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Abstract 

The objective of this is research is to investigate the influence of leadership styles towards developing company’s competitive 

advantages. This research is doing for some sectors of companies in Surabaya of Indonesia, i.e. manufacturing, service, retail, 

financial service, distributor, and property sectors. Furthermore, this research investigates the difference results of the model 

among those sectors. There are 82 companies as the research objects in and the unit analysis. Each company consist of five 

respondents, which is in totals are 410 respondents, those are managers, supervisors, and staffs. They answer the questionnaire 

as the tool in this research. This research finds that compares to transformational leadership style, transactional leadership style 

has more influence in developing the competitive advantage of companies in Surabaya. Intellectual stimulation is the 

characteristic of transformational leadership style that highly influencing the development of competitive advantage. While 

giving commends to employees that have extraordinary performance is the dominant characteristic of transactional leadership 

style in the research model. The ways the leadership styles use in developing their competitive advantages also different each 

other. Transformational leadership more focus on quality-product innovation; transactional leadership more focus on delivery 

dependability and time to market. 

Keyword: Leadership Style; Transformational leadership; Transactional leadership; Competitive Advantage.

Background 

Globalization and change is two key important word to win the competition. There are many changing factors which are caused 

by globalization so that the company can compete [1]. In the era of globalization, rapid change is not enough, the presence of 

advanced technology systems, understanding complexity of customer needs, and the invention of unique products is also 

important. Indonesian as emerging countries have to change to compete in the globalization era. [2] said that Indonesian 

Competitiveness was not maximized yet. There are three indicators; namely prosperity growth rates have only been average 

relative to regional peers, limited integration into the global economy, and significant competitiveness weaknesses. Based on 

[2] view about Indonesian Competitiveness, Indonesian entrepreneurial leaders have to improve competitive capability to 

increase organization performance which automatically will boost Indonesian's prosperity. Customer takes control in the 

globalization era. Organization needs market orientation to compete against one another in the worldwide global market [3]. 

Leadership is the back bone of an organization [4].Effective and capable Leaders are expected to inspire employee to face 

continuously creativity and relationship as needed in global market. Effective leadership will continually and progressively 

leading and directing followers to focus on the objective of organization. Not all managers are leaders and, equally, not all 

leaders are managers [4],so organization need a leader a not manager. There are many leadership styles which could be applied 

in an organization. According to theory and acts of leadership, there are two major style which are Transformational Leadership 

and Transactional Leadership [5].Transformational leadership is one of the leadership style that has been found to be preferred 

by employees [6], but transactional leadership also influence for employee performance through pushes the followers to do the 

works as what the leaders expect to get reward and promotion [7]. Leadership will brings a tremendous impact in achieving 

competitive advantage [8].  

This empirical study is conducted to explore the impact of leadership style on the competitive capabilities and then to 

investigate the different impact between Transformational Leadership and transactional leadership on the competitive 

advantage.  

http://www.scitecresearch.com/
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Literature Review 

Competitive Advantage 

Achieving competitive advantage is the main goal of companies [9]. Every organization wants to lead the market. To achieve 

market Leader position, organization must have competitive advantage to compete with the competitors. [10] said that 

flexibility and response time for consumers’ needs is the an essential factor for a company create competitive advantage. 

Competitive advantage is about choosing the proper strategy which is suitable to the company’s resources as the requirement to 

be successful in market place [11, 12]defined Competitive Capabilities in five dimensions, namely: Pricing/Cost, Quality, 

Dependable Delivery, Product Innovation, and time to market. [13] said that Competitive advantage is created when a company 

has an ability to produce a product with lower budget compared to its competitor’s product. The ability of an organization to 

offer quality and performance of a product which can give additional value to the customers [14]. Dependable Delivery is 

capable of competing with the competitor to offer the fulfillment of delivery requirement. Product Innovation is capable of 

competing with the competitor to offer new products and features in market place. Innovations that lead to competitive 

advantage [14]. 

Leadership Style 

Transformational Leadership 

Transformational leadership is one of leadership styles that fit to the changing in the market. There are four characteristic of 

Transformational Leadership: idealized influence, inspirational motivation, intellectual stimulation, and individualized 

consideration [5]. 

Idealized Influence (also known as Charismatic Leadership). Transformational leaders is a visionary leader because they have 

a clear vision and willing to take risk. Transformation leader always sharpen the vision to target of organization performance. 

Transformational Leader is also a charismatic Leader because they are respected, admired and trusted. Transformational leader 

have a good value because they have high moral and ethical standards. To pursue organization performance, Transformational 

Leader always give a sign what can do and what can not do.  

