trust, Partnership, PLS. 

 

INTRODUCTION 

Business environment competition is changing rapidly. This results in companies finding 

out the  patterns that are flexible and creative to meet the competition‘s 

challenge. Companies’ efforts in responding  this challenge vary, one of them is  by 

building collaborative partnerships between suppliers and customers (Dertouzos et 

al.,(1989), Donney and Cannon, 1997). Companies expect the benefits of this partnership 
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collaboration to improve the ability to compete through the relationship with their supply 

chains. Similar to medium and large industries that do supply chain activities, the micro 

and small industries  also do the same to increase the competitive value through supply 

chains activities. 

The supply chain is defined as a system where organizations distribute the 

production of goods and services to their customers (Indrajit and Pranoto, 2006). Supply 

chain management was originally also known as material management (Dobbler, 1990) in 

Qualey p.4, (2006). A supply chain is an integrated process where raw materials processed 

into final products, and then delivered to customers, through distribution activities 

(Beamon, 1999). 

The goal of any supply chain is to optimize the operational performance of the 

organization by providing products or services to potential customers with minimal cost in 

time required. In many industries today, competing success is influenced by the improved 

performance of the supply chain which requires a lot of ability to innovate and improve the 

relationship among business partners. Optimalization of working time of either industry 

suppliers who are in the industry upstream or downstream must be effective (Lee, et 

al., 2007). The level of correlation in related to the supply chain activities will vary based 

on the implementation consideration  of good supply chain strategy. 

Indrajit and Pranoto (2006), states that the concept of the supply chain is a new concept in 

the matter of logistic problem. Old concept see logistics more as internal problem of each 

company and it can be solved internally. While the new concept, logistic problem is 

considered as serious issue that lies from basic materials to finished goods used by end 

consumers, a chain of goods supply. Harland (1996) in Tan (2000) describes the supply 

chain management as a business  management activities, and relationship within 

organization through a major supplier or suppliers of suppliers and customers that are 

involved along the supply chain. 

Here is a picture showing the activities and companies involved in the supply chain. 

 

 

 

 

 

Source: New and Payne (1995) in Tan (2000) 

Figure 1.1 The Company and Activities in Supply Chain 
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Currently, the competition is becoming increasingly competitive, that is characterized by 

short product life cycles, rapidly changing technologies and increasing global competition, 

that make the supply chain management  is the key to the success of any business venture. 

Selection of suppliers is the basic activity in the inbound logistics  that includes;  

Accepting, Saving/storage, and distributing the incoming material or materials to be 

used. Furthermore, selection of supplier is one of the key issues of supply chain 

management because, as mentioned above, the cost of raw materials and related 

components acts as a major cost of product management. As a result, this field has become 

the focus of much research both theoretical and empirical (Ordobadi, 2009). 

When suppliers has become part of the company and managed properly, it will have an 

effect on the competitiveness of the entire supply chain (Choi and Hartley (1996) 

inWang et al., 2005). This explains that a strong relationship impacts on the companies 

power to compete. When the company’s supplier partnerships has built a good relation for 

such a long term, this will create a strong barrier to the competitors to persuade. 

The success of supply chain management system (SCM) related to the development of 

specific capabilities (Chandra and Kumar, 2000 in Othman and Ghani, 2008).Furthermore, 

Chandra and Kumar (2000) and Ghani Othman (2008) mention that the specific 

capabilities include the ability to develop organizational flexibility, the ability to develop 

relationships of trust with suppliers, the ability to find a number of supply chain 

coordination, improve communication ability to reduce the risk of uncertainty, has a 

competence of build-to-order, outsourcing capabilities on competencies that are non-

core, the ability to reduce inventory levels, as well as the ability to reduce costs. Capability 

of the organization is DNA to win the competition (Ulrich, 1996). This means that the 

capability of a company plays an important role to do something better than its 

competitors. The competence is referred to technological competence in terms of the 

ability to create new effects of financial flexibility that can be seen from  the ability to 

respond aggressively to the various demands of the market at the same time. 

In addition, the company has a different approach that is used as the 

basis interdependency relationship  toward the parties that have an interest in the 

organization.  Gianakis (2007) explains that the trust or confidence to business partners  is 

among four characters of  relationships in the supply chain activities, while the others 

are; power  in decision making, involvement  in the supply chain relationships,  and the 

development of commitments that will contribute to the success of the supply chain. In the 

supply chain activities, it is important to establish a partnership based on a solid foundation 

of trust (Sally and Kourdy (2007). 

Furthermore, the trust has an important position when the situation occurs become less 

effective than it was planned (Sahay, 2003 in Ghost and Fedorowicz, 2008). Trust reflects 

the confidence of one of the parties in a two-way relationship that the other party will not 



 

285 

 

exploit (Sako 1991; Svensson 2001 in Ghost and Fedorowicz, 2008). The existence of trust 

becomes increasingly important when the two conditions in a transaction that is situational 

uncertainty and asymmetric information (Agarwala et al., 2007 in Ghost and Fedorowicz 

2008). Thus, the scope of the relationship with the suppliers in the supply chain 

management activities, managing good relationships will affect the sustainability of 

business cooperation for achieving a win-win solution for both parties. Trust is one of the 

very few constructions that can be performed by individuals, groups, companies, industry 

groups, political entities, and supply chain (Lewicki and Bunker 1996; Sako and Helper 

1998; Svensson 2004 in Ghost and Fedorowicz, 2008). 

Studies that explicitly examine whether the capabilities of operational flexibility in the 

selection of the basis of assessment of suppliers to establish trust are very few (Donney and 

Cannon, 1997). So that,  examining the influence of operational flexibility capabilities to 

the formation of trust be the main issue of this study. This is because the trust can create 

and enable economic transactions become more efficient by giving a chance to related 

parties to access more information. In addition, mutual trust allows them to coordinate 

activities for mutual benefit. 

From the literature, it is understood that  the trust is an important element in the features of 

a partnership. Trust also used by the buyer company as a criterion in evaluating suppliers 

involved in the collaboration (Donney and Cannon 1997). In addition, the research findings 

Ghost and Fedorowicz, (2008) revealed that the trust in the supply chain partnership serves 

as a liaison between the written agreement (the contract) and power supply on the 

information exchange management.  Previous studies of Ghost and Fedorowicz (2008) 

found that trust is important for information sharing activities in the partnership activities, 

and it is also related to regulatory mechanisms, strength, and  contract agreement. All these  

three will affect the activities of sharing information in the relationship seen in utility and 

quality information obtained by the two parties engaged in business relationships. 

Based on the description above, this study is a continuation and development of previous 

studies, which will test the capabilities of operational flexibility and  trust (confidence)  as 

a variable to be studied. 

The object of this study is the micro and small industries or called IMK.  IMK is chosen 

because it is  considered having a specific character in the supply chain management. The 

limitations of micro and small industries both in terms of capital and technology 

capabilities, makes the activity of the partnership that is based on the belief, sometimes 

even in the absence of a written agreement,  made relations activities go naturally. In an 

established industry, there is an integrated management process related to material flow 

through the channels of  distribution from the supplier to the end user, so that all the 

complexity of the process of managing the flow of materials  become interrelated, and the 

job description  is clear and synergy. While the micro and small industries (IMK) run the 

supply chain activities uncomplicatedly. Raw materials obtained from suppliers who are 
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able to meet the primary needs of material and the amount is not much, and the factors of 

trust and reliability of partners has become basis in establishing a partnership. 

Large and midlle  industries are in an attempt to protect against the risks that may arise 

through the efforts made to reduce the risk  of partnership. Efforts to reduce this risk by 

choosing the leading company in the field in order to meet the criteria of credibility, using 

a list of suppliers which has been approved previously (familiarity), making a partnership 

with some selected suppliers (multiple sourcing), visiting and learning the supplier 

activities by the purpose to build a good  perception  communication (honesty) with 

suppliers. The limitations owned by IMK make it unable to manage and control the risk of 

suppliers behavior as  partnerships,  as some of IMK  do not have a legal entity. 

Although there are limitations by micro and small industry (IMK) such as limited sources 

of funding, but IMK sector is seen as one of the leading sectors of national development 

and can be seen from year to year continues to increase (CBS, 2006). The increasing of 

IMK is not only in business   units but also in the amount of employment, the variety of 

processing the production  and the variety of the product, especially its contribution to 

the Gross Domestic product (CBS, 2008). 

Every production business  requires raw materials, either produced by the company itself 

or ordered from other parties outside the business. Cooperation to meet the needs of 

industrial raw materials involving another party, called partners or suppliers which would 

involve a series of assessment so that cooperation can run smoothly  as the partner has a 

relationship  with the company's business orientation. A partnership between business units 

and suppliers leads an interdependence between suppliers and IMK business. Suppliers are 

also called as stakeholders should get a considerable attention as the IMK and suppliers are 

in a symbiotic relationship that benefit equally great for business sustainability. 

Micro and small industries that will be the object of this research took place in the 

Province of Yogyakarta, especially the district of Bantul. Bantul  region selection based on 

several considerations;  it is known as a center of the non-oil industry that contributes 

substantially to economic growth in the region of Yogyakarta and it is also known as a 

craft industry area which has considerable variation crafts like pottery in Kasongan, shoes, 

bags, box jackets, souvenirs, leathers crafts(Manding), wooden masks craft (Krebet), 

leather puppet craft in Gendeng, stone crafts (sculpture) in Lemahdadi, wooden flowers 

craft in Pundong village , and Bantul region is very popular with its batik industries in 

Giriloyo, Imogiri, Trimulyo, and Jetis. (Bernas.co.id, 2008). 

The ability of suppliers to meet the demand of micro and small industrial enterprises must 

be based on good faith that will increase the confidence of the business entrepreneurs 

suppliers. 
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Empirical research in Indonesia, which examines the effect of operational flexibility 

capabilities of suppliers to the establishment of trust is still limited. It's like described by 

Modi and Mabert (2007) in Carr et.al (2008) that the studies discussed both theoretically 

and empirically to benefit the development of relationships with suppliers for the suppliers’ 

company is still very few.  Previous studies measure the performance of the partnership 

through the perspective of the buyer company. 

This study is important because of the limited research that tests the capabilities of 

operational flexibility of the trust. So the researcher will combine aspects of operational 

flexibility and  trust  in one model study. 

LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT 

Supplier Capability Influence  Toward Company Trust 

The decision to choose a suitable supplier necessarily involves a series of assessment of the 

capabilities possessed by the supplier as well as the nature of trust involved in this 

process. Ulrich (1996), defines the capability refers to what the company's ability does or 

what the company needs to enhance its strategy. Capability is a process and application 

within the company that enables companies to add value or motivate customers in a unique 

way. Capability of the organization can be shown through creativity, and qualified leading, 

being able to offer a low cost, ensure confidence, having a high-

quality engineering techniques, and cultural flexibility. 

Suppliers Capability can also be judged through internal aspects which are owned by the 

suppliers. These aspects include: the ability to develop organizational flexibility, the ability 

to develop a relationship of mutual trust (trusting), the ability of collaboration, effective 

communication skills, ability to reduce inventory costs, the ability to place an order and the 

ability to reduce costs (Othman and Ghani, 2008). In addition, the capability of the supplier 

can be seen in its responsibilities to lower supply costs and the quality improvement of the 

product (Gunasekaran, et al., 2008 in Othman and Ghani, 2008). 

Sinkovich and Roath (2004) then divide capability in two forms, namely the capability of 

operational flexibility and collaboration capabilities. Operational flexibility capability is 

used to identify a company's ability to respond dynamic market (Ling-Yee Li and 

Ogunmokum 2000; Sanchez 1995 in Sinkovich and Roath 2004), while Carlson (1989), 

Suarez, Cusmano and Fine (1995) in Sinkovich and Roath (2004) explain that the 

operational flexibility demonstrated the ability of the company to meet the shortage 

of inventory, to respond to fluctuations in demand in a short span of time or the ability of 

the company to respond to the problems which appears in the production activities in the 

event of the need for modification of the product. Furthermore, operational flexibility can 

also be seen on the company's daily operations and response to disturbances in the system 

of organization (Sinkovich and Roath 2004). 
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Based on these two explanations, the operational flexibility associated with the response 

given within a short time span as issues related to inventory and demand fluctuations. 

Based on the above explanation, the research hypothesis are as follows: 

Hypothesis 1: Operational Flexibility  Capabilities suppliers have a positive 

influence on the trust company. 

The research model can be described by the hypothesis proposed in hypothesis formulation 

as shown in the following picture: 

 

 

 

Figure 1.2: 

Effect of Operational Flexibility Capability Suppliers 

Toward Trust Company 

 

METHODOLOGY 

In this study, conducted survey method to collect data through  questionnaires or 

interviews (Cooper and Schindler, 2008). This study used a cross section which is done 

only once and represents a specific period. The object of this study was small and micro 

enterprises or commonly referred to as micro and small industries (IMK) in Bantul, 

Yogyakarta, Indonesia. 

Model analysis used in this study is based on SEM component (component-

based) with smart software PLS (Partial Least Square) Ver.2 M3 (Chin, 1998 in Hartono 

and Abdillah, 2009). An appropriate sample size for PLS is 10 x the most complex 

indicator . The construct of trust is an indicator of the most complex one as it consists of 8 

items of questions that can satisfy the rule of thumbs PLS, then the minimum sample size is 

80 respondents. 

The number of respondents are 120 to anticipate questionnaires were not returned. The 

number of questionnaires that can be analyzed is 106 respondents. To test the measurement 

model  constructing  indicators performed by testing stages of Ghozali (2006)testing (1) 

construct validity (convergent validity anddiscriminant with validity), and (2) the internal 

consistency (reliability measurement with composite reliability). 

kapabilitas 
fleksibilitas 

 operasional 

kepercayaan 
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Indicators proposed at the beginning were 15 indicators, but most of them did  not  meet 

the test indicator measurement models, then 5 indicators of  trust constructions were 

also  dropped  2, so that the remaining three indicators were used in testing the structural 

model. Structural model testing performed after testing the measurement model. These 

tests include estimating path coefficients that identify strengths relationship between the 

independent and dependent variable. Testing structural models generate significant value 

relationship paths between latent variables using bootsrapping function. 

ANALYSIS AND DISCUSSION 

Here is a picture showing the two structural models and hypothesis testing results. 

 

 

 

 

 

 

Figure 2: Structural Model and Hypothesis Testing Results 

The results above show that the hypothesis test of the capability on the operational 

flexibility has a positive effect on trust. This is indicated by the coefficient of FLX Ã TR 

(0.310219) and the t value is 2.993045. These findings answer the purpose of the study that 

is to explore the effects of operational flexibility capabilities toward the trust. The 

hypothesis of this research is supported by the finding as the capabilities of operational 

flexibility has a  positive effect on trust at 95% confidence level. 

Operational flexibility is one of the indicators that can take the company to gain 

efficiencies in supply chain management. Competitive advantage possessed by the partners 

(suppliers) for micro and small enterprises such as technological superiority, dynamic 

capability and efficiency will strengthen the trust toward the ability of a partner in a 

business partnership. 

For supplier companies , ability to meet the demands of customers or adjustment will 

increase the trust of the customers so that customers get superior benefits of partnering 

relationships. This study indicated the level of  trust of customers to suppliers of raw 

materials, the belief that the supplier be honest in transactions, as well as the belief that the 

supplier has in serving and selfish concern for customer affairs. 
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FLX3 

FLX 

9,369 

4,944 

12,501 

18,087 

17,346 

27,400 

TR 

TR1 

TR3 

TR2 

2,993 



 

290 

 

This will bring the company a competitive advantage when the supplier is able to maintain 

the confidence of small and micro entrepreneurs through the ability to respond dynamically 

to each customer characteristics. It is also as expressed in the research Fawcett (1996), that 

the pattern of competition has now expanded to a global market space so that the industry 

must come out of traditional manufacturing activities to build a sustainable competitive 

advantage. Competitive advantage can be achieved through the ability to increase 

operating activities more efficiently and effectively so that the results will be seen from the 

increasing customer loyalty. 

This picture shows the capability of the supplier company in the activities of operational 

flexibility shown by the indicator is able to adapt to the needs of customers or the ability to 

adjust the face of changing market environment situation can increase customer confidence 

in the partnership activities that occur daily. 

CONCLUSION 

This research in general, analyze the impact between the supplier flexibility capabilities 

toward trust into the micro and small industry in Bantul. 

The results of this research supported the researchers' expectations. This study shows that 

the findings of the research that is the capability to answer allegations of operational 

flexibility and significant positive effect on trust. 

The results of this study in addition to providing theoretical implications are also expected 

to provide practical implications for the industry in assessing the capabilities of suppliers 

through operational flexibility capability to produce policies that can improve the trust of 

business owners to suppliers. The results of this study are expected to provide input for 

the buyer company formed a partnership with another company. Implications obtained 

includes inputs for decision-making process in the selection of suppliers that will affect on 

increasing confidence in the company's suppliers. 

For supplier companies, the results of this study will be the basis of the evaluation of the 

company to improve the capabilities of operational flexibility to be able to increase trust of 

small and micro entrepreneurs to the partnerships built over the years. The ability of the 

company to increase operational flexibility and trust capabilities will indirectly affect the 

competitive advantage of the company's suppliers. 
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ABSTRACT 

 

 

The term of organizational justice was the degree to which organization member perceived 

about the overall organizational procedures, rules, and policies which are connected to 

their job.  The aim of this study was to explore the quality, strength, and significance of the 

relationship between three types of organizational justices (procedural, distributive and 

interactional) to job satisfaction and organizational commitment. The study would 

investigate the relationship between organization chief agent in the Polícia Nacional De 

Timor-Leste (PNTL).  Data was collected through questionnaire and the data which had 

been collected would be analyzed using descriptive and path analysis. The results showed 

that the perception of chief agent member in the PNTL about organizational justice had a 

positive effect on  their job satisfaction. This research also found that the job satisfaction 

of chief agent member had a positive effect on organizational commitment in the Polícia 

Nacional De Timor-Leste (PNTL).  

  

Keywords: organizational justice, job satisfaction, organizational commitment. 

 

INTRODUCTION 

Organizational justice have an impact on a person's attitudes and reactions. Everyone wants fair 

treatment both in terms of distribution and procedures or referred to as distributive justice and 

procedural justice (Tjahjono, 2007). Distributive justice refers to a number of sources of income 

and appreciation to employees and related to resource allocation fairness (Milkovich & Newman, 

2005; in Samad, 2006). Procedural  justice  refers to the process used to make the payment decision 

(Brockner et al, 2000; in Samad, 2006). Procedural Justice considers that a decision how payments 

are made to be important for the employees (Milkovich & Newman, 2005; in Samad, 2006). 

Meanwhile, interactional justice as the individual's perception of the degree to which employees are 

treated with dignity, attention, and respect (Robbins and Judge, 2008). 

mailto:linosaldanha@yahoo.com
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 Some  of research in the field of organizational justice shows that, when employees are 

treated fairly, they will have the attitudes and behaviors needed for successful organizational 

change even in difficult conditions though (Sugiarti, 2005). Conversely, when the decision of 

organizational and managerial actions are considered unfair, the employee will feel dissatisfied and 

reject efforts to change organizational improvement. This will cause some employees the 

possibility to get the results they expect, while other employees got the opposite possibility. 

 Thibaut & Walker (1975) assessment of a person of fairness is not only influenced by 

what they receive as a result of certain decisions, but also on the process of how the decision was 

made (Greenberg, 1990 ; Sugiarti, 2005). If they judge that they receive fair treatment,  it will 

affect the satisfaction and commitment. Cropanzano et al. (2007) states that there are three reasons 

why employees are concerned about fairness. First, the long-term benefits, employees prefer a 

justice that is consistent rather than a person's decision, due by the justice employees can predict 

the outcome in the future. Employees can also receive rewards that are not profitable throughout 

the payment process is fair and treated with dignity. Secondly, social considerations, everyone 

expects accepted and valued by employers in no way rude and not exploited. Third, ethical 

considerations, people believe that justice is morally appropriate way to treat someone. Cropanzano 

et al. (2007) defines organizational justice as a personal assessment of the ethical and moral 

standards of managerial behavior. In assessing organizational fairness there are at least three areas 

that must be evaluated, namely: remuneration, processes, and interpersonal relationships 

(Cropanzano et al., 2001). 

 Several studies have tested the organizational justice with three components, namely: 

distributive, procedural, and interactional (Cohen-Carash and Spector, 2001). Related to the 

allocation of rewards individual assessment refers to distributive justice (Leventhal, 1976), while 

the assessment of the procedure used to determine the allocation refers to procedural fairness 

(Cropanzano and Greenberg, 1997). While the interactional justice refers to the way management 

behaves to the recipient justice (Cohen-Carash and Spector, 2001). If the organizational justice has 

been met, then the employee is likely to feel satisfied. Job satisfaction is part of the attitude that is 

widely studied as a consequence of organizational justice. For companies, job satisfaction means 

they are motivated and committed to achieve high performance. Job satisfaction is an important 

indicator of treatment related to how employees feel the organization. Odom et al. (1990) suggested 

that job satisfaction is basically how much positive or negative feelings shown to employees. Job 

satisfaction relates to the general affective appraisal related employees. 

 Elamin and Alomaim (2011), concluded there is a significant positive effect between 

organizational justice to job satisfaction. Similarly, research Bakhshi et al. (2009), Memarzadeh 

and Mahmoudi (2010), and Al-Zu'bi (2010) stated organizational fairness significant positive effect 

on job satisfaction. Furthermore, Clay-Warner et al. (2005) examined the effects of distributive and 

procedural justice on job satisfaction concluded that both types of justice has a positive and 

significant relationship to job satisfaction. This study also concluded that procedural fairness is a 

stronger predictor than distributive for employee satisfaction. Whisenant and Smucker (2006) 

conducted a research relationship with job satisfaction organizational justice. Results of research 

shows three dimensions of organizational justice (distributive justice, procedural and interpersonal) 

has a positive relationship with job satisfaction. 

 One the consequences of employee satisfaction is increased employee performance. 

According Robbins and Judge (2008), job satisfaction is a positive emotion that is obtained from 

the evaluation of a person's work experience. Job satisfaction affect the performance of the 

employees that will affect the objectives of productivity, quality, and service. Performance can be 
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interpreted as the result of a process. Therefore, every employee required to have job satisfaction, 

namely, a series of pleasant or unpleasant feelings and emotions that are involved in the viewpoint 

of the employee (and Newstorm Davis, 2002). Research Ho et al. (2009) stated that job satisfaction 

is positive and significant effect on commitment. Ho et al. (2009), also explained that both 

distributive justice and procedural fairness had an important role even said to be both a significant 

effect on the increase in employee commitment. Cheung and Wu (2012) conducted a study of 

procedural and distributive justice influence on organizational commitment. Research results 

conclude that the procedural and distributive justice significantly influence organizational 

commitment. 

 The aim of this study was to analyze the significance of the relationship between the 

three types of organizational justice (procedural, distributive and interactional) on job satisfaction 

and organizational commitment. The research will be carried out on members of the National 

Police of East Timor (PNTL). Based on the research objectives and some previous studies can be 

described the conceptual framework of research in the following figure. 

 

 

 

 

 

 

 

 

 

RELATIONSHIP BETWEEN  ORGANIZATIONAL JUSTICE AND JOB SATISFACTION 

 Research conducted Ambrose and Arnaud (2005), showed that organizational justice is a 

significant positive effect on job satisfaction. Research conducted Son (2014), showed that 

organizational justice positive effect on employee satisfaction. According to Dailey and Kirk, 

(1992), the organization must maintain and always pay attention to how much the perceived sense 

of justice employees and employee satisfaction at work. 

 According Fatima et al. (2011), there is a significant and positive effect of organizational 

justice on job satisfaction. Furthermore McFarlin and Sweeney (1992), states that organizational 

justice positive and significant impact on job satisfaction. Likewise, Nadiri and Tanova (2010), 

McAuliffe et al. (2009), Zainalipour et al. (2010), Dundar and Tabancali (2012), states that 

organizational justice significant positive effect on job satisfaction. 

Based on the description above, the hypothesis of this study are as follows. 

H1: Distributive justice have a significant positive effect on job satisfaction 

H2: Justice procedural have a significant positive effect on job satisfaction 

H3: Justice interactional have a  significant positive effect on job satisfaction 

 

RELATIONSHIP BETWEEN  JOB SATISFACTION AND ORGANIZATIONAL 

COMMITMENT  

 Kim, et al., (2005), states that a significant difference between distributive justice, 

procedural justice and interactional justice on organizational commitment. Furthermore, Kim, et al., 

Interactional 

Distributive 

Procedural  Job Satisfaction 
commitment 

Organizational 
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(2005), also explained that the working attitude has a strong positive relationship with 

organizational commitment. Research conducted Azeem (2010) and a Nagar, (2012), shows that 

job satisfaction as a significant predictor of organizational commitment. Similarly, research 

Humborstad, and Perry, (2011) concluded that the nature of work, salary satisfaction and quality 

control is a significant predictor of organizational commitment. De Gieter, et al, (2011) found that 

employees are very satisfied with their superiors, co-workers, compensation, work itself and 

advancement opportunities in higher education can increase organizational commitment. Ho et al. 

(2009) and Humborstad, and Perry, (2011), states that job satisfaction is positive and significant 

effect on organizational commitment. In line with this is the research conducted by: Cheung and 

Wu (2012), Yang (2012), and Bowling & Hammond (2008). 

 Based on the description, the hypothesis of this study is as follows. 

H4: Job satisfaction significant positive effect on organizational commitment 

 

RESEARCH METHODS 

This research was conducted at the National Police of East Timor (PNTL). PNTL is the 

National Police of Timor - Leste which was responsible for internal security of East Timor under 

the Ministry of Defense and Security (Ministerio da Defesa e Segurança) in particular the 

Secretariat of State for Security (Secretaria de Estado da Segurança). In the previous government 

PNTL are in control of the Interior Ministry (Ministerio do Interior). This study used a sample of 

115 members of the chief agent in the PNTL, the data collected by conducting interviews and 

questionnaires. The data has been collected will be tested first  by  the validity and reliability test. 

Then,  the data that has been analyzed using descriptive and path analysis. Characteristics of 

respondents were used as the samples we presented in the Table 1. bellow.  

  

 

Tabel.1 

Respondent characteristics 

Characteristics Amount 
Percentages 

(%) 

Ages 

1. 25 – 30  years 

2. 31 – 36 years 

3. 37 – 42 years 

4. 43 – 48 years 

5. ≥ 49  years 

 

13 

33 

41 

21 

7 

 

11,3 

28,7 

35,7 

18,2 

6,1 

Amount 115 100 

Gender 

1. Men 

2. Women 

 

82 

33 

 

71,3 

28,7 

Amount 115 100 

Education 

1. Senior High School 

2. Diploma 

3. S1 

4. S2 

 

88 

1 

24 

2 

 

76,5 

0,9 

20,9 

1,7 

Amount 115 100 

 

 Table 1 shows the characteristics of the 115 respondents can be explained that, the 

majority of respondents are men that is equal to 71.3% of respondents, while only 28.7% of 
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women. This indicates quite a lot of women who have the desire to become a member of PNTL. 

Judging from the age factor, it can be seen that most respondents aged 37 to 42 years is 35.7%, 

followed by the age of 31 to 36 years 28.7%, respondents aged 43 to 48 years of 18.2%, age 25 up 

to 30 years of 11.3%, and 6.1% were above 49 years of age. The age factor shows the level of 

productivity and maturity of a member of the PNTL. Based on age distribution suggests that most 

or the majority of PNTL members own a working power and good productivity. 

 By level of education, it is known that the dominant senior high school  respondents 

PNTL members amounted to 76.5%, followed by education Strata - 1 (S1) as much as 20.9% of 

respondents, educated Strata 2 (S2) by 1.7%, while the members of the PNTL Diploma level 

educated smallest rank as many as 0.9%. With the majority of the members of the PNTL as a high 

school-educated respondents deemed necessary to provide education and training on an ongoing 

basis in order to increase their ability and competence to be able to work in accordance with the 

vision and mission of the organization. In addition, the career development needs to be done to the 

PNTL members who have the potential and capability for assessment in order to develop 

themselves toward higher levels of education to appreciate and motivate themselves. 

 

RESULTS  

 Using path analysis begins with an examination of the assumptions underlying the 

relationship between the variables is linear and additive. The results of the analysis are described 

path of regression analysis. The model can also be expressed in the form of equations or diagrams 

track so no calling system of simultaneous equations, or there is also mention the structural model. 

substructures 1 

Y1 = β1 X1 + β2X2 + β3X3 + e1 ................................................ .. ( 1 ) 

Results of regression analysis to the equation substructure can be seen in Table 1 below . 

Table 2  

Path Result analysis substructure 1 

 

Based on path analysis substructure 1, the  equation  structural as below.  

Y1 =  β1 X1 +  β2X2 + β3X3 + e1…………………………………………..(1) 

Y1 = 0,295 X1 + 0,170 X2 + 0,472 X3 + e1 

F = 90,001 

R
2    

= 0,701 

Error Term (e1) = √ 1 – R
2
 

  = √ 1 – 0,701
2
 

  = √ 1 – 0,491 

  = √ 0,508          

Coefficientsa

.000 .051 .000 1.000 -.101 .101

.295 .077 .295 3.830 .000 .142 .447 .729 .342 .196 .443 2.257

.170 .082 .170 2.073 .040 .008 .333 .717 .193 .106 .389 2.574

.472 .077 .472 6.141 .000 .320 .624 .788 .504 .315 .445 2.248

(Constant)

Keadilan Distributif

Keadilan Prosedural

Keadilan interaksionnal

Model

1

B Std.  Error

Unstandardized

Coeff icients

Beta

Standardized

Coeff icients

t Sig. Lower Bound Upper Bound

95% Conf idence Interv al for B

Zero-order Part ial Part

Correlations

Tolerance VIF

Collinearity  Statistics

Dependent Variable: Kepuasana. 
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  = 0,712 

 

Table 3  

Regression analysis substructure 2 

Substructure 2 

Y2 =   β4Y1 +  e2 ………………………………………………………………….(2) 

Y2 = 0,788 Y1 + e2 

F hitung = 185,276 

R
2    

= 0,621 

Error Term (e1) = √ 1 – R
2
 

  = √ 1 – 0,621
2
 

  = √ 1 – 0,386 

  = √ 0,614          

  = 0,784 

The next step in the analysis is the examination of the validity of the model lines. The legitimacy of 

a result of analysis is met or not depends on the underlying assumptions. There are two indicators 

of the validity of the model in which path analysis coefficient of determination of total and theory 

trimming. The coefficient of determination total is the total diversity of the data. To calculate the 

total coefficient of determination can be used the following equation: 

R
2
m = 1-(e1)

2
(e2)

2
…………………………………………(3) 

R
2
m = 1-(0,712)

2
(0,784)

2 

R
2
m = 1-(0,507)(0,615) 

R
2
m = 0,688

 

Based on the calculation coefficient obtained total value of ( R2m = 0.688 ). This means that the 

diversity of data that can be explained by the model is equal to 68.80 %, or in other words the 

variation of the value contained in the data can explain the models used by 68.80 %. While the 

remaining 31.20 % is explained by other variables that are not used in the model and error. 

 

DISCUSSION 

EFFECT OF DISTRIBUTIVE  JUSTICE ON JOB SATISFACTION 

 

 The result showed that distributive justice significant positive effect on job satisfaction. 

This means distributive justice as measured by remuneration corresponding to the work done, 

remuneration in accordance with the stated eligibility, reflecting the contribution of the 

organization, and performance-based rewards are proven to increase job satisfaction. 

Coefficientsa

.000 .058 .000 1.000 -.114 .114

.788 .058 .788 13.612 .000 .673 .903 .788 .788 .788 1.000 1.000

(Constant)

Kepuasan

Model

1

B Std. Error

Unstandardized

Coeff icients

Beta

Standardized

Coeff icients

t Sig. Lower Bound Upper Bound

95% Conf idence Interv al for B

Zero-order Part ial Part

Correlations

Tolerance VIF

Collinearity  Statistics

Dependent Variable: Komitmena. 
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 These findings can be interpreted that the benefits in accordance with the resulting 

performance, remuneration in accordance with the level of employment, remuneration reflects the 

effort exerted, and the benefits granted in accordance with a contribution to the organization is able 

to contribute significantly to an increase in job satisfaction PNTL members. Thus the procedural 

fairness perceived by members of the PNTL proved capable of providing a sense of satisfaction 

with the work, satisfied with the involvement of co-workers. 

 The results are consistent with the results of several studies that have been done by some 

previous researchers that distributive justice significant positive effect on job satisfaction. Research 

Mc.Farlin and Sweeney (1992) on the banking industry find distributive justice is a strong predictor 

than procedural justice in influencing job satisfaction. Similarly, research Cohen and Spector 

(2001) revealed distributive justice is a stronger predictor than procedural justice and interactional. 

Another study which found significant effect of distributive justice on job satisfaction among 

others carried out by Nadiri and Tanova (2010), McAuliffe et al. (2009) on health personnel, 

Zainalipour et al. (2010), and Dundar and Tabancali (2012) in primary school teachers. 

 

EFFECT OF PROCEDURAL JUSTICE ON JOB SATISFACTION 

 The analysis also showed that procedural fairness significant positive effect on job 

satisfaction. This means that procedural fairness is measured among others by: the opportunity 

given to express a view, the same treatment to all members, decisions are made based on accurate 

information proven to increase job satisfaction PNTL staff. These findings can be explained that 

the rules of the PNTL made based on information that is accurate, reflecting the PNTL regulations 

uphold moral and ethical standards, and decisions are made based on accurate information able to 

make an important contribution in improving job satisfaction PNTL members. Thus distributive 

justice felt by the members of the PNTL proved capable of providing a sense of satisfaction with 

the work, satisfied with the involvement of colleagues and satisfied with the opportunity to 

progress and develop themselves. 

 The findings are consistent with studies that have been conducted by several researchers 

such as; Masterson et al. (2000) and Lambert (2007) which concluded that procedural fairness is to 

build a strong predictor of job satisfaction. The better the perceived procedural justice, then the 

feelings of employees towards work will increase. Results of the study which concluded a 

significant positive effect of procedural justice is done among others by: Cohen and Spector 

(2001), Nadiri and Tanova (2010), McAuliffe et al. (2009), Zainalipour et al. (2010), Dundar and 

Tabancali (2012). 

 

EFFECT OF INTERACTIONAL JUSTICE ON JOB SATISFACTION 

 The result showed that interactional fairness significant positive effect on job 

satisfaction. This means that interactional justice as measured by: the boss treats in a way that is 

polite and respectful, boss explain the rules / procedures thoroughly and reasonable, and the boss 

refrained from commenting inappropriate proven to increase job satisfaction PNTL staff. 

These findings can be explained that the boss who is able to explain the rules / procedures overall, 

tops explanations related to regulations / procedures are reasonable, and the boss who treats 

subordinates with courtesy and honest communication is able to make an important contribution in 

the form of job satisfaction PNTL members. Thus interactional justice felt by the members of the 

PNTL proved capable of providing a sense of satisfaction with the work, satisfied with the 

involvement of colleagues and satisfied with the opportunity to progress and develop themselves. 



 

300 

 

 The results are consistent with research Masterson et al. (2000) which states that 

interactional fairness significant effect on job satisfaction. Some other research results by: Cohen-

Carash and Spector (2001), Nadiri and Tanova (2010), McAuliffe et al. (2009), Zainalipour et al. 

(2010), and Dundar and Tabancali (2012), concluded that interactional fairness significantly 

positive effect on job satisfaction. 

 

EFFECT OF JOB SATISFACTION ON ORGANASISIONAL COMMITMENT. 

 The result showed that job satisfaction is significant positive effect on organizational 

commitment. This means that job satisfaction is measured by: the satisfaction of their salary, 

supervision, self-development, and satisfaction of the interaction is done within the organization 

proved to increase organizational commitment PNTL staff. These findings can be explained that 

satisfaction with work, satisfied with the involvement of colleagues and satisfied with the 

opportunity to progress and develop themselves able to make an important contribution in shaping 

the organizational commitment PNTL members. Thus job satisfaction felt by the members of the 

PNTL proved capable of contributing positively to their commitment to the organization. 

 The results are consistent with research conducted Azeem (2010) and a Nagar, (2012), 

that job satisfaction as a significant predictor of organizational commitment. Humborstad research 

and Perry, (2011), De Gieter, et al, (2011) that employees are satisfied with their superiors, co-

workers, compensation, job, and advancement opportunities may increase organizational 

commitment. Ho et al. (2009), Humborstad and Perry, (2011), concluded job satisfaction and 

significant positive effect on organizational commitment. Similarly, research: Cheung and Wu 

(2012), Yang (2012), Bowling and Hammond (2008). 

 

 

CONCLUSION 

 Based on the problems, objectives and hypotheses of the study and the results of the 

analysis that has been done before conclusions can be drawn as follows. Distributive justice have a 

significant positive effect on job satisfaction on PNTL staff. This means that the better 

implementation of distributive justice in the PNTL, will increase job satisfaction the PNTL staff. 

Procedural  justice  have a significant positive effect on job satisfaction. Means that the sense of 

justice felt by the employees associated with the provision of allocation to employees in procedures 

in the decision-making process can improve job satisfaction of PNTL staff. Interactional justice  

significant positive effect on job satisfaction. This means that the value of justice felt by employees 

due to the process of interaction with others in the organization of leaders and co-workers will 

increase job satisfaction of PNTL staff. Job satisfaction have a significant positive effect on 

organizational commitment. This means that the higher level of job satisfaction will increase 

organizational commitment of  the PNTL staff. 

 

RESEARCH  IMPLICATIONS  

The results of this study are expected to enrich some previous research results related to the effect 

of organizational justice (distributive justice, procedural, and interactional) on job satisfaction and 

organizational commitment. In addition, this study has provided evidence of a consistent 

relationship between variables were analyzed. This study empirically proved that organizational 

justice significant positive effect on job satisfaction. The analysis showed that, although the PNTL 

staff perceive that they have not gotten a good distributive justice, but overall procedural fairness 
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and justice interactional able to provide a valuable contribution in building the satisfaction of the 

staff of PNTL. Therefore PNTL should begin an evaluation of policies related to the 

implementation of organizational justice so that the PNTL staff feel part of the organization. 

National Police of East Timor (PNTL) evaluating the reward system has been implemented in view 

of the PNTL staff feel that they are not satisfied with the reward received today. Reward system 

eventually leads to the question whether a performance-based reward so that employees get the 

reward according to the workload carried. With performance-based reward system is expected to 

build organizational commitment PNTL staff so that they become more emotionally attached to the 

PNTL. 
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ABSTRACT 

 

The development of the banking industry requires substantial funding source 

coming from internal and external. Sources of external funding may come from investors 

who invest their funds in banks listed on the stock exchange. The choice of investors to 

invest in bank shares in the hope of maximum yield (return), either in the form of dividends 

and capital gain from the increase in the price of shares held. For that investors need to 

pay attention to the performance of the company and expectations of future stock 

movement by way of analyzing the factors that affect the movement of the stock price of the 

bank. One is the efficiency factor that is associated with the concept of output-input ratio. 

Measurement of the efficiency of banking can be done with several approaches or methods, 

one of which is the Data Envelopment Analysis (DEA), In this study conducted an analysis 

of the bank efficiency  connection to stock returns of banks in Indonesia Stock Exchange 

during the period from 2009 to 2011 using Data Envelopment Analysis (DEA) method. 

Hypothesis testing research using panel data analysis. The test results show the method of 

DEA as an indicator of the bank efficiency affect stock returns are positive and significant. 

The results are consistent with the hypothesis of the study and some previous research. 

 

 
INTRODUCTION 

 

 

The banking industry is increasingly developing into a very important sector in 

supporting economic activity through its intermediary function is to channel funds from 

those who have excess funds (surplus units) to the parties that need funds (deficit units). 

The vital role of the banking sector needs to be supported by the source of substantial 

funding from various sources, primarily sourced from external funding, one of which came 

from the investors in investing their funds in banks listed on the stock exchange 

Increasing number of banks that have gone public in the capital market provide 

many options for investors to invest in bank shares in the hope of maximum yield (return), 

either in the form of dividends and capital gain from the increase in the price of shares 

held. For that investors need to pay attention to the performance of the company and 

expectations of future stock movement by way of analyzing the factors that affect the 

movement of the bank stock price. 

