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CHAPTER I 

INTRODUCTION 

 

1.1 BACKGROUND OF THE STUDY 

The automotive industry has become a critical pillar of 

Indonesia’s manufacturing sector, with global corporations investing 

heavily to gain advantage from the substantial growth in Southeast 

Asia’s largest economy. Due to the rising per capita GDP, Indonesia 

has also experienced a significant evolution from being a specifically 

export oriented car production center into a major domestic car sales 

market for the Southeast Asiaarea (Automotive Manufacturing Industry 

Indonesia, 2017).  

 

Despite being the second-largest car manufacturing nation in 

Southeast Asia and the ASEAN region, Indonesia trails rather far 

behind Thailand, which controls about fifty percent of the total car 

production in the region. As of 2017, the total installed car production 

capacity of the country stands at 2.2 million units per year. 

Nevertheless, as the expansion of domestic car manufacturing capacity 

has not caught up with the growth of domestic and foreign demand for 

Indonesia-made cars, the utilisation of the installed car production in 

the country is expected to fall. However, this situation is of no major 

concerns due to the ample room for domestic car demand to expand in 

the decades to come. This is due to the insignificant level of car 

ownership per capita in Indonesia (Automotive Manufacturing Industry 

Indonesia, 2017).  

 

In terms of market size, Indonesia accounts for about thirty 

percent of total annual car sales in ASEAN, which cements the country 

as the biggest car market in Southeast Asia and ASEAN, followed by 

Thailand. Besides having a large population of 258 million inhabitants, 
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Indonesia’s middle class is also rapidly expanding. Hence, joined 

together, these two factors create a mighty consumer force (Automotive 

Manufacturing Industry Indonesia, 2017). 

Table 1.1 Car Sales in ASEAN 

 

 

 

Source: ASEAN Automotive Federation (2018) 
 

In Indonesia, car owners change their vehicles every 5 years on 

average, which is faster than most countries (Hidayat, 2015). However, 

there is no guarantee that customers may repurchase and they can easily 

switch to competitors. Therefore, as one of the largest and most 

populous cities in Indonesia, this circumstance is reflected in Medan. 

The city is even one of the ten cities in Indonesia with the highest 

automotive sales (Diputri, 2015). In addition, Hendra Noor Saleh, the 

marketing director of Dyandra Promosino who organised the exhibition 

dubbed Pameran Otomotif Medan (POM) 2017, stated that Medan is 

one of the cities in Indonesia with high automotive culture. This is 

demonstrated by the enthusiasm of the citizens of Medan for the 

exhibition, with the visitors for the four days exhibition recorded at 

21.487 attendees (Toha, 2017). 

Country 2014 2015 2016 2017 

Brunei 18,114 14,406 13,248 11,209 

Indonesia 1,208,019 1,013,291 1,061,735 1,079,534 

Malaysia 666,465 666,674 580,124 576,635 

Philippines 234,747 288,609 359,572 425,673 

Singapore 47,443 78,609 110,455 116,148 

Thailand 881,832 799,632 768,788 871,650 

Vietnam 133,588 209,267 270,820 250,619 

ASEAN 3,190,208 3,070,488 3,164,742 3,331,468 
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The market potential of automotive industry in Medan provides 

a great opportunity for automotive manufacturers, which in this 

research paper is Toyota, being the market leader which dominates 

Indonesian automotive market (Ginting, 2016). Moreover, according to 

Henry Liu, the branch manager of one of the Auto2000 dealers in 

Medan, as of July 2017, the market share of Toyota in the city had 

reached 60% (Pencawan, 2017), with the sales of Toyota Avanza in 

Medan for the first six months in 2017 reaching 3,975 units (Akbar, 

2017).  

 

Regarding the effects of product quality on customer 

satisfaction, numerous annual studies have been conducted. According 

to the J.D. Power 2017 Indonesia Initial Quality Study (2017), due to 

the increase in overall mileage driven for new vehicles, the occurrence 

of quality issues becomes more frequent, with younger owners (under 

35 years of age) are reported to have experienced more problems than 

older ones. In addition, detailed explanation on the operation of the new 

vehicle’s features at delivery are proven to be useful, with owners who 

received them reporting to encounter fewer problems than those who 

did not. Defects or malfunctions remain the most reported problem, 

which demonstrated a consistent trend in problem types. Iinitial quality 

problems also increase most in the entry multi-purpose vehicle (MPV) 

segment (second only to the entry sport utility vehicle (SUV) segment), 

with Toyota Avanza only ranked fifth in the MPV category.  
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Figure 1.1 Top Three Vehicles per Segment in Initial Quality 

Source: J.D. Power 2017 Indonesia Initial QualityStudySM (IQS) (2017) 

 

In terms of customer service satisfaction, the 2017 Indonesia 

Customer Service Index (Mass Market) Study done by J.D. Power 

(2017) discovered that overall customer service satisfaction has 

increased, due to improvements across all factors. In addition, some of 

the key findings of the study are that quick service is beneficial to both 

customers and dealers, and that follow-up communication is key, as 

customers who are contacted after their service are more satisfied. 