Inspirational Motivation. Transformational Leader is a motivator because they show enthusiasm and optimism, providing 

both meaning and challenge to the work at hand, and build dynamic team. They motivate people through share vision and goal 

commitment. Transformational Leaders always work together with and give directing employee to focus Organization 

Performance.  

Intellectual Stimulation. Transformational Leader is a change agent because they encourages creativity and actively solicit 

new ideas and new ways of doing thing. Transformational Leader will support employee to Involve supplier and customer to 

collect new idea from them to create Competitive Advantage. 

Individualized Consideration. Transformational leaders act as mentors and coaches because they always empower people 

to improve. They also recognize Individual desires and needs. Transformational Leader always integrate organization goal and 

individual goal so that employee eager to learn to achieve organization goal while to achieve personal goal. 

Transactional Leadership 

Besides that, transactional leaders can facilitate the subordinates to be closer to their obligations and the targets, thus the leaders 

can predicts the subordinates’ level of performances. Job satisfaction, innovation skill, work efficiency, and performance 

improvement can be achieved in organizations that apply transactional leadership style. One characteristic of the style is focus 

on plan-control that consist of developing the standards, policies, procedures, regulations, and assume that each subordinate will 

be motivated by reward and punishment system. 

Transactional leadership is exchange process between the leaders and the subordinates [15, 16, 17]. Leaders who have 

transactional leadership style point on the important of barter process between the needs of the subordinates and the needs of 

the ordinates (leaders). The leaders will full fill the subordinates’ needs if they can achieve targets from their leaders. 

Transactional leaders accommodate their subordinates by giving contingent rewards, in the term of incentives, promotions, 

bonuses, etc. In addition, transactional leaders can encourage their subordinates to behave in positive ways which inline which 

the leaders’ objectives in order to get the rewards [18, 19, 20]. 

In addition, transactional leaders can encourage their subordinates to behave in positive ways which inline which the leaders’ 

objectives in order to get the rewards[7]. Besides that, transactional leaders can facilitate the subordinates to be closer to their 

obligations and the targets, thus the leaders can predicts the subordinates’ level of performances[21]. 

Job satisfaction, innovation skill, work efficiency, and performance improvement can be achieved in organizations that apply 

transactional leadership style[22, 23]. One characteristic of the style is focus on plan-control that consist of developing the 

standards, policies, procedures, regulations, and assume that each subordinate will be motivated by reward and punishment 

system [24]. 
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Leadership Style Influence on Competitive Advantage 

Leadership is the main factor in the successfulness of the company. Therefore, it is important in organization management[25]. 

The successful company is the one that has competitive capability. The capability enables the company to win the completion, 

so leader become the determined factor in the process [8]. 

Leadership style is the combination of character and behavior of the leader that used in the Interaction with the subordinates, in 

order to direct and motivate them to be cooperative with the leader’s objective or target [19, 26]. There are two popular 

leadership styles, transactional and transformational leadership styles [25, 27].  

These leadership styles are convinced able to direct and motivate the subordinates in achieving organization’s vision towards 

the creation of competitive advantage Leadership styles can inspire the subordinates in developing their best competencies to 

build organization’s competitive advantages [8] The competitive advantage is the advantage that enable the organization to be 

different compares to its competitor [28] and success in market environment [11]. 

Transformational leader is a leadership that is ethical [29] and a charismatic person who inspires and encourages his followers 

to become more intelligent [4] and at the same time the leaders can improve the creativity of the employees [30].Therefore, 

transformational leadership is the leadership style which enables the employees outside their own interest [31], thus it is convice 

that the followers will achieve better result compare to the leadership style [32]. 

Research Model and Hypothesis Development 

Competitive Advantage is used as a dependent variable for this research. After defining and measuring the three variables, the 

researcher is interested in investigating the relationship between the two variables of performance drivers which cover 

Transformational Leadership and Transactional Leadership on Competitive Advantage. The model of three variables can be 

seen in the picture 1. 

 

Picture 1. The Model of the Different Impact of Leadership Style on Competitive Advantage 

Based on this model, this study is aimed at investigating the relationship between three latent variables, namely Competitive 

Advantage, Transactional Leadership, and Transformational Leadership. The relationship of this variable will derive 3 

hypothesis based on the literature theory.  