That Factors influence the stock prices of banks can be grouped into two 

classifications, are external factors and internal factors. External factors can be divided into 

macro-economic variables and the banking industry-specific factors, while internal factors 

can be divided into factors of financial performance and efficiency. Assess the bank's 

performance with efficiency, it would be obvious if it is associated with the concept of 

output-input ratio. Efficiency is the ability to produce maximum output with existing input. 
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Each organization is absolutely necessary to hold the principle of efficiency. Simply put 

the principle of efficiency basically means avoiding any form of waste 

At the time of measurement of efficiency is done, the banks faced with the 

challenges of how to get optimal output level with an input level, or gain a certain level of 

output with minimum input level. With it identifies the allocation of inputs and outputs, 

can be analyzed further to see the causes of inefficiencies. For the measurement of the 

efficiency of banking can be done with several approaches or methods, one of which is the 

Data Envelopment Analysis (DEA) method. 

DEA method is a technique of mathematical programming is used to evaluate the 

relative efficiency of a set of Decision Making Units (DMUs) in managing resources 

(input) with the same type so that it becomes the result (output) of the same type as well, 

where relationships form the function from input to output is unknown. The term DMU in 

DEA method can be various units, and in this study are the banks listed on the Indonesia 

Stock Exchange during the period 2009-2011 

Research on the bank efficiency as measured by the method of DEA (Data 

Envelopment Analysis) in estimating the return has been done by Gue and Yue (2010), 

which examined the banks listed on the Chinese stock exchanges. Another study was also 

conducted by Aftab, et al (2008) on the banks in the Karachi Stock Exchange. While this 

study analyzed the bank efficiency connection with stock returns of banks in Indonesia 

Stock Exchange during the period 2009-2011 using Data Envelopment Analysis (DEA) 

method. 

 

THEORETICAL FRAMEWORK 

1. Bank Efficiency 

Efficiency is defined as the ratio between output to input, or the amount generated  

from one input used. A company can be said to be efficient when using the number 

of units fewer than the number of input units used other companies to produce the same 

output, or use the same input units, can produce a greater of output. (Permono, 2000). 

In economic theory, the efficiency of distinguished on technical efficiency and 

economic efficiency. Economic efficiency has a macro point of view that the broader scope 

than technical efficiency. In financial institutions, there are four factors that lead to 

efficiency. The main factor is the efficiency due to arbitrage information, both efficiency 

because accuracy assessment its assets, the third is the efficiency due to the financial 

institution is able to anticipate the risks that arise, and the fourth is functional efficiency, 

which is related to the administration and mechanisms of payments made by a financial 

institution, Included in the functional efficiency is risk pooling, general insurance, 

administration, and the mobilization of public funds. (Atmawardhana, 2006 

Bank efficiency is one of the important indicators to analyze the performance of a 

bank and also as a means to further enhance the effectiveness of monetary policy. 

Efficiency can be seen from two sides, namely are cost efficiency and profit efficiency, 

which consists of the Standard Alternative profit efficiency and profit efficiency (Berger 

and Mester in Astiyah and Husman, 2006). Cost Efficiency basically measure the level of 

the cost of a bank as compared with a bank that has the best operating costs that produce 

the same output with the same technology. While the Standard Profit Efficiency basically 

measure the efficiency of a bank based on the bank's ability to generate maximum profit at 

a certain price level of output compared to the bank operating profit level best in the 

sample. This model is often associated with a condition of a perfectly competitive market 

where prices of inputs and outputs is determined by the market. Alternative profit 
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efficiency occurs in imperfectly competitive market. At these market conditions, the bank 

is assumed to have market power in setting the price of output, but not at the price of 

inputs. Because different types of markets, the most notable difference between the two 

models (standard profit efficiency and alternative profit efficiency) is the determination of 

the exogenous variables in the attainment of maximum profit. 

In the measurement of efficiency, can be done by two methods, namely the method 

of parametric and non-parametric methods. Parametric approach is a measurement by 

using econometric stochastic and seeks to eliminate the interference of influence of 

inefficiency. Meanwhile, nonparametric linear programming approach is a measurement 

without using a stochastic approach and it combines disruptions and inefficiencies that 

exist. This measurement is built based on observation of the population and evaluate the 

relative efficiency of the units observed 

In the parametric approach, the methods used in the measurement of efficiency is 

the Stochastic Frontier Approach (SFA), which assumes that the inefficiency follow a 

normal distribution asymmetrical half, while the random fluctuations follow a normal 

distribution symmetrical. Results efficiency is very dependent on the slope of the 

distribution of the data, wherein if the distribution component of efficiency are more or 

less distributed symmetrically will have a tendency to be measured as a random error, and 

the distribution of the random component of error that is more or less distributed 

asymmetrically would tend to be measured as an in-efficiency , Then the method Thick 

Frontier Approach (TFA), which assumes that the deviation of the estimated cost with the 

lowest average kuatil of banks that represents random error. In addition to the deviation of 

the estimated costs between the lowest quartile representing the highest in-efficiency. The 

following methods are Distribution-Free Approach (DFA), which assumes that the 

difference in efficiency is stable for all times for an average of random error is not 

included. A function of cost or estimated profit for each period in a panel data set. Residual 

for each separate regression formed by inefficiency and random error. Since the random 

error component is assumed to average the time span, the average residual bank of all the 

regression is an estimate of the inefficiency of bank 

While the non-parametric approach, the methods used in the measurement of 

efficiency is the Free Disposal Hull (FDH) as a special case of the DEA model, in which 

the points on the lines corresponding peak was not included in the DEA frontier. Therefore 

frontier FDH is another form of the same with or inside the DEA frontier. FDH will 

typically wider age in estimating the average efficiency of the DEA (Tulkens et al, 1995). 

The second method is the Data Envelopment Analysis (DEA), which is a technique of 

mathematical programming is used to evaluate the relative efficiency of a set of units of 

decision makers or Decision Making Units (DMUs) in managing resources (input) of the 

same type to be results (output) of the same type as well, where relationships form the 

function from input to output is unknown. The term DMU in DEA method can be various 

units, a case of banks, hospitals, shops, and any that have similar operational 

characteristics (Siswadi and Purwantoro, 2006) 

 

2.  Data Envelopment Analysis Method 

DEA method is a non-parametric frontier method that uses linear programming 

models to calculate the ratio of output and input for all the units are compared in a 

population. The purpose of the DEA method is to measure the efficiency of decision-

making unit (DMU) relative to similar bank when all these units are at or below the 
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"curve" of its efficient frontier. So this method is used to evaluate the relative efficiency of 

several objects (benchmarking performance). 

DEA approach is more emphasis on the task-oriented approach and focus on the 

important task, namely to evaluate the performance of DMU. The analysis is based on the 

evaluation of the relative efficiency of DMU comparable. Furthermore, an efficient DMU 

will form the frontier line. If the DMU is at the frontier lines, the DMU can be said to be 

efficient DMU relative to others in its peer group. In addition to generating the value of the 

efficiency of each DMU, DEA also shows the units that serve as a reference for units that 

are not efficient. Some of the excess DEA approach are : 

- DEA method is a procedure that is designed specifically to measure the relative 

efficiency of a DMU that use a lot of input and output so it can produce a score or 

value. 

- DEA method does not require the assumption of a functional relationship between 

input and output variables. 

- DMU (decision making unit) can be compared directly with each other. 

- The unit of measuring inputs and outputs can be different 

 

While the DEA limitations include : 

- DEA method requires all inputs and outputs must be specific and measurable. 

Mistakes in entering input and output will provide the results of refraction 

measurement. 

- The values resulting from the DEA is a relative value instead of absolute values. 

- Statistical hypothesis testing and the results of DEA difficult. 

- Using linear programming formulation separately for each DMU 

- Weight of input and output produced by the DEA can not be interpreted in economic 

value, although coefficient have the same mathematical formulation. 

- Highly sensitive to extreme observations. The assumption used is no random error. 

- One outlier can significantly affect the calculation of the efficiency of each company 

3.  Stock Return 

Stock is a securities issued by a limited liability company (issuer) which states that 

the owner of these shares is also part-owner of the company. Husnan (2009) mentions that 

the securities (stocks) is a piece of paper that shows the investor the right (ie the party who 

has the paper) to acquire part of the prospect or organization that publishes a wealth of 

such securities and the conditions that allow the investor to run right. The stock is divided 

into two types, namely ordinary shares and preference shares. Preferred stock in some 

ways similar to bonds, preferred stock dividends paid as akin to interest payments of bonds 

with a fixed amount and generally must be paid in advance before the payment of common 

stock dividends (Weston and Brigham, 2005). 

On the stock exchange, the stock traded at a certain price level. Stock prices will 

always fluctuate from time to time. Stock prices are determined through the process of 

supply and demand on the secondary market. Price is formed in accordance with the price 

of the auction, the bidding process is based on price priority and time priority (Husnan, 

2009). Consideration of investors to invest will influenced by the availability of 

information that can be used in the assessment of an investment. Even in estimating and 

assessing securities (stock), investors pay attention to the market situation, however, the 

company's performance becomes an important factor to note investors who can reflect the 
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degree of effectiveness of the management of the company with the aim of maximizing the 

welfare of stockholders (Weston and Brigham, 2005). 

In general, the better the financial companies and the more benefits enjoyed by 

shareholders, the possibility of stock prices will rise, which also resulted in an increase in 

stock returns are concerned. Stock return is the rate advantage enjoyed by investors on a 

stock investment does. (Angbazo, 1997). Meanwhile, according to Hanafi and Halim 

(2009), the return is defined as the change in value between the period t + 1 in period t plus 

other earnings that occurred during the period t. Stock return is also a variable that arises 

from changes in stock prices as a result of the reaction of the market due to the delivery of 

an entity's financial information to the capital markets. According to Jones (2009), the 

return is the yield and capital gain (loss). (1) Yield, that cash flow is paid on a periodic 

basis to shareholders (in the form of dividends), (2) Capital gain (loss), namely the 

difference between the stock price at the time of purchase and the stock price at the time of 

sale. This is reinforced by Corrado and Jordan (2008) which states that the return from 

investment security is cash flow and capital gain/ loss 

From above definition, the return on a stock consisting of capital gains (losses) and 

dividend yield. Dividend yield is the distribution of net income to shareholders of the 

enterprise that was decided by the general meeting of shareholders which was decided by 

the general meeting of shareholders. While the capital gain (loss) represents the difference 

between the purchase value of shares with the stock sales. Revenue derived from capital 

gain due to stock price is greater than the purchase price. Capital gains occur if market 

prices were assessed now higher than its cost. While the capital loss is a shareholders 

losses because its sold at  lower price than the purchase price 

Hartono (2009), distinguishes the concept of stock returns into two groups: a single 

return and portfolio return. Single return is the return earned on an investment in the form 

of realization of return and return expectations. Return realization is a return that is 

calculated based on historical data and serves as a measure of corporate performance. 

Historical returns are also useful as a basis for determining the expected return  in the 

future. Return expectations are expected to earn a return that an investment in the future. 

Return realization used in this study is the capital gain/ loss is also often called the actual 

return 

In this study the definition of the stock return is equal to capital gains, because 

there is no distribution of dividends. Return of shares is a change in the stock price will be 

used as the dependent variable in this study, is calculated by adding the change in price of 

a stock on a daily basis during the period of observation. 

According Adenso (1997) the performance of a stock can be used as one way to 

gauge the efficiency of the company. If the stock prices reflect all information regarding 

the company's past, present and future, the increase in stock prices can be considered as an 

indication of an efficient company. But stocks that have a good level of profits may also 

experience a decrease in price. This may be caused by the state of the stock market. Things 

like this will not be lost if investor confidence has not recovered, the economic situation 

has not improved or other things are improving. One risk of shareholders is declining stock 

prices.  

 

 

RESEARCH METHODOLOGY 

 In this research will be focused on bank efficiency analysis using Data 

Envelopment Analysis (DEA) to estimate the stock return. Object of research are bank’s 
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listed in Indonesia Stock Exchange for the period of three years between 2009 to 2011. For 

the analysis of the bank efficiency will be sourced from the bank's financial statement 

(secondary data) issued by each bank and obtained by Bank Indonesia. Analysis of the data 

will be examined by statistical tools consist of : 

1. Descriptive statistics 

Descriptive statistics will provide an overview on the characteristics of the studied 

sample bank, the bank category, the value of the input-output bank. The output of this 

descriptive statistics such as average value, maximum-minimum value, standard 

deviation value and that distribution. 

 

2. Hypothesis Test 

Hypothesis test conducted using panel data which is a combination of time series data 

and cross section data. The hypothesis in this study are: 

     -  H0 :  β7 = 0, DEA has not influence on stock returns of banks 

     -  Ha :  β7 ≠ 0, DEA has influence on stock returns of banks 

 

 

RESULT OF STUDY 

1.  Description of Data Statistics 

Description of statistical data comprise the mean, median, maximum, minimum, 

standard deviation, skewness, kurtosis and Jarque-Berra statistic and p-value. Value of 

mean, median, maximum, and minimum for each variable used in study have different 

numbers, but the highest rate of variables is a variable return. The standard deviation to 

measure the dispersion or dissemination of the data shows that the numbers fluctuate. The 

standard deviation value experienced by the variable stock return that is equal to 1.358341, 

which means that the variable stock returns have a higher risk level than the variable Data 

Envelopment Analysis (DEA). It also shows that the share price according to their 

characteristics are always changing very volatile, resulting in bank stock returns can have a 

capital gain or capital loss. 

Skewness is a measure of the asymmetry of dissemination of statistical data around 

the average (mean). Skewness of a symmetrical distribution (normal distribution) is zero. 

Positive skewness indicates that the distribution of the data has a long tail on the right side 

(long right tail) and negative skewness has a long tail on the left side (long left tail). For all 

variables (Return and DEA) has a negative value. Kurtosis measures the height of a 

distribution. Kurtosis of a normal distribution of data is 3. When kurtosis exceeds 3, the 

data distribution is said leptokurtis to normal. When kurtosis less than 3, the distribution of 

flat data (platykurtic) compared with the normal distribution of data. All variables has a 

kurtosis value of less than 3. 

Jarque-Bera (JB) is a statistical test to determine whether the data used in the study 

are normally distributed. This test measures the difference skewness and kurtosis data and 

compared with the data if it is normal. With H0 the normal distribution of data, JB test 

distributed with  degrees of freedom of 2. Probability indicates the likelihood JB value 

exceeds (in absolute value), value observed under the null hypothesis. The statistical 

results showed that the Data Envelopment Analysis (DEA) which applicate the regression 

model of panel data during the period of 2009-2011. concluded that α = 5%, which means 

that H0 is accepted and the normally distribution of data. 
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                     Table. 1 

   
    RETURN? DEA? 

   
   Mean 6.732805 0.944362 

Median 6.796184 0.984050 

Maximum 8.987197 1.000000 

Minimum 4.330733 0.785400 

Std. Dev. 1.358341 0.068167 

Skewness -0.117985 -0.867812 

Kurtosis 1.888161 2.379123 

Jarque-Bera 3.552638 9.344176 

Probability 0.169260 0.009353 

Sum 444.3652 62.32790 

Sum Sq. Dev. 119.9309 0.302042 

Observations 66 66 

Cross sections 22 22 
 

Source: Data processed 

 

2. Estimate Result of Data Panel Regression Model   

Panel data regression model used in this research is based on three models, namely 

common effect, fixed effect and random effect, with test results are : 

a. Common Effect Model 

Common effect model is a model that does not see the difference between 

time and individuals. It is assumed that the behavior of data between companies 

together in some period (Widarjono, 2007). Means panel data regression models were 

estimated assuming that both the intercept and slope coefficient equal over time and 

the company. Estimation of panel data regression model showed the value of common 

effect Prob (F-statistic) of 0.2562. As for testing goodnes of fit, demonstrate the value 

of the coefficient of determination R
2
 = 0.0201 and the coefficient of determination 

adjusted R
2
 = 0.0048: 

b. Fixed Effect Model 

Fixed effect model assumes that the intercept is different between companies 

while slopenya remained the same between the companies. The existence of the 

variables that are not all included in the model equations allow for the intercept are 
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not constant (Nachrowi, 2006). In other words, the intercept may be changed for each 

individual and time. Estimation of panel data regression with fixed effect model 

showed the value of Prob (F-statistic) of 0.390032. As for testing goodnes of fit, 

demonstrate the value of the coefficient of determination R
2
  = 0.3587 and the 

coefficient of determination adjusted R
2
  = 0.0305 

c. Randon Effect Model 

In random effects models, differences characteristics of individual and time to 

be accommodated in the error of the model. The error variable consists of two 

components, namely the error variable of the same individual in different periods 

correlated. Because of the assumption that this model can not be used to obtain an 

efficient estimator. Estimation of panel data regression with random effects models 

showed the value of Prob (F-statistic) of 0.2575. As for testing goodnes of fit, 

demonstrate the value of the coefficient of determination R
2
 = 0.0200 and the 

coefficient of determination adjusted R
2
 = 0.0047 

d. Model Summary 

Table 2 shows the summary of the estimated results of panel data regression 

model. To choose which model is best for further analysis to estimate using 

terminated coefficient criteria R
2
 and adjusted terminated coefficient R

2
. Based on the 

calculation results, concluding that the fixed effect model is better than the other panel 

data regression model. From this conclusion, it will be fixed effect model was used to 

estimate the influence of bank efficiency variable with Data Envelopment Analysis 

(DEA) to stock return of bank  listed on the Indonesia Stock Exchange during the 

period of 2009-2011. 

Table 2 

No Model 
R-

Squared 

Adjusted 

R-Squared  

F-

statistic 

Prob (F-

statistic) 

α = 0,01 

Probabilitas  

α = 0,05 

1 
Common 

Effect 
0.0201 0.0048 1.3127 0.2562 

not 

significant 

2 
Fixed 

Effect 
0.3587 0.0305 1.0930 0.3900 

not 

significant 

3 
Random 

Effect 
0.0200 0.0047 1.3051 0.2575 

not 

significant 
 Source: Data processed 

 

3.  Estimate Analysis of Data Panel Regression Model   

Based on estimates that the best use of criteria coefficient terminated R
2
 and 

adjusted coefficient terminated R
2
, the data panel regression model is used to estimate the 

influence of variable bank efficiency using Data Envelopment Analysis (DEA) on stock 

returns in this study is a fixed effect model. Fixed effect model applied in this study is a 

model that eliminates the problem of heteroscedasticity by using residual constants in 

white-heteroskedasticity, while the autocorrelation problem is not required under the fixed 

effect model to test so the test of autocorrelation can be ignored (Nachrowi, 2006). 

The estimation results of data panel regression using a fixed effect model with 

white-heteroskedasticity shown in Table 3. The test results showed that the variables of 

bank efficiency as measured by the non-parametric approach Data Envelopment Analysis 

(DEA) with a regression coefficient β1 = 1.1133, influence stock returns of bank are 

positive and significant at a confidence level of 95 percent, with a probability value of t-



 

313 

 

statistic (0.0417) is smaller than α = 0.05, which means that H0 is rejected. Interpretation 

β1 = 1.1133 is any increase in DEA efficiency of 10 percent, the bank stock returns will be 

increased by 11.13 percent. This empirical findings are consistent with the research 

hypothesis which states that the variable bank efficiency as measured by the method of 

Data Envelopment Analysis (DEA) positive effect on stock returns of banks listed on the 

Indonesia Stock Exchange during the period of 2009-2011. 

Estimation of data panel regression model with fixed effect that eliminates the 

problem of heteroscedasticity by using residual constants in white-heteroskedasticity 

showed that the variables of Bank efficiency measured by DEA method influence bank 

stocks return are significantly with the level of confidence 99 parsen. As for testing 

goodnes of fit, demonstrate the value of the coefficient of determination R
2
 = 0.9773, 

which means that the independent variables (DEA) could explain the variation ups and 

downs of the stock return change  is amounted to 97.73 percent. While the coefficient of 

determination adjusted R
2
 = 0.9656 which means that after consideration degree of 

freedom, the independent variables used in this study (DEA) could explain the variations 

that occur in the stock returns of banks amounted to 96.56 percent. 

Tabel 3. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Dependent Variable: RETURN?      

Method: Pooled Least Squares      

Date: 08/15/15   Time: 10:17      

Sample: 2009 2011      

Included observations: 3      

Cross-sections included: 22      

Total pool (balanced) observations: 66     

White diagonal standard errors & covariance (d.f. corrected) 
        
        Variable Coefficient Std. Error t-Statistic Prob.      
        
        C 5.681412 0.502208 11.31287 0.0000    

DEA? 1.113338 0.530427 2.098944 0.0417    

Fixed Effects (Cross)        

_BBCA--C -1.911040       

_BABP--C 1.951245       

_BBKP--C -0.428775       

_BBNI--C 1.327512       

_BBNP--C 0.442684       

_BBRI--C 1.749449       

_BDMN--C 1.668533       

_BEKS--C -1.937796       

_BKSW--C 0.063444       

_BMRI--C 1.889308       

_BNBA--C -1.741400       

_BNGA--C 0.280827       

_BNII--C -0.592500       

_BNLI--C 0.392120       

_BSWD--C -0.397820       

_BVIC--C -1.778397       

_INPC--C -2.217299       

_MAYA--C 0.594313       

_MEGA--C 1.389911       

_NISP--C 0.384043       

_PNBN--C 0.094681       

_SDRA--C -1.223046       
        
         Effects Specification      
        
        Cross-section fixed (dummy variables)     
        
        R-squared 0.977260     Mean dependent var 6.732805    

Adjusted R-squared 0.965625     S.D. dependent var 1.358341    

S.E. of regression 0.251842     Akaike info criterion 0.348486    

Sum squared resid 2.727249     Schwarz criterion 1.111547    

Log likelihood 11.49998     Hannan-Quinn criter. 0.650007    
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4.  Data Panel Regression Model for each Banks 

Use of fixed effect model for data panel regression can show constant differences to 

banks as sample in this study, although the same regressors coefficient. Fixed effects referred to 

in this research is that each bank has remained constant magnitude for various periods of time. 

Likewise, the regression coefficient, fixed the amount of time (time invariant). In regression 

analysis of data panel by fixed effect model for each bank can be  concluded : 

- Banks that had average stock return biggest change during the period 2009-2011 is Bank 

ICB Bumiputera Tbk, with total constant value of [Ci + 5,6814] = 1,9512 + 5,6814 = 7,6326. 

- Banks that had average stock returns smallest change during the period 2007-2011 is Bank 

Artha Graha Internasional Tbk, with total constant value [Ci + 5,6814] = -2,2173 + 5,6814 = 

3,4641 

 

Data envelopment analysis (DEA) method is a non-parametric technique that is used for 

the measurement of bank efficiency that specifically define the use of many inputs (multiple 

inputs) to produce many outputs (output multilpe). The purpose of DEA method is measuring 

the relative efficiency of a bank to similar bank when these units are at or below the "curve" of 

its efficient frontier. DEA efficiency value lies between 0 and 1, if DEA value nearby of 1 means 

the bank's efficiency performance is getting better, otherwise DEA value close to 0 means that 

the bank is increasingly inefficient. Bank with a better level of efficiency shows that the bank is 

able to maximize output with inputs available, or is able to minimize input to a certain output 

level 

In this study were used as output variables in measuring the level of relative efficiency 

DEA, are loans, and total revenue consists of: interest income and other operating income. 

Meanwhile, the input variables are third party funds, interest expense, and other operating 

expenses consist of cost of Human Resources and general and administrative expenses. The 

empirical results of this study indicate that the DEA efficiency values are positive and significant 

influence on stock returns of banks, meaning that if the bank's performance efficiency is getting 

better (shown DEA value close to 1), then the bank stock returns increased. It also shows that the 

bank is able to carry out their intermediation function optimally so that the positive impact on 

stock prices. 

Results of this study are consistent with previous research, including that conducted by 

Gu and Yue (2011) which concluded that the change in the efficiency of the bank as measured 

by the method of DEA significant and positive correlation with stock returns of banks listed on 

the Chinese stock exchanges. This research is also consistent with the results of research 

conducted by Aftab, et al (2008) on the banks in the Karachi Stock Exchange. Likewise the 

results of research Ioannidis, et al (2008), which indicates a strong positive relationship between 

changes in efficiency as measured by the method of DEA on stock returns of banks 

 

 

CONCLUSION 

            This research, analyzing the effect of bank efficiency variable measured by data 

envelopment analysis (DEA) method on stock returns of banks in Indonesia Stock Exchange 

during period 2009 - 2011. The results of this study concluded that  : 
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1. DEA Method as an indicator of bank efficiency, affecting bank stock returns is positively 

and significantly. These empirical findings are consistent with the research hypothesis 

which states that the variable efficiency of banks as measured by Data Envelopment 

Analysis (DEA) method positive effect on stock returns of banks listed on the Indonesia 

Stock Exchange. 

2. Of all the banks in object of research, can concluded that Bank ICB Bumiputera, tbk is the 

bank with the highest level of efficiency and Bank Artha Graha International, Tbk which is 

the bank with the lowest level of efficiency as measured by data envelopment analysis 

(DEA) method in relation with stock returns 
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ABSTRACT 

This study examines the integration of the stock markets ASEAN 5 +3 countries and the 

relationship between stock markets with exchange rate and crude oil. These countries include 

Indonesia, Malaysia, Philippines, Singapore, Thailand, China, Japan, and South Korea period 

starting from January 2009 to December 2013. Unit root, Cointegration tests, Vector 

Autoregressive (VAR), Impulse Responses Function (IRF) and Granger Causality Tests are 

employed. The findings of this study are as follows. First, Stock markets of ASEAN 5 +3 

countries are integrated with other stock markets. Second, the results show that significant long-

term links exist between the stock market index, exchange rate and crude oil for two countries, 

China and South Korea. Third, the shock of exchange rate can push up Malaysia, Singapore, 

Filipina, Thailand and South Korea stock markets but can depress Indonesia, China, Japan stock 

markets and responses for all countries to shock of crude oil is positive. Fourth, evidence also 

highlights that there is granger causality from stock market to exchange rate for Malaysia, 

Singapore, Thailand and South Korea. Moreover, crude oil prices are affecting the stock markets 

in all countries.   

Keywords: Cointegration, stock prices, crude oil, exchange rates, VECM, VAR, Granger 

causality,   impulse response. 

 

INTRODUCTION 

Globalisations in capital markets and reduction of restrictions on international cross listings have 

led to greater flows of capital between economies, easier ownership and trading in securities 

from around the world. With increased market integration, the current world financial markets 

have become more closely correlated and interdependent over time. Understanding the 

information linkages and correlations between markets are important for policy makers and fund 
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managers in their financial decisions in relation to investment and risk management (Khan and 

Aslam, 2014) 

Rapid economic growth in several East Asian economies prior to the Asian currency crisis in 

1997 brought increased integration to countries in the South-East Asian region, and strengthened 

its position in the world economy. The Association of Southeast Asian Nations (ASEAN) is the 

fourth largest trading region in the world, with a market of about 568 million people and a 

combined gross domestic product of US$ 1,073 billion. ASEAN was established in 1967 to 

promote economic, social and cultural operation, and to safeguard economic and political 

stability in the region competitive edge in the global market, eliminate intra-regional trade 

barriers, encourage greater economic integration among member economies, and attract more 

direct foreign investments into the region (Lim, 2007)  

FIGURE 1: COUNTRY THAT OFFERS THE BEST PROSPECTS ORGANIZATION’S 

OUTWARD FOREIGN INVESTMENTS OVER THREE YEARS (2013-2015).  

 

According to Wong and Wirjo, 2013, the majority of businesses perceived ASEAN economic 

integration to present more of an opportunity rather than a threat. In addition, investor interest in 

the ASEAN region remains strong and more businesses are seeing ASEAN as one region in 

making their investment decisions. These are some of the key findings from the 2013 ASEAN-

BAC (ASEAN Business Advisory Council) Survey on ASEAN Competitiveness as ASEAN 

pushes on with its efforts to realize the ASEAN Economic Community (AEC) by the end of 

2015. The figure shows that businesses continued to view the ASEAN region’s competitiveness 

for investments positively. More than half of the businesses that had internationalized [engaged 

in export or outward foreign direct investment (OFDI) activities] or planned to do so within the 

next three years (2013 – 2015) indicated an ASEAN country as the most attractive country in the 

world for their OFDI. ASEAN’s attractiveness also continued to be rated higher than China’s 
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both as a market for goods and services and as a production location. The main reason for 

investing in ASEAN countries, as identified by the largest share of businesses, was to ‘access a 

new or growing market’ which attests to business optimism in the growth prospects of the 

ASEAN region. This was followed by ‘supply main or leading customers’ and ‘low-cost 

production facilities’. 

The process of ASEAN +3 started in 1997 and since then the cooperation between ASEAN, 

China, Japan and the South Korea has broadened and deepened in many areas. The timeline for 

the remaining ASEAN-countries and China is set to 2015. Furthermore the ASEAN- Japan 

Comprehensive Economic Partnership (AJCEP) was signed in 2008 in order to strengthen the 

economic ties between the countries and to create a larger and more efficient market. A fully 

functioning free trade agreement with the South Korea is set with a timeline of 2016, however 

the implementation started already in 2008 (www.aseansec.org). It can be concluded that 

ASEAN has increased its integration and is still doing so.  

The relationship between exchange rate and stock prices has significant implications, especially 

from the viewpoint of recent large cross-border movement of funds and investments. Two 

theories about the relationship between exchange rate and stock prices are the traditional 

approach and portfolio approach (Lee and Zhao, 2014). The traditional approach argues that a 

depreciation of domestic currency makes local firms more competitive, which leads to an 

increase in exports, and consequently raises stock prices. The traditional approach implies that 

exchange rates lead stock prices. The portfolio approach, on the contrary, argues that an increase 

in stock prices induces investors to demand more domestic assets and thereby causes 

appreciation of the domestic currency, which implies that stock prices lead exchange rates (Nieh 

and Yau, 2010).  

Oil is an important commodity and vital for the world's economy. Consequently, changing oil 

prices have a significant impact on the economy. Oil prices' high variation makes oil a primary 

macro-economic factor, which generates unstable economic conditions and affects global 

financial stability. Oil price volatility has an impact on both oil-exporting and oil-importing 

countries (Naifar and Dohaiman, 2013).  

 

LITERATURE REVIEW 

Although the research topic of whether international stock markets are integrated or relationship 

between stock markets with exchange rate and crude oil has been hotly discussed and analyzed, 

both in academia and in the financial service industry, it still represents a moot point that is 

perhaps surprisingly not yet fully resolved.  

The Vector Autoregressive (VAR) model was used in several studies to investigate integration 

stock markets. The VAR analysis in the study by Mevlud Islami and Paul J. J. Welfens (2013) 

conducted a generalized VAR analysis to confirm the findings integration the stock markets in 

Eastern European countries seems to be rather week except for the Hungarian stock market. This 
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means that only the Hungarian stock market is integrated. Leila C. Kabigting (2013) studied 

financial integration of the stock markets of the ASEAN 5 +3 countries found that there is the 

presence of integration and co-integration with Philippine with the following countries: 

Indonesia, Singapore, and Thailand. She also pointed out that any news in any of these stock 

markets may increase volatilities not only in the country but also in the region. 

Recent papers have analyzed the relationship between stock markets with exchange rate and 

crude oil with VAR model. K. S. Sujit dan B. Rajesh Kumar  (2011) examine any potential links 

between nominal stock market index and nominal exchange rate. The results show that exchange 

rate is highly affected by changes in other variables. However, stock market has fewer roles in 

affecting the exchange rate.  Lee and Zhao (2014) examine the short-run and long-run causal 

relationship between stock market prices and exchange rate in Chinese stock markets. They 

found long-run causality from exchange rate to stock prices in Chinese stock markets and short-

run causality from Japanese yen and Korean won exchange rate to stock prices in the Shanghai 

Stock Exchange strongly prevails while in the Shenzhen Stock Exchange weakly prevails.  

Other econometric tools applied to stock market analyses were unit root, Johansen co-integration 

test, impulse response function (IRF) and Granger causality tests. The last four mentioned tests 

represent recent advances in time-series econometrics. All these tools are mostly used in stock 

market studies so the researcher decided to formulate hypotheses anchored on them.  

Data and Countries 

The data employed in this study were daily closing stock market indices. The stock markets 

includes the Jakarta Composite Index (Indonesia), Kuala Lumpur Stock Exchange (Malaysia), 

Strait Times Index (Singapore), Philippines Stock Exchange Composite Index (Philippines), 

Stock Exchange of Thailand (Thailand), Shanghai Stock Exchange (China), Nikkei 225 (Japan), 

Korea Stock Exchange Index (South Korea). The sample is restricted to the period in which daily 

data are available from January 2009 to December 2013. All prices are based on daily close, all 

exchange rate are expressed as number of local currencies per US dollar and world crude oil data 

in Dollars per Barrel.  

 

METHODOLOGY  

A stationary time series is significant to a regression analysis based on the time series, because 

useful information or characteristics are difficult to identify in a nonstationary time series. 

Therefore, a nonstationary time series would lead to a spurious regression. However, most 

economic time series are nonstationary in practice. Hence, time series should be made stationary 

after differencing. Useful information or characteristics can still be identified in the time series 

after differencing. A time series is said to be stationary if its mean and variance are constant and, 

the covariances depend on upon the distance of two time periods. The unit root test is used to test 

stationarity of variables and the order of integration. The Augmented Dicky-Fuller unit root test 
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(ADF) (Dicky and Fuller, 1979) and the Phillips-Perron unit root test (PP) (Phillips and Perron, 

1988) are often used to test stationarity.   

In this study, the Johansen and Juselius (1990) Trace and Maximum Eigenvalue tests are 

employed to test the long-run relationships among the stock market indices of the ASEAN 5+3 

Countries and relationship between stock markets with exchanges rate and world crude oil. If 

two or more variables are found to be cointegrated, it implies that there is a long-run equilibrium 

relationship between them, and even though the variables themselves may be non-stationary, 

they will nevertheless move closely together over time.   

The unrestricted vector autoregression (VAR) approach used in this study was developed by 

Sims (1980). The VAR was developed to account for problems with intervention and transfer 

function analysis. This model provides a multivariate framework where changes in a particular 

variable are related to changes in its own lags and to changes in other variables. The VAR treats 

all variables as jointly endogeneous and imposes no a priori restrictions on the structural 

relationships, if any, between variables being analyzed. Because the VAR expresses the 

dependent variables in terms of only predetermined lagged variables, the VAR model is a 

reduced form model. Another argument that arises in the context of an unrestricted VAR is 

whether this model should be used where the variables in the VAR are cointegrated. There is a 

body of literature that supports the use of a vector error correction model (VECM), or 

cointegrating VAR if variables are integrated, I(1). Because the cointegrating vectors bind the 

long run behavior of the variables, the VECM is expected to produce results in the impulse 

response analysis and variance decomposition that more accurately reflect the relationship 

between the variables than the standard unrestricted VAR. Augmented Dickey-Fuller are used to 

investigate the degree of integration of the variables used in the empirical analysis. If a I(1) 

process does exist, the second step involves estimation of the VAR model with first differences, 

otherwise VAR is estimated in levels.  

One of the important aspect of VAR model is to select the optimal lagged term. Traditional way 

of selecting the lag length was by repeating VAR model by reducing lag length from a large lag 

term until 0. In each of these models, the smallest value of the Akaike information criterion and 

the Schwarz criterion are used to select the optimal lag length. In this study however, five 

criteria: Sequential modified LR test statistics (LR), Final prediction error (FPE), Akaike 

information criterion (AIC), Schwarz criterion (SC) and Hannan-Quinn information criterion 

(HQ), which have been introduced by Lutkepohl (1993) were inspected. Similarly, the smallest 

value of these 5 criteria points to the optimal lag length.   

In next step Granger Causality test was applied. According to Granger (1969), a variable X is 

said to ‘Granger cause’ Y if past values of X help in the prediction of Y after controlling for past 

values of Y, or equivalently if coefficients on the lagged values of X are statistically significant. 

The null hypothesis of no direction of causality was tested against the alternative that there exists 

a direction of causality amongst the variables. The conclusion was arrived based on the fact that 

their F-statistics were statistically significant at 5% as indicated by their p- values.   
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Impulse Response Function (IRF) are used to trace out the dynamic interaction among variables. 

It shows the dynamic response of all the variables in the system to a shock in each variable. The 

impulse response shows the response to one standard deviation shock in the error terms of other 

variables.  

EMPIRICAL RESULTS 

Stock market integration in ASEAN 5 +3 countries  

Table 1 presents the unit root tests with level and first difference. The results shows that all the 

index data series are not stationary at the level but stationary after the first difference. In other 

words all the data series are I(1) which denotes that the time series is integrated at the first 

difference level. 

TABLE 1: UNIT ROOT TEST RESULTS  

V
a

ria
b

le 

Augmented Dickey-Fuller Test 

Level First Difference 

ADF 

t-statistics 

ADF 

t-statistics 

IHSG -1.9645 -23.1055 

KLSE -1.4003 -27.1473 

STI -2.2608 -30.0287 

PSEi -1.2248 -29.8508 

SET -1.4315 -30.8126 

SSE -2.0705 -32.9931 

N225 0.1859 -32.1320 

KOSPI -2.4526 -31.09162 

 
Test critical values:   5% critical value  -2.86433                              

  

One of the important aspect of VAR model is to select the optimal lagged term. Table 2 shows 

the summary results of VAR lag order selection criterion. The first left hand column shows the 

model for which the lag length has been selected using The LR, FPE, AIC, SC and HQ criterion. 

The numbers are the smallest value in each of criteria. Based on the results, the study chose two 

lag to be appropriate. 

TABLE 2: OPTIMUM LAG-LENGTH  

Lag LR FPE AIC SC HQ 

0 NA 1.65e+36 106.09 106.13 106.11 

1 26351.6 1.51e+24 78.374 78.74* 78.514 

2 329.735 1.21e+24* 78.157* 78.84 78.421* 

3 109.237 1.23e+24 78.174 79.19 78.561 

4 70.4939 1.31e+24 78.231 79.57 78.743 

5 98.6258* 1.34e+24 78.257 79.92 78.893 

6 73.1799 1.41e+24 78.310 80.30 79.071 

7 7.85849 1.48e+24 78.358 80.67 79.242 
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LR: sequential modified LR test statistic (each test  at 5% level), FPE: Final prediction error, AIC: Akaike information crit erion, 
SC: Schwarz information criterion, HQ: Hannan -Quinn information criterion. 
 

The Johansen cointegration test (1988) represents each variable as a function of all the lagged 

endogenous variables in the system. It uses two ratio tests, a trace test and a maximum 

eigenvalue test, to examine the number of cointegration relationships. Both tests could be used to 

determine the number of cointegrating vectors present, although they do not always indicate the 

same number of cointegrating vectors.  

Table 3 reports the results of the Johansen cointegration test.  Trace test and maximum 

eigenvalue indicates that at least one cointegrating equations exist at the 0.05 level.  Therefore, 

there exists cointegration between stock market ASEAN 5+3 countries.  

TABLE 3: JOHANSEN COINTEGRATION TEST 

Hypothesized 
No. of CE(s) 

Trace 
Statistic 

0.05 
Critical Value 

Max-Eigen Statistic 0.05 
Critical Value 

None * 160.54 159.52 58.733 52.362 

At most 1 101.80 125.61 29.468 46.231 

At most 2 72.339 95.753 24.077 40.077 

At most 3 48.261 69.818 21.215 0.6679 

At most 4 27.045 47.856 10.654 0.9735 

At most 5 16.391 29.797 10.467 0.6999 

At most 6 5.9233 15.494 4.9766 0.7448 

At most 7 0.9467 3.8414 0.9467 0.3306 
Trace test indicates 1 cointegrating eqn(s) at the 0.05 level 

Max-eigenvalue test indicates 1 cointegrating eqn(s) at the 0.05 level*  
denotes rejection of the hypothesis at the 0.05 level 

 

Cointegration between variables implies existence of long-run causality for at least one direction. 

Thus, testing cointegration and causality should be considered jointly. The present study adopted 

the same lag structure for both tests. Results of the Granger causality test shown in Table 4.  