However, an opportunity for improvement presents itself by ensuring 

that a clean vehicle is returned to customers post-service. Regarding the 

study ranking, Toyota and Mazda rank highest in a tie in overall service 
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satisfaction among mass market brands, with Toyota outscoring 

competitors in the service initiation and service quality factors.  

 

 

 

 

 

 

 

 

 

 

 

Figure 1.2 Customer Service Index Ranking – Mass Market Brands 

Source: J.D. Power 2017 Indonesia Customer Service Index (Mass Market) StudySM 

(2017) 

 

Realising the important role of product and service quality in 

achieving customer satisfaction prompt, the writer is to conduct 

research on Toyota car owners in Medan. This research aims for the 

writing of the title “Influence of product and service quality on 

customer satisfaction: A study of Toyota car owners in Medan” 
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1.2 PROBLEM LIMITATION 

This research is limited in the following ways: 

a. While this research intends to analyse the automotive industry in 

Medan, it only focuses solely on Toyota Avanza. 

b. This research only focuses on what Toyota Medan should do to 

increase customer satisfaction, without taking what its competitors 

are offering into consideration.  

c. By assuming that the population is infinite, this research lacks the 

exact figure of Toyota Avanza owners in Medan, which is useful 

to determine the appropriate sample size.  

d. Although the data is valid and reliable, the sample size of this 

research is still insignificant to the population. In addition, the 

sample is dominated by male consumers.  

e. This research only analyzes the influence of product quality and 

service quality towards customer satisfaction, without taking brand 

image into consideration.  

f. The method of payment, whether cash or credit, that consumers 

used to purchase the vehicle is not included in the respondent’s 

profile.  

 

1.3 PROBLEM FORMULATION 

Based on the analysis of Toyota Avanza car owners in Medan, 

several problems are identified, which are:  

1. Does product quality influence customer satisfaction? 

2. Does service quality influence customer satisfaction? 

3. Which one of the variables (product and service quality) has greater 

impact on customer satisfaction? 
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1.4 OBJECTIVE OF THE RESEARCH 

The objectives of this research are: 

1. To analyse the relationship between product quality and customer 

satisfaction. 

2. To analyse the relationship between service quality and customer 

satisfaction.  

3. To determine which one of the variables (product and service 

quality) that has greater impact on customer satisfaction. 

 

1.5 BENEFIT OF THE RESEARCH 

This research is expected to provide two types of benefits, which 

are theoretical benefits and practical benefits. Theoretical benefits will 

support further studies of similar nature and to develop management 

theories, while practical benefits will allow the conclusion gained from 

this research to be implemented by practitioners.  

 

1.5.1 THEORETICAL BENEFIT 

The theoretical benefits of this research are as follows: 

1. To deepen the understanding of academicians about the 

relationship between product quality, service quality and customer 

satisfaction in the automotive industry. 

2. To provide insight for academicians about whether it is product or 

service quality that is the better determinator of customer 

satisfaction in the automotive industry.  
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1.5.2 PRACTICAL BENEFIT 

The practical benefits of this research are as follows: 

1. To assist automotive manufacturers and dealers in comprehending 

product and service quality from consumers’ perspective. 

2. To facilitate the improvement of customer satisfaction by 

influencing decision-making in the automotive industry.  

 

1.6 SYSTEM OF WRITING 

To maximize the understanding and to ensure the flow and 

cohesion of this research paper, the content of the paper will be grouped 

into five chapters and several sub-chapters, which are as follows: 

Chapter I Introduction 

The first chapter of the research paper will cover six sub-

chapters, which are background of the study, problem limitation, 

problem formulation, objectives of the research, benefits of the research 

(theoretical and practical), and systems of writing, respectively.  

 

Chapter II Literature Review and Hypothesis Development 

The five sub-chapters in the second chapter are theoretical 

background, previous research, hypothesis development, research 

model, and framework of thinking, which will be conveyed 

consecutively.  

 

Chapter III Research Methodology 

The third chapter will explain about the research design, 

population and sample, data collection method, operational variable 

definition and variable measurement, as well as the data analysis 

method, which will be presented in five sub-chapters.  
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Chapter IV Data Analysis and Discussion 

In the fourth chapter, the findings of this paper will be discussed 

in three sub-chapters, which are general view of “research object”, data 

analysis covering the descriptive statistics, result of data quality testing 

and hypothesis testing, and discussion.  

 

Chapter V Conclusion 

The fifth and final chapter will draw the conclusion, implication 

and recommendation from the research paper, of which will be divided 

into three sub-chapters.   