H1: The greater of Transformational Leadership, the greater its Competitive Capabilities 

H2: The greater of Transactional Leadership, the greater its Competitive Capabilities 
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Research Methodology 

Sample Size and Selection 

The population in this research is all companies. Purposive random sampling has been applied for 82 companies. The samples 

are categorized in two groups, i.e. the dominant transactional leadership style group, and dominant transformational leadership 

style group. The grouping process used nine yes-no questions (indicators), which are 5 indicators for transformational 

leadership style, and 4 indicators for transactional. Table 1 gives information that there are 45 companies applied 

transformational leadership style, and 37 companies applied the transactional one.  

Table 1. Data Respondent Based on Business Sector 

 

From Table 1, the data description showed that the majority sector as the respondent is from service sector (37.8%), while from 

the property sector only about 2.4%. The composition of transformational leadership style in the service companies sector is 

42.2%, which is the highest composition in all respondents. 

The representatives of each company are 5 respondents who filled in the questionnaire. Total respondents in this research are 

410 persons that spread in the level of managers, supervisors, and staffs. The respondents can be grouped in two groups, those 

are 225 respondents are working in the companies those have transformational leadership, and 185 respondents are working in 

companies those have transactional leadership. Besides, 92.7% of the respondents are in bachelor level, while only 1% in the 

master level. 

Data Analysis and Interpretation 

The study is conducted to investigate “The Different Impact between Transformational Leadership and Transactional 

Leadership on Competitive Advantage” with a sample of 82 companies in Surabaya. The data is collected through 

questionnaire and the collected data is analyzed through computer software PLS.   Empirical data were collected by way of a 

quantitative survey of 410 respondent. Respondents are asked to respond to specific likert-type scale items regarding the trans-

formational leadership, transactional leadership, and competitive advantage.  

Transformational Leadership is measured using adapted items from multifactor leadership questionnaire (MLQ) by 

[33].Transactional Leadership is measured using adapted items from 5 item scale from component of transformational 

leadership by [34]. Andcompetitive advantage is measured using adapted items from 5 item scale by [14]. 

Result 

Reliability and Validity 

Transformational leadership style, transactional leadership style and competitive advantages, as the latent variable, have good 

composite reliability scores (higher than 0.7), as well as the AVE scores that higher than 0.5.  

The composite reliability of transformational leadership is 0.879 with AVE 0.592 andthe composite reliability competitive 

advantage is 0.916 with AVE 0.527. And then, the composite reliability of transactional leadership and competitive advantage 

are 0.878 (transactional leadership) and 0.914 (competitive advantage). The transactional leadership AVE value is 0.646 and 

the competitive advantage AVE value is 0.522. 

The validity measurement can be shown from loading factor coefficient of each indicator of latent variable. All indicators of the 

3 latent variables are valid since the coefficient of its loading factors are higher than 0.5. All indicators of transformational 

leadership variable have high validity scores. The lowest score is on individualizes consideration, 0.720. Then, inspiration 

motivation (0.735), idealized influence-behavior (0.770), idealized influence-attributes (0.780) and the highest one is 

intellectual consideration, 0.836.  

The same result also found in the transactional leadership variable. All indicators in this variable are valid based on the loading 

factor scores. The lowest score is personality compliments, 0.678. Then, special recognition (0.749), positive feedback (0.866) 

and the highest loading factor score is Commends, 0.902. 
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The indicators of competitive advantages are also valid. The loading factor score of price namely competitive price (0.902) and 

lower price (0.866). The loading factor score of quality namely highly reliable (0.678) and very durable (0.749). The loading 

factor score of delivery dependability namely deliver on time (0.699) and dependable delivery (0.770). The loading factor score 

of product innovation namely customized product (0.636) and meet client need (0.841). The loading factor score of time to 

market namely first in the market (0.656) and lower time to market (0.723).The result shows that the lowest loading factor score 

is Customized Product, 0.636; while the highest one is Competitive Price, 0.902. 

The Impact of Transactional Leadership on Competitive Advantage 

There is strong relationship between transformational leadership and competitive advantage. The t-statistic of the coefficient 

path (t=55.483) showed that transformational leadership has positive and significant influence towards competitive advantages. 

This result similar with [8], who implied that leader, is the strong determined factor in the developing of competitive 

advantages. The best achievement of competitive advantages is determined by employees [32], while the transformational 

leadership style is the leadership stylethat prioritize the improvement of employees’ competencies that will automatically affect 

to the organization’s competitive advantages. Thus H1 is accepted. 

The result showed that Transformational leadership is disposed choose quality (R2=0.734) and product innovation (R2=0.726) 

as the way to develop the competitive advantages, as shown in this Table 2. 