TABLE 4: GRANGER CAUSALITY TEST  

Null Hypothesis Lag p-value Causality Relationship 

KLSE does not Granger Cause IHSG 
IHSG does not Granger Cause KLSE 

2 
0.1200 
8.E-12 

IHSG  KLSE 

 KOSPI does not Granger Cause IHSG 
IHSG does not Granger Cause KOSPI 

2 
0.5377 
5.E-05 

IHSG  KOSPI 

 N225 does not Granger Cause IHSG 
IHSG does not Granger Cause N225 

2 
0.0192 
0.0175 

N225            IHSG 

PSEI does not Granger Cause IHSG 
IHSG does not Granger Cause PSEI 

2 
0.0120 
2.E-19 

PSEI              IHSG 

SET does not Granger Cause IHSG  
IHSG does not Granger Cause SET 

2 
0.2584 
5.E-05 

IHSG  SET 

SSE does not Granger Cause IHSG 
IHSG does not Granger Cause SSE 

2 0.9835 
1.E-05 

IHSG  SSE 

STI does not Granger Cause IHSG 
 IHSG does not Granger Cause STI 

2 
0.5575 
0.1498 

INDEPENDENT 

KOSPI does not Granger Cause KLSE 
 KLSE does not Granger Cause KOSPI 

2 
1.E-06 
0.1143 

KOSPI  KLSE 
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N225 does not Granger Cause KLSE 
 KLSE does not Granger Cause N225 

2 0.0274 
0.4920 

N225  KLSE 

PSEI does not Granger Cause KLSE 
KLSE does not Granger Cause PSEI 

2 
0.0004 
0.5004 

PSEI  KLSE 

SET does not Granger Cause KLSE 
 KLSE does not Granger Cause SET 

2 
4.E-06 
0.7377 

SET  KLSE 

SSE does not Granger Cause KLSE 
KLSE does not Granger Cause SSE 

2 0.1521 
0.0065 

KLSE  SSE 

STI does not Granger Cause KLSE 
 KLSE does not Granger Cause STI 

2 
5.E-09 
0.4236 

STI  KLSE 

N225 does not Granger Cause KOSPI 
 KOSPI does not Granger Cause N225 

2 
0.9002 
0.7578 

INDEPENDENT 

PSEI does not Granger Cause KOSPI 
 KOSPI does not Granger Cause PSEI 

2 
0.7277 
0.0197 

KOSPI  PSEI 

SET does not Granger Cause KOSPI 
 KOSPI does not Granger Cause SET 

2 
0.0253 
0.2439 

SET  KOSPI 

SSE does not Granger Cause KOSPI 
 KOSPI does not Granger Cause SSE 

2 
0.8267 
0.0003 

KOSPI  SSE 

STI does not Granger Cause KOSPI 
 KOSPI does not Granger Cause STI 

2 
1.E-05 
0.9935 

STI  KOSPI 

PSEI does not Granger Cause N225 
N225 does not Granger Cause PSEI 

2 
0.2972 
0.2785 

INDEPENDENT 

SET does not Granger Cause N225 
N225 does not Granger Cause SET 

2 
0.0843 
0.2428 

INDEPENDENT 

SSE does not Granger Cause N225  
N225 does not Granger Cause SSE 

2 
0.4222 
0.1015 

INDEPENDENT 

STI does not Granger Cause N225  
N225 does not Granger Cause STI 

2 
4.E-05 
0.4388 

STI  N225 

SET does not Granger Cause PSEI 
PSEI does not Granger Cause SET 

2 
9.E-09 
0.0468 

  SET         PSEI 

SSE does not Granger Cause PSEI 
PSEI does not Granger Cause SSE 

2 
0.1877 
0.0056 

PSEI  SSE 

STI does not Granger Cause PSEI 
PSEI does not Granger Cause STI 

2 
1.E-08 
0.6927 

STI  PSEI 

SSE does not Granger Cause SET 
SET does not Granger Cause SSE 

2 
0.2087 
2.E-05 

SET  SSE 

STI does not Granger Cause SET 
SET does not Granger Cause STI 

2 
0.1220 
0.8377 

INDEPENDENT 

STI does not Granger Cause SSE 
 SSE does not Granger Cause STI 

2 
5.E-10 
0.9173 

STI  SSE 

 

From Table 4, the causality test revealed that Nikkei 225 (Japan) PSEi(Philippines) influence 

IHSG (Indonesia) and IHSG also influenced both of them. SET (Singapore) also Granger cause 

the PSEi (Philippines) and PSEi also Granger cause SET, their values were 9.E-0.9 and 0.0468 

respectively. This showed there existed bidirectional granger causality between some ASEAN 5 

stock markets and Japan.  

The results also indicated that some countries in ASEAN 5 +3 were unidiretional phenomenon. 

For example, PSEi (Philippines) Granger cause the KLSE (Malaysia) but KLSE did not Granger 

cause the PSEI, their values were 0.0004 and 0.5004 respectively. 

Based on Johansen Cointegration Test, VECM and Granger causality it can be concluded that 

there is integration between the ASEAN 5 +3 countries stock markets. Integrated stock market 

will provide benefits such as the costs of capital will become smaller. The reduced cost of capital 

will boost investment and employment. In addition, foreign funds can also be used to accelerate 

economic growth in the country.  
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But if the stock markets are integrated with other stock markets can also have negative effects. 

First, the domino effect when happened financial crisis like in the United States on 2008 where 

the stock exchanges in other countries also decreased. Second, the diversification across these 

markets may be less beneficial for international investors because all of countries will have a 

common trend.  

Relationship between stock markets with exchange rate and world crude oil 

The first step in the analysis consists of testing time series to determine whether they fulfil the 

property of non-stationarity as it is a requirement for the employment of the cointegration 

concept. Therefore, the ADF test will be employed in level and in first differences.  

Table 5 indicates the null hypothesis of a unit root cannot be rejected in the level but after first 

differencing, all null hypothesis of a unit root is rejected at the 5% significance level for these 

variables. The results in Table 5 confirm that all variables are integrated of order one I(1).   

TABLE 5: UNIT ROOT TEST RESULTS 

Countries Variable 

Augmented Dickey-Fuller 

Level First Difference 

ADF 

t-statistics 

ADF 

t-statistics 

Indonesia 

IHSG 

IDR/USD 
Crude Oil 

-1.964505 

-0.029011 
-2.391512 

-23.10553 

-35.92285 
-32.73554 

Malaysia 

KLSE 

MYR/USD 

Crude Oil 

-1.400332 

-1.750180 

-2.391512 

-27.14734 

-40.71311 

-32.73554 

Singapore 

STI 
SGD/USD 

Crude Oil 

-2.260806 
-1.679591 

-2.391512 

-30.02879 
-33.60069 

-32.73554 

Philippines 

PSEi 

PHP/USD 
Crude Oil 

-1.224864 

-1.751209 
-2.391512 

-29.85082 

-35.19013 
-32.73554 

Thailand 

SET 

Baht/USD 

Crude Oil 

-1.431571 

-1.911270 

-2.391512 

-30.81269 

-15.31529 

-32.73554 

China 

SSE 

CNY/USD 

Crude Oil 

-2.070594 

0.770298 

-2.391512 

-32.99318 

-38.66905 

-32.73554 

Japan 

N225 

JPY/USD 

Crude Oil 

0.185950 

-0.764467 

-2.391512 

-32.13206 

-32.42485 
-32.73554 

 

South Korea  

KOSPI 

KRW/USD 

Crude Oil 

-2.452666 

-1.980801 

-2.391512 

-31.09162 

-34.34818 

-32.73554 

Test critical values: 
 

5% critical value     -2.86433 

 

Next step employ LR, FPE, AIC, SC and HQ criterion to determine the optimum lag.  
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TABLE 6: OPTIMUM LAG-LENGTH  

Countries LR FPE AIC SC HQ Optimum lag 

Indonesia 6 2 2 2 2 2 

Malaysia 3 3 3 2 2 3 

Singapore 6 2 2 2 2 2 

Philippines 8 2 2 1 2 2 

Thailand 4 2 2 2 2 2 

China 2 2 2 2 2 2 

Japan 8 3 3 1 2 3 

South Korea 2 2 2 2 2 2 

 

Engle and Granger (1987) pointed out that a linear combination of two or more non-stationary 

series may be stationary. If such a stationary, or I(0), linear combination exists, the non-

stationary (with a unit root), time series are said to be cointegrated. The stationary linear 

combination is called the cointegrating equation and may be interpreted as a long-run 

equilibrium relationship between the variables. The result of cointegration test is presented in the 

table 7.  

TABLE 7: JOHANSEN COINTEGRATION TEST 

Indonesia 

Hypothesized 

No. of CE(s) 

Trace 

Statistic 

0.05 

Critical Value 

Max-Eigen 

Statistic 

0.05 

Critical Value 

None 26.25969 29.79707 14.04315 21.13162 

At most 1 12.21654 15.49471 12.08955 14.26460 

At most 2 0.126989 3.841466 0.126989 3.841466 

Malaysia 

Hypothesized 

No. of CE(s) 

Trace 

Statistic 

0.05 

Critical Value 

Max-Eigen 

Statistic 

0.05 

Critical Value 

None 16.99101 21.13162 16.99101 21.13162 

At most 1 5.949178 14.26460 5.949178 14.26460 

At most 2 0.024139 3.841466 0.024139 3.841466 

Singapore 

Hypothesized 

No. of CE(s) 

Trace 

Statistic 

0.05 

Critical Value 

Max-Eigen 

Statistic 

0.05 

Critical Value 

None 25.40688 29.79707 14.56207 21.13162 

At most 1 10.84481 15.49471 6.375943 14.26460 

At most 2 4.468865 3.841466 4.468865 3.841466 

 

 

Philippines 

Hypothesized 

No. of CE(s) 

Trace 

Statistic 

0.05 

Critical Value 

Max-Eigen 

Statistic 

0.05 

Critical Value 

None 20.36011 29.79707 11.13368 21.13162 

At most 1 9.226436 15.49471 6.412778 14.26460 

At most 2 2.813658 3.841466 2.813658 3.841466 

Thailand 

Hypothesized 

No. of CE(s) 

Trace 

Statistic 

0.05 

Critical Value 

Max-Eigen 

Statistic 

0.05 

Critical Value 

None 16.76160 29.79707 10.54901 21.13162 

At most 1 6.212591 15.49471 4.747937 14.26460 
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At most 2 1.464654 3.841466 1.464654 3.841466 

China 

Hypothesized 

No. of CE(s) 

Trace 

Statistic 

0.05 

Critical Value 

Max-Eigen 

Statistic 

0.05 

Critical Value 

None* 30.00232 29.79707 15.31470 21.13162 

At most 1 14.68762 15.49471 14.39013 14.26460 

At most 2 0.297484 3.841466 0.297484 3.841466 

Japan 

Hypothesized 

No. of CE(s) 

Trace 

Statistic 

0.05 

Critical Value 

Max-Eigen 

Statistic 

0.05 

Critical Value 

None 23.85145 29.79707 19.49577 21.13162 

At most 1 4.355676 15.49471 4.336659 14.26460 

At most 2 0.019017 3.841466 0.019017 3.841466 

South Korea 

Hypothesized 

No. of CE(s) 

Trace 

Statistic 

0.05 

Critical Value 

Max-Eigen 

Statistic 

0.05 

Critical Value 

None* 39.45137 29.79707 17.44104 21.13162 

At most 1 22.01033 15.49471 15.07922 14.26460 

At most 2 6.931108 3.841466 6.931108 3.841466 

* denotes rejection of the hypothesis at the 0.05 level 

 

Johansen cointegration test result shows that there are no cointegration relationship among stock 

markets, exchange rate and crude oil in Indonesia, Malaysia, Singapore, Philippines, Thailand 

and Japan. Otherwise, China and South Korea stock markets are cointegrated with exchange rate 

and crude oil. If the series are cointegrated, there is a long-term, or equilibrium relationship 

among the series. Their relationship can be expressed as VECM. On other hand, if the series are 

no cointegrated it can be expressed as VAR. In this study also want to examine if variables has 

Granger causality with other variables and responses of stock market with exchanges rate and 

crude oil shock for each country.  

Based on Appendix I (Impulse Response Function), The shock of exchange rate can push up 

Malaysia, Singapore, Filipina, Thailand and South Korea stock markets. This means the stock 

market will rise when the exchange rate depreciates. Exchange rate depreciation can improve the 

price competitiveness of local products in international trade.  

Meanwhile, shock of exchange rate can depress Indonesia, China and Japan stock markets. This 

means the stock market will decline when the exchange rate depreciates. When the exchange rate 

depreciates, the cost of imported raw materials or products that related with imported products 

will increase. This leads to increased production costs and profit of the company will be dropped 

so that the dividends will be reduced. 

Response of Indonesia, Malaysia, Singapore, the Philippines, Thailand, China, Japan and South 

Korea stock markets due to crude oil price shock is positive. This means the stock market will 

increase when crude oil prices rise. The increase in oil prices could  pushing the mining sector, 

so that mining company makes a profit and will lead the company's stock price increases and 

reflected to the increased of composite index. 

Based on the results of Granger causality (Appendix 2) test showed Philippines, China and Japan 

follow the traditional approach that the exchange rate affects the stock market. On other hand, 
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only Indonesia follow the portfolio theory that the stock market affects the exchange rate. 

Another results showed that there is granger causality between stock market and exchange rate in 

Malaysia, Singapore, Thailand and South Korea. Granger causality test results also showed that 

crude oil prices are affecting the stock market in all countries.  

 

CONCLUSIONS AND RECOMMENDATIONS 

This study examines the integration among the stock markets of the ASEAN 5+3 countries and 

relationship with exchange rate and crude oil. In general, the empirical results reveal that the 

long-run cointegrating relationship among these markets were strengthened during the period. 

There also exists significant influence among stock markets.  

If stock markets share a common trend, it implies that markets move together and any one 

market will be representative of the behavior of that group of markets. This means that short-

term gains from international diversification would be limited because markets are constrained 

by common shocks manifesting temporary effects.  

This study also examines relationship between stock market with exchange rate and crude oil.  

 The results of relationship between stock markets with exchange rate and crude oil show 

that significant long-term links exist between the stock market index, exchange rate and 

crude oil for two countries, China and South Korea.  

 Shock of exchange rate can push up Malaysia, Singapore, Filipina, Thailand and South 

Korea stock markets but can depress Indonesia, China and Japan stock markets. Responses 

of Indonesia, Malaysia, Singapore, Philippines, Thailand, China, Japan and South Korea 

stock markets due to shock of crude oil is positive.  

 There is granger causality from stock market to exchange rate for Malaysia, Singapore, 

Thailand and South Korea. This results also showed that crude oil prices are affecting the 

stock market in all countries.   

According to the results of this study I would like to give the following recommendation. First, 

the international investors should not invest in ASEAN 5+3 at same time. Because, stock 

markets are positively correlated with each other. They should choose one of them for 

investment. Second, if policy makers are interested in promoting stable and sustainable growth in 

stock prices, a more stable exchange rate policy should be pursued. 
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APPENDIX 1 (Impulse Response Function) 

    
     Response of IHSG:    

Period CRUDE_OIL IHSG K_IDR 

    
     1  8.676005  48.93362  0.000000 

 2  16.86776  50.60353 -0.167310 

 3  17.05116  50.21107 -0.094828 

 4  17.24523  49.90720 -0.084530 

 5  17.44480  49.60700 -0.061680 

 6  17.63676  49.31138 -0.040841 

 7  17.82190  49.01965 -0.019164 

 8  18.00031  48.73188  0.002774 

 9  18.17217  48.44794  0.025074 

 10  18.33764  48.16775  0.047706 

    
    

 

    
     Response of KLSE:    

 Period CRUDE_OIL K_MYR KLSE 

    
     1  1.568114  3.482572  15.35005 

 2  3.544910  3.392475  9.741916 

 3  3.168250  3.691135  10.10573 

 4  3.237726  3.198451  10.75291 

 5  3.355666  3.288224  10.43402 

 6  3.326259  3.174872  10.41383 

7  3.353609  3.078434  10.45469 

 8  3.375481  3.002660  10.41226 

 9  3.387911  2.919551  10.39787 

 10  3.402124  2.836727  10.38624 

    
 
 

    
    
     Response of 

STI:    

 Period CRUDE_OIL K_SGD STI 
    
     1  9.738187  7.593205  28.12305 

 2  14.35416  12.79172  26.25241 

 3  13.36399  12.02476  25.79021 

 4  13.49930  11.82833  25.67310 

 5  13.59030  11.67700  25.49863 

 6  13.66266  11.51466  25.32642 

 7  13.73275  11.35590  25.15686 

 8  13.79858  11.20007  24.98888 

 9  13.86021  11.04690  24.82255 

 10  13.91781  10.89640  24.65786 
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     Response of 

PSEI:    

 Period CRUDE_OIL K_PHP PSEI 
    
    

 1  3.514057  14.82089  61.23825 

 2  12.06148  21.39709  61.31394 

 3  11.88381  21.17701  60.76824 

 4  12.11122  21.71492  60.35397 

 5  12.32890  22.16483  59.94057 

 6  12.54656  22.61534  59.53021 

 7  12.76319  23.05590  59.12324 

 8  12.97895  23.48798  58.71959 

 9  13.19376  23.91154  58.31923 

 10  13.40758  24.32672  57.92216 
    

 

    
     Response of 

SET:    

 Period CRUDE_OIL K_BHT SET 
    
    

 1  3.187264  3.493872  13.62833 

 2  5.100763  5.228668  12.79059 

 3  4.815832  5.177926  12.87848 

 4  4.877325  5.205164  12.82032 

 5  4.893704  5.221536  12.76461 

 6  4.912605  5.237210  12.70996 

 7  4.930985  5.252995  12.65526 

 8  4.948782  5.268679  12.60083 

 9  4.966069  5.284300  12.54661 

 10  4.982844  5.299852  12.49261 

    
 

    
     Response 

of SSE:    

 Period CRUDE_OIL K_CNY SSE 
    
     1  5.208874 -2.014270  41.92278 

 2  13.06922 -1.078481  38.59623 

 3  11.84545 -1.530716  40.62681 

 4  12.38008 -1.514824  40.64787 

 5  12.27491 -1.476801  40.71078 

 6  12.25773 -1.482803  40.75381 

 7  12.22325 -1.473052  40.77643 

 8  12.18730 -1.465406  40.80288 

 9  12.15340 -1.458205  40.82684 

 10  12.11974 -1.450994  40.85050 
    

 

 

    
     Response of 

N225:    
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 Period CRUDE_OIL K_JPY N225 
    
    

 1  27.99914 -54.39612  155.5945 

 2  64.71271 -88.16413  129.0757 

 3  71.03734 -85.13481  133.5378 

 4  71.21809 -82.92344  133.2583 

 5  73.28339 -84.57817  131.4500 

 6  74.33878 -85.47597  130.2520 

 7  75.34375 -86.09383  129.2096 

 8  76.37664 -86.83813  128.1273 

 9  77.36425 -87.56993  127.0764 

 10  78.30366 -88.26866  126.0661 
    
    

    
     Response of 

KOSPI:    

 Period CRUDE_OIL K_KRW KOSPI 
    
    

 1  5.125386  9.475889  19.97917 

 2  10.02967  9.944850  17.69236 

 3  11.37868  9.138986  15.77529 

 4  11.33742  8.727005  15.73490 

 5  11.56772  8.461362  15.68626 

 6  11.83287  8.199263  15.50936 

 7  12.07854  7.932933  15.34143 

 8  12.31356  7.679026  15.18722 

 9  12.54221  7.432829  15.03747 

 10  12.76420  7.194325  14.89171 

    
    

 

 

 

 

 

 

 

 

 

APPENDIX 2 (Granger Causality Test)  

Pairwise Granger Causality Tests 
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Date: 07/05/14   Time: 13:17 

Sample: 1 963  

Lags: 2   
    

    
 Null Hypothesis: Obs F-Statistic Prob.  

    

    
 IHSG does not Granger Cause CRUDE_OIL  961  1.88259 0.1528 

 CRUDE_OIL does not Granger Cause IHSG  12.1316 6.E-06 
    

    
 K_IDR does not Granger Cause CRUDE_OIL  961  0.08692 0.9168 

 CRUDE_OIL does not Granger Cause K_IDR  7.33018 0.0007 
    

    
 K_IDR does not Granger Cause IHSG  961  0.24699 0.7812 

 IHSG does not Granger Cause K_IDR  13.1600 2.E-06 
    
    

 
Pairwise Granger Causality Tests 

Date: 07/05/14   Time: 14:16 

Sample: 1 963  

Lags: 3   
    

    
 Null Hypothesis: Obs F-Statistic Prob.  

    

    
 K_MYR does not Granger Cause CRUDE_OIL  960  0.26991 0.8471 

 CRUDE_OIL does not Granger Cause K_MYR  3.31147 0.0195 
    

    
 KLSE does not Granger Cause CRUDE_OIL  960  2.33634 0.0723 

 CRUDE_OIL does not Granger Cause KLSE  8.28078 2.E-05 
    

    
 KLSE does not Granger Cause K_MYR  960  3.59038 0.0134 

 K_MYR does not Granger Cause KLSE  5.23401 0.0014 
    
    

 
Pairwise Granger Causality Tests 

Date: 07/05/14   Time: 14:29 

Sample: 1 963  

Lags: 2   
    

    
 Null Hypothesis: Obs F-Statistic Prob.  

    

    
 K_SGD does not Granger Cause CRUDE_OIL  961  0.62918 0.5332 

 CRUDE_OIL does not Granger Cause K_SGD  4.18958 0.0154 
    

    
 STI does not Granger Cause CRUDE_OIL  961  0.85711 0.4247 

 CRUDE_OIL does not Granger Cause STI  10.5779 3.E-05 
    

    
 STI does not Granger Cause K_SGD  961  3.15404 0.0431 

 K_SGD does not Granger Cause STI  24.0007 7.E-11 
    
    

Pairwise Granger Causality Tests 

Date: 07/05/14   Time: 15:58 

Sample: 1 963  

Lags: 2   
    

    
 Null Hypothesis: Obs F-Statistic Prob.  

    

    
 K_PHP does not Granger Cause CRUDE_OIL  961  0.37736 0.6858 

 CRUDE_OIL does not Granger Cause K_PHP  0.97515 0.3775 
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 PSEI does not Granger Cause CRUDE_OIL  961  1.20403 0.3004 

 CRUDE_OIL does not Granger Cause PSEI  8.83077 0.0002 
    

    
 PSEI does not Granger Cause K_PHP  961  0.14243 0.8673 

 K_PHP does not Granger Cause PSEI  8.35938 0.0003 
    
    

 
 
Pairwise Granger Causality Tests 

Date: 07/06/14   Time: 14:59 

Sample: 1 963  

Lags: 2   
    

    
 Null Hypothesis: Obs F-Statistic Prob.  

    

    
 K_BHT does not Granger Cause CRUDE_OIL  961  1.17005 0.3108 

 CRUDE_OIL does not Granger Cause K_BHT  1.58479 0.2055 
    

    
 SET does not Granger Cause CRUDE_OIL  961  1.78984 0.1675 

 CRUDE_OIL does not Granger Cause SET  8.93253 0.0001 
    

    
 SET does not Granger Cause K_BHT  961  3.38662 0.0342 

 K_BHT does not Granger Cause SET  12.2519 6.E-06 
    
    

 
Pairwise Granger Causality Tests 

Date: 07/05/14   Time: 21:36 

Sample: 1 963  

Lags: 2   
    

    
 Null Hypothesis: Obs F-Statistic Prob.  

    

    
 K_CNY does not Granger Cause CRUDE_OIL  961  1.67526 0.1878 

 CRUDE_OIL does not Granger Cause K_CNY  2.85895 0.0578 
    

    
 SSE does not Granger Cause CRUDE_OIL  961  0.36686 0.6930 

 CRUDE_OIL does not Granger Cause SSE  21.8817 5.E-10 
    

    
 SSE does not Granger Cause K_CNY  961  0.08783 0.9159 

 K_CNY does not Granger Cause SSE  5.87000 0.0029 
    
    

 

 

 

Pairwise Granger Causality Tests 

Date: 07/05/14   Time: 21:55 

Sample: 1 963  

Lags: 3   
    

    
 Null Hypothesis: Obs F-Statistic Prob.  

    

    
 K_JPY does not Granger Cause CRUDE_OIL  960  0.12786 0.9436 
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 CRUDE_OIL does not Granger Cause K_JPY  0.00657 0.9993 
    

    
 N225 does not Granger Cause CRUDE_OIL  960  0.12866 0.9431 

 CRUDE_OIL does not Granger Cause N225  16.3722 2.E-10 
    

    
 N225 does not Granger Cause K_JPY  960  1.44140 0.2292 

 K_JPY does not Granger Cause N225  21.0364 3.E-13 
    
    

 
Pairwise Granger Causality Tests 

Date: 07/06/14   Time: 00:00 

Sample: 1 963  

Lags: 2   
    

    
 Null Hypothesis: Obs F-Statistic Prob.  

    

    
 K_KRW does not Granger Cause CRUDE_OIL  961  0.54950 0.5774 

 CRUDE_OIL does not Granger Cause K_KRW  5.47256 0.0043 
    

    
 KOSPI does not Granger Cause CRUDE_OIL  961  2.31977 0.0988 

 CRUDE_OIL does not Granger Cause KOSPI  27.2775 3.E-12 
    

    
 KOSPI does not Granger Cause K_KRW  961  4.40902 0.0124 

 K_KRW does not Granger Cause KOSPI  4.64670 0.0098 
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ABSTRACT 

 

The purpose of this paper was to test the trade off and pecking order theory of capital structure. We 

started with identifiying variables that influenced capital structure based on both theory. The data in the 

study were gathered from statistics and annual report of IDX in 2009. There were 46 companies that 

distributed dividends in 2008 (this year was as the base year to discover the changes) and 2009. 

Subsequently there were two companies were excluded because the availability of data and the reports 

were submitted in US Dollars. From 44 companies, there were 28 companies were excluded because 

there was not any financing deficits and the remaining 16 manufacturing companies were used as 

samples in this study. 

Despite the fact these results support the POT model; they were weak to elaborate the POT model as 

there were only 45.1% of the companies taking financing decision through debt. This can be explained 

based on market timing theory in the decision making of capital structure 

 

Keywords: Trade off Theory, Pecking Order Theory, Capital Structure 

1. Introduction 
To this date, the theoretical explanations related to any factors that may affect the optimal capital 

structure remain controversial. Miller and Modigliani-MM (1958) put the basic foundation for a theory to 

explain this theoretical explanation in the form of capital structure irrelevance. As the assumption is 

difficult to obtain reality, i.e. perfect capital markets and no taxes, and then the fundamental theory 

develops into pecking order theory (POT) and trade off theory (TOT) 

POT as explained by Myers and Majluf (1984) describes the optimal capital structure of one particular 

company which is determined by the order of the source of funding of the company, starting from the 

next internal to external financing sources. If the company uses external funding then it is prioritized in 
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debt to equity issuance. Several studies which have supported the POT apparently showed inconsistent 

results 

Shyam-Sunder and Myers (1999) who conducted a study involving 157 companies in the United States 

found that most companies meet the funding by deriving the financing source from debt; and this result 

support for the pecking order theory. In line with this finding,Fama and French (2002) explain that in the 

short term, investment and income are partially used to repay debt (the financing is absorbed by debt). 

Other support is such as the research Frank and Goyal (2003) and Atiyet (2012). Siefert and Gonenc 

(2010) who conducted the research in 23 developing countries show that in order to meet the deficit of 

financial of the companies, they decide to issuing equity. Darminto and Manurung (2008) concluded that 

in the long-term financing, based on market timing, is not a source of funding. 

TOT model as proposed by Kraus and Litzenberger (1973) describes the optimal capital structure is 

influenced by the benefits and the costs due to the issuance of debt. TOT model describes both static and 

dynamic models, which is the dynamic model is to explain the speed of adjustment of actual debt and 

debt targets. If there is any difference, there should be adjustment. Static model assumes that if the 

determinants of decision to debt are static, so that companies do not need to adjust with the factors. 

In order to increase the value of the company, we may refer to the level of debt in the optimal capital 

structure of the company. Therefore, the company should adjust to the optimum level of debt. So the 

optimal level of debt will move from time to time. Several studies which test the TOT model still showed 

inconsistent results. 

Fama and French (2002) describe that in the company with a high level of investment it will make 

adjustments to its capital structure, even from 7 % to 18%. Babalola, Yisauand Abiodun (2012) 

describethat the optimal capital structure of the food company is 34.31% while for the beverage company 

is 34.64%. Labba and Östholm (2011), however, only describeas long as the debt gives benefits in the 

form of tax advantage, it means that the capital structure is normal even though it is not explained for the 

optimal point. 

As there were several inconsistent results from previous studies, so the objectives of this study are to 

investigate how the fulfillment of the companies based on the sources of funding of the companies. Based 

on POT financing deficit can be met through the issuance of debt compared to issuance of equity 

beforehand. Based on TOT, the companies will consider the tradeoff of benefits and cost of debt. If the 

tradeoff is known that there are more costs than the benefits of the debt, the company will look for 

funding sources through the issuance of equity. This research was conducted on manufacturing companies 

that pay dividends (Fama and French, 2002). Companies that are profitable and to increase the possibility 

of investing it will pay dividends, so that the companies that pay dividends may either choose the sources 

of funding which are from the profits or from debt. This study was conducted in 2009 to 2010 with some 

considerations namely (a) the merger Jakarta Stock Market (JSX) and Surabaya Stock Market (SSX) to 

become be Indonesia Stock Market (IDX) in 2007, so the year of 2008 was considered as a t-1 and 2009 

as the year t; (b) the data available at the time of the study in 2011 were data in 2010. Another reason was 

there have been few researches that focus on testing TOT and POT models. 
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This article will be described in Section II which describes Review of Literatures and Hypotheses, Section 

III for data and methodology; section IV describes the results of research and discussion, and part V of 

the conclusions. 

2. Riview of Literatures and Hypotheses 
Shyam-Sunder and Myers (1999) conducted TOT and POT testing in the United States. The POT model 

was performed with regression variable net debt and net financing deficit issues. The findingof net 

financing deficit (DEF) was close to 1. Furthermore it was interpreted to support the theory of POT 

because in the short term, the company prefers the use of debt funding needs. In other testing at the same 

time, it was found that the TOT was better than POT. The hypothesis for POT was rejected by the DEF 

model added with an additional variable in TOT. The equation for POT model is as follows: 

 

∆𝑫𝒊𝒕 = 𝜶 + 𝜷𝑷𝑶𝑫𝑬𝑭𝒊𝒕 + 𝒆𝒊𝒕 … … … (𝒊) 

Where: 

ΔDitis net debt issued by company i in year t, DEF is the financial deficit, and e is the error term, β is the 

DEF coefficient in the POT model and α is a constant 

 

 The equation mentioned above is based on the model by Shyam-Sander and Myers (1999). This 

model is based on the predictions on categories of financing company used to cover the “financing 

deficit” (DEF). DEF in this case is defined as the use of the company’s cash flow in order to increase the 

assets of the company which is supposed to have been less than the increase of current liabilities (except 

for the proportion of the long-term debt) and less than the retained earnings. This means that the retained 

earnings of the company should be able to guarantee the current liabilities, and the current liabilities 

should be bigger than the asset purchases. In case of financing deficit, when the retained earnings are 

smaller than the liabilities and the assets purchase is bigger than the current liabilities, it needs “filled” 

through external financing. In short based on POT, priority of mechanism from the external funding is 

through the issuance of debt. 

 

 The condition of financing deficit occurs when the company needs to pay dividends (Div), 

investment (I) and to increase the working capital (ΔWC) which is bigger than the profit of the company 

(C) in year t of the company i, so the equation for the DEF can be formulated as follows: 

𝑫𝑬𝑭𝒊𝒕 = 𝑫𝒊𝒗𝒊𝒕 + 𝑰𝒊𝒕 +  𝚫𝐖𝐂𝒊𝒕 − 𝑪𝒊𝒕 + 𝒆𝒊𝒕 … … … (𝒊𝒊) 

 

Where 

DEF is financing deficit 



 

342 

 

DIV is dividends  

I is investment 

ΔWC the difference of working capital of the company added with cash dan cash equivalents 

C is cash after tax and interest 

ΔD is net debt issued which is issuance of long-term debt subtracted by the payment of the long-

term debt 

ΔE is the net equity which is the issuance of shares issuance subtracted by share buyback 

 

The implication of equation (ii) is that at the time of the condition of DEF so it can be met with the 

increase of the issuance of debt and equity, so the condition can be formulated in the following equation 

(iii), such as: 

 

𝑫𝑬𝑭𝒊𝒕 = 𝑫𝒊𝒗𝒊𝒕 + 𝑰𝒊𝒕 +  𝚫𝐖𝐂𝒊𝒕 − 𝑪𝒊𝒕 + 𝒆𝒊𝒕 = ∆𝑫𝒊𝒕 + ∆𝑬𝒊𝒕 … … … (𝒊𝒊𝒊) 

 

The testing of POT is aimed at determining how the company should choose the external source for 

financing, due to the issuance of debt as the priority compared with the issuance of equity, thus the 

equation becomes the following: 

 

 = ∆𝑫𝒊𝒕 = 𝑫𝒊𝒗𝒊𝒕 + 𝑰𝒊𝒕 + 𝚫𝐖𝐂𝒊𝒕 − 𝑪𝒊𝒕 + 𝒆𝒊𝒕  … … … (𝒊𝒗) 

∆𝑫𝒊𝒕 = 𝜶 +  𝜷𝑷𝑶𝑫𝑬𝑭𝒊𝒕 + 𝒆𝒊𝒕 … … … (𝒗) 

 

The model of POT can be predicted that is when the company avoids or the external funding becomes the 

final option through the issuance of equity, and in other words it is only through the issuance of debt, then 

α = 0 and βPO = 1. 

 

 The model of TOT aims to determine the optimal capital structure of the company. Various 

results of previous studies have employed this optimal capital structure as the determinants. Darminto and 

Manurung (2008) and Dang (2008) stated that the determining factor or determinant (a) the collateral 

value of assets (CVAS) which is the book value of fixed assets divided by the book value of total assets, 

(b) non-debt tax shield which is the book value depreciation divided by the total assets, (c) profitability 

uses EBITDA (earnings before interest tax depreciation and amortization), (d) growth as measured by the 

changes in the total assets, and (e) the size of the company measured by Ln of total assets. 
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 Ruslim (2009) conducted a study by using the determining factor, namely costs of the operation, 

depreciation, the level of sales, costs of sales, interest expense and income tax expense. 

 

The model of TOT by Fama and French (2002) is then described related to the presence of difference 

between the target and the actual capital structure, so that it is necessary to make adjustmenttowards these 

conditions. The big difference in Dit- D(it-1) it is necessary to make adjustment which is δ. At the time of 

the target leverage in the capital structure is not enough to meet the financial needs; the company may 

increase the leverage. This capital structure is dynamic so that company needs to make adjustments if the 

target capital structure is considered not in accordance with the actual. As there is this adjustment, the 

equation is changed as follows:  

𝑫𝒊𝒕 − 𝑫𝒊𝒕−𝟏 = 𝜹(𝑫𝒊𝒕
∗ − 𝑫𝒊𝒕−𝟏) + 𝒆𝒊𝒕 

𝑫𝒊𝒕 = 𝜹(𝑫𝒊𝒕
∗ − 𝑫𝒊𝒕−𝟏) + 𝑫𝒊𝒕−𝟏 +  𝒆𝒊𝒕 

𝑫𝒊𝒕 = 𝜹𝑫𝒊𝒕
∗ − 𝜹𝑫𝒊𝒕−𝟏  +  𝑫𝒊𝒕−𝟏 + 𝒆𝒊𝒕 

𝑫𝒊𝒕 = 𝜹𝑫𝒊𝒕
∗ + 𝑫𝒊𝒕−𝟏(𝟏 − 𝜹) +  𝒆𝒊𝒕 … … … . (𝒊 

 

Where 

Ditis as actual debt ratio and Dit* is the debt ratio target of company i in year t, while δ is the rate of 

adjustment of the speed of the target leverage after it was found the difference in the reality. 

 

In short, the debt ratio target for the companies is affected by determining factor for the company (X) and 

the specific effects of the companies that do not depend on time (U) and λ specific effects of time is not 

dependent on the company. The equation for the target leverage can be formulated as follows: 

𝑫𝒊𝒕 − 𝑫𝒊𝒕−𝟏 = (∑ 𝜷𝒌𝑿𝒌𝒊𝒕 + 𝑼𝒊 + 𝝀𝒕 + 𝒆𝒊𝒕

𝒏

𝒌=𝟏

) … … . . (𝒊𝒊) 

 

Various determining factors are significantly affected by the speed of adjustments towards the condition, 

so the condition can be formulated as follows:  

 

𝑫𝒊𝒕 − 𝑫𝒊𝒕−𝟏 = 𝜹 (∑ 𝜷𝒌𝑿𝒌𝒊𝒕 + 𝑼𝒊 + 𝝀𝒕 + 𝒆𝒊𝒕

𝒏

𝒌=𝟏

) … … . . (𝒊𝒊𝒊) 
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If the determining factor is not affected by the company and time excluded from the capital, then:  

 

∆𝑫𝒊𝒕 = 𝜶 +  𝜷𝑻𝑶𝑻(𝑫𝒊𝒕
∗ − 𝑫𝒊𝒕−𝟏) + 𝒆𝒊𝒕 

 

This model may predict that in time of βTA> 0, then the company makes adjustment towards the target 

leverage, but it is also when βN< 1, then the cost of the adjustment towards the leverage will be positive 

(smaller). 

 

 Based on the mode of determining factors by Darminto and Manurung (2008) in static TOT TOT, 

then the equation becomes: 

 

∆𝑫𝒊𝒕 = 𝜶 +  𝜷𝟏 𝑪𝑽𝑨𝑺 +  𝜷𝟐 𝑵𝑫𝑻𝑨 +  𝜷𝟑 𝑬𝑩𝑰𝑻𝑫𝑨 +  𝜷𝟒 𝑮 +  𝜷𝟓 𝑺 +  𝒆𝒊𝒕 

 

Where: (a) collateral value of assets (CVAS), (b) non-debt tax shield (NDTA), (c) profitability (earning 

before interest tax depreciation and amortization (EBITDA), (d) growth (G), and (e) the size of the 

company (S) 

 

 Explanation by Shyam-Sunder and Myers can be illustrated in the research findings. It is known 

that POT may predict that (α) = 0 and βPO = 1, then the issuance of debt is used to cover the financing 

deficit (DEF) or to support POT. If the coefficient on the POT is βPO = 0.75 and R
2
 is 0.68, then it can be 

predicted that POT is more capable to explain the fulfillment of corporate funding than the TOT (68%). 

The findings based the coefficient is a target adjustment based on the TOT model, which is not really 

reliable to predict the fulfillment the debt financing in the capital structure (35%) 

 

Hypotheses 

POT Testing 

H1 = following the model by Shyam-Sunder and Myers (1999), if the regression coefficient βPOis positive 

and close to 1, then the POT is more capable to explain the changes in the use of debt in the capital 

structure 
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TOTTesting 

H2 = following the model by Shyam-Sunder and Myers (1999), if the regression coefficient βPO is 

positive and close to 1, then the TOT is more capable to explain the changes in the use of debt in the 

capital structure 

3. Data and Method 
This study aims to test the hypotheses of TOT and POT models in two different equations. The data in the 

study were gathered from statistics and annual report of IDX in 2009. There were 46 companies that 

distributed dividends in 2008 (this year was as the base year to discover the changes) and 2009. 

Subsequently there were two companies were excluded because the availability of data and the reports 

were submitted in US Dollars. From 44 companies, there were 28 companies were excluded because there 

was not any financing deficits and the remaining 16 manufacturing companies were used as samples in 

this study. 

 

Variable testing 

In the POT model, the variable testing can be elaborated through the following aspects: 

DEF is the payment for Div, changes in the working capital, the availability of cash and investments 

divided by the total assets (Atiyet, 2012. Divis the payment for dividends in year t (Frank and Goyal, 

2003); I is the investments, that is the sum of the fixed assets, depreciation, transfer fees and amortization 

divided by the total assets (Atiyet, 2012); ΔWC is the changes in the working capital added with the cash 

and cash equivalents (Frank and Goyal, 2003); C is the cash after tax and interest (Frank and Goyal, 

2003); ΔD is net debt issued which is long-term debt issuance subtracted by the payment for the long-

term debt (Frank and Goyal, 2003); ΔE is the net equity issued which is the issuance of shares subtracted 

by share buyback (Frank and Goyal, 2003). 

 

In the static TOT model, the variable testing can be elaborated through the following aspects (Darminto 

dan Manurung, 2008): 

(a) the collateral value of assets (CVAS) which is the book value of fixed assets divided 

by the book value of total assets, (b) non-debt tax shield which is the book value depreciation 

divided by the total assets, (c) profitability uses EBITDA (earnings before interest tax 

depreciation and amortization), (d) growth as measured by the changes in the total assets, and (e) 

the size of the company measured by Ln of total assets. 

4. Results and Discussion 

4.1. Research Result 
The description of the data can be presented in the following table: 
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Variable Mean Var 

CVAS 0.264619894 0.02196 

NTDS 0.208593422 0.01759 

EBITDA 2,037,401,648,277 3,128,646,251,823 

Growth 0.161038478 0.00545 

Size 28.1070276 2.67431 

DEF 373,173,079,793 489,655,097,297 

 

Based on the CVAS it showed that the average companies have fixed assets amounted to 26.46% and 

with the variance (0.021) of each company is relatively small. The proportion of the fixed assets 

compared to the total assets of the company is relatively homogeneous sample. NTDS showed the 

average depreciation of the total assets of 20% with the variance 0.017. EBITDA showed the average 

income before tax, amortization and depreciation amounted to 2,037,401,648,277 with the variance was 

more than 100%. This is an interesting description where the revenue of the companies as samples varies 

or significantly varies. This may happen due to some reasons like the sub-sectors in the manufacturing 

industry have different income levels. Growth showed the development of the companies than the 

previous period with the average of 16.1% and with small variance. The size of the company showed that 

the total assets Ln of 28.173 with the variance was relatively small (around 10%), thus it can be 

concluded that the total assets of the sample companies are relatively homogeneous. 

 

POT model testing through the following equation 

 

∆𝑫𝒊𝒕 = 𝜶 + 𝜷𝑷𝑶𝑫𝑬𝑭𝒊𝒕 + 𝒆𝒊𝒕 

It was gained the following results presented in the table: 
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From the equation was discovered that DEF is significant with the𝜷𝑷𝑶was far more than 1 and 𝜶was not 

equal to 0. The next was disclosed the R2 amounted to 0.451. 

 

 

Those results can be interpreted that the use of debt in the capital structure of the company in Indonesia 

significantly prefers POT, but the result was very low due to the coefficient β of POT was far away from 

1 and the contribution to the model was only 45.1%. 

 

 

Coefficientsa
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1
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Model Summary

,671a ,451 ,412 4,985E-02

Model

1

R R Square

Adjusted

R Square

Std.  Error of

the Estimate

Predictors:  (Constant), DEFa. 

Coefficientsa

-2,5E+12 1,6E+12 -1,567 ,148

8,6E+11 5,0E+11 ,607 1,713 ,117
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ts

t Sig.
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348 

 

TOT model testing with no significant results with the student test (t-test) was noted that the significance 

was more than 5%. Those results were the indication that the use of debt in the capital structure does not 

comply with the TOT model. 

 

4.2. Discussion 
 The results of regression showed the level of confidence was 5% that the TOT model is not 

significant on all variables. This means that debt decisions of the company are not influenced by 

determinants such as hypothesis as proposed by Darminto and Manurung (2008) and Dang (2006). 

However the result of POT model testing showed significant results despite the fact it could provide 

complete elaboration. The POT model with only 45.1% showed that the financing decisions of the 

company is based on the order the issuance of debt and equity. In this static POT model does not measure 

the speed of adjustment of the level of debt with the assumption determinant variable is particular variable 

in a static model 

The POT model testing was adopted from the model testing by Shyam-Sunder (1999) and modified by 

Frank and Goyal (2003), thus it is assumed that if the internal capital of the company is limited to meet 

the funding for investments and dividends, the company would access external funding. External funding 

priorities will take precedence to prioritize the issuance of debt compared to equity. 

Only variable EBITDA gave negative influence, but not insignificant. These results can be interpreted 

that the greater the profit of the company will use smaller debt. This is consistent with the predictions of 

POT model which is prioritizing internal financing through retained earnings, and then if the condition of 

internal funding is limited, external funding is considerable. 

Variable CVAS, NDTS, the growth of the company and the size of the company had positive but not 

significant influences. It can be interpreted that at the time of the fixed assets of the company are smaller 

than the total assets, so to increase the assets of the company will use debt financing than equity issuance. 

Despite the fact these results support the POT model; they were weak to elaborate the POT model as there 

were only 45.1% of the companies taking financing decision through debt. This can be explained based 

on market timing theory in the decision making of capital structure (Baker and Wurgler, 2002). The 

company does not have preference towards the source of funding, but choosing the best alternative is 

based on the market opinion at that time. As the market gives negative opinion due to the issuance of 

equity, then company would issue debt, and vice versa. 

The reaction towards the equity issuance in order to meet the financing of the company can be predicted. 

The company will attempt to reduce the asymmetry of information to the market if it will issue equity. In 

these conditions, the company will issue equity compared with debt. Constantinides and Grundy (1989) 

argued that the information asymmetry is that lead to the weak explanation of the POT model. When there 

are many funding alternatives, the company does not always followthe hierarchy on this POT model. 
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ABSTRACT 

Creativity plays a very important role in the implementation of innovation. It is part of 

innovation, and innovation is the implementation of the outcome of creativity. This present study 

is intended to explore and analyze what employee empowerment and asta brata leadership 

contribute to creativity and innovation. It was conducted in the small, micro and middle 

manufacturers ‘usaha kecil, mikro dan menengah (hereinafter referred to as UMKM) in Gianyar 

Regency, Bali Province. The sample was determined based on a 30-UMKM quota and the 

sample in each type of UMKM was proportionally determined. The respondents of the study 

totaled 90, 3 from each UMKM. The data were analyzed using PLS. 

The result of the study shows that the structural empowerment and asta brata leadership proved 

to positively and significantly contribute to creativity. The psychological empowerment proved to 

positively but insignificantly contribute to creativity. Creativity proved to positively and 

significantly contribute to innovation. The structural empowerment positively but insignificantly 

contributed to innovation. The psychological empowerment and asta brata leadership proved to 

positively and significantly contribute to innovation. The implication of the study, as far as the 

attempt made to inspire creativity and innovation is concerned, is that it is important to empower 

the key employees by making them free to develop their innovative ideas when designing 

products and having access to the information needed for doing their works.  

 

Keywords: structural empowerment, psychological empowerment, asta brata leadership, 

creativity and innovation 
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1. Introduction 

 As far as the Indonesia’s economic structure is concerned, the small, micro and middle 

businesses can importantly strengthen the people’s economy to face the economic crisis. They 

should be perpetually strengthened through creativity and innovation in order to maintain their 

competitiveness, face the globalized competition which is getting tighter, the rapid technological 

development, and the rapid change in the consumer need and desire.  

 Similarly, the UMKM in Gianyar Regency, especially those which are involved in the 

processing industry (manufacturer), are one of the five sectors which have significantly 

contributed to the local economy (18.11per cent). As a business sector which uses the local input 

and is competitive enough to face the economic crisis, various steps should be taken to inspire 

high creativity and innovation especially in presenting the design as the superiority of UMKM, 

especially if related to the Balinese local wisdom. It is important for the manufacturing UMKM 

to give more attention to the intangible assets such as the human resources, and the other 

intellectual assets (Zuhal, 2010). The most successful company is the one which can create 

creativity and innovation (Vicenzi, 2000). Creativity has proved to positively and significantly 

contribute to innovation (Reychav et al., 2012). It is also affirmed by Alves et al. (2007) that 

creativity is part of innovation, and that innovation is the implementation of the outcome of 

creativity.  

 The human resources (employees) of a company can be affected by several factors. Sun 

et al. (2012) proved that empowerment significantly contributes to the employee creativity. In 

several studies, empowerment is explored from two aspects; they are structural and 

psychological aspects (Yang and Choi, 2009; Ayupp and Chung, 2010; Sun et al., 2012). From 

the structural perspective, empowerment cannot be separated from the managerial practices 

which are intended to delegate power, making decision authority and responsibility to the lower 

level in an organization. From the psychological perspective, empowerment is conceptualized in 

four cognitions (Spreitzer, 1996 in Sun et al., 2012); they are meaning, competence, self-

determination, and impact.  

 Apart from the employee empowerment, Garcia-Morales et al. (2008) proved that 

transformational leadership positively contributes to innovative behavior. Furthermore, it was 

also stated that the transformational leadership contributes to the intrinsic motivation, and 

stimulates creativity through a transformational leader, who more effectively and creatively 
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stimulates his/her subordinators to be creative as well (Robbins & Judge, 2015). The 

transformational leadership which gives emphasis on individuals is the behavior which 

empowers the leader’s subordinators individually to develop and improve their capabilities and 

effectiveness.  The study conducted by Reuvers et al. (2008) which explored the relationship 

between the transformational leadership with the innovative working behavior also proved that 

the transformational leadership is positively and significantly related to the innovative working 

behavior. In an  organization, a leader may contribute to the employee creativity and the 

company’s innovation (Jung et al., 2003) 

 One of the Hindu teachings which contains the highly meaningful leadership philosophy 

is what is referred to as the Asta Brata teaching, the eight great natures of Gods.  It is guidance to 

the teaching of leadership; in other words, it is the humanity-based governing teaching, through 

which a leader may attain authority. It can be understood that the basic nature which a leader 

should have based on Asta Brata is that he/she should be a model to his/her subordinates. In 

addition, he/she should be honest, fair and side with his/her subordinates. This indicates that the 

leadership concepts which the Asta Brata leadership contains do not become into existence as a 

scientific-academic theory; instead, they have strong roots in regard to both the societal-human 

relationship and transcendental relationship with God. As claimed by Dharmanegara et al.  

(2013) that the asta brata leadership significantly contributes to the employee performance.  

 The human resources play a key role in the success achieved by UMKM; therefore, they 

should innovate in such a way that they can cope with all the internal affairs of the company and 

improve the competitiveness of the products they produce in the market. Soleh (2008) affirms 

that the manufacturing UMKM can be improved by implementing the innovative strategy. The 

better the innovative strategy is implemented, the better the performance will be.  

 Based on the empirical studies described above, this present study is intended to analyze 

the contribution of empowerment and the asta brata leadership to the creativity and innovation 

of the manufacturing UMKM in Gianyar Regency to encounter the globalized competition which 

is getting tighter and the rapid change in the consumer need and desire. In this relation, the 

human resources of a company play a key role in to what extent the UMKM can face such a 

change. The problems of the study can be formulated as follows: 

1) To what extent the creativity of employees contributes to the manufacturing UMKM; 
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2) To what extent the employee empowerment and asta brata leadership contribute to the 

employee creativity of the manufacturing UMKM; 

3) To what extent the employee empowerment  and asta brata leadership contribute to the 

innovation made by the manufacturing UMKM.  

Paying attention to the problems of the study formulated above, the objectives of the present 

study are: 1) exploring and analyzing the contribution of the employee creativity  to the 

innovation of the manufacturing UMKM, 2) exploring and analyzing the contribution of the  

employee empowerment  and asta bratha leadership to the employee creativity; 3) exploring and 

analyzing the contribution of the employee empowerment  and asta brata leadership to the 

innovation of the manufacturing UMKM.  

In the following sub sections, the relevant literature review used as the framework of the 

hypothesis of the study, the research method, and the discussion of the result of the study are 

presented.  

 

2. Literature and Hypothesis 

2.1 Creativity and Innovation 

 The employee creativity is one of the important components of the company which uses 

knowledge intensively (Huei Chen and Kaufmann, 2008). Creativity is also important in the 

process of innovating a product as well as service. It can contribute to the innovation which is 

needed by a company in order to be more competitive than and perform differently from other 

companies. Consumers will always look for the products or services of the company which are 

not produced or provided by its competitors. There will be no innovation if there is no creativity.  

 Alves et al. (2007) affirm that creativity is part of innovation, and that innovation is the 

implementation of what is creatively produced. Meer (2007) stated that innovation is a set of 

activities which are aimed at the new things produced to strengthen the competitiveness of a 

company. Guijarro et al. (2009) discussed the variables of innovation from three aspects. They 

are (1) the product innovation which includes the change in the product or commercialization of 

the new product; 2) the process innovation which includes the change in the manufacturing 

process or the use of the new production equipment; and 3) the management innovation which 

includes management or administration, purchase and sales.  
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 Creativity can be assessed using two main approaches; they are the cognitive approach 

and personality approach. Such approaches can measure to what extent someone is creative and 

to what extent a process is creative. The personality approach is used to measure the creativity of 

a set of attributes or characteristics which are developed at the earlier age and are stable from 

time to time (Faizah, 2013). Creativity is an idea or a concept which can lead to a change in a life 

activity (Wawan Dhewanto et al., 2014). Munandar (2012) defines creativity into four 

dimensions referred to as Four P’s Creativity; they are Person, Process, Press and Product.  

 As far as the dimension of person is concerned, creativity refers to the ability or 

capability which someone has; this is the point in which the three psychological attributes such 

as intelligence, cognitive style, and personality or motivation meet. Such three attributes 

contribute to the understanding of the background of a creative individual.  

 The dimension of process focuses on the thinking process which can lead to unique or 

creative ideas. Creativity is a process or an ability which reflects fluency, flexibility, original 

way of thinking, and the ability to elaborate (to develop, enrich, and specify) things. From what 

was defined above, it can be inferred that creativity is a process occurring in the human brain in 

order to find out and develop more innovative and varied new concepts (thinking divergence).  

 From the dimension of press, creativity gives emphasis on the press or motivation. 

Motivation can be classified into internal motivation and external motivation. The internal 

motivation includes the desire to create things, and the external motivation comes from the social 

and psychological environments.  

 From the dimension of product, creativity focuses on the product or what is produced by 

individuals. What is produced can be either a new/original thing or an innovative 

combination/elaboration of things. Creativity refers to the ability to produce/create something 

new and new combinations which are socially meaningful. Thus, creativity does not only refer to 

the creation of a new thing but also to the combination of what has become into existence. 

 From the definitions given above, it can be stated that creativity refers to a mental process 

which causes a new concept or idea to appear, or to a new relationship between the concepts and 

ideas which have become into existence. Creativity refers to the ability to create something new; 

it refers to the construction of the ideas which can be used to settle problems; it also refers to a 

useful activity. Creativity and knowledge are highly important when implementing an innovation 

(Wawan Dhwanto et al., 2014).  
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 Based on what was empirically described above, hypothesis 1 can be formulated as 

follows:  

             The more creative the employees the more innovated a company will be.  

 

2.2 Employee Empowerment, Creativity and Innovation 

 The approach of human resources based on initiative, creativity, competence, 

autonomous behavior and empowerment has become a very important issue (Tutar et al., 2011). 

Empowerment is a process through which someone becomes strong enough to participate in a 

company; it affects his/her life. Empowerment means making someone feel appreciated by 

involving him/her in the decision making, giving him/her an opportunity to participate in the 

planning process, praising him/her, and perpetually giving training and support to him/her 

(Lawson, 2006). According to Noe et al. (2006), empowerment means giving responsibility and 

authority to an employee to develop a product or serve customers. Empowerment can make a 

company close to costumers, able to improve services, send products, improve productivity, and 

finally, to win competition (Wibowo, 2010).  

 By paying attention to the concept of empowerment in the studies discussed above, it 

seems that empowerment is analyzed using two approaches; they are organizational approach, 

which, according to Sun et al. (2012), is conceptualized as a structural empowerment, and 

psychological empowerment. Furthermore, Yang and Choi (2009) stated that empowerment is 

explained in 2 (two) ways; they are the situational approach and psychological approach. The 

situational approach gives emphasis on the delegation of power from the higher level of 

management to employees by making them involved in the decision making process. Such an 

approach is also known as the rational approach or managerial approach.  

 From the structural approach, empowerment focuses on the policy and practice 

implemented by the management intended to delegate power, decision making authority, and 

responsibility to the lower level in an organization. According to Seibert et al. (2004) in Sun et al 

(2012), the structural empowerment is the atmosphere of empowerment, representation of the 

employee perception of the managerial structure, and the policy and practice which are related to 

empowerment.  

 In the study conducted by Ayupp and Chung (2010), it was stated that the effective 

program of empowerment is paying attention to important factors such as various types of 
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information, implementation of the participatory working environment, and performance-based 

appreciation.  Furthermore, it is stated that the management should pay attention to 

communication, partnership, participation, training, and appreciation for the employees to make 

sure that they feel empowered.  

 The atmosphere of the structural empowerment implemented in a company allows it to 

develop the skill and creativity of its employees. The support from the working environment is 

needed for mutual interaction and information exchange in order to obtain creative ideas. In a 

company the creative ideas tend to vary; the diverse ideas produced and developed by employees 

and individuals can be combined to complete one another. In this way,  the strength and 

weakness of the ideas produced by such individuals can be maximized in order to improve 

creativity,  and cope with the problem which the company faces. Isaksen and Lauer (2002) (in 

Wawan Dhewanto et al., 2014), identified the main factors which give contribution to creativity 

and collaborative atmosphere, some of which are confidence, team motivation, leadership, and 

participation in making decisions. It is also stated that creativity and knowledge are highly 

important in the implementation of an innovation (Wawan Dhewanto et al., 2014), and that 

creativity is part of an innovation, and that an innovation is the implementation of the outcome of 

creativity (Alves et al, 2007). Kahreh et al. (2011), in his study, viewed empowerment from to 

what extent the autonomy given affects competitiveness from the innovation dimension.  

 Based on what was discussed in the sub section above, hypothesis 2 and 3 can be 

formulated as follows.  

Hypothesis 2: The better the structural empowerment the better the employee creativity 

will be.  

Hypothesis 3: The better the structural empowerment the better the employee innovation 

will be.   

 

 From the psychological perspective, empowerment gives emphasis on the motivational 

process of an employee. The psychological approach views that empowerment is a psychological 

cognition which contributes to the improvement of intrinsic motivation (Yang and Choi, 2009). 

Furthermore, Spreitzer (1996) in Sun et al. (2012) affirmed that the psychological empowerment 

is conceptualized into four cognitions; they are meaning, competence, self-determination, and 

impact. From the meaning aspect, the psychological empowerment reflects the meaning or value 
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of employment to the employee life objective. From the competence aspect, the psychological 

empowerment is related to what extent an employee is confident about his/her ability in doing 

his/her work. From the self-determination aspect, the psychological empowerment is related to 

the autonomy and independence which an employee has to do his/her work. From the impact 

aspect, the psychological empowerment refers to the impact which an employee has to control 

employment in the organization. Chiang and Hsieh (2012) constructed the psychological 

empowerment into four aspects which are measured using four indicators. Such aspects of 

empowerment can be described as follows.  

1) The psychological empowerment from the meaning aspect can be measured using three 

indicators; they are (1) the work I do is very important to me; (2) my job activities are personally 

meaningful to me, and (3) the work I do is meaningful to me.  

2) The psychological empowerment from the competence aspect is also measured using three 

indicators; they are (1) I am confident about my ability to do my job; (2) I am self-assured about 

my capabilities to perform my work activities; and (3) I have mastered the skills necessary for 

my job.  

3) If viewed from the self-determination aspect, the psychological aspect is measured from two 

indicators; they are (1) I can decide on my own how to go about doing my work; (2) I have 

considerable opportunity for independence and freedom in how I do my job. 

4) Finally, from the impact aspect, the psychological empowerment is measured using three 

indicators; they are (1) my impact on what happens in my department is large; (2) I have a great 

deal of control over what happens in my department; (3) I have significant influences over what 

happens in my department.  

 As to the relationship between the psychological empowerment and creativity, Sun et al. 

(2012) proved that the psychological empowerment significantly affects the creativity of 

subordinates. This indicates that when an employee feels that his/her job is meaningful or 

valuable to his/her life objective, and he/she is supported by his/her competence, then he/she will 

be made to be creative in doing when he/she is supposed to do by the company. Similarly, when 

he/she has autonomy and independence, he/she will feel motivated to do what he/she is supposed 

to do. As stated by Wawan Dhewanto et al. (2014) that creativity and knowledge are highly 

important when implementing an innovation. Furthermore, Alves et al. (2007) affirmed that 

creativity is part of  innovation, and that innovation is the implementation of the outcome of 
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creativity. Based on the empirical evidences and the analysis of concepts described above, the 

following hypothesis can be formulated as follows.  

Hypothesis 4: The better the employee psychological empowerment, the better the 

employee creativity will be. 

Hypothesis 5: The better the employee psychological empowerment, the better the 

employee innovation will be.  

 

 

 

2.3 Asta Brata Leadership, Creativity and Innovation 

Leadership is the capability of affecting one group of people in order to achieve a vision or a set 

of objectives already determined (Robbins and Judge, 2015). A leader determines whether an 

organization or company will be successful or fail. As far as the theories of modern leadership 

are concerned, Luthans (2006) proposes the theory of transformational leadership to which many 

researchers have paid attention (Reuvers et al., 2008; Garcia-Morales et al., 2008). The 

transformational leaders greatly affect their subordinates (Robbins and Judge, 2015). Luthans 

(2006), who quoted the study conducted by Bass (1990), mentioned four characteristics of the 

transformational leadership. They are 1) charisma which includes vision and mission, being able 

to contribute to pride, being respected and trusted; 2) being inspired, which is shown by 

communicating high expectations, using symbols to focus on what is undertaken, expressing 

important objectives in a simple fashion; 3) intellectual simulation, meaning that a leader should 

show intelligence and rationality, and should solve problems carefully; and (4) paying attention 

to individuals, meaning that a leader should show attention to personals, and treat, train and 

advise employees individually.  

A transformational leader is made to be more creative by his/her creativity; in addition he/she 

should also motivate his/her subordinates to be creative as well (Robbins & Judge, 2015). The 

companies headed by the transformational leaders have more decentralized responsibilities; they 

tend to take more risks, and compensation is aimed at achieving the long term outcome. The 

transformational leadership which gives emphasis on individuals is a behavior which 

individually empowers subordinates to develop and improve their self-effectiveness.  
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In Hinduism, the philosophy of leadership is explained using the terms which are highly 

meaningful, one of which is what is referred to as Asta Brata, the eight great natures of Gods. 

Asta Brata is guidance to the  leadership teaching or the humanity-based  leadership teaching. It 

can be found in Kekawin Ramayana (the Old Javanese Poetry of Ramayana) written by a great 

poet named Walmiki. The Asta Brata was taught by King Rama to Wibhisana in the framework 

of the succession of the Alengka royal kingdom after Rahwana was killed (Yasasusastra, 2011).  

In Yasasusastra (2011), the natures of Almighty God, Ida Hyang Widhi Wasa, which are used as 

the people’s strength, are further discussed. All leaders should have such natures. Lord Indra, 

Lord Yama, Lord Surya, Lord Chandra, Lord Anila/Bayu, Lord Kuwera, and Lord Agni are the 

eight lords which constitute the body of a leader. They are all referred to as Asta Brata (Kariyadi, 

2013). Furthermore, Wiratmaja (1995) affirmed that the eight strengths which constitute the 

body (ability) of a leader are the strengths which cannot be separated from one another in their 

implementations. If they are implemented as a totality, then Asta Brata will greatly contribute to 

the authority which a leader has; therefore, it will be easy for him/her to motivate his/her 

subordinates to do their respective obligation. They all reflect the ideal behaviors of a king or 

leader and are the manifestations of the great natures of Gods. In Ariastha (1999), it is stated that 

Asta Brata means the main leadership eight teachings instructed by Sri Rama to Bharata who 

was crowned the King of Ayodya. Asta Brata is symbolized using the great natures of the 

universe which need to be referred to as guidance by a leader. 

The eight components of Asta Brata are as follows (Wiratmaja, 1995; Ariasna, 1999; 

Yasasusastra, 2011):  

1) Indra Brata 

Indra is the synonym of Apah, that is, the God’s nature which takes care of everything. Lord 

Wisnu/Lord Indra is the King of Water, who waters the hot and exhausted world. What is meant 

is that a leader who implements Indra Brata does his/her best to fulfill the food and clothing 

needed by his/her subordinates, as what Lord Indra, who gives rain and water, does, allowing the 

plants and creatures on earth to be alive.  

2) Yama Brata 

In the mythology Lord Yama is the manifestation of the God’s power which takes life, and in 

Asta Brata he symbolizes a leader who should punish those who have made mistakes. Based on 
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the karmic law, punishment should be educative; it should be intended to repair mistakes, 

making a subordinator do what he/she is supposed to do.  

3) Surya Brata 

A leader should have the natures which the sun has (Sûrya); he/she should be able to motivate 

and give strength to life which extraordinarily fluctuates and to be the source of energy. From 

Surya Brata it can be inferred that a leader should give enlightenment and strength to his/her 

subordinates. As the sun which rises to eliminate the world’s darkness, subordinates should be 

made to be really aware of their responsibilities, meaning that they do what they are supposed to 

do without many instructions.  

4) Casi Brata  

Casi or Candra is the moon which gives cool and comfortable illumination at night to the 

universe and all creatures. A leader should have the natures which the moon has, namely, he/she 

should give illumination to his/her subordinators who are in darkness through a cool and 

sympathetic appearance to make them feel comfortable and safe. Someone will be happy and 

faithful if what he/she needs materially and spiritually can be fulfilled.  

5)  Bayu Brata  

A leader should be like the wind; he/she should always be among the members of his/her 

organization; he/she should give freshness and always know the problems which the society he 

leads faces. He/she should be able to identity everything which his/her subordinators have in 

mind; he/she should be able to understand the difficulties which his/her subordinates have in 

regard to their lives and what they are supposed to do. Bayu (the wind) shows strong opinions 

which cannot be disturbed by egoism. He/she should pay attention to the graph describing how 

the initiatives of his/her subordinators are and how active they are when they do their activities.  

6) Dhanaba Brata  

Dhanaba Brata is usually referred to as Kuwera Brata. Kuwera is Lord of Wealth. A leader 

should have the natures which the earth mainly have, that is, he/she should be the basis where 

his/her subordinators step on; he/she should give everything he/she has for the prosperity of 

his/her subordinators. The meaning which such a teaching contains is that a leader should satisfy 

his/her subordinators physically and spiritually; he/she should always pay attention to the 

prosperity of his/her subordinators. He/she should organize that everything is neatly done, and 

should be a model for his/her subordinators.  
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7) Paça Brata 

Paça refers to Lord Baruna or Lord of Sea who has a highly powerful weapon called Nagapasa. 

What makes a leader powerful is the wide knowledge he/she has. He/she should have the nature 

which the ocean has; he/she should have a wide insight; he should be able to cope with every 

fluctuation wisely and properly. He/she should be wise. Having wide knowledge and being 

friendly are required in order to be wise. He/she should be wise, listen to the conscience or 

opinion of his/her subordinators, and should be able to make accurate inferences; as a result, 

his/her subordinators will feel satisfied. In addition, they will be easily made to complete what 

they are supposed to do.  

8) Agni Brata 

Agni Brata means that a leader should always be motivated and should also be able to motivate 

his/her subordinators in such a way that they are easily made to do what they are responsible for. 

He/she should have the nature with the fire has, that is, he/she should be able to motivate his/her 

subordinators to participate in everything; he/she should maintain his/her principles strongly and 

punish those who make mistakes objectively.  

 If further contemplated, it is no exaggeration to say that Asta Brata should be used as 

guidance by a leader. It greatly affects management. By observing again the concepts of 

leadership, especially the concept of the transformational leadership, as stated by Bass in 

Luthans (2006), it seems that such a concept of leadership is identical with the basic natures 

which a leader should have in Asta Brata. Robbins and Judge (2015: 262) describe a model 

leadership which shows which leadership is effective and which one is not. From such a model, 

it is explained that a transformational leader is more effective as he/she is creative; in addition, 

he/she also motivates his/her subordinators to do what they are supposed to do. In this relation, it 

can be understood that a leader should at least have the following characteristics: a) he/she 

should be a model for his/her subordinators, b) he/she should be honest and fair, and c) he/she 

should side with his/her subordinators. This indicates that the concepts of leadership which Asta 

Brata contains are not created as a scientific-academic theory, but it is strongly rooted in the 

societal and human relationship and in the transcendental relationship with God.  

 In relation to innovation, Reuvers et al. (2008) analyzed the relationship between the 

transformational leadership with the innovative working behavior. The result of the study they 

conducted showed that there was a significant and positive relationship between the 
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transformational leadership and the innovative working behavior. Garcia-Morales et al. (2008) 

proved through their study that the transformational leadership positively contributed to the 

innovative behavior. Furthermore, it was stated that through the intellectual stimulation, the 

transformational leader contributes to the intrinsic motivation and stimulates creativity. 

Creativity and knowledge are two highly important aspects of innovation, and innovation is the 

implementation of what is creatively produced (Alves et al., 2007). The leader of an organization 

can contribute to the creativity of his/her employees and the company innovation (Jung et al., 

2003).  

 Based on what was described above, hypothesis 6 and 7 can be formulated as follows: 

Hypothesis 6: The better the implementation of the Asta Brata leadership, the better the 

employee creativity will be.  

Hypothesis 7: The better the implementation of the Asta Brata leadership, the better the 

employee innovation will be.  

 

3. Research Method 

3.1 Research Variables and Their Measurements 

 The variables of the present study are made up of the hexogen variable and endogen 

variable.  The hexogen variable includes the Structural Empowerment (X1), the Psychological 

Empowerment (X2), and the Astra Brata Leadership (X3). The endogen variable includes 

Creativity (Y1) and Innovation (Y2). Each variable is an unobserved variable which is measured 

using several indicators. Each indicator is made up of several items, which are presented in the 

form of items of question in the research instrument as the observed variable.  

Operating definition of variables 

1) Creativity (Y1) is the ability which employees have to create, repair and combine things as 

their responsibilities using the experiences, skills and knowledge they have to make their jobs 

valuable to the company. The variable of creativity is measured using four indicators referred to 

as Four P’s of Creativity such as person, process, press, and product (Rhodes in Munandar, 

2009).  

2) Innovation (Y2); in this present study, it refers to a set of activities done by the key human 

resources of the manufacturing UMKM which are aimed at introducing new things which 
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strengthen the company competitiveness, the product innovation, the process innovation, and the 

managerial innovation (Meer,, 2007 and Guijarro et al., 2009).  

3) The Structural Empowerment (X1); in this present study, it refers to the employee 

empowerment  which focus on the policy and practice implemented by the manufacturing 

UMKM management which are intended to delegate power, the authority of making decisions 

and taking responsibilities, to give support to the employees, and to facilitate the access to 

information for the key employees related to their jobs (Sun et al., 2012; Lawson, 2006).  

4) The psychological empowerment (X2); in this present study, it refers to the empowerment 

which is conceptualized into four cognitions; they are meaning, competence, self-determination, 

and impact (Chiang and Hsieh, 2012; Tutar et al., 2011).  

5) The Asta Brata leadership (X3); in this present study, it refers to the leadership which 

exemplifies the essential natures of Almighty God, Hyang Widhi, which are implemented as a 

totality which greatly contributes to the great authority which a leader has; as a result, he/she can 

easily activate the human resources, especially his/her subordinators when doing their jobs 

(Wiratmaja, 1955; Yasasusastra, 2011; Kariyadi, 2013). Such eight natures are referred to as 

follows: Indra Brata, Yama Brata, Surya Brata, Casi Brata, Bayu Brata, Dhanaba Brata or 

Kuwera Brata, Paça Brata, and Agni Brata. 

 The variables of the present study are measured using the Likert Scale with the interval of 

assessment which starts from score 1 (completely disagreeing) to score 5 (strongly agreeing). 

Each indicator of the variable made up of several items is measured using the average value.  

 

3.2 Population, Sample, and Research Respondent  

 This present study was conducted at the manufacturing UMKM in Gianyar Regency, Bali 

Province. The manufacturing UMKM includes wood craft, rattan craft, precious metal craft, 

textile industry, batik and tenun ikat industries. The samples were taken using the quota sampling 

approach, totaling 90 key human resources taken from 30 manufacturing UMKM in Gianyar 

Regency.  

 

3.3 Types, Sources and Method of Collecting Data 

 The data needed in the present study include the qualitative and quantitative data. The 

quantitative data include the number of UMKM, the number of employees, the respondents’ 
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ages. The qualitative data include the in-depth descriptions of the respondents’ perception of 

creativity, innovation, structural empowerment, psychological empowerment, and the asta brata 

leadership. The data were taken from the primary and secondary data sources. The primary data 

source included the research respondents, and the secondary data source included the Center of 

Statistics (Badan Pusat Statistik ‘BPS’) and the Bank of Indonesia’s publications in the 

Economic and Financial Statistics of Bali Province. The data were collected through the research 

instrument (questionnaire) and interview.  

 Before the research instrument was used to collect the data, its validity and reliability 

were examined. The product moment correlation was used to examine the validity of the 

instrument. The instrument is stated to be valid if the coefficient value of the correlation between 

the score for each item of question and the total score for every variable is positive and higher 

than 0.30 or r > 0.30. The reliability of the internal consistency was used to examine the 

reliability of the instrument in which Alpha Cronbach (ά) was calculated. The research 

instrument is stated to be reliable if the score for the Alpha Cronbach is higher than 0.60 

(ά≤0.60).  

 The result of the examination of the instrument validity proved that the instrument can be 

stated to be valid as the coefficient value between the score for each item of question and the 

total score for every variable showed that the coefficient value was higher than 0.30 (r > 0.30). 

Similarly, the result of the reliability of the instrument proved that the instrument can be stated to 

be reliable, as the value of the Alpha Cronbach for every variable is higher than 0.60 (ά ≤ 0.60).  

 

3.4 Data Analysis Technique 

 This present study employed the quantitative approach supported with the descriptive 

analysis. The technique of analysis used was the variance-based structural equation model or 

what is referred to as Component-based SEM, namely, the Partial Least Square (PLS).  

 

4. Results 

4.1 General Description of UMKM Used as Sample 

 UMKM plays a strategic role in the economic growth and supports the government’s 

program to create job opportunities. The competition which is getting tighter and the fact that 

there are more and more overseas products and services have been challenges to UMKM, 
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especially the manufacturing UMKM in Gianyar Regency. What has seriously challenged the 

manufacturing UMKM is how to survive such an uncertain situation. Those who are involved in 

UMKM should be creative and innovative to make use of the opportunities available.  

 Those who were used as the samples of the study were creative and innovative enough to 

make use of the opportunities available in order to survive. In this present study, innovation 

includes the innovation in creating new products and modifying the existing products. In the last 

two years, several manufacturers created new products which had never been produced before 

such as lamp shades, ketzel painting, silver bracelets with the black dragon as the motive, 

bracelets with what is called cangkang kerang as the motive, Balinese carved bracelets with the 

face as the motive, bracelets with red garnet as the stone, dragon bones, rings with the topaz blue 

stone flower as the motive, and so forth.  

 Such products are marketed in local markets and are exported. Out of the UMKM used as 

the samples in the present study, 7 (23 percent) market their products in domestic markets, while 

23 (77 percent), the rest, market their products in local markets and overseas. 

 

4.2 Respondents’ Characteristics  

 The respondents of the present study were the employees who played key roles in the 

success achieved by the Manufacturing UMKM in Gianyar Regency, totaling 90. Based on the 

result of the study, it was identified that the dominant employees were females (84 percent). This 

indicates that the UMKMs involved in the creative industry were activated by mothers. If viewed 

from their ages, they were between 20 and 50 years of age. Most of them (62 percent) were 

senior high school graduates; some (8 percent) were university graduates. However, viewed from 

their working experience, they had been involved in the manufacturing business for a relatively 

long time. Out of them, 21 (23 percent) had been involved in the manufacturing business for 11 – 

15 years, and 16 percent were involved in the creative industry for more than 20 years.  

 

4.3 Results of Data Analysis 

 In the present study, PLS with Program SmartPLS  was used to analyze the data. Based 

on the result of the data analysis, the empirical model of research was produced as shown in 

Figure 1 as follows.  
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Based on what is shown in the  Figure 1, the result of the outer model is described in order to 

identify the validity and reliability of the indicators used to measure the latent variable. In 

addition, the evaluation of the inner model is also described in order to identify whether the 

accuracy of the model and the result of the examination of the research hypothesis.  

 

  

 

1) The Result of the Outer Model 

 The evaluation of the outer model was used to examine the validity and reliability of the 

indicators used to measure the construct or the latent variable. In this present study, the variable 

of the Structural Empowerment (X1), the Psychological Empowerment (X2), Creativity (Y1), 

and Innovation (Y2) are classified as the outer model with reflective indicators, whereas the 

variable of the Asta Brata leadership (X3) is classified as the formative outer model. In the 

reflective outer model, evaluation was made   by examining the convergent and discriminant 

validity of the indicator and the composite reliability of the indicator block. In the variable of the 

formative outer model, evaluation was made based on the relative weight. The results of the 

evaluation of the outer model are described as follows.  

 

(1) Convergent Validity 
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 The result of the examination of the outer model showed that the outer loading of every 

indicator of the Structural Empowerment variable (X1), the Psychological Empowerment (X2), 

Creativity (Y1), and Innovation (Y2) is higher than 0.5; in addition, it also showed that the T-

statistics is higher than 0.96 (the critical point in the 5% alpha), meaning that all the indicators 

are valid for measuring the variables.  

 The evaluation of the measurement of the Asta Brata Leadership variable (X3), if viewed 

from the Outer Weights, showed that the  T-statistics of several indicators (X3.2, X 3.4, X 3.5, X 

3.6, X 3.7) is less than 1.96, meaning that it is insignificant. However, in relation to this, it is 

impossible to delete the insignificant formative indicator. The reason is that if the insignificant 

formative indicator were deleted, then the essence of the construct would change (Hair et al., 

2013 in Sholihin and Ratmoni, 2013). Therefore, if viewed from the outer loading, the validity of 

the construct shows that all the indicators of the Asta Brata Leadership variable are higher than 

0.5 and the T-statistics is higher than 1.96, meaning that all the indicators are valid for measuring 

the variable.  

 

(2) Discriminant Validity 

 The discriminant validity was examined by comparing the score for the square root of 

average variance extracted (AVE) of every variable with the correlation among the other latent 

variables in the model. The related data are presented in Table 1. 

Table 1 The score for the square root of average variance extracted (AVE) of every variable and 

correlation among the variables 

Variables AVE √AVE Innovation Asta Brata 

Leadership 

Creativity Psychological 

Empowerment 

Structural 

Empowerment 

Innovation 0.8067 08.898

3 

1     

Asta Brata 

Leadership 

0.7519 0.8671 0.8272 1    

Creativity 0.8835 0.9399 0.8446 0.8009 1   

Psychological 

Empowerment 

0.7597 0.8716 0.8397 0.7226 0.7728 1  

Structural 

Empowerment 

0.9319 0.9653 0.8051 0.7377 0.8513 0.8065 1 

 

 Based on the data in Table 4.8, it can be identified that the AVE values of the five 

variables which were analyzed are higher than 0.5, and that the AVE root value of every variable 

is higher than the correlation among the variables, meaning that the latent variables such as the 
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Innovation variable (Y2), the Creativity variable (Y1), the Psychological Variable (X1), the 

Structural Empowerment variable, and the Asta Brata leadership variable predict that their 

indicators are better than the other latent variable indicators. Based on the result of such an 

analysis, it can be explained that the discriminant validity of the model is enough.  

(3) Composite Reliability  

 The composite reliability was used to examine the values of the reliability among  the 

indicator blocks of the Structural Empowerment variable (X1), the Psychological Empowerment 

variable (X2), the Creativity variable (Y1), the Innovation variable (Y2), and the Asta Brata 

Leadership variable (X3) which form it. The values of the Composite Reliability are presented in 

Table 2 as follows.  

Table 2  The Values of the Composite Reliability 

Variables Composite Reliability 

Innovation (Y2) 0.943286 

Creativity (Y1) 0.968081 

Structural Empowerment (X1) 0.976200 

Psychological Empowerment (X2) 0.926646 

Asta Brata Leadership  (X3) 0.960010 

 

Based on the values of the Composite reliability as presented in Table 4.9, it can be identified 

that the values of all the research variables are higher than 0.70, meaning that the indicator 

blocks are reliable for measuring the variables.  

 Based on the results of the evaluation of the convergent and discriminant validity of the 

indicators and the composite reliability of the indicator blocks, it can be inferred that the 

indicators used to measure the Structural Empowerment variable (X1), the Psychological 

Empowerment variable (X2), the Creativity variable (Y1), and the Innovation variable (Y2) are 

valid and reliable, meaning that the goodness of fit model can be identified by evaluating the 

inner model.  

 

2) Result of the Structural Model (Inner Model)  

 The structural model is evaluated by referring to Q
2
 predictive relevance model, and is 

based on the coefficient of the determination of all the dependent variables. The value of Q
2
 



 

370 

 

ranges 0 < Q
2
 < 1, meaning that the closer to the value 1 the better the model will be. The 

determination coefficients (R
2
) of the dependent variables are presented in Table 3. 

Based on the value of R
2
, Q

2 
can be identified based on the following calculation: 

Q
2  = 

1 – (1-R1
2
) (1 – R2

2
) 

 = 1 – (1-0832511)(1-0.79488) = 0.9656 = 0.97 

                           Table 3 The Value of R-Square (R
2
) 

Variable  R Square 

Innovation 0.832511 

Creativity 0.79488 

 

The fact that the value of Q
2
 is 0.97 proves that the goodness of fit of the structural model is 

very good. This result reflects that 97% of the information which the data contain can be 

explained by the model, and that the rest, 3%, can be explained by the error and the other 

variables which are not included in the model.  