Table 2. The Impact of Transformational Leadership Style on the component of Competitive Advantage 

 

This result of this research in line with the thinking of [30] who implied that transformational leader used intellectual 

stimulation (highest loading factor score 0.836) to encourage the employees to be creative and focus on the continuous 

improvement. Even, [35] emphasizes intellectual stimulation characteristic empower the employees to improve quality [4]also 

implied that transformational leader able to support the employees to be more intelligent. The creativity of the employees in the 

term of new ideas can be implemented in the creation of new products and new how. It is the proof that company always want 

to improve its competitive advantages towards product innovation and quality [14]. The leadership style of Steve Job in 

developing apple’s product and focus on the quality is an example of transformational leadership. 

Charismatic leadership, which is shown from the attributes and behavior, is also a good characteristic in describing 

transformational leadership style in the developing of competitive advantages. Similar to [29], this research also found that 

charismatic-attributes (the loading factor is 0.780) and charismatic-behavior (the loading factor is 0.770) are describing that 

transformational leadership is ethical. Charismatic leadership is a character that enable transformational leader to drive the 

employees to prioritize the organization more than their own interests[31]. Thus, it will facilitate the leader in motivating the 

employees to achieve the competitive advantages toward quality and product innovation.  

The Impact of Transactional Leadership on Competitive Advantage 

The path coefficient result (t=165.245), indicated that the influence of transactional leadership style in developing the 

competitive advantages, is very strong. This is similar to [8] who found that transactional leadership style has influence in the 

developing of competitive advantages. Thus H2 is accepted. 

This research found that the character of giving commends to the high performance employees is the strongest character in 

transactional leadership style to develop the competitive advantages. The transactional leaders choose delivery dependability 

(R2=0.866) and time to market (R2=0.8333) as the best ways in developing the competitive advantages, as shown in this Table 

3. 
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Table 3. The Impact of Transactional Leadership Style on the component of Competitive Advantage 

 

Transactional leaders encourage the employees to be the number one in the market in the form of speed and accuracy of meet 

the customers’ expectations. From the high score of path coefficient, the result in this research is in line with the opinion of [7] 

who implied that transactional leaders are disposed to encourage the employees to behave positively with the leaders’ 

expectation. The reason behind the positive behavior is their expectation to get more rewards (contingent reward) from their 

leaders. The commend-reward to the employees when they can achieve high performance can motivate the employees to 

produce a masterwork for the organization. The speed and accuracy in responding the market needs is the standard for the 

employees to get the rewards from their leaders. The employees who are motivated to be the best in their performance will 

automatically increase organization performance beyond the competitors; therefore the organization can win the market. 

Positive feedback is also a reward that can encourage the employee to behave positively in the organization [7]. Therefore, the 

more transactional leaders deliver positive feedback to the high performance employees (the loading factor is 0.866), it will also 

motivate them to be the number one in the market. 

This research support by [4] who implied that the transactional leadership style has strongest influence in developing 

companies’ competitive advantages in Surabaya. This shows that the employees in Surabaya are disposed to emphasize on the 

important of trade-off between organization’s interests with their own interests. Thus, transactional leadership style is properly 

applied in facing the business competitiveness in Surabaya. This result also supported by [7] who implied that transactional 

leadership has strong influence in developing  the competitive advantages by pushing the employees to perform well with the 

reward and punishment system. 

Predictive Model of Leadership Style and Competitive Advantage 

The research model is dependable, as it is stated picture 2. GOF Measurement which is seen from coeficient Q
2 
= R

2
 = 0.816 for 

transformational leadership dan Q
2 

= R
2
 =0.897 for transactional leadership which is closest to number 1 indicate that this 

research model can predict accurately. 

 

Picture 2. The Model of the Different Impact of Leadership Style on Competitive Advantage 
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Conclusion 

The role of leadership style is very strong in developing competitive advantages. Intellectual stimulation is the strongest 

characteristic of transformational leadership in developing the competitive advantages; and giving commands is the strongest 

characteristic of transactional leadership. Apparently, this research found that in Surabaya, transactional leadership has 

strongest influence than transformational leadership. The process of developing company’s competitive advantages is also 

highly influenced by the leadership style. Transactional leaders prefer to have delivery dependability and time to market as the 

factors for their outstanding performance. Transformational leaders prefer to have quality and product innovation as the best 

factors to develop the organization’s competitive advantages. The result of this research should be continued by having another 

broader research out of Surabaya City so it can be done as the basic to develop leadership style to achieve competitive 

advantage.  
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