 

3) Result of the Examination of Hypothesis 

 The hypothesis was examined using t-test in every lane of the partial impact of the 

variables. The result of the path coefficient test in every lane is presented in Table 4 as follows.  

                               Table 4 The Result of Hypothesis Examination 

 

Relationship among Variables 

Original 

Sample (O) 

T Statistics 

(│O/STERR│) 

 

Remarks 

The Structural Empowerment (X1)  Creativity (Y1) 0.494168 4.287788 Significant 

 Psychological Empowerment (X2)  Creativity (Y1) 0.110215 1.281721 Insignificant 

Asta Brata Leadership (X3)  Creativity (Y1) 0.347938 3.302404 Significant 

Creativity (Y1) Innovation (Y2) 0.261187 2.418521 Significant 

Structural Empowerment (X1)   Innovation (Y2) 0.024062 0.256907 Insignificant 

Psychological Empowerment (X2)  Innovation (Y2) 0.334554 3.492114 Significant 

Asta Brata Leadership (X3)  Innovation (Y2) 0.374291 3.458552 Significant 

 

Based on what is presented in Table 4, the result of the hypothesis examination can be described 

as follows.  
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 The Structural Empowerment (X1) turns out to positively and significantly contribute to 

Creativity (Y1), as shown by the value of lane coefficient, that is, 0.494168; the T-statistical 

value is 4.287788, which is higher than the T-critical value, that is, 1.96, meaning that the better 

the structural empowerment, the better the employee creativity will be, and that hypothesis 1 in 

which it was stated that the structural empowerment positively and significantly contributed to 

the creativity of human resources can be proved.  

 It is evidenced that the Psychological Empowerment (X2) positively but insignificantly 

contributes to Creativity (Y1), as shown by the fact that the lane coefficient value is 0.110215 

and the T-statistical value is equal to 1.281721, which is lower than the T-critical value, which is 

1.96, meaning insignificance. Thus, hypothesis 2 in which it was stated that the psychological 

empowerment significantly contributed to creativity cannot be evidenced.  

 The Asta Brata leadership (X3) turns out to contribute positively and significantly to 

Creativity (Y1), as shown by the lane coefficient, that is, 0.347938, and the T-statistical value, 

that is, 3.302404, which is higher than the t-critical value, which is 1.96.  Thus, it can be inferred 

that the better the implementation of the asta brata leadership the better the employee creativity 

will be, meaning that the asta brata leadership significantly contributes to creativity can be 

evidenced.  

 Creativity (Y1) turns out to positively and significantly contribute to Innovation (Y2). 

The result of the data analysis shows that the lane coefficient is 0.261187 and that the T-statistics 

value  is equal to 2.418521, which is lower than the T-critical value, which is 1.96. Such a result 

of examination indicates that the better the creativity,  the better the innovation will be. Thus, 

hypothesis 4 in which it was stated that creativity significantly affected creativity can be 

evidenced.  

 The Structural Empowerment (X1) turns out to positively but insignificantly affect 

Innovation (Y2), as can be identified from the lane coefficient, which is 0.024062, and the T-

Statistical value, which is equal to 0.256907, which is lower than the T-critical value, which is 

1.96. Thus, hypothesis 5 in which it was stated that the structural empowerment significantly 

affected innovation cannot be evidenced.  

 The Psychological Empowerment (X2) positively and significantly contributes to 

Innovation (Y2), as shown by the lane coefficient value, which is 0.334554 and the T-statistical 

value, that is, 3.492114, which is higher than the T-critical value, that is, 1.96. Thus, hypothesis 



 

372 

 

6 in which it was stated that the psychological empowerment significantly affected innovation 

can be evidenced.  

 The Asta Brata leadership (X3) positively and significantly contributes to Innovation 

(Y2). Based on the result of data analysis obtained from the lane coefficient value, which is 

0.374291, and the T-statistical value, which is 3.458552 and higher than the T-critical value, 

which is 1.96, hypothesis 7, in which it was stated that the Asta Brata leadership significantly 

affected innovation can be evidenced.  

5. Discussion 

5.1 Impact of the Structural Empowerment on the Employee Creativity  

 Based on the result of the examination of hypothesis, it can be evidenced that the 

structural empowerment positively and significantly contributes to creativity, meaning that the 

better the structural empowerment which is felt by the key human resources of the manufacturing 

UMKM, the more creative they will be. This indicates that the key human resources in the 

manufacturing UMKM in Gianyar Regency has been well empowered, as can be identified from 

the support given by the companies by appreciating the innovative ideas given and attempts 

made by the key employees in their jobs. In addition, opportunities are given to them to improve 

their skills through internal trainings and the access to information. In addition, the support given 

to the employees to develop their innovative ideas for their jobs has also improved their 

creativities in creating new products, repairing the existing products, or making new 

combinations as their responsibilities. The empowerment which is felt by the employees can 

make them more motivated as the creative concepts proposed to the companies for which they 

work are appreciated. The companies also appreciate the concepts proposed by their employees 

as they are meaningful to the achievement of the companies’ objectives.  

 The result of the study is supported by the result of the study conducted by Ayupp and 

Chung (2010) in which they affirmed that the effective empowerment program pays attention to 

important factors such as various types of information, the implementation of the participatory 

working environment and the performance-based appreciation. The atmosphere in which the 

structural empowerment is implemented in a company can develop the skills and creativities of 

its employees. Isaksen and Lauer (2002) (in Wawan Dhewanto et al., 2014), stated that the main 

factors such as confidence, team motivation, and participation in making decisions contribute to 

creativity.  
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5.2 Impact of the Psychological Empowerment on the Employee Creativity  

 The result of the hypothesis examination proved that the psychological empowerment 

positively but insignificantly contributes to creativity, meaning that the better the psychological 

empowerment which is felt by the employees, the better their creativities will be. However, such 

an empowerment does not give any real contribution.  The result of the study proves that the 

psychological empowerment which is felt by the key employees in the manufacturing UMKM in 

Gianyar Regency can be classified as good. In this present study, there are four cognitions which 

reflect the psychological empowerment; they are meaning, competence, self-determination, and 

impact.  Among the four aspects, the aspect of meaning turns out to be the strongest indicator 

which shows such an empowerment, meaning that there is an opinion that the jobs done by the 

employees are important and highly meaningful to themselves. This is completed with 

competence, that is, being confident about the ability and skill which someone has to be able to 

do his/her job perfectly. Such a condition of empowerment positively contributes to the 

employee creativity.  

 In this case, creativity mainly refers to the good motivation which someone has as the 

company for which he/she works highly appreciates the creative concepts he/she proposes. In 

addition, the company also appreciates the concepts given by its employees which can make the 

achievement of the company’s objective more valuable. Creativity is also related to the personal 

human resources who creatively make new combinations in their jobs, making the products 

produced more valuable to the company. Apart from that creativity is also related to the 

improved ways of doing someone’s job as his/her responsibility, making the products produced 

more valuable to the company.  

 In this case, the result of the present study does not support the result of the study 

conducted by Sun et al. (2012) as far as the contribution of the psychological empowerment to 

creativity is concerned. In this present study, it turns out that the psychological empowerment 

significantly contributes to the creativity of subordinators. It is affirmed that one employee who 

feels that his/her job is meaningful and valuable to the objective of his/her life, strengthened by 

the competence he/she has,  will become more creative in his/her job.  

 

5.3 Impact of the Asta Brata Leadership on the employee creativity 
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 In this present study it is proved that the Asta Brata leadership positively and 

significantly contributes to creativity. This indicates that the better the implementation of the 

asta brata, the better the employee creativity will be. In this present study, the asta brata 

leadership is perceived of being good, and the employee creativity is too, as indicated by the 

Casi Brata. In this relation, the company’s leader welcomes the opinion given by his/her 

subordinators and appreciates every achievement achieved by his/her subordinators. In addition, 

he/she always behaves pleasantly. Apart from that, the surya brata also shows that the asta brata 

leadership is perceived of being good. In this case, the leader supervises his/her subordinates 

well and clearly, making them aware of they are supposed to be able to do their jobs. If further 

observed from the descriptive analysis, it seems that the good leadership can also be seen from 

the Paca Brata-Baruna aspect. The company’s leader is willing to listen to what his/her 

subordinators complain of. In addition, he/she does his/her best to settle any problems properly, 

as reflected by the Agni Brata.  If one employee breaks any regulation already stipulated, then 

the leader will punish him/her proportionally.  

 Such a condition of leadership affects the employee creativity; the employees feel 

motivated as their creative opinions are appreciated. This is valuable to the achievement of what 

is aimed at by the company. In addition, creativity is also shown by the creative employees. The 

new combinations they make and the ways in which they complete their jobs are valuable to the 

company. Creativity is also shown by the employees by creating products with different designs, 

and doing their jobs innovatively. In this way, they can contribute to the company. From the 

process, the creativity of the key employees is shown by the product designs they propose and 

the way in which they do their jobs which is different from that which used to be implemented 

by the company. In this way, what they do will be more valuable to the company. 

 

5.4 Impact of the Employee Creativity  on Innovation 

 Based on the result of the examination of hypothesis, it is proved that creativity positively 

and significantly contributes to innovation, meaning that the better the employee creativity, the 

better the innovation will be. As explained in the descriptions of the variables, the  creativity of 

the employees of the manufacturing UMKM in Gianyar Regency can be classified as good 

(creative), indicated by the fact that they feel motivated to do their jobs as the companies for 

which they work highly appreciate the creative opinions they propose. In addition, the companies 
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for which they work also highly contribute to the ideas they propose. This contributes to the 

achievement of what is aimed at by the companies. The employee creativity is also shown by the 

fact that the employees creatively make new combinations when they do their jobs. Apart from 

that, they also improve the ways in which they do their jobs. The outcome makes the products 

they produce more meaningful to the companies. 

 The creativity of the key employees is also shown by creating creative product designs, 

the innovative ways in which they do their jobs. From the process point of view, the key 

employees propose different product designs and the ways in which they do their jobs is different 

from the ways in which they did their jobs before, meaning that what they do will be more 

valuable to the companies. The creativity which is shown by the key employees of the 

manufacturing UMKM can lead to innovative products, innovative processes and innovative 

management which can strengthen the companies’ competitiveness.  

 In relation to the process innovation, the employees show innovation by improving the 

product making process using newer tools in order to produce the products which can be 

accepted by the market. As far as the product innovation is concerned, the product design is 

modified, the main and supporting raw materials are used, the same as before. In this product 

innovation, the uniqueness of the Balinese local culture is also shown; the main raw materials are 

modified and the supporting ones are too; the objective is to produce innovative products.  

 The result of the present study supports the study conducted by Alves et al. (2007) in 

which it was stated that creativity is part of innovation, and that innovation is the implementation 

of the outcome of creativity. It is also supported by the study conducted by Wawan Dhewanto et 

al. (2014) in which it is stated that creativity and knowledge are highly important when 

implementing an innovation.  

 

5.5 Impact of the Structural Empowerment on Innovation 

 This present study proves that the structural empowerment positively but insignificantly 

contributes to innovation, meaning that the better the structural empowerment which covers 

authority delegated to subordinators, the better support given by the companies, and the better 

access to information, the more innovative the employees will be. As presented in the description 

of variables, the structural empowerment undergone by the key employees of the manufacturing 

UMKM in Gianyar Regency can be classified as good. That is indicated by the support given by 
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the companies which appreciate the attempts made and the innovative ideas given by the key 

employees. In addition, opportunities are also provided to them to improve their skills through 

internal training and easy access to information, making them more empowered to develop their 

innovative ideas in their jobs. They are empowered to innovate the process, modify the products, 

and to innovate the management. The structural empowerment is also shown by giving freedom 

to the key employees of the companies to develop their innovative ideas and to design the 

products. They are also trusted to make the innovative attempts in their jobs. This is supported by 

the result of the study conducted by Kahreh et al. (2011), in which it was evidenced that the 

empowerment which is viewed from autonomy positively contributes to the competitiveness of 

the dimension of innovation.  

 

5.6 Impact of the Psychological Empowerment on Innovation  

 The psychological empowerment turns out to positively and significantly contributes to 

innovation, meaning that the better the psychological empowerment of the employees, the more 

innovative they will be in their jobs. In this present study, the psychological empowerment is 

conceptualized into four cognitions; they are meaning, competence, self-determination, and 

impact. As presented in the description of variables, the psychological empowerment of the key 

employees of the manufacturing UMKM in Gianyar Regency can be classified as good. This is 

indicated by the view that the jobs done by the employees are considered important and highly 

meaningful to their lives. They are also confident that they have the ability and skill needed to do 

their jobs. Apart from that, the psychological empowerment is also indicated by self-

determination, meaning that the key employees are provided with freedom and opportunities to 

decide what to do in their jobs. As well, their existence also affects where they are supposed to 

work. In addition, they can also control what happens in the divisions in which they work.  

 Such a condition of the psychological empowerment turns out to significantly affect the 

innovation of the manufacturing UMKM in Gianyar Regency. In this case, innovation includes 

the process innovation and  the management innovation. The innovation which is made to 

improve the process through which the products are produced using newer tools is intended to 

produce the products which are acceptable to the buyer. Innovation also includes modifying the 

designs of the products, the raw and supporting materials. The uniqueness of the Balinese local 

culture is attached to the products, making the market interested in the products. This is done to 
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innovate the products. The management innovation is made by implementing the more modern 

system in the buying and selling activities. Email, internet, e-banking are used as an attempt to 

follow the technological development. In addition, innovation is also made by implementing the 

computer-based administrative system in the companies’ administrative activities.  

 

 

5.7 Impact of the Asta Brata Leadership on Innovation 

 Based on the result of the examination of hypothesis, it was proved that the Astra Brata 

positively and significantly contributes to innovation, meaning that the better the implementation 

of the asta brata leadership the more innovative the key employees of the companies will be. In 

this present study, the asta brata leadership is the leadership which refers to the eight essential 

natures of Hyang Widhi, Almighty God as a totality, making a leader able to motivate his/her 

subordinators when they do their jobs. As explained in the description of variables, the asta 

brata leadership implemented in the manufacturing UMKM in Gianyar Regency can be 

classified as good, especially if viewed from what is referred to as Casi Brata. In this relation, 

the ideas and input given by the subordinators and every achievement achieved by them is 

appreciated. In addition, the heads of the companies also show pleasant behaviors.  Apart from 

that, a leadership is stated to be good if it refers to what is called surya brata, meaning that the 

heads of the companies clearly direct the subordinators where they should go. In this way, they 

will consciously do their responsibilities. A leadership can also be viewed from to what extent 

Paca Brata – Baruna is implemented. In this case, the heads of the companies do not mind 

listening to what the subordinators complain of. At the same time, they will also do their best to 

give solutions. If the subordinators break the regulations already determined, then the heads will 

punish them as an attempt made to educate them.  

 Such a leadership can motivate the key employees to be more innovative. Such 

innovation is referred to as the process innovation, namely, the innovation which is made by 

repairing the product making process to make the products acceptable to the buyers. Such 

innovation is also related to the product innovation; the designs are modified, the raw materials 

used are new, and the products produced are really new.  
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 The result of the present study is supported by the result of the study conducted by 

Reuvers et al. (2008). They explored the relationship between the transformational leadership 

and the innovative working behavior.   

 Garcia-Morales et al. (2008) also proved that the transformational leadership positively 

contributes to the innovative behavior. Furthermore, they stated that a transformational leader 

contributes to the intrinsic motivation and stimulates creativity through intellectual stimulation. 

As stated by Alvest et al. (2007) that creativity is part of innovation, and that innovation is the 

implementation of the outcome of creativity.  

 In this relation, it can be identified that the characteristics of the transformational 

leadership is similar to those of the astra brata leadership.  As affirmed by Robbins & Judge 

(2015) that a transformational leader is more effective and motivates his/her subordinators to be 

creative. The transformational leadership which gives emphasis on individuals is the behavior 

which empowers the subordinators to develop and improve their effectiveness.  

 

5.8 Implication  

 The result of the study can enrich the references which provide empirical evidences of the 

relationship between empowerment and leadership with creativity and innovation. An interesting 

finding which can be learned from the present study is that it is important to empower the key 

employees by giving them freedom to develop their innovative ideas in order to make them more 

creative and innovative.  They need innovative ideas and access to information when they do 

their jobs.  

 

References 

Alves, Jorge, Maria José Marques, Irina Saur and Pedro Marques. 2007. Creativity and 

Innovation through Multidisciplinary and Multisectoral Cooperation. Journal compilation © 

2007 Blackwell Publishing. Volume 16 Number 1. 

Ariasna. 2000. Kepemimpinan Hindu. Surabaya, Penerbit paramita 

Ayupp, Kartinah  and Then Hsiao Chung . 2010. Empowerment: Hotel employees’ perspective. 

Journal of Industrial Engineering and Management,  3(3): 561-575 

Chiang, Chun-Fang dan Tsung-Sheng Hsieh. 2012. The impacts of perceived organizational 

support and psychological empowerment on job performance: The mediating effects of 

organizational citizenship behavior. International Journal of Hospitality Management 

31,180–190. 

Dharmanegara, Ida Bagus Agung , Made Sudarma , Noermijati, Solimun. 2013. Mediation Of 

Tri Hita Karana Organizational Culture In Effect Of Spiritual Intelligence And Asta Brata 



 

379 

 

Leadership On Employee Performance. Interdisciplinary Journal Of Contemporary Research In 

Business, Vol 5, No 6, October. 

Garcia-Morales , Victor J., Francisco Javier Llorens-Montes and, and  Antonio J. Verdu-Jover. 

2008. The Effects of Transformational Leadership on Organizational Performance through 

Knowledge and Innovation. British Journal of Management, Vol. 19, 299–319. 

Guijarro, Antonia Madrid, Domingo Garcia, and Howard Van Auken. 2009.  Barriers to 

Innovation among Spanish Manufacturing SMEs. Journal of Small Business Management , 

47(4), pp. 465–488 

Huei Chen Ming and Geir Kaufmann. 2008 Employee Creativity and R&D: A Critical Review. 

Creativity And Innovation Management Journal compilation Blackwell Publishing Volume 17 

Number 1.  

Job P A  dan Sanghamitra Bhattacharyya. 2013.  Creativity and Innovation for Competitive 

Excellence in Organizations. http://dspace.iimk.ac.in/bitstream/ download 9 pebroari 2013. 

Jung, Dong I. , Chee Chowb, Anne Wuc. 2003.The role of transformational leadership in 

enhancing organizational innovation: Hypotheses and some preliminary findings. The 

Leadership Quarterly, 14. 525-544. 
Kahreh, Mohammad Safari, Heidar Ahmadi, and Asgar Hashemi. 2011. Achieving competitive 

advantage through empowering employees: An empirical study.  Far East Journal of Psychology 

and Business, Vol 3 No 2 May . 

Kariyadi, I Kayan. 2013  Rekontruksi Kepemimpinan Dalam Nilai-Nilai Ajaran Asta Brata dan 

Politik Multikultur Masyarakat Global. Shopia Dharma, Volume I Edisi 1 Nomor 1, hal 107-120  

Lawson, Karen . 2006. Four Keys to Employee Empowerment.  Lawson Consulting Group, 

Inc. http://www.GrowingGreatness.com. 

Luthans, Fred. 2006. Organizational Behavior, 10th Ed. Vivin Andhika Yuwona, Shekar 

Purwantti, Th. Arie P. dan Winang Rasari (penerjemah). Perilaku Organisasi. Yogyakarta. 

Penerbit Andi.  

Meer, Han van der. 2007. Open Innovation – The Dutch Treat: Challenges in Thinking in 

Business Models. Creativity And Innovation Management Volume 16 Number 2. 

Munandar, Utami. 2012. Pengembangan Kreativitas Anak Berbakat. Jakarta, Rineka Cipta. 

Noe, Raymond A., John R. Hollenbeck, Barry Gerhart & Patrick M. Wright. 2008. Human 

Resource Management, Gaining a Competitive Advantage, 6
th

 Ed. David Wijaya (Penerjemah). 

Manajemen Sumber Daya Manusia: Mencapai keunggulan Bersaing. Jakarta: Penerbit Salemba 

Empat. 

Reuvers, Mark; Marloes L. van Engen; Claartje J. Vinkenburg, and Elisabeth Wilson-Evered. 

2008.  Transformational Leadership and Innovative Work Behaviour: Exploring the Relevance 

of Gender Differences.  Creativity And Innovation Management.  Journal compilation © 2008 

Blackwell Publishing. Volume 17 Number 3.  

Reychav, Iris, Eric W Stein, Jacob Weisberg , Chanan Glezer. 2012. The Role of Knowledge 

Sharing in Raising the Task Innovativeness of Systems Analysts.  International Journal of 

Knowledge Management, 8(2), 1-22. 

Robbins and. Judge. 2015. Organizational Behavior. 16th ed. Ratna Saraswati dan Febriela Sirait 

(penerjemah). Perilaku Organisasi. Jakarta, Penerbit Salemba Empat. 

Sholihin, Mahfud dan Dwi Ratmono. 2013. Analisis SEM-PLS dengan WarpPLS 3.0. 

Yogyakarta, Penerbit Andi. 

http://www.growinggreatness.com/


 

380 

 

Soleh Mohamad. 2008. Analisis Strategi Inovasi Dan Dampaknya Terhadap Kinerja Perusahaan 

(Studi Kasus: UKM Manufaktur di Kota Semarang). Tesis. Program Studi Magister Manajemen 

Program Pasca Sarjana Universitas Diponegoro Semarang. 

Sun , Yun  Li, Zhen Zhang,  Jin Qi,, Zhen Xiong Chen. 2012. Empowerment and creativity: A 

cross-level investigation. The Leadership Quarterly, 23, 55–65. 

Tutar, Hasan, Mehmet Altinoz and Demet Cakiroglu. 2011. The effects of employee 

empowerment on achievement motivation and the contextual performance of employees. African 

Journal of Business Management Vol. 5(15), pp. 6318-6329.  

Wawan Dheawanto, Hendrati Dwi Mulyaningsi, Anggraeni Permatasari, Grisna Anggadwita, 

dan Indriany Ameka. 2014. Manajemen Inovasi: Peluang Sukses Menghadapi Perubahan. 

Yogyakarta. Penerbit Andi. 

Wibowo.2014. Manajemen Kinerja. Edisi ke-4. Jakarta, Rajawali Pers. 

Wiratmandja, G.K. Adia.  1995. Kepemimpinan Hindu. Denpasar,Yayasan Dharma Naradha.   

Yasasusastra, J. Syahban. 2011. Asta Brata: Delapan Unsur Alam Simbol Kepemimpinan. 

Yogyakarta, Pustaka Mahardika. 

Yang, Seung-Bum and Sang Ok Choi. 2009. Employee empowerment and team performance : 

Autonomy, responsibility, information, and creativity.  Team Performance Management, Vol. 15 

No. 5/6,  pp. 289-301. 

Ying, Hon  Hiu. 2008. When Creativity Requirement Does Not Enhance Employee Creativity: 

The Limits of Goal-Directed Behavior.  Thesis. Submitted in partial fulfillment of the 

requirements for the degree of Doctor of Philosophy. Hong Kong Baptist University. 

Zuhal. 2010. Knowledge dan Innovation, Platform Kekuatan Daya Saing. Jakarta, PT Gramedia 

Pustaka Utama. 

 

 

  



 

381 

 

BRIDGING THE GAP BETWEEN PROFESSIONAL ACCOUNTANT AND SMALL 

MEDIUM ENTERPRISE: INDONESIA CASE  

 

Novita Puspasari 

Universitas Jenderal Soedirman 

Novita.puspasari@yahoo.com 

 

Agus Faturrokhman 

Universitas Jenderal Soedirman 

  

Kiky Sri Rejeki  

Universitas Jenderal Soedirman 

 

Margani Pinasti  

Universitas Jenderal Soedirman 

 

 

ABSTRACT  

 

Small and Medium Enterprise (SME) is the largest business sector and the biggest contributor to 

Indonesia’ GDP. SMEs also absorb 90.12% of the total workforce in Indonesia. In addition, this 

sector proved to be able to survive the severe economic crisis in 1998. All this time, professional 

accountants have been concentrated in serving large corporations. This is the result of 

accounting course they obtained in universities and accounting professional education which are 

more concern with accounting for large corporation. The purpose of this study is to bridge the 

gap between professional accountants and SMEs, so that professional accountants can 

contribute more to SMEs. This study used a qualitative method with in-depth interview 

techniques. Respondents composed of representatives of SME association and representatives of 

SME enterpreneurs in Banyumas, Central Java, Indonesia. Results from this study indicate that 

SMEs need support from professional accountants for financial administration. In addition, 

SMEs require simpler accounting standards because the standard that exists today does not 

respond to their needs. The implications of this study are twofold. First, changes in the SME 

accounting curriculum in accounting professional education which are made in accordance with 

the real needs of SMEs as well as to prepare candidates for professional accountants contribute 

to SMEs. Secondly, recommendations for the Accounting Standards Board to revise the 

accounting standards for SMEs so that it is simpler and more helpful. 

 

Keywords: SME, professional accountants, gap, small business accounting, Indonesia  

 

INTRODUCTION 

 

Small and Medium Enterprises (SMEs) globally has been growing rapidly in recent 

years. In general, due to economic growth, SMEs contribute to the Gross Domestic Product 
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(GDP) significantly (Gupta et al). According to Tilley and Parrish (2011) entrepreneurship 

through SMEs has the potential to create sustainable development and reduce poverty in 

developing countries. In Indonesia, based on data in 2008, SMEs contribute 53.6% of total GDP 

in Indonesia. Even in 2011, the number of SMEs business units reached 55,206,444 (Purwati, 

2014). According to the Statistics Central Agency (Badan Pusat Statistik/BPS), the portion of 

2012 SMEs was 98.82% of the total number of business entities in Indonesia. SMEs also absorb 

90.12% of the total workforce in Indonesia.  

Those figures show that SMEs are vital sector for Indonesia economy. As a vital sector 

and become the foundation of the national economy, the government should supports and 

facilitates the development of SMEs. If not, the case of failure of SMEs as happened in the 

United States could also occur in Indonesia. Seventy-five percent of the SMEs new businesses 

failed within the last three years in the United States. The biggest cause of failure was the 

accounting and tax (Pleis, 2014).  

According to Magginson et al., (2000), accounting information has an important role in 

achieving the business success, including for SMEs. Accounting can not be separated from all 

forms of businesses, also for SMEs, but accounting is also the biggest obstacle faced by SMEs 

owner today (Pleis, 2014). The purposes of accounting for SMEs are: better accountability, 

measurement of the true earnings and most importantly, help management achieve its objectives 

(Nwobu et al., 2015). However, most owners of SMEs do not even know basic accounting even 

though they know that accounting is important for the survival of their businesses (Pleis, 2014).  

In Indonesia, government has conducted a variety of ways to support and facilitate the 

development of SMEs. One way was by issuing various laws that serve to regulate and stimulate 

the growth of SMEs. Indonesian Accountants Association (IAI) as a forum for professional 

accountants in Indonesia also contributed to SMEs. Because of the different characteristics with 

large corporations, then in the year 2011, IAI issued Accounting Standards for Entities Without 

Public Accountability (SAK ETAP). Accounting standards are very important for SMEs so that 

they can manage their business professionally and grow bigger.  

Unfortunately, from various studies conducted (Senoaji, 2014, Adriani et al., 2014, 

Auliyah, 2012, and Armando, 2014) showed that SAK ETAP was not effective for SMEs. 

According to Adriani et al. (2014), the failure of the implementation of SAK  ETAP on SMEs 

due to internal factors such as lack of understanding, discipline and human resources. While 

external factors due to the lack of supervision of stakeholders with an interest in the financial 

statements. Similar results were also found in the study Senoaji (2014) which stated that the SAK 

ETAP ineffective due to the lack of competent human resources in the field of accounting. SAK 

ETAP which is expected to facilitate the needs of SMEs financial records were not much help. 

Those results also indicates that there are different perspective among the professional 
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accountants and SMEs businesses regarding the usefulness of accounting, so that in the level of 

implementation, there is a gap between the standards of professional accountants understanding 

of SMEs and SMEs own practices.  

According to Pleis (2014), one of the causes of the gap between professional accountants 

and real world accounting is because the accounting curriculum that exists today does not 

prepare future accountants to assist SMEs. Most of the current accounting subjects discuss large 

corporations and students are encouraged to specialize in one particular field (financial, audit, or 

managerial). According to Gupta et al. (2014), at present, accounting education faced with the 

problem of reducing the dissonance between theory and practice. American Accounting 

Association (AAA) in 1984 had stated that while other professions also change from time to 

time, accounting educational institutions fail to evolve as fast as his professional practice. The 

AAA study also reinforced by Siegel et al. (2010).  

Accounting education should be flexible and relevant in the face of change (Amsworth, 

2001; Mohammed, 2003). If the accounting education can not address the needs of SMEs, there 

should be an effort made to harmonize the two. According to Pleis (2014), accounting education 

should create professional accountants to help small business owners with accounting issues. 

Accounting assistance is meant in terms of taxes, cost control, pricing, budgeting, payroll and 

dealings with the bank. Meanwhile, according to Nwobu et al. (2015), some of the benefits of 

accounting services are to increase the accountability of business operations, reduce fraud and 

measure earnings correctly.  

This study aims to bridge the gap between professional accountants and SMEs through 

education as a media, especially accounting professional education. Why ?, because professional 

education will produce professional accountants who would contribute in the real world, 

including SMEs business world. In the real world learning laboratory in professional education, 

professional accountants candidate will be educated therefore their  knowledge can be useful 

when they go directly into practice. If previously the focus of professional education was for 

large corporation, it is time to answer the challenges of the time by sharing the focus for SMEs.  

First of all, this study will identify the problems and needs of SMEs in Banyumas, 

Central Java. Results from the identification of problems and needs will then be a 

recommendation for the preparation of the accounting curriculum for SMEs which will be 

deployed in elective courses in Professional Accounting Education (PPAk) as a producer of 

professional accountants. Expected with curriculum development involving SMEs  practitioners, 

will produce output in the form of a professional accountant ready to plunge into SMEs. If 

professional accountants  are  result from a curriculum that reflects the real SMEs needs, it is not 

possible that gap between professional accountants and SMEs will be able to be narrowed.  
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LITERATURE REVIEW  

Accounting for Small and Medium Enterprises (SMEs)  

In Law 20/2008, small businesses are productive economic activities that stand alone, 

which is carried by an individual, or entity that is not a subsidiary or branch of the company not 

owned by, or be directly or indirectly part of a medium or large businesses have a small business 

criteria as defined in the Law:  

1. Has net worth of more than US $ 50,000,000.00 (fifty million dollars) up to a maximum 

of Rp 500,000,000.00 (five hundred million rupiah) not including land and buildings.  

2. Has annual sales of more than Rp300,000,000.00 (three hundred million rupiah) up to a 

maximum of Rp 2,500,000,000.00 (two billion five hundred million rupiah).  

According to Swasono (2009), SMEs are the backbone for Indonesian economy. The 

number of SMEs until 2011 reach about 52 millions. SMEs in Indonesia is very important for the 

economy because it accounts for 60% of GDP and holds 97% of the workforce (Purwati, 2014). 

However, the access of SMEs to financial institutions is still very limited at only 25% or 13 

million SMEs have access to financial institutions. One of the problems that make SMEs fail is 

because the accounting and tax (Pleis, 2014).  

Meanwhile, according to Law No. 20 of 2008 on Micro, Small and Medium Enterprises 

(SMEs), Small Business is a productive economic activities that stand alone, which is done by 

the individual or business entity that is not a subsidiary or branch of the company not owned, 

controlled, or be a part either directly or indirectly, of a medium or large businesses that meet the 

criteria for Small Businesses referred to in this Law. Medium is economically productive 

activities that stand alone, which is done by the individual or business entity that is not a 

subsidiaries or branches of companies owned, controlled, or be a part either directly or indirectly 

by the Small Business or large enterprise with total net assets or annual sales revenue as 

stipulated in this Law. The following table business criteria based on Law No. 20 of 2008.  

Table 1. Criteria Based Business Law 20 of 2008  

No.  Commentary  
Criteria  

Asset  Turnover  

1.  Micro Business  Min 50 million  Max 300 million  

2.  Small Business  
> 50 million-500 

million  

> 300 million to 2.5 

billion  

3.  Medium Enterprises  
> 500 million to 10 

billion  
> 2.5 billion-5 billion  

Financial Accounting Standards for Entities Without Public Accountability (SAK ETAP) 

was set by Ikatan Accounting Indonesia (IAI) with the aim to simplify financial reporting for 

https://translate.google.com/translate?hl=id&prev=_t&sl=id&tl=en&u=http://id.wikipedia.org/wiki/PDB
https://translate.google.com/translate?hl=id&prev=_t&sl=id&tl=en&u=http://id.wikipedia.org/wiki/Tenaga_kerja
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small and medium enterprises. SAK ETAP is intended for all business units to prepare financial 

statements in accordance with established standards. SAK ETAP is considered to be quite simple 

and will not be difficult for users. SAK ETAP was launched by the end of 2011. Therefore, for 

companies that have decided to use the SAK ETAP should have adjusted its report since 2010. 

The use of this standard should be consistent for subsequent years. For companies that have 

decided to use the general GAAP in preparing the financial statements, the next should not revise 

its policies to SAK ETAP and vice versa.  

In practice, SAK ETAP is not always been a reference for SMEs. SAK ETAP considered 

too complex for the majority of SMEs (Tanugraha, 2012, Auliyah, 2012). According to Andriani 

et al. (2014), the failure of the SAK ETAP implementation caused by less skilled human 

resources and  lack of supervision of stakeholders with an interest in the financial statements. 

According to Armando (2014), SAK ETAP only accommodate reporting of  Level 4 SMEs 

which are quite complex. While the majority of SMEs in Indonesia is at Level 1,2, and 3 which 

requires a simpler accounting standards.  

 

Accounting in Higher Education  

To become a professional accountant in Indonesia is not enough just graduated from the 

Accounting Department with a degree in Economics. Prospective professional accountants 

should first follow the Professional Accounting Education (PPAk) and or take the exam for 

obtaining the title of certified accountant (Chartered Accountant / CA). Professional Accounting 

Education (PPAk) is additional education in higher education after the Bachelor of Economics 

program in the course of accounting based on the Decree of the Minister of National Education 

Republic of Indonesia No. 179 / U / 2001 dated November 21, 2001 on the Implementation of 

Professional Education that was held in the college. PPAk in accordance with the requirements, 

procedures and curriculum set by the Indonesian Institute of Accountants (IAI). The one who 

graduates from accounting profession entitled Accountant (abbreviated Ak.).  

In 2001, there was a change in the education system of accounting. Previously, 

accounting alumnus of the economic faculty of public universities automatically earned 

accountant title (Akt). Unlike the private college graduates who have to follow the National 

Examination Accounting (UNA) to achieve a similar degree. This system is deemed to constitute 

discrimination against private universities, not even guarantee the standardization of the 

accounting profession. Therefore, based on the Minister of National Education No. 179 / U / 

2001, accounting degree can only be obtained through PPAk.  

Implementation of Accounting Profession is not a substitution for Accounting Program 

Department. Both are complementary, mutually complement one another. PPAk goal is to 

produce graduates who master the skill areas of the accounting profession and provide 

https://translate.google.com/translate?hl=id&prev=_t&sl=id&tl=en&u=http://id.wikipedia.org/wiki/Akuntansi
https://translate.google.com/translate?hl=id&prev=_t&sl=id&tl=en&u=http://id.wikipedia.org/wiki/Menteri_Pendidikan_Nasional_Republik_Indonesia
https://translate.google.com/translate?hl=id&prev=_t&sl=id&tl=en&u=http://id.wikipedia.org/wiki/Menteri_Pendidikan_Nasional_Republik_Indonesia
https://translate.google.com/translate?hl=id&prev=_t&sl=id&tl=en&u=http://id.wikipedia.org/w/index.php%3Ftitle%3DIkatan_Akuntan_Indonesia%26action%3Dedit%26redlink%3D1
https://translate.google.com/translate?hl=id&prev=_t&sl=id&tl=en&u=http://id.wikipedia.org/wiki/Akuntan
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accounting services. Thus, the PPA is actually not an extra that was created to make it difficult 

for someone to become an accountant. Precisely, PPAk directed to a prospective accountant who 

previously received only one formal education strata more exposed to the world the profession / 

practice. Accountants who are expected to graduate from PPAk will have a strong concept of 

undergraduate education and have adequate professional skills.  

PPAk curriculum and syllabus  largely containing material that is not or has not been 

given at undergraduate level or as an application of a concept or theory. PPAk’ curriculum and 

syllabus also pay attention to the needs of accountant’s service users. PPAk’ curriculum and 

syllabus are not expected static, but constantly evolving according to the changing environment.  

According to the Finance Minister Regulation (PMK) No. 25/2014, state registered 

accountant is a professional accountant who graduates from Accounting Profession or pass the 

professional accountant certification exam, experienced in the field of accounting and as a 

member of the association. PPAk plays an important role here in preparing candidates for 

professional accountants to plunge into the world of practice.  

 

Bridging The Gap Through Education: Between Candidates for Professional Accountants 

and SMEs  

According to Siegel et al. (2010), most of accounting courses core at undergraduate level 

focus on topics that assumes students will become employees at large companies, become 

employees in public accountant office  or  pass the certified public accountant (CPA). Very few 

materials have been given to students in order to create their understanding of SME business, 

therefore it was not surprise if the students became not familiar with the SMEs. This leads to a 

gap when the students would become a professional accountant, down to the community to help 

SMEs.  

To be a professional accountant, a student who has graduated from the accounting 

department must follow PPAk or take a professional accountants certification examination (CA). 

In PPAk they will be prepared to work with the picture of the real world practice. PPAk is an 

appropriate place for  preparing candidates for the professional accountant to deal with SMEs. 

Not only prepared to serve big business, but also to serve SMEs.  

Gupta et al. (2014) captured the gap phenomenon between accountants and SMEs in 

India. His research output is a method of accounting education namely customized accounting 

education, i.e learning by designing a customized accounting (meet user needs). Gupta 

conducted a short-term accounting training for SMEs and created Accounting Lab named 

Portable Kiosk as a one-door center for information, education and accounting training. The 

target audience of this training are students, researchers, practitioners, academicians, SMEs 

businessmen etc.  
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In Indonesia, to overcome the problems of this gap, we should begin from higher 

education. Particularly from PPAk program. By making SMEs as part of studying, PPAk is 

expected to produce output that is a professional accountant for SME businesses. This means that 

professional accountants can contribute more in improving the accountability of business 

operations, reduce the occurrence of error and fraud, the profit measure correctly and other 

contributions for SMEs.  

 

RESEARCH METHODS  

This study used a qualitative approach. According to Molelong (2007), qualitative 

research is research that is able to provide an understanding of the phenomenon that is happening 

thoroughly with descriptive depiction in the form of language and words. This study uses data 

collection techniques such as in-depth interviews with the form of semi-structured interviews in 

order to find the problem openly and deeply. Sugiyono (2012) suggested that a semi-structured 

interview is an interview conducted with the instrument, but the question is open and can thrive 

without having to be glued to the instrument that has been set in order to get a deeper answer, 

detail and explore the entire perception and condition of the informant. Researchers will be asked 

by the instruments which have been prepared, then the instrument evolved to explore the answer 

given in accordance with the needs of the research informants.  

Respondents are representatives of the Chamber of Commerce and Industry Banyumas 

(Kadin) and representatives of SMEs in Banyumas. Kadin is a representative respondent that is 

being perceived as the official SMEs body in Banyumas. Kadin can see the problems faced by 

SMEs in Banyumas in general. Selection of survey participants as  representative of SMEs is 

based on several criteria including: businesses should represent a form of business (services, 

trade and manufacturing), it also represents bankable and non-bankable enterprises. Reason for 

the selection of bankable SMEs is because it usually prepare  financial statements for bank 

purposes (Purwati, 2014). Researchers want to examine the constraints during the financial 

reporting process. Selection of non-bankable SMEs is due to it typically make financial 

statements that do not conform with the standards established. Researchers want to examine the 

reasons why SMEs do not make financial statements in accordance with established standards.  

 

RESULTS AND DISCUSSION  

Researchers interviewed eight participants representing predetermined characteristics: 

small business association,  bankable, non-bankable, business types (service, manufacturing and 

merchandising). One person representing the small business association (Kadin), four SMEs 

represent merchandising businesses, three SMEs represent services businesses, and one represent 
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SME manufacturing business. From seven SMEs, five SMEs are bankable and the other three 

SMEs are non-bankable. Here is a list of participants:  

Table 1. List of Respondents Research  

No. SMEs Name Type of Business Bankable/Non-Bankable 

1. La Pizza Merchandising Non-bankable 

2. Auto 168 Service Bankable 

3. Hulala Ice Cream Merchandising Non-bankable 

4. Orlando Salon Service Bankable 

5. Lembaga Bahasa IEC Service Bankable 

6. Wijaya (car rent, deposit store, 

photocopy store). 

Service and 

merchandising 

Bankable 

7. Omah Batik Banyumasan Merchandising Non-bankable 

8. Kamar Dagang dan Industri 

Banyumas (KADIN) 

- - 

9. PT. Sung Chang Indonesia Manufaktur Bankable 

 

Of the eight SMEs which participated, only one SME which has financial records in 

accordance with SAK ETAP namely PT. Sung Chang Indonesia. Request from stakeholders 

(owners, partners and government) makes PT. Sung Chang Indonesia must make an adequate 

financial statements. Owner of PT. Sung Chang is a South Korean citizen who is not always in 

Indonesia, so as to control the business, he requires a detailed financial statement. For the 

purposes of payment of taxes, it is necessary also standards-compliant financial statements. In 

preparing the financial statements, PT. Sung Chang has a finance manager and a finance staff. 

Educational qualifications for finance manager is S1 Management, while the finance staff is D3 

Accounting.  

Four other bankable SMEs did not know about SAK ETAP. They prepared financial 

statements with the example of the financial statements of other existing SMEs. Instead of asking 

help from a professional accountant, most owners claiming to work on its own financial 

statements or asking employees to do it. Reason for not asking for professional accountants help 

was because they did not know whom to ask for help, anyone or any institution. Other reasons, 

even with the financial report financial statements that have been made without the help of a 

professional accountant, the bank could still disburse credit. Financial records that had been 

made including  cash flow, receivables and debt report.  

Three other SMEs which are non-bankable have made a simple financial reports. Most of 

the financial reports containing the cash incoming, outgoing and operational costs. IEC only has 

the Income Statement, and has fixed asset depreciation account. However, the depreciation 

accounts are not filled for years by reason of difficulty calculating depreciation. The other three 

non-bankable SMEs others only make limited statements of cash flows in and out is reduced by 
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operating expenses. Reason does not make financial reports according to the standard is because 

they do not know and therefore do not really need. The other three non-bankable SME owners 

think they do not really need it because they are not or has not been dealing with the bank, in 

addition to make financial reports according to the standard rated complex and spend resources, 

both energy and money. However, they are eager to expand their business by borrowing money 

to banks in the future. So they began to think to improve the recording system to match the 

prevailing standards.  

The results of in-depth interviews with representatives of the Chamber of Commerce 

Banyumas strengthen the results of interviews with SMEs before. According to representatives 

of the Chamber of Commerce, more than 90% of SMEs in Banyumas and surrounding 

businesses run by instinct and not by the system. No wonder if they are not too concerned with 

the business accounting system. The new SME entrepreneurs feel the need for accounting 

systems when they are going to deal with the bank. This is consistent with research from Pleis 

(2014) which found that many small business owners did not know and did not understand the 

importance of basic accounting system. According to representatives of the Chamber of 

Commerce, in addition to the limitations of financial administration skills, SME business owners 

are also limited in terms of time if you want to learn about basic accounting. If using third party 

services, such as finance or accounting professional staff, they consider that the cost is too 

expensive.  

The main problems include lack of knowledge and accounting skills, lack of time to 

create a standards-compliant report, which is considered a complex accounting standards, and the 

inability to pay staff who are competent in the field of accounting are actually the same as the 

issues raised by previous studies (Auliyah, 2012, Andriani et al., 2014, Senoaji, 2014, Armando, 

2014, Pleis, 2014, Chabra and Pattanayak, 2014, Nwobu, 2015). From various studies in several 

countries related SMEs undertaken in recent years, factually accounting standards for SMEs 

which set by the government or profession body were not effective.Why not effective? Because 

it is not used by the majority of SMEs. Then come the question again, why it is not used by the 

majority of SMEs ?, the main issues presented in the beginning of this paragraph that appears.  

SMEs business people actually realize the importance of making financial reports 

according to the standard. However, the results of research and Pattanayak Chabra (2014) 

reinforced again by this study stated that the biggest obstacle in the application of accounting 

standards for SMEs is the time. SMEs business people do not have time to make good the 

financial statements. While they were not able also to pay staff who are competent in the field of 

accounting.  

Results of this research is a homework for the accounting profession, also with the 

accounting profession education. Opportunities of professional accountants and prospective 
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professional accountants widely open to contribute to SMEs. As the results of research from  

Pleis (2014) which states that the assistance of the accountants accounting required by SMEs. 

Existing accounting profession education should also be directed at accounting for SMEs. 

Additional courses, if necessary, should be held specifically addresses SMEs accounting. The 

SMEs are invited to give a real picture of the condition of SMEs. Because educated to become 

professionals, then the students of PPAk should also discuss the problems of real cases that 

happened in the business world. This approach in education is known by problem-based solving 

method. 

The problems are discussed and should be completed in class are the real problems faced 

by SMEs. To design a case study, a lecturer should ask for help SMEs directly. In addition, 

several supporting activities such as visits to companies (company visit) and internships can also 

be done in the business of SMEs, not only in large companies. Through this method, students 

will be more familiar with the SMEs world, therefore when they graduate from PPAk, they can 

contribute to SMEs. Approach to the introduction of SMEs through education media is once 

again changing the paradigm that is already developed in the community for SMEs, that  SMEs 

business is grade two business. In he next few years, it would not be  impossible that SMEs will 

become the firm  foundation of the economy of a country.  

 

CONCLUSIONS, RECOMMENDATIONS AND IMPLICATIONS  

According to Magginson et al. (2000), in order to achieve success, small businesses 

require accounting systems. Results of this study and studies carried out in Indonesia indicate 

that the applicable accounting standards for SMEs (SAK ETAP) has not yet to be implemented 

by the majority of SMEs. The standard is not applied is because it is complicated, time 

consuming and costly.  

In order to contribute to SMEs, the professional accountant should be familiar with the 

characteristics of its business. Including knowing the obstacles faced when dealing with 

accounting. The closeness between professional accountants and SMEs can be created early on, 

since the process of making prospective professional accountant in the accounting profession 

education. The ideal professional education is to provide a picture as real as possible about what 

will be done accountants when they plunge into the community. In order to provide the real 

picture, accounting professional education should involve SMEs professionals to participate in 

formulating the material and teaching methods and supporting activities. Media education will be 

a bridge to fill the gap between the professional accountant in business SMEs.  

Education in addition to bridging the gap between the professional accountant with SME 

business, can also be a mediator for SMEs business with the government, in this case the 

accounting standard setters. Results from these studies, class discussions and discussions with 
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SMEs business people can be formulated into an academics recommendation for standard setter. 

Recommendations are then submitted to the Accounting Standards Board to be considered in 

setting accounting standards for SMEs.  

Future studies should be conducted by academics in the form of action research (action 

research) to follow up on these results. In action research scholars will intervene in the process 

of preparing learning materials, teaching methods and supporting activities involving SMEs 

businesses directly. Results of the preparation can be simulated in advance to the accounting 

profession education program students.  

The implications of this study is twofold. First, changes in the educational curriculum 

SME accounting profession made in accordance with the real needs of SMEs as well as to 

prepare candidates for professional accountants contribute to SMEs. Second, recommendations 

for the Accounting Standards Board to revise the accounting standards for SMEs so that a more 

simple and useful.  
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ABSTRACT 

An autonomous university in Thailand is defined as a government agency that receives a block 

grant, operates outside the government bureaucracy and is overseen by the Minister of 

Education. This includes freedom to determine salaries and staff benefits. The policy objective 

was to allow flexibility to increase fiscal and academic efficiencies. The study concluded that the 

budgetary processes essential for good governance and management of an autonomous 

university produce fiscal and academic benefits, and that these could be even greater if more 

flexibility of government grants was allowed. Autonomous universities shared similar benefits 

and constraints and require enhanced non-government sources of revenue. The relevance of 

Australian experience is considered marginal since it related more to governmental policy than 

to governance and management within a university. Nevertheless, the flexibility and strict 

control systems within Australian universities provides a model for autonomous Thai 

universities. An example of this full budgeting is highlighted by the above mentioned anomalous 

costings for personnel, which is often seen as increases in salary costs when it is mainly a 

difference in accounting.  Autonomous universities now offer a useful benchmark for government 
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universities with their higher accountability and budget-aligned plans, which are major tools for 

enhancing a university’s quality and its sustainability. 

 

Key Word: Budgeting Administration, Autonomous University, Thailand 

 

Introduction 

In the 1990s, Thailand made plans to create a path for transition from government departmental-

style public university management towards an autonomous public university system. The first 

challenge recognized was the determination of a method to allocate government funds to a 

university that was both fair and transparent as well as allowing management of quality as part of 

an overall policy of continuous improvement in higher education. Preparation for the transition 

included a series of inputs from Australia under an aid project with the Thai Ministry of 

University Affairs (West, 1999). 

 

That project recommended a distributive model for resource allocation, which the Ministry 

termed a ‘relative funding model’, which was essentially a predetermined formula based on such 

specific purposes as teaching, research and general operations. This relies on ‘relative unit costs’ 

rather than absolute unit costs and allows a degree of performance assessment against objectives 

defined in the allocation process. 

 

Autonomous Universities 
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“An autonomous university has the status of a government agency that is neither within the 

government bureaucracy nor a state enterprise. It becomes a legal entity under state supervision 

after approval by the Minister of Education. The University Council can formulate rules and 

regulations for personnel administration, as well as stipulating staff welfare and benefits” 

(Higher Education in South-East Asia, 2006, p.198). 

 

This innovative way of university administration has been introduced to promote flexibility of 

university operation. Such universities have their own administrative structure and budgeting 

system for self-governance and full autonomy, allowing decision making on administrative and 

management matters of the university to be handled by the university itself. Currently, there are 

13 autonomous universities and efforts are being made to encourage existing public universities 

to move out of the bureaucratic system.
2
 

 

Autonomy and Academic Freedom 

University autonomy and academic freedom are said to be fundamental to quality, yet as the 

above illustrates, government continually intervenes in both (Russell, 1993) and universities 

have not acted consistently with their rhetoric (Encel, 1965) usually being willing to compromise 

if incremental funds are offered. The debate in Australia seems to have been confused by linking 

autonomy and academic freedom when they are in fact quite different principles. Academic 

freedom relates to scholarly independence unfettered by outside requirements, while autonomy 

relates to the university’s independence of governance and management (Brubacher, 1977). 

 

                                                           
2
 http://inter.mua.go.th/main2/page_detail.php?id=3 
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Autonomy is interpreted to mean that only scholars can understand the complexity of university 

management and hence must administer universities. This is an ideal, and is not accepted by 

funding agencies, nor is it in evidence in the higher performing universities, which employ 

competent specialists in administration to work beside academic managers. In the Seventh 

Report of the Higher Education Council, Australian Universities indicated that they felt their 

autonomy was compromised by: government requests for information; curriculum demands from 

professional associations; government policies on foreign students, and special incentive funding 

(Higher Education Council, 1993). Such facts indicate that, in contrast to being truly 

autonomous, universities in Australia enjoy certain freedoms under their respective Acts of 

Parliament, but remain responsible for detailed financial budgeting and accountability. It is this 

aspect of sound financial management for optimal educational outcomes that define the adoption 

of aspects of the Australian system by Thailand, notwithstanding the distinctly different origins 

of the Thai university system. 

 

The Meaning of ‘Autonomy’ in the Thai University Sector 

Adapting to globalizing free trade in higher education has been difficult for Thailand (OHEC, 

2008a) because it is a culture based on consensus, national needs and a minority language. The 

language has some utility in neighboring countries, but their low educational status does little to 

enhance that of Thailand, and much of it is offered as a form of development assistance. From 

that insulated environment, Thailand’s agreement to include education in the GATS multilateral 

schedule, the ASEAN Free Trade Agreement, and bilateral free trade agreements with Australia, 

Bahrain, China, India, and New Zealand (and possibly Japan, Mexico, South Korea, Switzerland 

and the US) has placed a burden of change on the sector that has in turn increased concern within 
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Thai universities (Suwanwela, 2005). At the same time as changing to suit global systems, Thai 

universities are expected to continue to meet political ends such as expounding the philosophy of 

a self-sufficient economy (OHEC, 2008a) and to ameliorate violence in the Deep South. It is 

through such a window that the Thai version of ‘autonomy’ may be viewed. 

 

Autonomy quickly grew into a major issue for Thai higher education. Discussed for more than 

30 years, university autonomy was first formalized in the First 15-Year Long Range Plan on 

Higher Education of Thailand (1990-2004). From that date, all new public universities were to be 

autonomous universities and existing public universities were to move in that direction 

(Kirtikara, 2002; OEC, 2006). Yet despite that policy, as of August 2005, there are only four 

autonomous universities. The other 21 public universities remained traditional public 

universities. While it was expected that new institutions would be created under a new 

autonomous legislation, the newest established in the South, Princess of  Narathiwat University, 

was established in 2005 as a traditional university under the civil service system; 

(http://www.pnu.ac.th/eng). As such it is effectively a government department and has to follow 

the same rules and regulations as other public universities.  

 

Suranaree University of Technology and Walailak University were established in the 1990s as 

new autonomous institutions. But a 1991 attempt to force 15 existing public universities into the 

model failed (Kirtikara, 2002). By 1998, the pioneering exit of King Mongkut University of 

Technology Thonburi from the fully-government controlled system was expected to remove 

fears from other institutions – but it did not. In fact, autonomous universities in Thailand have 

had limited success for a number reasons. One key issue has been the new employment contract 

http://www.pnu.ac.th/eng
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system, with which university staff employed as civil servants were not familiar. It was claimed 

that autonomous universities would find it more difficult to recruit qualified staff without the 

diverse welfare benefits attached to civil service positions in traditional public universities. 

However, the case of the prestigious Bangkok-based King Mongkut University of Technology 

Thonburi becoming the first public university to date to make the transition to autonomy and its 

restructuring of governance and management processes and systems set the scene for other 

innovative institutions (Bovornsiri, 2006). 

 

The President of KMUTT (Kirtikara, 2004, p.38) defines autonomy as: 

“The State allows autonomous universities to manage their own three major internal affairs, 

namely, academic matters (academic programs, university structures), personnel matters 

(personnel system, recruitment, remuneration, benefits), and finance and budgets (budget 

management, procurement system). The State can direct, supervise, audit and evaluate 

autonomous universities. Autonomous universities have to follow government policy and the 

Minister in charge. The State Auditor audits accounts and assets of autonomous universities. In 

the case of KMUTT, two members of the University Council are appointed by the Minister of 

MUA.” 

 

The official translation of the meaning of ‘autonomy’ in the Thai university system (OHEC, 

2007b,) includes concepts of flexibility of operations under self- governance. But perhaps a 

better explanation can be gained from careful consideration of other translations, since 

‘autonomous universities’ as used in OHEC documents is in fact a translation of the Thai term 

that means something more like state-supervised universities (OHEC, 2007b). 
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The term ‘autonomy’ may be better understood as a process of transforming from fully-

government controlled public universities to government-supervised and partially/majority 

funded independent universities with the ultimate long-term objective of creating something akin 

to self-supporting universities. It can be seen as a masterful culturally-astute means of reform 

that avoids offending traditional values while conveying to those who count the longer-term 

intent of the policy. But it would not be correct to assume that this has been fully successful 

because student resistance, with some staff support, checked the speed of reform and led to the 

government thenceforth requiring University Councils to achieve staff and student consensus 

before applying to become autonomous.  

 

By 2007 there were seven autonomous universities among the 97 public higher education 

institutions in Thailand (76 public universities, 19 community colleges and two Buddhist 

universities). Meanwhile, while Thailand procrastinated in its adapting to the international 

university system, globalization forces acted on innovative Thai universities leading to an 

increased interest and activity in research (Liefner and Schiller, 2008). As elite performers within 

the Thai university system noted the advantages of being part of an international knowledge 

fraternity linking research to education, old critiques of universities being sluggish bureaucracies 

that were inflexible and incapable of sustained research and graduate training supported moves 

for  increased autonomy (Kirtikara, 2004). One critical outcome of these developments was a 

recognition that budget processes were a constraint on innovation and motivation (Fry, 

Wisalaporn, Lertpaithoon, Sinprasert, Peerapornratana and Larpkesorn, 1999) as is discussed 

further in a later section.  
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Governance and the Centrality of Finances 

Autonomy in academic, personnel and financial management are three legs to the stool of 

university autonomy. Academic autonomy is to be limited in the Thai case, while autonomy over 

personnel management has faced much apprehension and some militant resistance among staff 

that have become dependent on bureaucratic rules and civil service conditions. Nevertheless, the 

use of improved financial management has allowed monetary distinctions to be made in 

employment conditions, with incentives for those outside the civil service conditions if they 

perform well as academics. Thus financial management becomes an important tool for overall 

autonomy, including innovative academic measures, particularly at post-graduate level. Such 

autonomy requires increased responsibility and accountability, which is foreign to many 

university personnel that have enjoyed freedom without responsibility and accountability under 

university regulation, and so improved university council governance must accompany improved 

financial management. Performance evaluation of faculties, functional units as well as senior 

administrators are to be carried out by a university Council. Acting in the public interest for use 

of government funds has been perfunctory for most past university councils in Thailand. In an 

autonomous university, the council is supreme in: 

 setting the vision and direction 

 formulating policy on education and research 

 overseeing the personnel system which formulates policy and regulates personnel 

management, does not the operations of the system. 

 budgeting and finance 

 performance evaluation, faculties, functional units as well as senior administrators. 
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 internal audit (in addition to the external auditing  of the National Audit Office).  

As reporting, internal auditing and assessment become more regular features of university 

councils, increased transparency and accountability become indicators of good university 

governance (Kirtikara, 2002). 

 

Flexibility in Budget Administration 

In all the budgetary contexts in an autonomous universities allow much smoother operation than 

is possible in a government university. This is due to the flexibility possible in formulating the 

overall budget in the first place, aligning functional units demands in a unified plan and the 

ability to adjust and transfer funds during the year according to justified demands. As this 

flexibility extends across all budgetary units, it makes overall management a more professional 

and efficient task since unused government income is not returned to the Budget Bureau by 

autonomous universities but is a requirement of government universities. This need for 

government universities to return unspent funds to the government creates anomalies when 

circumstances change or new initiatives arise. For a university to engage energetic and well-

qualified lecturers, such lack of flexibility limits the capacity of government universities and 

thereby provides a potential advantage to autonomous institutions that are well managed. Such 

good management requires unified university budgetary management complete with regulations 

on finances, budgets, academic requirements including quality and personnel developmental 

matters. To be able to manage such matters without seeking to allocate individual tasks to 

predetermined government expenditure categories allows smooth and independent operation that 

is more transparent and accountable. Ultimate accountability is maintained by every university 

being subject to inspection by the Office of the Auditor General of Thailand, which is an 
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independent organization that verifies external accounts and reports to the Office of the Higher 

Education Commission, or the Ministry of Education for some more recently ungraded 

universities. The flexibility allow for autonomous universities is not absolute, however, as for 

example in purchasing and the hiring which must follow regulations and criteria set by the 

university to be in line with Cabinet Resolutions. For purchasing and hiring expenditure above 

two million baht procedures must conform to the supply regulations prescribed by Prime 

Minister’s Office. This constraint on autonomy affects all such universities and in the case of 

Thaksin University means that it is not fully independent in areas where it must follow 

governmental criteria. Flexibility in budget administration is also a tool to meet government 

policy in areas of ethnic and religious diversity (OHEC, 2008b). 

 

Conclusion 

The Bureau of the Budget almost ignores considering budgets in the operation category. Rather, 

more emphasis is put on investment budgets and personnel budgets. Nonetheless, the university’s 

income budgets are used to add to the operation budgets. Regulations on purchasing and hiring 

can be established by an autonomous university. This helps the university’s financial 

administration run more smoothly. However, some have to follow governmental regulations as 

its financial operations has to be verified by the Office of the Auditor General of Thailand. 

Procedures for purchasing and disbursement also require Auditor General Permission as well. An 

apparent advantage of being an autonomous university in the financial aspect is that the 

university’s budgets which are not used within a fiscal year can be effectively managed. There is 

no need for accelerating the purchasing and the hiring before the end of each fiscal year. 

Additionally, transfer of budgets is not required. Some budgets can be maintained in case of any 
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essentiality. Another benefit is on the evaluation of the university’s staff, namely performance of 

administrators as well as other staff members can be rigorously evaluated. As a result, the 

university’s work can run smoothly and quickly. It is because those with an unsatisfactory 

performance will be assessed as having failed. Here, a long evaluation is arranged. That is, they 

are to be evaluated every year, every two years and every three years. Passing the assessment, 

they will be able to become the university’s permanent staff. The administrators at a faculty level 

are to be evaluated as well. To be precise, personnel in the faculty are capable of taking part in 

this evaluation. 
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ABSTRACT 

Non-Governmental Organization (NGO) is one form of organization that is important to improve 

the welfare of the community through educational programs, the environment, agriculture, 

health, and finances. This research is to build (designing) performance management system that 

appropriate to NGO by interview and discussion with relevant parties in the organization, the 

term of performance management system in private sector already well known but in NGO sector 

it is new thing that need to concern. The findings of this research showed there are some KPI 

and strategic objective in non-profit organizations using The Balanced Scorecard method that 

have different characteristic with KPI and strategic objective in private sector, although both 

sectors using same method because they have different goal. 

Keywords: Performance Management System, Non-Profit Organization, The Balanced Scorecard 

 

INTRODUCTION 

 

NGO (Non-Governmental Organization)/ non-profit organization is an organization formed of 

empathy towards fellow human beings to help each other. Each year the number of NGOs in 

Indonesia continues to grow, until February 2015 the number is 2898 NGO in Indonesia, this is 

caused by the condition of Indonesia is still a concern in, terms of both social and economic, 

coupled with the many natural disasters that occurred in Indonesia. 

 

Backgrounds 

 

NGO x is the only non-profit organization whose vision is to contribute to a united and peaceful 

Indonesia through synergy among diverse constituents (government, business, and civil society) 

of the Indonesian society and the international community, because NGO x realize all elements 

should synergize each other to get better future of Indonesia. NGO x main course is education to 

synergize 3 sectors (government, business, and civil society). Same with another organization, to 

enrich their vision NGO x also have strategies, but the biggest challenge is how to aligning the 

strategic goals of organization into individual performance, so that the execution can run 

smoothly. 

 

mailto:dara.maisarah@sbm-itb.ac.id
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NGO x need performance management to answer that challenge, performance management is a 

continuous process of identifying, measuring and developing the performance of individuals or 

teams and aligning that performance to the strategic goals of the organization. Performance 

management has three main functions which are classified as strategic, administrative and 

developmental. The strategic function links the workers performance to the overall 

organizational strategy. Administratively, performance management provides valuable 

information to help the managers make important decisions such as salary increments, 

promotions, recognition and rewards. The developmental function of performance management 

is realized through the provision of information on the strengths and weaknesses of 

organizations. 

 

 

BUSINESS ISSUE EXPLORATION 
 

Business issue that should be addresses is NGO x need performance management system, 

because NGO x already in the comfort zone need more challenge to get sustainability. To 

explore this issue, the first thing to do is to define the factors that influence the performance of 

the current NGO x. These factors are performance management system has been implemented in 

the organization, external factors and internal factors. Factors that affect the performance of this 

NGO x will be further analyzed to obtain root causes. 

 
Figure 1 Conceptual Framework 

Current Performance Management System 

 

In the journey started from 2003, NGO x has been trying to build a performance management 

system using the Balance Scorecard method in 2013, but the process of performance 

management system is not running in the next year. The design process of performance 

management system in 2013 began with analysis external condition and internal condition to 

formulate in SWOT diagram. After formulation SWOT analysis, in 2013 NGO x also built 

TOWS matrix to defined strategy and describe the strategy in strategy map for organization level 

to obtained KPI of the organization. 
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The design of the performance management system in 2013 only reached the stage of the 

organization, because of lack of resources. Problems that occur is the review process do not run 

properly. Factors which cause are: 

a. The performance management system that has been designed NGO x less suited to the 

conditions at this time 

b. Lack of manpower to assist in the design and control of the performance management 

system 

c. There are many key performance indicators that cannot be measured as yet unidentified 

and it’s happened until 2014. 

 

External Analysis 

 

An organization’s external environment creates both opportunities and threat to the organization. 

Opportunities and threats affect an organization’s strategic actions, the external environment 

influences organizations as they seek strategic competitiveness and above average returns. 

Organizations understand the external environment by acquiring information about competitors, 

customer and other stakeholders to build their own base of knowledge and capabilities. The 

output of the external analysis into opportunities and threats 

 

Internal Analysis 

 

In the Internal aspect is about organization resources as all assets, capabilities, organizational 

process, organization attributes, information, knowledge, controlled by an organization and 

proposed that an organization has a competitive advantage when it creates a successful strategy 

based on organization resources that cannot be duplicated by a current or potential competitor. 

There are two kind resources, tangible resources with 4 aspects and intangible resources with 3 

aspects. The output of the internal analysis into strengths and weaknesses. 

 

SWOT Analysis 

 

SWOT analysis is summary from external analysis and internal analysis. Here is the SWOT 

analysis form NGO x 
a. Strength 

 Network resources 

 Unique programs/ U theory 

 Reliable Board of Trustee 

 Capable knowledge of human resources 

 Appointed chair of SDSN 

 Group support 

b. Weaknesses 

 Understanding of organization vision and mission 

 Management System 

 Financial autonomy single donor 

 Internalization of core value (team work, 

communication and trust) 

 decision making and operational challenges (Execution) 

 Supporting Technology 

 Branding communication 

 Clarity as independent foundation 

 Limited resources (Financial, Manpower, Infrastructure) 

c. Opportunities 

 Demographic Bonus 

 AEC (Asean Economic Community) 

 Alumni IDEAS 

d. Threats 

 Competitors 

 Donor fatigue 
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 Capacity building for other NGO 

 Alignment of our core program with 

government strategic direction 

 Close bilateral relationship between 

Singapore and Indonesia Governments 

 MOOC on U theory 

 Private sector need to allocate funding 

especially in CSR (Corporate Social 

Responsibility) 

 

BUSINESS ANALYSIS 

Analysis business solution will be carried out in three steps to design the performance 

management system using BSC method based on premium execution book (Kaplan&Norton, 

2004): 

 

Develop the strategy 

Clarify Vision and Mission statement 

 

NGO x Vision: “To contribute to a united and peaceful Indonesia through synergy among 

diverse constituents of the Indonesian society and the international community.” 

 

There are several criteria to clarify vision and mission statement and develop good vision and 

mission. 

 

To vision, here the criteria: 

 A single sentence 

 Inspire-making employees feel comfortable working in an organization 

 Written in good and correct without empty words 

 Easily understood by all employees 

 Focus on one or two aspects of performance only. Not too much 

 Can be tested levels of achievement 

 Developed by the CEO or the manager, not by committee 

 Validity is reviewed annually 

 Realistic, showing the company's current position and the limited resources they have 

 Can be changed 

 Catchy employees without having to see the brochure 

Based on criteria above about good vision, NGO x vision is not inspiring the employee because 

there is no ambitious statement about long-term goal. Proposed vision is “To be leader as 

learning foundation to contribute to a united and peaceful Indonesia through synergy among 

diverse constituents of the Indonesian society and the international community.” 

NGO x mission is “To serve as an educational platform and to act as a catalyst for trust-building 

and cooperation among business, the public sector, and civil society through a learning process 
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for the betterment and of Indonesia while managing the challenges and opportunities for 

globalization.” 

To mission, here the criteria 

 Clearly distinguish between your organization with competitors 

 Defining what the organization is doing 

 Identify key capabilities and competencies 

 Encourage organizations to make better decisions regarding future opportunities 

 Define the product or service without becoming too narrow 

 No longer than one paragraph 

 Can be clearly understood by employees 

 Written in good and correct sentence without including the blank sentences 

 Focus on current conditions and are not mixed / combined with a vision statement for the 

future 

 Reviewed and rewritten if the organization experienced a change in scope 

 Specifically to influence the behavior of individuals within the company 

 Reflect the real advantage of the company and based on the recognition of the strengths and 

weaknesses of the company 

 Realistic and achievable 

 Flexible enough so that it can respond to environmental changes 

 Refers to a competitive advantage 

 Includes some logical statement and values behind these statements to evoke the spirit and 

facilitating communication within and outside the organization 

 

The mission statement of NGO x already clearly enough and suitable with a good mission 

criteria. In conclusion, there is no need to change to mission statement. 

 

Strategy Analysis using IFAS and EFAS Analysis 

 

IFAS and EFAS analysis can be used to analyze the strategy of the organization by providing a 

rating on the weights and factors strengths, weaknesses, opportunities and threats are already 

formulated in SWOT analysis and get final scores to be mapped on IE matrix. IE matrix will 

show in figure below: 
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Figure 2 IE Matrix 

Strategy Formulation using TOWS matrix 

TOWS analysis is an algorithm of the strategic analysis process, involving systematic and 

comprehensive assessment of external and internal factors that determine current condition and 

growth potential of the company. 

It is based on a simple classification scheme: all of the factors influencing the current and future 

position of the organization is divided into: External and internal to the organization, Having 

negative and positive impact on the organization. 

By comparing opportunities and threats with strengths and weaknesses of the organizations in 

TOWS matrix will allows the organization to define its strategic position, and can also be a 

source of interesting ideas of strategies 

 

Plan the strategy 

 

Planning the strategy begin with develop strategy map to clearly the communicate their strategic 

plan. The Balanced scorecard itself has four perspectives, there are financial, customer, internal 

process and learning and growth. All perspective of the Balanced Scorecard should addresses in 

the strategy map.  

NGO x as a non-profit organization has a strategy map that is slightly different in perspective, if 

it is generally four perspectives on the BSC consists of a financial, customer, internal process 

and learning & growth. In NGO x, perspective used is the perspective of the stakeholders, 

financial, internal process and learning & growth. Design of the strategy map as the composition 

of the figure below: 
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Figure 3 Strategy Map Framework for non-profit organization 

The strategy map of the NGO x will be shown in appendix 2. From the strategy map strategy 

maps obtained from strategic objectives, KPIs and strategic initiatives. 

 

Align the strategy 
 

To success in executing the performance management system by linking the strategy to 

operations, the next step is aligning to division, because division is a part of the system in the 

organization that should has same strategy with the organization. The strategy map of the 

division in NGO x will be show in appendix 3 

 

CONCLUSION and RECOMMENDATION 
 

Conclusion 

 

Based on analysis in the previous chapter, it can be concluded that: 

a. NGO x has 12 strategic objectives with 25 KPIs and 125 strategic initiatives. For each 

division here detail explanation: 

 Learning: 8 strategic objectives, 21 KPIs and 58 strategic initiatives 

 Community Learning Center: 10 strategic objectives, 21 KPIs and 59 strategic initiatives 

 Finance: 9 strategic objectives, 17 KPIs and 22 strategic initiatives 

 General Admin: 9 strategic objectives, 24 KPIs and 51 strategic initiatives 

 Funding and Program Development: 9 strategic objectives, 16 KPIs, and 26 strategic 

initiatives 

 Waste Management: 6 strategic objectives, 16 KPIs, 27 strategic initiatives 

b. There are several aspects that need to be considered in designing performance 

management system with The Balanced Scorecard method especially in non-profit 

organization. The aspects as follow: 

 Employees Commitment 

When building a performance management system, both in the government sector, the 

business sector or the non-profit organization if it is not supported by the participation of 

all parties concerned, the performance management system will only end in a document 

and will not have any function for the organization. Therefore, before designing a 

performance management system required the support and commitment of all employees 

of the organization to jointly bring the organization to a better direction through a 

performance management system. 

 Perspective of The Balanced Scorecard 
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The Balanced Scorecard perspective in general is a financial perspective, customer, 

internal process and learning and growth. However, any time can be changed according 

to the needs of the company/organization, for NGO x as non-profit organizations there 

was little change in the perspective used is not the customer perspective is replaced with 

a stakeholder perspective, because NGO x coverage for the parties to be fulfilled 

satisfaction is very wide and varied (NGO x’s stakeholder: Donor, client, local 

community, alumni, partners).  

 Strategy Map 

The composition of a strategy map for each company or organization is not the same, 

depending on the needs of the company/organization. In the case of the NGO x, the 

design of the strategy map as the composition of the figure 4. 

 Identification new KPI  

In the previous chapter there is a quotation in Kaplan & Norton book The Balanced 

Scorecard: “if you can’t measure it, then you can’t manage it.” So that, in this research 

author should make sure that all KPI has been identified. 

 

4.2 Recommendation 

Recommendation for the next final project in NGO x: 

a. Develop application to review performance that easy to be implementing (user 

friendly). 

b. Run the implementation process to execute NGO x strategy using BSC method and 

make improvements and updates KPI according to the state of the organization at that 

time. 
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APPENDIX 2 TOWS MATRIX 

 S W 

S1 Network resources 

S2 Unique programs/ U theory 

S3 Reliable Board of Trustee 

S4 Capable knowledge of human resources 

S5 Appointed chair of SDSN 

S6 Group support 

W1 Understanding of organization vision and mission 

W2 Management System 

W3 Financial autonomy single donor 

W4 Internalization of core value (team work, 

communication and trust) 

W5 decision making and operational challenges 

(Execution) 

W6 Supporting Technology 

W7 Branding communication 

W8  Clarity as independent foundation 

W9 Limited resources (Financial, Manpower, 

Infrastructure) 

O O1 Demographic Bonus 

O2 AEC (Asean Economic Community) 

O3 Alumni IDEAS 

O4 Capacity building for other NGO 

O5 Alignment of our core program with 

government strategic direction 

O6 Close bilateral relationship between 

Singapore and Indonesia Governments 

O7 MOOC on U theory 

O8 Private sector need to allocate funding 

especially in CSR (Corporate Social 

Responsibility) 

SO Strategy 

(S1,S4, S5 : O4, O5, O8) Nurturing Learning 

ability of the key stakeholder in 3 sector 

(S1, S3 : O1, O3, O4, O5, O6, O8) Expanding 

and Synergize Partner Relationship 
(S4, S6 : O8) Nurturing Learning ability of the 

key stakeholder in 3 sector 

(S2 : O7) Strengthening awareness of program 

WO Strategy 

(W1, W4, W8 , W9 : O4, O5, O8) Enhancing quality 

and performance of the personnel 
(W2, W5 : O4, O5, O8) Enhancing governance of 

program 

(W3 :  O1, O6) Increase financial autonomy 

(W6 : O7) Excellent Information System 

(W7 : O1, O2) Strengthening Awareness of program 

 

T T1 Competitors 

T2 Donor fatigue 

ST Strategy 

(S2 : T1) Strengthening awareness of program 

(S1, S6 : T2) Increase financial autonomy 

(S1, S3 : T1) Expanding and synergize partner 

relationship 

WT Strategy 

(W2, T2) Excellent Financial management 

(W5 : T1) Enhancing quality and performance of the 

personnel 

(W3 : T2) Increase financial autonomy 

(W6 : T1) Adapting appropriate technology 

(W7 : T1) Strengthening awareness of program 

 

TO 

WS 
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APPENDIX 3 STRATEGY MAP OF NGO X 2015 

 

 

OBJECTIVE KEY PERFORMANCE INDICATOR (ORGANIZATION) 

STAKEHOLDER 
Collaborative Index 

Knowledge index 

FINANCIAL 
% of reduce donor from group 

% commercial revenue growth 

 

 

 

 

 

 

 

 

INTERNAL % NGO x financial report accuracy 



 

418 

 

PROCESS # of Audit finding 

% On time NGO x financial report to Management (monthly) 

% Budget deviation of NGO x 

% on time annual budget submission 

# of Information update in NGO x website 

# of organization publication 

Program Quality index 

# of visitor to CLC 

# of learning and community development activity  

# of collaborative program 

# of partner increase 

# of new donor 

% of SDSN Initiatives followed up 

% accomplishment of SDSN program 

% accomplishment of general policy and regulation of organization 

% accomplishment of HR Policy 

% accomplishment of Asset and facility management Policy 

% accomplishment of Accounting Policy 

% of product development 

% accomplishment of planning document  

% accomplishment of annual reporting document  

LEARNING 

AND GROWTH 

% of individual compliance  

Average training hours 

# of value sharing session 

Employee satisfaction index 

# of new technology adapted 

Service level of Internal Application 

% of internet access downtime 

L/T of information technology services 
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APPENDIX 4 STRATEGY MAP DIVISION 

 

OBJECTIVE KEY PERFORMANCE INDICATOR (LEARNING DIV) 

STAKEHOLDER 
Collaborative Index 

Knowledge index 

FINANCIAL 

% of financial autonomy of Learning Division 

# late days of Cash in advance settlement 

% budget deviation of division 

# late days of final budget submission 

INTERNAL 

PROCESS 

# of news update from NGO x website 

# of posting blog 

# of article in NGO x newsletter 

# of Learning Div publication 

Program quality index 

# of delivered learning  program activity 

# of alumni database entry 

Duration of visit to the Alumni forum learning page (online) 

# of events 

# of attendance of Alumni gathering 

# of partners 

# of collaborative program  

OBJECTIVE KEY PERFORMANCE INDICATOR (LEARNING DIV) 

LEARNING % of product development 
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AND GROWTH % accomplishment of planning document  

% accomplishment of reporting document 

% of Leaning Div personnel compliance 

Training hours of Learning Div 

 

 

 

OBJECTIVE KEY PERFORMANCE INDICATOR (CLC DIV) 

STAKEHOLDER 
Collaborative Index 

Knowledge index 

FINANCIAL 

% of financial autonomy of the CLC division 

# late days of Cash in advance settlement 

% budget deviation of division 

# late days of final budget submission 

 

 

 

OBJECTIVE KEY PERFORMANCE INDICATOR (CLC DIV) 

INTERNAL 

PROCESS 

# of news update from NGO x website 

# of article in NGO x newsletter 
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# of CLC publication 

CLC Program quality index 

# of visitor 

# of delivered CLC program activity  

# of collaborative program activity 

# partner increase 

LEARNING 

AND GROWTH 

% of  individual personnel compliance 

% of  local community attendance 

# of  local community sharing session  hours 

Training hours of Division 

% of concept development 

Accomplishment of document planning 

Accomplishment of reporting document 

# of new technology adapted 

% accomplishment of facility development 

 

 

 

OBJECTIVE KEY PERFORMANCE INDICATOR (GA DIV) 

STAKEHOLDER 
Collaborative Index 

Knowledge index 

FINANCIAL # late days of final budget submission 
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% Budget deviation of GA division 

INTERNAL 

PROCESS 

% accomplishment of general policy and regulation of organization 

Update organization structure 

# late days of attendance report  

# late days of foundations KPI report  

% of all  personnel compliance 

# of NGO x dialogue studio 

# internal coordination meeting  

# management meeting 

% accomplishment of HR policy 

Employee satisfaction index 

Average Training hours 

% accomplishment of Asset and infrastructure management Policy 

Service level of Internal Application 

% of internet access downtime 

L/T of information technology services 

# of new technology adapted 

# completion draft legal 

Program quality index 

# of delivered program activity 

# of news update from NGO x website 

# of posting blog 

# of article in NGO x newsletter 

# of publication 

LEARNING 

AND GROWTH 

% accomplishment of planning document 

% accomplishment template of reporting document 

% of GA Div personnel compliance 

Training hours of GA Div 
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OBJECTIVE KEY PERFORMANCE INDICATOR (FINANCE DIV) 

STAKEHOLDER 
Collaborative Index 

Knowledge index 

FINANCIAL 

# Update information of  the performance of  financial autonomy 

monthly 

# late days of final budget submission 

% Budget deviation of finance division 

INTERNAL 

PROCESS 

NGO x financial report accuracy 

% On time NGO x financial report to Management (monthly) 

# of audit finding  

% On time tax payment and reporting 

# late days of cash in advance settlement 

Lead time of expenses reimbursement  

% on time annual budget compilation and review 

% budget deviation of Foundation 

LEARNING 

AND GROWTH 

% of policy development and deployment 

% accomplishment of annual financial report  

Training hours of FIN 

% of Finance personnel compliance 

Achievement of  accounting system  
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OBJECTIVE KEY PERFORMANCE INDICATOR (FUNDING DIV) 

STAKEHOLDER 
Collaborative Index 

Knowledge index 

FINANCIAL 

% reduce donation from group 

% revenue growth 

% budget deviation of division 

# late days of final budget submission 

INTERNAL 

PROCESS 

# of proposal 

# of new donor 

# of collaborative program activity 

# of new partners 

Index of recognition  

# of knowledge sharing 

% compliance to donor 

LEARNING 

AND GROWTH 

Update donor database 

% of concept development 

% accomplishment of planning document  

% accomplishment of reporting document 

% of Fund raising personnel compliance 

Training hours of division 
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OBJECTIVE 
KEY PERFORMANCE INDICATOR (WASTE MANAGEMENT 

DIV) 

STAKEHOLDER 
Collaborative Index 

Knowledge index 

FINANCIAL 

% of financial autonomy of Waste Management Division 

# late days of Cash in advance settlement 

% budget deviation of division 

# late days of final budget submission 

INTERNAL 

PROCESS 

Level of awareness of waste management initiative  

# of NGO partner campaigns/events participated   

# of events 

# of partners engage 

% accomplishment of kompos development as piloting project 

LEARNING 

AND GROWTH 

% of concept development 

% accomplishment of planning document  

% accomplishment of reporting document 

% of waste management div personnel compliance 

Training hours of waste management Div 
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ABSTRACT 

 

In an organization, institution or enterprise, human resource is very important aspect 

since many human skills cannot be replaced by technology tools even though technology 

has advanced rapidly now. The relationship among people is very necessary to create a 

subordinate and leader relation in the assumption that human beings are creatures who 

have feeling, desires, needs, aspirations and ideas differing from one another. This 

study on human relation was conducted at the Faculty of Economics of UNSYIAH, 

Darussalam, Banda Aceh, while the research object is associated with human relations 

and employee performance in Faculty of Economics of UNSYIAH. To determine the 

extent of employee relations in Faculty of Economics with fellow employees or 

superiors, the employees are given some questions. The result shows that human 

relations influence the employee performance at Faculty of Economics UNSYIAH 

strongly. 

 

Keywords: human relation, employee performance, communication, syiah kuala 

 

I. INTRODUCTION 

1.1 Backgrounds 

  In an organization, institution or enterprise, human resource is very important 

aspect since many human skills cannot be replaced by technology tools even though 

technology has advanced rapidly now. Thus the importance of human resources, so 

much time, energy and thought of an organization, business entity, or agency 

devoted to it to take care of the problems that are complicated and sensitive which 

mailto:Yoernalis2005@yahoo.com
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cannot be solved easily but require discretion. Leaders use the greater part of their 

time to solve the problem of employees as subordinates in order to create 

atmosphere of peace, quiet, and harmony in carrying out their work. 

 In connection with that, the relationship among people is very necessary to 

create a subordinate and leader relation in the assumption that human beings are 

creatures who have feeling, desires, needs, aspirations and ideas differing from one 

another. This is true for organizations such Faculty of Economics UNSYIAH as 

organizational leadership education agency that oversees the two categories of 

workers as teachers and educators, and employees as administrative personnel who 

take care of everything regarding education in this institution. 

In performing their duties the employees of the Faculty of Economics cannot be 

separated from the constraints that could lead to problems such as feeling pressure 

where it must be dealt with human relations in a popular language called Human 

Relations which serves to motivate employees and create a comfortable working 

situation like one harmonious big family. Good human relations within an 

organization will avoid conflicts and humanitarian problems and even can move 

employees to work with more vigor and yield better work from time to time so that 

organizational goals of Faculty of Economics UNSYIAH can be achieved in great 

manner. 

Although the factor of human relations is not the only factor that affects the 

performance of employees, because there are still factors of salary, work 

environment, discipline, self-motivation in employees, facilities and equipment, but 

the factor of human relations is a factor that is very worth noting and maintained. To 

that the authors will be attempting to examine the influence of human relations at 

the Faculty of Economics of Unsyiah with the title "Human Relations Influence on 

Employee Performance Faculty of Economics UNSYIAH". 

1.2 Research Issues 

 

     Based on the background described above, then the problem in this study is how 

far the influence of human relations to employee performance in Faculty of 

Economics UNSYIAH. 

1.3 Research Purposes 

 Based on the identification of the problem above, this study aims to determine 

the effect of variable human relations to employee performance in Faculty of 

Economics UNSYIAH. 

1.4 Research Usefulness 

This research is expected to be useful for: 

a. To be input to the Faculty of Economics UNSYIAH in an effort to improve the 

quality of employee performance. 

b. To be authors' knowledge to design further research in improving the 

performance of employees.  
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II. LITERATURE REVIEW 

 

2.1. Human Relations 

2.1.1. Understanding Human Relations. 

 Human relations have several definitions that have been formulated by some 

experts included what has been proposed by Flippo (2009: 94) that Human Relation 

is "combining between resources (as individual or group) with the organization and 

attempting to resolve the dispute that is not inevitable". While Effendi (2002: 48) 

split human relations into two terms, namely: 

"Human relations in the broad sense are persuasive communication that a person 

does to another person face to face in all situations and walks of life that create the 

happiness and satisfaction of both parties. Human relations in the narrow sense are 

persuasive communications conducted by a person to another person face to face in 

a work situation and in the organization of the workmanship (work organization) 

with the aim of stirring excitement and activity work in a spirit of fruitful 

cooperation with happy feeling and satisfied heart". 

 Of the two definitions above, it can be taken notion that human relations are a 

series of good relations among people in order to achieve the objectives of the 

organization or company that has elements of persuasive communication, 

employment situation, and the organization workmanship. According to Effendi 

(2002; 81), the process of delivering a persuasive action here is done by one person 

to another in order to change attitudes, opinions, and its behavior with self-

awareness. While the definition of the employment situation is a situation, whether 

good or bad, that happens in the work environment in the time the work 

progresses. Therefore, it can be understood that human relations are integrating 

people into a work situation that reminds them to work together with satisfaction, 

whether the satisfaction of  economic or social psychology. While Siagian (2000: 

92) split human relations into 10 basic principles, namely: 

1. There should be synchronization between organizational goals with individual 

goals within the organization. 

2. Pleasant working atmosphere. 

3. In pleasant relation of informality of work. 

4. Human subordinate is not a machine. 

5. Develop the ability of subordinates to the maximum level. 

6. Job that’s interesting and challenging. 

7. Recognition and appreciation for the execution of tasks well (extraordinary 

performance). 

8. Sufficient fittings. 

9. The right man on the right place. 

10. Remuneration must be commensurate with services rendered. 

 To establish good cooperation among people within an organization, good 

human relations are needed in harmonious relations among employees within an 
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organization. The human factor in human relations is not intended in physical figure but 

rather the nature, character, behavior and personality, and other psychological aspects 

contained in human beings where there is a role to encourage a productive and creative 

collaboration to achieve a common goal. Therefore it requires leadership and skills 

development in the disciplines of psychology, sociology, anthropology and ethology in 

understanding and addressing human relations problem. 

2.1.2. The human factor in human relations 

 Human resource is an important element in an organization in which the quality 

of an organization is determined by the quality of its resources, which are human beings 

(people) who work in achieving the organization goals. So, many organizations say that 

"our people are our asset". The employees are one portion of human resources in the 

enterprise, agency or organization where employees are characterized by the possession 

of knowledge, skills, organizational skills, and high working motivation of the estuary 

to produce peak performance. So in practice, the human relations of the leaders should 

pay attention to and study the nature of the employee which is somewhat different from 

one another, as raised by Effendi book "Communication and Practice" (2002: 54), that 

there are two factors that determine human nature, namely; 

"Demeanor since he was born (heredity) and the environment. Inborn is his nature that’s 

later influenced by the environment in which he lives. Environment that will determine 

the properties how he will be flourished and directed. Interaction with people in the 

environment will affect the properties available to him. " 

Furthermore, Effendi (2000: 56) explains that based on psychic functions above, 

humans are divided into three groups according to the direction of his attention, namely: 

a. People whose attention directed out, called type extraverse, more concerned with 

the environment than himself alone, places more priority in public interest rather 

than their own interests. The person called extravert. People like this usually be 

open, happy, welcoming, fluent interaction and radiate warmth, so quickly get a 

lot of friends. 

b. People whose attention mainly directed into himself called the introverted type, 

and it’s called introvert. These people are more concerned with their own 

interests rather than the public interest, taciturn, selfish, meditative, happy to 

alienate himself, and cannot get along. 

c. People who are among the groups that embiverse types, and individual 

called embivert. This type of people is in greater number than 

those extrovert and introvert. 

 For humans, the employee was made up of people who are extrovert and 

introvert, therefore leaders need to know the nature of the employee so that he will be 

able to understand the properties of their employees and ultimately may make it easier 

to resolve the problems facing them. In the relationship between this man Matutina 

(2000: 46) quotes Susanto said that the things that must be considered by the 

organization are: 

a. Willingness to obtain the cooperation among employees. 

b. Allows a person to produce and higher achievement. 
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c. Allows someone working with a gain satisfaction from the work. 

Furthermore, Davis (2000: 10) suggests there are four basic assumptions relating to the 

human, namely: 

1. Individual differences 

People who have a lot in common in the world are also different 

individually. Since the time of birth, every people bring their uniqueness and 

individual experience to make people different. Because of these differences, it 

cannot be applied to certain standards in terms of employees management. 

2. People as a Whole 

Although certain organizations may wish to only use the skill or brain of a 

person, they got that person as a whole, not specific characteristics 

separately. People function as whole beings. Because in addition to being an 

employee of a particular company, they also become members in other 

organizations, and they play many roles outside the company. 
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3. Motivated Behavior. 

In case of necessity, people are not motivated by the things that we think they 

should have but by the things they want. 

4. People Value (Human Dignity) 

This confirms the concept that people need to be distinguished from other 

production factors because they are higher than all things in the universe. They 

want to be respected in accordance with the dignity as human beings. 

 As humans, employees also have the desire to be appreciated not only 

materially, but they would be happy if their works are consulted and considered by the 

leaders, and they will be able to achieve a maximum level of personal growth if 

provided in order environment that stimulates and encourages them to go forward, 

because all human beings always want to do better all the time. The employees want to 

do their best to achieve the goals of the organization because they constitute the main 

capital in an organization that needs leaders who can create good human relations in 

order to achieve the objectives in an efficient, economical, and practical way. 

2.1.3. Principal components of the Human Relations 

Key components of human relations according Handayaningrat (2002: 107) is; 

1. Individual 

An essential element in human relations is a very unique personality of each 

individual (unique personality). 

2. Group 

Individual activities can be developed in a way which will form the 

organizational group both formal and informal. The function of the individual 

and group productivity is how the influence of the individual against the 

group. An important aspect of the group is their relationship can be known by 

communication, the other aspect is the personal relationship of human society 

together in the framework of a working relationship with a certain group. 

3. Situation 

The situation is the third principal component of human relations known as the 

state of the environment and this is associated with the provision of the 

leadership of the reactor subordinates. 

2.1.4. Factors Important In Human Relations 

Kossen (2004: 8) divides the under- relation to the four types of goods that are both 

formal and informal organization, namely: 

1. The relationship between managers and workers. 

2. Relations among the workers. 

3. Relations among management personals. 
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4. The relationship between the members of the organization and society at 

large. 

Fostering good relations and harmony among all the principal types is an important 

thing in order to achieve organizational goals, so that Rusdi (2000: 75) mentions several 

important factors in human relations in an institution or an organization, namely: 

1. Importance of individual; showing interests or feelings for each 

individual, as employees, workers, and so on. 

2. Mutual acceptance; mutual understanding, accepting and understanding 

between leaders and subordinates to perform tasks and functions. 

3. High moral standard; ie attention to the high standard of morality in 

every attitude and behavior such as professionalism, leadership and 

workers. 

4. Common interest; human relationships developed in order to achieve 

common interests. 

5. Open communication; the principles of communication that are open to 

create a mutual understanding and comprehension of the instruction 

execution tasks effectively. 

6. Participation; human relationships that involve the participation of, 

opinions, ideas and suggestions for all levels contribution to achieve a 

common goal. 

While Musanef (2001: 54) explains that in human relations there should be nine factors 

/ principles that must be applied by the management are: 

1. Should strive for synchronization between organizational goals and 

individual goals within the organization. Synchronization is necessary 

because every human being has a different basis. 

2. Attractive working environment and not to treat subordinates as a 

machine. A leader must strive to be able to foster an attractive working 

environment so not to cause frustration for any subordinate led. 

3. Informality in labor relations needs to be based on the axiom that applies 

in organization theory, that the more successful group leaders foster a 

democratic organization. 

4. Develop the ability to subordinate to the maximum level possible under 

the relevant restrictions and budget scope as well as the needs of the 

organization. 

5. Avoid jobs that are routine because basically people who actually work 

is a dynamic person full of challenges that cause excitement when they 

work. 

6. Recognition and appreciation for the implementation of tasks well. 

Balance between obligations to the rights of employees is needed in the 

sense that the award should be given in a timely manner to the execution 

of a job well done. 

7. Fulfillment of their facilities and equipment in the organization's needs. 

8. The right man on the right place; placement of employees in positions 

corresponding to the knowledge and expertise. 
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9. Remuneration that’s commensurate with services rendered should be 

feasible taking into account economic factors, social, and ethical as well 

as other factors such as the job facilities, working conditions, provision 

of pensioners and so on. 

Furthermore Musanef (2001; 57) explains that in implementing the principles of human 

relations there are four points that must be considered as follows: 

1. Basically human beings are never satisfied. 

2. No two or more people who have the same motive in all respects. 

3. Everyone coming to work in an organization brings with it the properties, 

both negative and positive. 

4. Humans have basically the ratio, dignity and self-esteem so that they are 

never an equivalent tool. 

2.2. Performance 

2.2.1. Understanding Performance 

 Prawiro Sentono (2002: 120) mentions performance is the result of work that 

can be achieved by individual or group of people in an organization, in accordance with 

the responsibilities and authority of each in an effort to achieve organizational 

goals. There is a close relationship between individual performance and organizational 

performance, ie, if the employee's performance is good then there is great likelihood 

organizational performance will be good. 

 Lowyer and Porte in quotation As'ad (2000: 120) states that job performance or 

the performance of the business is a result achieved by a person under conditional size 

where work is concerned, as a degree to which employees meet / achieve the specified 

job requirements. While Dessler (200: 268) states that the work decline analysis is 

verifying the work and determining whether the decline should be corrected through 

training or through other means. While Badudu (2002: 697) in a common dictionary 

Indonesian stated that "performance is what is achieved or performance to be 

seen". And further Bastian (2001: 329) states that the performance was "a picture of the 

level of achievement of the implementation of an activity / program / wisdom in 

realizing the goals, objectives, mission, and vision of the organization as stated in the 

formulation of strategic schemes (strategic planning) of an organization. In general it 

can also be noted that the performance is a feat that can be achieved by the organization 

in particular period". 

 From the quote above it can be concluded that the performance is achievement 

acquired a company or individual on a level-where employees meet or achieve the 

specified job requirements. To get the workforce that has good performance, the 

performance appraisal is necessary, because with a good assessment system, the 

employees understand what is expected by the company. Individual assessment is a 

systematic process of reviewing and assessing leader abilities, work behavior, and 

performance of officer in a certain time period to be used as consideration for decisions 

on actions in the field of human resources. 

2.2.2 Performance Measurement 
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 Human resources department uses the information collected through 

performance assessment to evaluate the success of the recruitment, selection, 

orientation, placement, training and development, as well as other activities although 

informal assessments during the activity day after day is essential for rapid action. For 

this, Mangkuprawira (2003: 201) argues that "the approach to performance assessment 

should identify the relevant performance standards, measuring criteria, and then 

providing feedback to the employees and the Department of Human Resources".   

 If the calculation of performance standards has no relation to work, evaluation 

can lead to inaccurate or biased test results, relaxes the relationship manager with the 

employee, and minimize the same working condition opportunity. Without feedback, 

the improvement in the behavior of the human resources department is not possible and 

will not have an accurate record of the human resources information system. Thus, the 

basic decisions in drafting the job until the compensation will be disrupted. 

Human Resources Department typically design and manage corporate performance 

appraisal system. Although the Human Resources Department develop different 

approaches for managers, professionals, workers, and pain groups, uniform performance 

of each group is needed to ensure a result that can be compared. 

Some common causes that often lead to failures in the assessment of performance and 

should be avoided are mentioned by Dessler followed by Ruky (2002: 102) as follows: 

1. The absence of standards. 

Without a standard, objective assessment cannot be achieved. There is only a 

subjective assessment that relies on estimates and feelings. 

2. Standards that are not relevant and are subjective. 

Standards should be established through the process of job analysis / position to 

determine the outcome or the expected output of the job. 

3. Standards are realistic. 

Standards are targets that have the potential to stimulate motivation. Standards 

should be more reasonable and challenging potential to stimulate motivation. 

4. Improper measure of achievement. 

 Objectivity and comparison requires that the progress towards the 

achievement of standards can be measured easily and transparently. Examples of 

quantitative measurement is:  "1% failure rate for quality production, 10 sales 

orders from every 100 visits". Whereas qualitative example: "completion of the 

project on a fixed date". 

5. Assessor error. 
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 Including fault evaluator of 'partiality' (bias), the feeling of prejudice, 

"halo effect" (affected by the assessed), a tendency to be "stingy" or vice versa, 

the tendency to choose the middle value and be afraid to confront subordinates. 

6. Giving bad feedback. 

 At the beginning of the performance management process, standards 

should be communicated to employees and considered to be known and agreed 

upon. Similarly, the whole process of assessment and appraisal results should be 

communicated to them in accordance with the principles and objectives of the 

program, particularly the performance management program. 

7. Negative communications. 

 The evaluation process turned out to be disturbed by the communication 

constituted with such negative attitude of arrogance and selfishness on the part 

of the assessor and defensiveness and secrecy on the part of the assessed. 

 Appraisers should establish accurate picture of individual 

performance. Assessment is not done just for knowing bad performance. The 

results were good and acceptable to be identified so that it can be used as a basis 

for the assessment of other things. To achieve this goal, ranking system should 

be associated with the work and practice, including standards, and using 

measurable criteria. Related work means that the system evaluates critical 

behavior containing job success. If the evaluation is not linked to the job, it is 

not valid. Without validity and the degree of confidence, the system can be 

discriminated by existing laws fairly. 

To corroborate the above opinion, the following are the terms of an effective 

performance management program cited by Ruky (2002: 25), namely: 

1. Relevance. 

Things or factors measured are relevant (associated) with his work, whether 

it is output, process or input. 

2. Sensitivity. 

The system used must be sensitive enough to distinguish between employees 

who perform and do not perform. 

3. Reliability. 

The system used must be reliable as objective benchmarks, authentic, 

accurate, consistent and stable. 

4. Acceptability. 
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The system used must be understood and accepted by employees and the 

assessor and facilitate the active and constructive communication between 

the two. 

5. Practicality. 

All instruments, such as the form used, should be easy to use by both sides, 

not complicated, horrible and convoluted. 

 According to Soeprihanto (2001: 7), performance is the result of an employment 

for a certain period compared with a range of possibilities, such as standards, targets / 

goals or criteria that have been determined in advance and have been 

agreed. Furthermore, he stated again that performance appraisal is a system used to 

assess and determine whether the employee has been carrying out their respective jobs 

overall. Implementation of the work is not only seen from the results of his physical 

activity but includes various factors such as the ability of workers, discipline, labor 

relations, and special things in accordance with the fields and the level of work that he 

held. 

2.3. Framework 

 Framework scheme in the study shows human relations as an independent 

variable while performance as the dependent variable that will be analyzed using simple 

linear regression model to determine how much influence the human relations to 

employee performance at the Faculty of Economics UNSYIAH. The following 

schematic drawing of thought: 

Independent Variables Dependent Variables 

Human Relations: employee performance 

a. Good relationship          a. Results of the assessment 

b. Mutual respect.         b. The performance is satisfactory   

c. Leadership act         c. Standard with task completion   

d. Implementation of the work       d. Work to support the vision and mission   

e. Employee behavior         e. Work completed well and on time   

f. Work atmosphere          f. The performance assessment 

g. Participation in activities       g. Responsibility and authority    

h. Participation in the meeting       i. Effect to achieve the vision and mission 

 

2.4. Hypothesis 

Based on the previous research and review of literature, the hypothesis in this study are: 
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1. Ho: Human relations do not significantly influence employee 

performance  in    Faculty of Economics of UNSYIAH. 

2. Ha: Human relations have a significant effect on the performance of 

employees at  the Faculty of Economics UNSYIAH. 

III. RESEARCH METHODOLOGY 

 

3.1  Location and Research Object 

 This research was conducted at the Faculty of Economics of UNSYIAH, 

Darussalam, Banda Aceh, while the research object is associated with human relations 

and employee performance in Faculty of Economics of UNSYIAH. 

3.2 Population and Sample 

 Population is the totality of all objects or individuals that have certain 

characteristics, clear and complete aspect to be studied (materials research), while the 

portion of the population sample is taken through certain ways which also represents 

certain characteristics, clear, complete aspect that is considered to represent population 

(Iqbal, 2001: 84). 

 Sampling based on the opinions of Arikunto (2000: 125), states that if the 

number of population of less than 100 people then you should take all samples, so 

research is the study of population, and if the amount is less than the population of 100 

people, the number of samples is 10-15%. The population in this study were all 

employees at the Faculty of Economics UNSYIAH totaling 150 people, the number of 

samples to be drawn is approximately 15% (23 people) conducted by random sampling. 

3.3 Data Collection Technique 

To obtain the data in addressing problems of this study, the researchers 

conducted a questionnaire that is a series of questions, where questions 

structured include independent variables and the dependent variables of Human 

Relations, i.e. employee performance. To find out about human relations are 

good relations among employees in the achievement of objectives (vision and 

mission) of Faculty of Economics, given the question: 

a. Good relations among current employees in the workplace 

b. Mutual respect of fellow employees. 

c. The attitude of the leadership in understanding the employee. 

d. Execution of work orders from superiors / leaders. 

e. Employee behavior in the workplace. 

f. Atmosphere in the work will be more excited with mutual respect and 

 appreciation. 
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g. Participation in any activities of the Faculty. 

h. Participation in the meeting of the Faculty of Economics. 

While to know about the performance of the employee, then it’s given questions 

including: 

a. The response to the results of the assessment given by the supervisor / 

leader. 

b. Whether performance determines promotion. 

c. Does the boss employee satisfy performance requirement. 

d. Can complete the task according to the standard. 

e. Do employees support the vision and mission of Faculty of  Economics 

Unsyiah. 

f. Can employees do a job well and on time. 

g. Is the performance appraisal indispensable to find out what is expected 

by  this Faculty. 

h. Feel all the responsibility and authority influence in achieving the vision 

and  mission of the Faculty. 

3.4 Measurement of Scale Data 

Data obtained through questionnaires in the form of qualitative composed 

beforehand into quantitative form. The quantitative value composed done by 

using Likert Scale; 

a. A value of 1 for answers Strongly Disagree. 

b. A value of 2 to answer Strongly Agree 

c. Grades 3 to answer Less Agree 

d. Grades 4 to answer Agree 

e. Grades 5 to answer Strongly Agree 

3.5 Data Analysis Equipment 

Analytical equipment used is simple linear regression method. Mathematically 

the form of a simple linear regression formulation is as follows (Gujarati, 2002: 

24): 

Y = a + b X + e 

Y = Variable Performance 
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a = constant 

b = coefficient of regression 

X = Human Relations 

e = Factor Disruptors 

4. Hypothesis Testing 

To test the effect of human relations on the performance of the Faculty of 

Economics employees, research is done using two methods, namely the partial test 

using t test, with the following hypotheses: 

Ho: There is no effect of variable human relations to employee performance in 

Faculty of Economics UNSYIAH. 

Ha: There is a variable influence on the performance of the employee human 

relations in the Faculty of Economics UNSYIAH. 

To test this hypothesis the author using the t test, namely at the level of confidence of 

95% or error rate (alpha) by 0'05, which can be done by comparing the t-table with t-

test: if t count> t-table , then Ha is accepted, but if t count <t-table then Ha is 

rejected. And when the significant value of 0 - 0.05 then Ho is accepted, but if the value 

is significantly less than 0 or more than 0.05, then Ho is rejected. 

Table III Characteristics of Respondents 

No. Variables Frequency Percentage 

1. Gender: 

a. Male 

b. Female 

 

 

10 

13 

 

 

43.5 

56.5 

2. Employee status: 

a. Permanent employee 

b. Honor employees 

 

 

19 

4 

 

 

82.6 

17.4 

3. Education: 

a. SLTA 

b. Diploma 

 

 

4 

4 

 

 

17.4 

17.4 
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c. S1 

d. S2 

14 

1 

60.9 

4.3 

4. Years Of Service: 

a. <3 years 

b. 3-4 years 

c. 5-9 years 

d. 10-14 years 

e. 15-19 years 

f. 20-24 years 

g. = /> 25 years 

 

 

1 

1 

5 

3 

8 

3 

2 

 

 

4.3 

4.3 

21.7 

13.0 

34.8 

13.0 

8.7 

4. M

a 

  

Single 

Married 

2 

21 

8.7 

91.3 

 

IV. DISCUSSION 

 

4.1 Variable Analysis of Human Relations 

 The relationship among the human beings is the result of interaction between 

one person and another person, as well as the relationship between employee and 

employer in an organization. Human relations will appear with their attitude and 

communication both verbal and nonverbal in relationships and daily 

activities. Similarly, the relationship among employees at the Faculty of Economics 

is responsible for maximizing their employment effectiveness as their responsibility 

who receive monthly salary in return. Therefore, to determine the extent of 

employee relations in Faculty of Economics with fellow employees or superiors, 

then they are given some questions to the direction of the relationship that gets the 

following response: 

Table IV-1 Respondents to the Human Relations in the workplace 

No. Variables Average 

1. The relationship between employees in the workplace is currently 

running well 

3.4348 
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2. Each employee respect each other 3.6957 

3. The boss is very understanding to the employees 4.0435 

4. Each superior orders is always welcomed and well done 4.1304 

5. The average behavior of employees in the workplace is relatively good 4.2609 

6. Atmosphere in the work is more excited with mutual respect and 

appreciation 

4.2174 

7. Always participate in any activity of the Faculty of Economics 3.9130 

8. Always participate in the meeting of the Faculty of Economics 3.9565 

 The mean 3.95653 

 

Based on the table V-1 above it can be seen that the most employees feel that 

employee behavior in the workplace are relatively good obtaining the value of 4.2609, 

then the next ranking is still good in the more excited work atmosphere with mutual 

respect and appreciation, that gain value of 4.2174, and followed by “any superior order 

is always welcomed and well done by employees”, with a value of 4.1304. “The boss is 

very understanding to the employees” gains value of 4.0435.  “Participation in the 

meeting of the Faculty of Economics” obtains the value of 3.9565, while the variable 

"Always participate in any activities of the Faculty of Economics" gets the value of 

3.9130. While the two lowest-ranked in the value of the variable that is recognized by 

respondents is "Each employee respects one another", gains the value of 3.6957, and 

"The relationship among employees in the workplace is currently running well" with 

3.4348 points. Average value for human relations which is responded by the respondent 

is 3.95653, which means that the relationship among humans (human relations ) among 

the employees of the Faculty of Economics UNSYIAH is good. 

4.2. Analysis of Performance Variables. 

 To determine the performance of the employees of the Faculty of Economics 

UNSYIAH, an understanding of the role of leadership is needed, in this regard the Dean 

in interacting with subordinates both formal and informal. Dean’s insight and 

understanding of the employees in their daily activities is necessary so that the work can 

be achieved with the maximum result given the employees as human beings have needs 

and problems that differ from one another both in the form of physical or 

psychological. Dean's expertise in managing employees will affect the good relations 

among employees, which in turn also affect the performance of the employees. 

To find out how respondents on the performance of employee at the Faculty of 

Economic Syiah Kuala University, GITEC following Table V-2 is the result of exposure 

to the respondents' answers. 

Table IV-2 Respondents To Performance Relation 
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No. Variables Average 

value 

1. Performance assessment of superiors satisfaction 3.3478 

2. Your performance determines promotions 3.5652 

3. Your performance satisfies boss 4.0000 

4. You complete a task according to the standard 4.2609 

5. You work to support the achievement of the vision and mission of the 

Faculty 

4.2609 

6. Able to complete the task on time 4.3913 

7. System Performance Assessment is required for knowing the expectations 

of the Faculty 

4.1739 

8. The whole responsibility and authority influential in achieving the mission 

of the Faculty 

4.1739 

 The mean 4.02174 

 

 Listening to the table above it can be seen that the employees (respondents) 

provides the highest-value response to the statement that  "to complete the task on 

time", accompanied by a second positive answer ranked second is the statement "You 

work to support the achievement of the vision and mission of the Faculty", and "you r 

complete a task according to the standard" that each gets the value of 4.2609. Ranked 

third while there are also two variables which get the same value that is worth 4.1739, 

which is still positive for the variable "All the responsibility and authority of the 

influential in achieving the mission of the Faculty" and variable "System Performance 

Assessment is required for knowing the expectations of the Faculty". Meanwhile to the 

statement "your performance satisfying the boss" of the respondents respond with a 

value of 4.0000, and for the statement "your performance determines promotion" gets 

the average value of 3.5652 and last for the statement "Performance assessment of 

superiors satisfaction" got an average rating of 3.3478. The value of the latter of two 

variables can be understood that the employees are less satisfied with what is applicable. 

4.3 Influence on Employee Performance Human Relations at Faculty Economics 

UNSYIAH 

 To determine the influence of human relations to employee performance at 

Faculty of Economics UNSYIAH, then Simple Linear Regression calculation is carried 

that produces the following output: 

Table IV-3 Summary of Analysis Results by Simple Linear Regression. 
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Variables 

Research 

Label Regression 

coefficient 

t-Count Significant 

a Constants 2,047 0802 0,000 

X Human Relations 0952 11 899 0,000 

R squared: 0, 871 

R correlation: 0, 933 

Calculate F: 141 575 

Significant: 0,000 

 

 Look at the output of the linear regression analysis above, it was found that the 

estimated final equation is Y = 2047 + 0952 X, which means when 2047 as 

variable human relations held constant, the level of employee performance at Faculty 

Economics UNSYIAH amounted to 2.047%. If the variable X (Human Relations) 

unchanged at one percent, it will affect the performance of employees increased by 0. 

952 percent, assuming other variables beside human relation affecting human relations 

are considered permanent. 

 Meanwhile, the correlation coefficient (R) which is 0, 933 or 93,3% indicated 

that human relations are very closely related to the performance of the employees of the 

Faculty of Economics UNSYIAH ie 93.3%. Furthermore, the coefficient determinant or 

R squared worth 0.871 (87.1%), which means that human relations can influence the 

performance of employees at the Faculty of Economics UNSYIAH by 87.1%, and only 

18.9% as the rest which is another factor that can affect employee performance. The 

numbers are so great for human relations employee of the Faculty of Economics, this 

could have happened by several factors such as variables that are presented to 

respondents only limited to variable of human relations, or it could also be caused by a 

big difference between other business organizations with the organization / educational 

institutions, which requires other studies. 

4.4. Proof of Hypothesis 

 To test the hypothesis, this study used the t test at 95% confidence level or 

degree of guilt ( a ) 0:05. The t test is done to see the influence of explanatory variables 

on the dependent variable. The results were obtained by value t - count for the variable 

human relations at 11.899 bigger than t table which is 2.0687, with a significance value 

of 0.00, below the tolerance value of 0.05. It can be concluded that human 

relations have partial influence on employee performance at Faculty of Economics 

UNSYIAH. 

 

V. CONCLUSIONS AND SUGGESTIONS 

 

5.1 Conclusions 
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  From the discussion in the previous chapter, then some conclusions can be 

drawn: 

1. Respondent to Human Relations at the Faculty of Economics UNSYIAH has an 

average value of 3.95, which means that the respondents agree that the Human 

Relations at the Faculty of Economics UNSYIAH have been implemented well 

in carrying out their daily work. 

2. Respondents to the performance of the employees of the Faculty of Economics 

UNSYIAH has an average value of 4:02, which means that the employee agrees 

with the performance at the Faculty of Economics UNSYIAH, and they have 

also done a good job. 

3. Human relations influence the employee performance at Faculty of Economics 

UNSYIAH strongly. 

4. The relationship between human relations with employee performance at 

Faculty of Economics UNSYIAH is very strong. 

5. Human relations have a significant effect on the performance of the employees 

at Faculty of Economics UNSYIAH, as partial test results. 

5.2 Suggestions 

Here are suggestions that can be submitted after obtaining the results of research: 

1. Employees’ human relations at Faculty of Economics of UNSYIAH, should be 

kept well maintained and improved continuously so that the employee's 

performance keeps increasing. 

2. Leader of Faculty of Economics need to continue to hold events that can 

strengthen and continue to improve human relations among employees Faculty 

of Economics, Syiah Kuala University.  
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ABSTRACT 

 

The employee turnover rate in hotels lately was quite high, which could be observed 

through the numbers of employee entering and leaving certain hotels since 2010 until 

2014. Turnover was commonly initiated by the rise of employee’s intention to quit from 

the job, in which related to job satisfaction and organizational commitment. The 

research was aimed at identifying the role of organizational commitment in relationship 

between job satisfaction and intention to quit. Survey design was applied to gather data 

and information from various respondents. The population of this research was entire 

employees of Nusa Dua Beach Hotel & Spa, one of many five star classified hotels 

located in Bali. Proportionate stratified sampling was determined as sampling method 

and research hypothesis was tested by Partial Least Square (PLS) method. The findings 

of this research were: 1) job satisfaction had significant positive impact on 

organizational commitment; 2) organizational commitment had significant positive 

impact on intention to quit, 3) job satisfaction had no significant impact on intention to 

quit, and 4) job satisfaction and intention to quit were fully mediated by the presence of 

organizational commitment. These findings indicated that job dissatisfaction perceived 

by employee had no direct impact on increasing their intention to quit, however it 

implied to degradation of their organizational commitment before they eventually made 

decision to quit at some point. Thus, hotel management is expected to be able to 

carefully formulate various programs and policies to reduce employee’s intention to 

quit by considering the efforts to enhance job satisfaction and organizational 

commitment. 

 

Keywords:  Job Satisfaction, Organizational Commitment, and Intention to Quit 
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INTRODUCTION 

The rapid development of hotels in Bali raises a fierce competition among them to deliver best 

service to customers. Various efforts have been done to showcase the competitiveness of certain 

hotels, such as developing varieties of the product or elevating the quality and capacity of 

resources. Hotel industry must be able to achieve its goals (growth, profit, ability to survive, 

good image, customer satisfaction and loyalty) through maximum utilization of diverse 

resources. Simamora (2004) stated that one of the factors which showed potential competitive 

advantage is human capital and how it is managed.  

 

Employee turnover has been the strategic issue in this top level competition. At most of the case, 

high turnover rate indicates a problem within an organization. Turnover includes employee 

resignation, early retirement, termination, mutation to other units, and mortality. Employee 

turnover, especially those who decide to quit from the organization will create imbalance in 

system. There are many things related to turnover, but job satisfaction, organizational 

commitment, and intention to quit are the most significant contributors to employee turnover 

(Elangovan, 2001). 

 

Turnover is initiated by the emergence of employee’s initiative to leave the organization. Gentry 

et al. (1988) quoted that employee’s intention to quit from organization represented the actual 

turnover. Furthermore, the antecedents of intention to quit are role ambiguity, role conflict, 

conflict between job and family, job satisfaction, and organizational commitment. Pack et al. 

(2007) argued that job satisfaction and management support are also the significant predictors of 

employee’s intention to quit. 

 

Decision to quit from and leave the organization is a consequence from the low level of 

organizational commitment. Result of the research which was conducted by Foon et al. (2010) 

showed negative relationship between organizational commitment and intention to quit. 

Increasing organization commitment is most likely the fundamental aspect within an 

organization. By developing organizational commitment, employee turnover rate can be 

decreased ((DeConinck dan Bachmann, 1994). Another cause of employee’s intention to quit is 

the lack of job satisfaction (Foon et al. 2010). Based on Cambridge Dictionary, job satisfaction 

is the feeling of pleasure and achievement that is experienced in certain job. Job dissatisfaction 

from employee implies to the rise of work absenteeism, turnover, work enthusiasm, complaints, 

and other personnel vital issues (Martoyo, 2007). 

 

The research done by Foon et al. (2010) and Luthans (2006) indicated negative relationship 

between job satisfaction and intention to quit. Moreover, it is also revealed that job satisfaction 

is one of the predictors of intention to quit (Yang et al., 2009). Koh and Boo (2004) found 

significant positive relationship between job satisfaction and organizational commitment. 

Azeem (2010) stated that supervision, salary, job satisfaction, age, and job tenure are significant 

predictors of organizational commitment. 

 

Organizational commitment can mediate relationship between job satisfaction and intention to 

quit (Clugston, 2000). By using Structural Equation Modeling (SEM) analysis technique to 

estimate the mediation effect of affective commitment, continuance commitment, and normative 

commitment on the relationship between job satisfaction and intention to quit, finding of the 

research revealed partial mediation between those variables. Another research suggested that 

only affective commitment mediated relationship between job satisfaction and intention to quit 

(Netemeyer et al. 1995). However, these findings are contrary with the study developed by 

http://dictionary.cambridge.org/dictionary/british/feeling
http://dictionary.cambridge.org/dictionary/british/pleasure
http://dictionary.cambridge.org/dictionary/british/achievement
http://dictionary.cambridge.org/dictionary/british/experience
http://dictionary.cambridge.org/dictionary/british/your
http://dictionary.cambridge.org/dictionary/british/job
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Allen and Meyer (1991; three dimensions of organizational commitment are fully mediating the 

relationship between those two variables.   

 

Some researchers have analyzed relationship between job satisfaction and organization 

commitment with intention to quit (Foon et al. 2010). The rise of employee turnover rate is a 

crucial problem to be solved immediately. High turnover rate is potential contributor in creating 

the critical work load within organization because additional cost has to be made in order to 

recruit, hire, and train the employees (Sulu et al. 2010) 

 

CONCEPTUAL FRAMEWORK AND HYPOTHESIS 

Employee turnover is originally initiated by the emergence of employee’s initiative to leave 

organization. Intention to quit is one action performed by employee in consciousness to leave 

the organization, either by thinking to leave organization or showing the intention to search 

other jobs (George dan Alex, 2011). Intention to quit is the most significant predictor in 

employee turnover pattern, especially voluntary turnover (Pack, 2007). Further in the study 

mentioned that intention to quit is often triggered by the lack of job satisfaction and 

organizational commitment. 

 

One thing that can bring impact to intention to quit is job satisfaction level. (Martoyo, 2007). 

There is correlation between job satisfaction and intention to quit. Yang et al. (2009) stated that 

job satisfaction has negative impact on intention to quit. Intention to quit is related to 

organizational commitment, which is a certain degree of employee’s loyalty toward 

organization, accepting and internalizing the goals and values within organization, and involving 

themselves in every organization activities (Lambert et al. 2007).  There are three dimensions of 

organizational commitment, such as affective commitment, continuance commitment, and 

normative commitment (Allen dan Meyer, 1993). Moreover, organizational commitment is 

significant predictor of employee’s intention to quit which can be seen as the effective solution 

to overcome employee turnover (Sulu et al. 2010). The research conducted by Jaramillo et al. 

(2005) found out significant negative relationship between organizational commitment and 

intention to quit. Organizational commitment can also mediate the relationship between job 

satisfaction and intention to quit partially (Clugston, 2000).  

 

Based on previous description, the conceptual framework of this research is shown below: 

FIGURE 1: THE CONCEPTUAL FRAMEWORK 

 

 

 

 

 

 

                   

 

 

 

 

TABLE 1: INDICATORS OF VARIABLES 

Indicator Variable Indicator Variable 

 

X1.1 Control X2.1 Affective commitment 

X1.2 Job itself X2.2 Continuance commitment 

Job 

Satisfaction 

Intention 

to Quit 

Org. 

Commit

ment 

Y1.1 

Y1.2 

Y1.3 

Y1.4 

X1.1 

X1.2 

X1.3 

X1.4 

X1.5 

X2.1 X2.2 X2.3 
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X1.3 Job condition X2.3 Normative commitment 

X1.4 Promotion Y1.1 Tendency to leave organization 

X1.5 Salary Y1.2 Possibility to seek alternative job 

  Y1.3 Possibility to leave organization 

  Y1.4 Presence of better job opportunity 

 

 

THE RELATIONSHIP OF JOB SATISFACTION AND ORGANIZATIONAL 

COMMITMENT 

 

Locke in Yuli (2005) revealed that someone’s job satisfaction depends on the discrepancy 

between value, need, and expectation which should be received compared to their job perception 

or what they have achieved. Thus a person will be satisfied if there is no discrepancy between 

what is desired by the perception of reality, since the desired minimum limit has been reached. 

An employee who is satisfied, likely would choose to stay in an organization because there has 

been a meeting point between their desire with what is given by the organization. This will have 

implications on an increased sense of psychological attachment to the organization's employees 

in line with their commitment to the organization. 

 

Many previous studies conducted to examine the relationship between job satisfaction and 

organizational commitment. Research conducted by the McNeese-Smith (1996) suggested that 

there was a positive relationship between job satisfaction and organizational commitment. These 

results are consistent with further research which revealed that there was a strong and significant 

correlation between job satisfaction and organizational commitment (Ghiselli et al., 2001; Koh 

and Boo, 2004; Su-Chao and Ming-Shing, 2006; Azeem, 2010; Aydogdu and Asikgil, 2011). 

 

Based on several studies that have been disclosed previously, the research hypothesis can be 

formulated as follows: 

H1 : Job satisfaction has significant positive effect to organizational commitment 

 

 

THE RELATIONSHIP OF ORGANIZATIONAL COMMITMENT AND INTENTION 

TO QUIT 

 

Organizational commitment is a strong feeling of someone to the organization's goals and values 

in relation to their role towards the efforts to achieve the objectives and values of the 

organization (Durkin, 1999). Furthermore, Zurnali (2010) defined organizational commitment as 

a psychological state that characterized employee relationship with the organization or the 

implications that affected whether the employee would remain in the organization or not. When 

the organizational commitment of employees is at a quite high level, it will be able to suppress 

their desire to leave the organization, and vice versa. Thus, it can be concluded that the low level 

of organizational commitment will give contribution on the intention to quit. 

 

The findings of previous researched found out that organizational commitment had significant 

negative effect to the employee’s intention to quit (Mayes and Ganster, 1988; McNeilly and 

Russ, 1992; Lum et al., 1998; Sims and Kroeck, 1994; Deconinck and Bachmann, 1994; 

Elangovan, 2001; Firth et al., 2004; Jaramillo et al., 2005; Kidd and Green, 2006; Foon et al., 

2010; Sulu et al., 2010). Furthermore, it was stated that organizational commitment affected 

employee’s turnover intention, both internal and external (Chou-Kang et al., 2005). However, 
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the study conducted by Lacity et al. (2008) revealed opposite result; organizational commitment 

has no significant correlation to the intention to quit. 

 

Based on several studies that have been disclosed previously, the research hypothesis can be 

formulated as follows: 

H2: organizational commitment has significant negative effect to the intention to quit 

 

 

THE RELATIONSHIP OF JOB SATISFACTION AND INTENTION TO QUIT 

 

Job satisfaction is an emotional state in which the employee happens or does not happen having 

the intersection between the actual remuneration given by organization with remuneration levels 

of the desired value of the employee (Martoyo, 2007). When satisfaction occurs, it is generally 

reflected in the feelings of employees towards their work, which is often manifested in the 

positive attitude of employees towards work and everything that is faced by or assigned to them 

in the workplace. Instead, the work will lead to dissatisfaction in aggressive behavior, or 

otherwise indicate withdrawal from contact with the social environment, for leaving the 

organization (turnover), play truant, and other negative behaviors that tend to create space from 

the activity of the organization (Sutrisno, 2009). Furthermore, it is revealed that job satisfaction 

will give implication to several things, such as increasing absenteeism, declining morale, the 

incidence of complaints, as well as the employee turnover that is characterized by the 

appearance of their intention to quit from the organization. 

 

Job satisfaction is one of the predictors of the intention to quit (Firth et al., 2004; Pack et al., 

2007). Some theories and researches that have been done previously found negative relationship 

between job satisfaction and intention to quit (Sims and Kroeck, 1994; Moncrief et al., 1997; 

Poon, 2003; Robbins and Judge, 2009; Foon et al., 2010; Paille , 2011). The findings from 

research conducted by Mayes and Ganster (1988), Malik et al. (2010), and Scott et al. (2006) 

were consistent with the results of previous researches which stated that there was a significant 

correlation between job satisfaction and intention to quit. To reduce the high rate of turnover in 

the organization, the necessary supervision of the factors forming the satisfaction, both intrinsic 

and extrinsic is crucially needed (Firth et al., 2004). However, a study of Elangovan (2001) 

contradicts previous research which revealed that job satisfaction has only an indirect 

relationship with the intention to quit through organizational commitment. Further said that job 

satisfaction had positive direct correlation with organizational commitment. 

 

Based on several studies that have been disclosed previously, the research hypothesis can be 

formulated as follows: 

H3: Job satisfaction has significant negative effect to the intention to quit 

 

 

THE RELATIONSHIP OF JOB SATISFACTION AND INTENTION TO QUIT 

THROUGH ORGANIZATIONAL COMMITMENT AS MEDIATING VARIABLE 

 

Job satisfaction is a meeting point between the expected value of the remuneration of employees 

with the actual value of fringe benefits provided by the organization. When job satisfaction is 

achieved it will increase employee’s engagement with the organization and suppress the desire 

to leave the organization. Organizational commitment, reflected through three dimensions, i.e. 

affective commitment (love the organization), continuous commitment (needs to survive in the 

organization), and normative commitment (having to remain in the organization because of 
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particular value), would increase if job satisfaction is achieved, which will affect their intentions 

to quit. Thus, it can be said that the organizational commitment acts as a mediator between the 

relationship of job satisfaction and the intention to quit. 

 

Several studies have been conducted to estimate the mediating role of organizational 

commitment on job satisfaction relationship with the intention to quit. The result of Clugston’s 

research (2000) suggested that organizational commitment partially mediated the relationship 

between job satisfaction and intention to quit. This result was consistent with previous studies 

which stated that only affective commitment that mediated the relationship between job 

satisfaction and intentions to quit (Wunder et al. 1982; Schaubroeck et al. 1989; Netemeyer et al. 

1995). However, a study conducted by Allen and Meyer (1991) found out that the three-

dimensional organizational commitment had a full mediating role in the relationship between 

job satisfaction and intention to quit. 

 

Based on several studies that have been disclosed previously, the research hypothesis can be 

formulated as follows: 

H4: organizational commitment mediates the effect of job satisfaction on intention to quit 

 

RESEARCH METHODOLOGY 

 

This research is conducted at the Nusa Dua Beach Hotel & Spa Bali which is one among the 

five-star hotel in Nusa Dua tourist area. Data collection methods used in this study are 

questionnaires and interviews. The population of this research is all permanent and contract 

employees with the total number of 591 employees. The sampling technique used in this study is 

proportionate stratified sampling, which is selecting respondents proportionally if the condition 

of population is heterogeneous and stratified (Sumarni and Wahyuni, 2006). Sample of 

population in this research is determined by using Slovin method in Husein Umar (2000) with 

10%, tolerable error rate. Before the data is collected, data quality test is conducted (reliability 

test and validity test), then the data that has been valid and reliable is analyzed by descriptive 

analysis and Partial Least Square analysis using smart PLS. Subsequently, in order to test the 

mediating effect, model analysis developed by Baron and Kenny (1986) is applied, which is 

causal step method. In implementing test using the causal steps, researchers must estimate the 

following three regressions equation (Baron and Kenny, 1986): 

1. Single regression equation of mediating variable (M) on independent variable (X): M 

= i1 + aX + e1   ……………………….(Equation 1) 

2. Single regression equation of dependent variable (Y) on independent variable (X): Y 

= i2 + cX + e2   ……….…….…………(Equation 2) 

3. Multiple regression equation of dependent variable (Y) on both independent variables 

(X) and mediating variable (M):  

Y = i3 + c' X + bM + e3  .………………………(Equation 3) 

 

In order to examine the mediation effects between variables, this study adopts the method 

suggested by Hair er al (2010). This method is applied in four critical steps, such as:  

a. Testing the effect of independent variable on dependent variable in the model by 

involving the mediating variable (effect A). 

b. Testing the effect of independent variable on dependent variable in the model without 

involving the mediating variable (effect B). 

c. Testing the effect of independent variable on mediating variable in the model (effect 

C). 

d. Testing the effect of mediating variable on dependent variable in the model (effect D). 
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Based on the test result of those four effects (effect A, B, C,D), next stage is to prove the 

intervention of mediating variable referring to certain criteria:  

1) If effect A and C are significant, but effect A is not, then the full mediation is proven. 

2) If effect C, D, and A are significant, then the partial mediation is proven.  

3) If effect C, D, and A are significant, but path coefficient (standardize) of effect A is 

relatively same with effect B, then mediation is not proven in the model.  

4) If one of effect C or D is not significant, then mediation in the model is not proven.  

 

 

RESULTS AND FINDINGS 

 

Goodness of Fit Evaluation – Outer Model (Measurement Model)  

To evaluate the goodness of fit of the outer model (measurement model), three things that 

should be points of attention are the value of convergent validity, discriminant validity, and 

composite reliability.  

Calculation of convergent validity aims to find instruments items which can be used as an 

indicator of all latent variables. The convergent validity shows that the correlation between 

reflective indicator score and loading factor for latent variable between 0,887 – 0,981 (>0,5). 

So it can be concluded that these measurements meet the requirements of convergent validity. 

 

In addition to test the convergent validity, the discriminant validity is also tested. The test 

method is done by comparing the value of the square root of average variance extracted 

(AVE) of the constructs with the correlation between one construct to the other in the model. 

If the value of the initial measurement of both methods is better than the value of other 

constructs in the model, it can be concluded that the construct has good validity discriminant 

value, or otherwise. Discriminant validity shows that the value of square root of Average 

Variance Extracted (AVE) for every construct, with correlation between construct within the 

model with the value between 0,846 – 0,953 (>0,5). Thus, the conclusion is that these 

measurements meet the requirements of discriminant validity. 

 

After testing the validity of the convergent validity and discriminant validity, the last step in 

evaluating the goodness of fit of the outer model is reliability testing of the composite 

reliability and croanbach's alpha. Composite reliability testing aims to test the reliability of 

the instrument in a research model specifically for the reflexive indicator. Based on the 

results of the study can be described that the composite reliability test results indicate 

satisfactory values, where the value is between 0,957 – 0,985 (>0,7).It means that all 

indicators have indeed measured each construct respectively. In addition to composite 

reliability, another thing which is considered in the reliability test is croanbach's alpha value. 

Test results showed that all latent variables have croanbach's alpha coefficient above 0.7. So 

it can be concluded that this measurement meets reliability requirements. Therefore, the result 

of validity and reliability analysis show that all of contsructs are deemed valid and reliable.  

 

Goodness of Fit Evaluation - Inner Model (Structural Model)  

Goodness of fit testing on inner model (structural model) is using predictive-relevance value 

(Q2), which can be calculated from the value of R
2
 of each endogenous variable. The R

2 

values of each endogenous variable are shown in Table. 2: 

 

TABLE 2: ENDOGENOUS VARIABLES R
2
 VALUE 
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Endogenous Variables R
2
 

Organizational Commitment (X2) 0.389 

Intention to Quit (Y) 0.525 

 

The value of predictive-relevance is calculated with the following formula: 

Q
2
 = 1 – ( 1 – R1

2
) ( 1 – R2

2 
)  

Q
2
 = 1 – (1 – 0.389) (1 – 0,525) = 0.7098 

 

The calculation result shows the predictive-relevance value is 0.7098 (> 0). This means that 

70.98% of the variation in the variable of intention to quit as a dependent variable is 

explained by the variables used in this model (job satisfaction and organizational 

commitment). The rest 29.02% is explained by other factors outside the model. Thus, the 

model is considered feasible to have relevant predictive value. 

 

In addition to the value of R-Square, another thing to consider is the loading factor value. 

Loading factor value (outer loading) shows the weight of each indicator as a measure of each 

variable. The largest loading factor indicates that the indicator is said to be the most dominant 

variable gauge, and vice versa. The result of empirical analysis using the Partial Least Square 

(PLS) indicates that the loading factor value on variable dimension of job satisfaction is 

significantly forming the variables of job satisfaction itself. From the value, job dimension is 

identified as the dominant dimension in contributing job satisfaction variable with loading 

factor of 0.969. Based on the loading factor value, it can be explained that organizational 

commitment variable is shaped significantly by the three dimensions of organizational 

commitment. The dominant dimension which forming the organizational commitment is 

normative commitment dimension with loading factor of 0,981. Analysis result also shows 

that four dimensions of intension to quit have contribution on the variable of intention to quit, 

whereas the most dominant dimension is the dimension of the possibility of finding another 

job with aloading factor of 0.937. 

 

 

Hypothesis Testing 

The result of hypothesis testing by using Partial Least Square (PLS) shows the four 

hypotheses (hypothesis 1 to 4) are stated significant. Hypothesis testing is conducted by using 

t-test on every effect path between independent and dependent variables. These results are 

shown in Table 3. 

 

TABLE 3 : HYPOTHESIS TESTING 

 

 

original sample 

estimate 

mean of 

subsamples 

Standard 

deviation 

T-

Statistic 

Job sat -> Commitment O 0.632 0.650 0.138 4.565 

Job sat -> Intention T -0.361 -0.369 0.194 1.860 

Commitment O -> 

Intention T 
-0.437 -0.434 0.192 2.270 
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The analysis using SmartPLS is shown in Figure. 2: 

 

FIGURE 2 : PARTIAL LEAST SQUARE (PLS) ANALYSIS 

 

 

H1: Job satisfaction has significant positive effect to organizational commitment  

Hypothesis testing with PLS approach shows the path coefficients value on direct effect 

between job satisfaction and organizational commitment is 0.632 with t-statistics of 4.565. 

From these results, it can be seen that the t-statistic is greater than 1.960 (t table), so it was 

concluded that the first hypothesis is accepted. This means the higher the job satisfaction of 

employees, the higher perceived organizational commitment they have, vice versa. These 

results also confirm previous study which argued that there was a positive relationship 

between job satisfaction and organizational commitment. The more employees are satisfied, 

the higher their organizational commitment. These results are consistent with other researches 

that reveal that there is a strong significant correlation between job satisfaction and 

organizational commitment (Koh and Boo, 2004; Azeem, 2010; Aydogdu and Asikgil, 2011). 

 

H2: Organization commitment has significant negative effect to intention to quit  

Hypothesis testing with PLS approach shows the path coefficients value on direct effect 

between organizational commitment and intention to quit is 0.437 with t-statistics of 2.270. 

From these results, it can be seen that the t-statistic is greater than 1.960 (t-table), so it was 

concluded that the second hypothesis is accepted. This means the higher the organizational 

commitment possessed by employees, the lower their intention to leave the organization, vice 

versa. Results of this analysis are consistent with results of previous studies, such as research 

conducted by the Deconinck and Bachmann (1994), Elangovan (2001), Foon et al. (2010), as 

well as Sulu et al. (2010). The study suggested that organizational commitment had 

significant negative effect to the intention to quit of the organization. Furthermore it is stated 

that the organizational commitment affects turnover intention of employees, both internal and 

external (Chou-Kang et al. 2005). 
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H3: Job satisfaction has significant negative effect to intention to quit  

Hypothesis testing with PLS approach shows the path coefficients value on direct effect 

between job satisfaction and intention to quit is 0.361 with t-statistics of 1.860. From these 

results, it can be seen that the t-statistic is smaller than 1.960 (t-table), so it was concluded 

that the hypothesis 3 is rejected. That is, job satisfaction felt by employees has no significant 

effect on their intention to quit from the organization. This result is not confirming the 

previous study conducted by Malik et al. (2010) and Scott et al. (2006) which suggested the 

significance in the relationship of job satisfaction and intention to quit. However, it is 

consistent with the research finding by Elangovan (2001); it is stated that job satisfaction had 

indirect relationship with intention to quit through organizational commitment. This is also 

strengthened by the testing result of hypothesis 4.  

 

H4: Organizational commitment mediates the effect of job satisfaction on the intention 

to quit 

Mediation hypothesis testing with PLS approach refers to rules of thumb suggested by Hair et 

al. (2010). From the test results can be seen that the variable of job satisfaction on the 

intention to quit has t-statistic value which is smaller than 1.96 (proved in hypothesis 3 

testing), so that effect A is not significant. The effect of job satisfaction and organizational 

commitment variables show the t-statistic value is more than 1.96 (proved in hypothesis 1 

testing), so that effect C is significant. Furthermore, variable of organizational commitment 

and intention to quit have t-statistics value above 1.96 also (proved in testing of hypothesis 

2), so that effect D is also significant. If effect C and D are significant but effect A is not, 

then there is a full mediation proved in the model. In this case the organizational commitment 

fully mediates the relationship of job satisfaction and intention to quit. This can be explained 

that when employees feel job dissatisfaction, it will affect on the decrease of organizational 

commitment before they eventually decide to leave the organization. This result is also 

confirming the research finding by Clugston (2000) which suggested that organizational 

commitment is partially mediating the relationship of job satisfaction and intention to quit. 

This finding is consistent with previous studies (Schaubroeck et al. 1989; Netemeyer et al. 

1995). 

 

   

CONCLUSION  

 

From these results, it can be seen that the variables of organizational commitment are 

significantly affecting in suppressing or reducing the employee’s intention to quit. Job 

satisfaction variables are not significantly affecting the intention to quit. When employees 

feel job dissatisfaction, it will reduce organizational commitment before eventually decide to 

leave the organization. Thus the results of this study indicate that these variables need to be 

considered by policy-makers and decision-makers in hotel industry, which includes efforts to 

improve job satisfaction and organizational commitment to maintain the intention to quit in 

low intensity. 

Hotel Management can perform various efforts and policies to suppress or reduce the 

intention to quit of employees. Attempts to suppress the intention to quit of the employees 

can be done through increasing the employee’s job satisfaction which has five dimensions, 

such as the work itself, the system of compensation (salaries), career promotion systems, 

supervision systems, as well as a conducive working condition. Of the five dimensions, it is 

known that satisfaction on the work itself is the most dominant dimension of job satisfaction 

in suppressing the intention to quit, which includes job varieties and control over the work 
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procedure and methods. One dimension which is least affected the intention to quit is 

satisfaction on career promotion system. In the era of modern management, one of the things 

that can increase employee loyalty in the organization is good system of career promotion. 

Employees who have the competence and good qualification are supposed to be appreciated 

through promotion.  

The intention to quit of employees can also be reduced by improving organizational 

commitment that has three dimensions namely affective commitment, continuance 

commitment, and normative commitment. Of the three dimensions can be seen that the 

normative commitment is an indicator which has the most dominant influence on intention to 

quit. One dimension which is least affected the intention to quit is continuance commitment. 

This disengagement may arise because the lack of positive benefits they can get while 

working at this hotel, either financial or non-financial benefits.  
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ABSTRACT 

The School of Business of the University of Applied Sciences and Arts Northwestern Switzerland 

(FHNW) is - given the level of internationalization - leading amongst their fellow institutions in 

Switzerland. The internationalization of Business Education is a key element in mission and strategy. 

From summer schools and short term programs to dual degree and doctoral studies the FHNW is 

offering students and lecturers from Switzerland and abroad a wide range of opportunities to "learn 

by comparing". Cooperations with ASEAN countries and universities are core: About 1'000 students 

have yet graduated from programs in Vietnam, similar projects are currently discussed with partners 

in Indonesia. As in the management of every project, structure (i.e. curricula, lecturers, target group, 

audience and financials), process (i.e. enrollment, examination and graduation) and management 

(i.e. local representatives, compensation of in- and outbound lecturers, travel expenses) are key for 

the success of these programs. Additionally the Swiss perspective has to be considered: Thus a small 

country, it is home to leading global companies (as Nestlé, Novartis or ABB) and is equalized with the 

financial industry (for the good and the bad). Located in the heart of Europe, Switzerland is not part 

of the European Union (EU). Towards ASEAN countries, this situation bears chances but also pitfalls. 

 

Keywords: Business Education, Economics, Education, Teaching, Teaching of 
  Economics, Degree Program 
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1. Introduction 

During the last centuries, Switzerland evolved from an alliance of rural formed cantons into a highly 

industrialized and service oriented confederation. The number of employed in the tertiary sector 

almost doubled over the last 50 years: In 2014 75% of all employees in Switzerland work in service 

industries (1960: 39%), 22% in production, manufacturing and trade (1960: 47%) and only 3% in 

agriculture (1960: 14%) (BFS 2015b, G 3.1). Thus job profiles and job descriptions were changing and 

- consequently - the educational and training system had to respond to this development. As to our 

knowledge, Switzerland is the only country, with a constitutional obligation of the state, to promote 

and govern the continuing education (Art. 64a BV). Hence, a separate federal law on continuing 

education provides detailed regulations and procedures (Bundesgesetz über die Weiterbildung, 

WeBiG). Today Switzerland is in a leading position when it comes to continuing education and 

lifelong learning (WEF 2015, p. 9). 

Compared to the educational systems in other countries, the Swiss system is highly stratified and 

qualifying (Weber/Tremel 2008, p. 11). Individuals are early graded, selected and assigned to defined 

educational paths. Along these paths, individuals are trained to a specific job. This early 

determination is hard to alter. To do so, further education is key: Certificates and Diplomas are 

signalizing that the holder is employable on a higher level or in another context. Accordingly, 

Switzerland is one of the leading countries when it comes to lifelong learning (WEF 2015, p. 15).  

The Universities of Applied Sciences (UAS) play an important role in the Swiss economic and 

educational system. First, they are an intermediary between the vocational training and the 

academic education. Second, they offer executive education with more and more graduates 

returning to their alma mater to take part in their programs. The UAS take in account the ongoing 

globalization by internationalizing their programs. 

Switzerland takes on a special position: geographically in the heart of Europe, it is not part of the 

European Union (EU) but entangled with their countries. Immigration of highly qualified employees 

and the solid Swiss Franken are among the reasons for constant wealth and prosperity. Recently this 

benefit is also seen as a burden: The Swiss Franken is said to be overrated and hampers the export. 

In a plebiscite the people of Switzerland have decided to limit the immigration. These recent 

developments have an impact on the market of further education, especially the international off 

shore programs. 

In the following we discuss aspects of managing executive education in Vietnam from a Swiss 

perspective. 

  

2. Executive Education in Switzerland 

2.1.  Economy, corporate structure and demography as driver  

Switzerland has become a highly developed country, driven by the financial and pharmaceutical 

sector. The Swiss Economy is strongly segmented, given the number and the size of the entities: 



 

462 

 

From the 557'829 companies, only 1'256 have more than 250 employees. 514'736 companies have 

less than 10 employees (BFS 2014a). About 60% of the entities are sole proprietorships and only 40% 

are organized as companies with a limited liability (BFS 2014a). 

The importance of SME is often pointed out and they are seen as the backbone of the Swiss 

economy, given their low volatility and consistent development (BFS 2008, p. 73 ff.). So the Swiss 

policy is explicitly "SME friendly". Despite their size, Swiss SMEs have strong international ties. 

Around seven out of ten SMEs are involved in at least one direct or indirect cross-border business 

activity (Credit Suisse 2014, p. 18 ff.): SMEs account for an estimated 20% of total Swiss exports of 

goods. The machinery, electrical engineering and metals (MEM) industry is responsible for the 

majority of SME exports, while the proportion of pharmaceutical/chemical exports in total SME 

exports is relatively low.  

In the 19th century, Switzerland has been an emigration country. This stopped around 1890 due to 

the industrialization and the need for skilled workforce. Since then Switzerland has become one of 

the most important immigration countries in Europe: In 1910 already 15% of the Swiss residents 

were foreign nationals, 2015 it is about 23% (BFS 2015a). Reasons are the economic and political 

stability, but also the pull effect of the Swiss economy. 

Switzerland is a relatively small country with geographical limitations. The Alps cover 60% of 

Switzerland, so land, appropriate for cultivation, industrial use and housing is limited.  Agriculture 

and industry are competing for land, additionally the demand for living space is increasing. The Swiss 

economy is geographical concentrated but international orientated and globalized. Accordingly, the 

share of highly skilled employment is at about 50% and therefore - after Luxembourg - at rank 2 in 

Europe and Central Asia  (WEF 2015, p. 39). Swiss companies - despite their size - look for employees 

who think and act within an international perspective. 

 

2.2.  Business Education 

The importance of SMEs for the Swiss economy has a direct impact on the system of business 

education. SMEs need practically orientated employees, so practical training and hands-on 

experience is still seen as the silver bullet for a professional career. 

Corresponding to this, about 75 % of the pupils attend secondary school and start a vocational 

training, 25% attend grammar school (BFS 2013). When finishing school, about 75% of the latter go 

to a university. The Swiss model of the vocational training is no mere training on the job, but a dual 

track of continuing classroom and industrial training. The success of this approach has been proven 

and it is seen as best practice by a number of other countries (NZZ, 2015). 

To meet the challenges of a changing economy and new evolving job profiles, since the mid-1990s 

the universities of applied sciences (UAS) provide practical training at tertiary A level. UAS have a 

legal mandate to do the following: offer degree programs and continuing education and training 

programs, conduct applied research and render services. The first universities of applied sciences 

were introduced in Switzerland in the mid-1990s. At the time, this type of higher education 

institution was intended to revitalize the economy and provide greater value to Switzerland’s 
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successful upper-secondary level VET sector and tertiary B level PET sector by establishing linkages 

to the tertiary A sector. In 1998, various tertiary B level professional colleges (Höhere Technische 

Lehranstalt (Ingenieurschule) HTL, Höhere Wirtschafts- und Verwaltungsschule HWV, Höhere 

Fachschule für Gestaltung HFG) were merged to form today’s tertiary A level UAS. At the end of 

2003, the Federal Council gave unlimited approval to seven public UAS, each covering a different 

region of Switzerland. 

The Swiss educational System is highly pervious. With an additional year in School, the apprentices 

get a vocational diploma, which allows to study at an UAS. During the last decade, more than 50% of 

the graduates start at one of the Swiss UAS (BFS 2013). Most of the UAS - like FHNW - offer extra-

occupational studies. 
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2.3.  Executive Education 

As to ensure both, the perviousness and performance of the educational system, quality control is a 

key element. Certificates and Diplomas are therefore signaling capability and skills of the students. 

Swiss employees are highly motivated to educate themselves: 55% of all employees between 25 and 

64 years take part in formal or informal activities of continuing education (BFS 2010, p. 10). . To 

adapt or change their educational and professional profile, it needs continuing education and 

certificated studies. In these efforts, the employees are supported by their employers: About 53% 

get financial support, be it by covering the fees or granting off-time (BFS 2010, p. 8). Traditionally, 

the UAS are leading in the executive education in Switzerland, partly due to their approach to 

"apply" science, partly because more and more executives attended these schools and return to 

their alma mater. 

The Executive Education in Switzerland is more subtle than in other European countries. Besides the 

usual MBA and E-MBA programs are the so called Master of Advanced Studies (MAS) well 

established. A MAS consists of about 60 ECTS and takes about two years of extra-occupational 

studies. The students reduce their workload to about 80 to 90%, the lectures are accordingly on 

weekends and/or en bloc. More and more MAS are split in modules, so called Certificates of 

Advanced Studies (CAS), with about 15 ECTS. To earn a MAS degree, it takes usually three CAS and a 

master thesis. According to the profile of the MAS, students can chose out of variety of CAS. So they 

can set their own marks and follow their preferences. Another important difference is that a 

universities degree - as Bachelor or another Diploma - is not mandatory for the admission to the 

programs. The regulations allow a certain percentage of students with no academic but proven 

professional background ("sur dossier"). 

Since the professional world of the students goes global, the executive education has to follow. 

Whilst it is clear that programs on Banking, Controlling or Corporate Finance have an international 

"DNA", also presumably local contents as HR must show global cross references. This development is 

challenging both, the students and the institutions. The FHNW chose a two sided approach to step 

up to the plate: First by a consequent and visible international reference in the national programs 

("on shore"), second by developing programs for an international market ("off shore"). The off shore 

programs are both, inbound and outbound: FHNW offers focused short terms (i.e. tourism, finance, 

agriculture) for Executives form China, and E-MBAs and MAS in Vietnam. 

 

3. Swissness in Executive Education- Benefit and Burden 

Swissness is - in legal terms - a declaration of the origin of products and goods. Recently various 

parliamentary procedural requests have called for a strengthening of the ‘Made in Switzerland’ 

designation. It also has connotations of precision, meticulousness, reliability and thoroughness. It 

refers to a country that is rich in various cultures, cosmopolitan and open to the world. So Swissness 

is an equivalent for high quality and after all an invaluable selling argument for the offshore 

executive education. 
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On the other hand, the latest developments shadowed this picture: Switzerland is not part of the EU, 

but bound to it by various agreements, among others the bilateral guarantee of freedom of 

movement. In a plebiscite in 2014 the Swiss people decided with a narrow majority of 50.3% to limit 

the immigration to Switzerland. The EU already declared the principle of freedom of movement as 

not negotiable and consequently excluded Switzerland from various programs, also affecting the 

international exchange of students (ERASMUS). 

Switzerland is known for a high living standard but also high prices. The spread to other countries 

has been significantly increased by the decision of the Swiss National Bank (SNB) to terminate the 

minimum price of the Swiss Franken in January 2015. Since then, and fueled by the Greece crisis, the 

Swiss currency revaluated continuously. This makes it hard for off shore programs in both directions: 

the outbound products got more expensive, the inbound products - due to the risen costs of living 

for the foreign students - less attractive. 

 

4. Executive Education in Vietnam - Executive Master of Business 

Administration (EMBA)  FHNW Degree Programs  

Vietnam is for the University of Applied Sciences and Arts Northwestern Switzerland (FHNW) one of 

the countries with a long-lasting tradition of university cooperation in various programs. The 

following aspects in paragraph 4 describe FHNW experiences in implementing and running several 

executive education programs on Master-level.  

 The first EMBA-Management Consulting International course started in January 2010 in 

cooperation with the HCMC University of Technology in Ho Chi Minh City. The HCMC 

University of Technology is a well-known university in Vietnam and has a very good 

reputation. This program is one of the world pioneer EMBA programs that provide 

management consulting education. The management consulting education is also available 

at the University of Applied Sciences and Arts Northwestern Switzerland (FHNW) as an Area 

of Specialization in the General Management EMBA. Associations of Management 

Consultants in Europe and elsewhere support the initiative. 

In response to the Vietnamese society’s urgent need of personal development and career 

enhancement, an EMBA with its unique training program is helping ambitious students to 

strengthen their expertise in consulting and related professions. 



 

466 

 

 The Executive MBA -  EMBA is a general management program in a Vietnamese-Swiss 

Cooperation between the FPT University - School of Business (FSB) and the University of 

Applied Sciences Northwestern Switzerland FHNW – School of Business. It also started in 

2010. The FHNW General Management EMBA is a holistic post-graduate management 

education at the premises of FSB. 

 In cooperation with the Ho Chi Minh City Banking University, the Executive MBA in Banking 

and Finance started in 2005. Over 600 students have graduated from this programme which 

is taught part-time in Vietnam but also includes a 3-week study trip to Switzerland. 

 To complete the list, we also have one joint program on Bachelor’s level. The BSc Business 

Administration in International Management programme is jointly delivered with our 

partner organization, the Banking University HCMC in Vietnam. As we focus on Executive 

Education in this paper, this programme will not be examined.  

4.1.   Single or Dual Degree? MBA or E(xecutive) MBA? 

When starting a joint degree program, both universities have to decide on many variables that 

define the cooperation. A contract or memorandum of agreement is signed that includes this and 

the following issues, among others. First, the type of degree must be defined.  

A joint degree is a study program that two universities, normally from two different countries, jointly 

develop from the scratch. Students can switch and study at one or the other university.  

For a double degree two universities offer two very similar programs. Both universities accept 

performance records from the other university. If students study parts of the program at both 

universities, they will receive two degrees. If they stay only at their home university, they will be 

awarded only one degree.  

The division between those two types of cooperation is not strict and both terms might be used 

either way.  

Another form of cooperation is a single degree that is offered on more than one campus. That is, a 

university offers a program also in a foreign country. Lectures take place at the foreign partner 

university’s campus, lecturers come from both universities but teach according to the one 

curriculum that is given. This is what we at FHNW mostly have. The advantage for the students is 

that they can receive an accredited degree from a university that they could not easily visit for the 

http://www.fhnw.ch/business/international/vietnam/emba/emba
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whole study period. Because of a given accreditation the program cannot be adapted very much – 

otherwise the accreditation would become invalid. The foreign university can but doesn’t have to 

award an additional own degree. For this degree the students have to finish some more courses that 

are not part of the accredited FHNW-program. This second degree can be attractive both for the 

foreign university that shows its contribution and for the students who also receive a local degree.  

The title MBA or Executive MBA/EMBA today is often used as a synonym. Traditionally, an EMBA 

was shorter, always part-time and participants were middle to high management, “executives”. 

Nowadays, the range of programs is very broad. In some countries students go for the MBA right 

after finishing their Bachelor’s degree (India), and these will be mostly full-time programs. In other 

countries students have to have several years of practical experience, preferable in management 

positions, before they can join a MBA or EMBA program. In Switzerland, for example, practical 

experience is a prerequisite for the studies, and students continue their full-time job while in the 

program. And we have only the EMBA, no Swiss MBA programs by government regulation.  

 

 

4.2.   Division of tasks and program management  

A clear division of tasks is important for the success of the program. This includes financial issues, 

lecturing and program management. Normally, both universities appoint a program manager. With a 

single degree program, the university who awards the diploma has the lead and is responsible for 

quality control, curriculum and appointing lecturers.  

Critical issues in everyday program management can arise from a different understanding of 

academic standards. Students can be seen as “customers – they pay, therefore they should get the 

diploma in any case”. Other universities will have the strict academic view with high standards – 

some students will fail, which is seen as a sign for a demanding high quality program and 

improvement of the reputation. Of course, a different understanding in this regard causes conflicts.  

Steering committee meetings at regular intervals will be necessary to keep in touch. Many details 

can be arranged via email. Personal meetings strengthen the goals and joint understanding of the 

program, though. In case of problems they often are the only way to solve them – especially with 

Asian collaboration partners. Here the personal relationship seems to be even more important than 

in European cultures.  

Many conflicts can be prevented with a detailed agreement. The contract that both universities sign 

should include:  

 type of program with detailed description, number of teaching days and curriculum 

 schedule of setting up the program, marketing plan 
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 location of teaching, arrangement of study visits abroad 

 tuition fees, admission procedures 

 division of revenues between universities, payment scheme if required 

 tasks and responsibilities of both universities, cost coverage 

 copyright, documentation, legal and other general agreements 

 appendix with module descriptions, study regulations, schedules, and other useful 

documents 

4.3.    Lecturing 

Lectures are held by lecturers from both universities on the premises of the partner universities in 

Vietnam. Therefore the Swiss professors have to travel, and the willingness to teach abroad 

generally is high. The share of FHNW lectures, though, depends on the course content, on the ability 

of the partner university to arrange courses with their lecturers and on costs. Switzerland being a 

high-price and high-wage country, we cannot send too many lecturers to our partner universities. 

The flights, accommodation and the comparatively higher salary of Swiss professors generate costs 

that limit the Swiss participation in the programs. Normally, about 40% of lectures will be held by 

Swiss professors and 60% by the partner institution.  

4.4.   Finance 

As a first step, both partners have to get an idea about the division of tasks, including lectures. Next, 

both universities calculate their costs for conducting their defined part of the program. Third, a 

market oriented and realistic students’ fee for the program is identified. With the overall costs, the 

minimum number of students per intake is defined.  

From our experience, the best way to organize the program is to let the partner university do the 

marketing and recruitment. They know the local market for international EMBA programs best and 

also know how to address the prospective students. FHNW helps with information sessions if one of 

the professors is around.  

FHNW gets a lump-sum payment when both sides agree to start with a new intake, that is when the 

group size is sufficient. This lump-sum covers all costs that are related to FHNW’s tasks. The partner 

university will only agree to start when their costs are also covered, of course. As they have the 

responsibility for the recruitment, they have the risk of initial investment in marketing but possibly a 
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too small group to start with. But they also have the chance to make a profit with the program if the 

students’ group size extends the minimum group size. This can be quite attractive for the partner 

university – FHNW will not claim any part of this profit but only will get the lump-sum. This 

arrangement proofed to be of mutual benefit for both partners.  

4.5.   Local representative 

Another finding is the high benefit of a local representative of our School of Business. For running 

international programs a similar understanding of quality and process management is helpful. If we 

have a local person who is also familiar with Western/European cultures, travel needs for FHNW are 

reduced a lot. This person can be a professor or manager from the partner university or an 

independent academic who acts as a consultant.  

The local representative contributes to the negotiations of the general arrangements and can be the 

local program manager. He or she manages administrative details and mediates between the 

cultures. Normally, the representative also gives lectures in the program.  

4.6.   Benefits on both sides 

Internationalization of business became more and more important over the years. The worldwide 

trade volume multiplied many times since the mid 1950ies (UNCTAD, 2012, p. 12) not only among 

industrial countries but in recent decades also with and among developing countries.  

Thus, international management is an important part of most management and leadership training 

programs. International management includes many different aspects: strategic management in an 

international context, types of international activities of companies, international flow of capital, 

and intercultural learning. The intercultural experience and both the achieving of local business and 

international management skills in foreign countries is a focus of the FHNW EMBA program. In 

cooperation with a foreign partner university these goals can be reached more easily than in any 

other program setting. There are benefits for the students but also for the faculty. Lecturers 

intensify their international experience with teaching abroad and get to know faculty members from 

the partner university. Lecturers from both partner institutions are included in curriculum 

development. If both partner universities see a mutual benefit of the internationalization of 

programs, there will be a long-term and fruitful cooperation.  

One good way of experiencing the culture of the partnering country are study trips that are part of 

the EMBA program. Vietnamese students visit Switzerland for two to three weeks and have a mix of 

lectures and company visits during this stay. They meet Swiss students and can explore the Swiss 

mountains and cultural heritage on the weekends.  

4.7.   The market for international MBA and EMBA programs – 

competition  
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When we started our EMBA General Management in Hanoi and EMBA Management Consulting 

International in Ho Chi Minh City both in 2010, there were already several other programs from 

international and Vietnamese universities. In Hanoi we experienced a first mover advantage for a 

bilingual program: teaching language was Vietnamese with in-class translation from English speaking 

professors. Larger groups and several intakes per year showed the success of the program. With 

English being the major language for international business, we switched to an all-English second 

year of this EMBA program. Other English EMBA and MBA programs compete in a slowly growing 

market. English skills are not sufficient for studying in this language for some applicants. The overall 

level of English is lower in Hanoi than in Ho Chi Minh City which reduces the number of potential 

students.  

For the EMBA Management Consulting International program the partner universities took a 

different approach. From the beginning Ho Chi Minh University of Technology introduced the 

consulting topic as a special feature of the program. Besides information events with an introducing 

speech, other marketing instruments were used. Once a year an all-day consulting event gathers 

several hundred participants and is a very good way of introducing the program. Regular “consulting 

cafés” on a weekend morning give some more informal input and encourage discussion among the 

participants. After some years now, this strategy is successful with regular starts of new intakes.  

One way of standing out in the crowd is getting a well reputed accreditation from an international 

agency. FHNW received FIBAA accreditiation for the EMBA Management Consulting International 

program and aims for AACSB accreditation for the School of Business in a few years.  

To sum up, there are many universities offering similar MBA and EMBA programs. For a successful 

implementation of a program, active marketing management is necessary. This marketing mix 

proofed to be effective in FHNW programs in Vietnam: 

 website with detailed information and regular updates 

 brochure 

 individual information via telephone, email, personal meeting 

 information events, if possible with an FHNW professor and a sample lecture 

 frequent contribution on facebook, twitter and other social media (the EMBA MCI program 

has almost 36’000 followers on facebook!) 

 special actions like all-day events, once-a-month open and informal morning meetings (like 

“consulting café”) with a business topic, and else 
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5. Short-term programs, other forms of cooperation and new cooperation 

partners 

Short-term programs like summer schools are more easily to handle than degree programs. The 

students stay enrolled at their home university and visit the foreign partner university for some 

weeks. The responsibility for the program is solely with the inviting university. Therefore no division 

of tasks among the cooperating universities is necessary. Like other forms of students’ exchange, a 

Summer School offers both content input and intercultural experience for the students. Normally, 

students can get credits for participation at their home university. Summer schools, students’ and 

lecturers’ exchange are forms of initial cooperation that can be followed by a joint program like the 

ones described in this paper.  

Currently we are in the process of implementing a joint EMBA program with Telkom University in 

Bandung, Indonesia. The procedure follows the settings that we described in this paper for the 

Vietnamese projects and we are looking forward to start the first intake early in 2015.  
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