CHAPTER |
INTRODUCTION

1.1 BACKGROUND OF STUDY

Nowadays, Manufacturing industry being faced with a competitiveness
due to new trends of business and improvement of technology. To cope with
the trends, company need to implement a good supply chain management
and integrate them well.

The supply chain integrates the core business processes of end users
with the original suppliers providing products, services and information that
adds value to customers and other parties involved (Wright, 2016). Supply
chain takes a big role in the company which lead to better performance and
competitive advantage. From the explanation of the concept that supply
chain lead to a better performance and competitive advantage, supply chain
integration will have taken place to minimize the problem. Manufacturing
company around the world started to implement a better supply chain
integration in order to increase their business performance.

In this era of competition, the success of a company increasingly
dependent on management’s ability to integrate their business structure and
relationship with external relationships. Supply chain management
(SCM) refers to the active management of supply chain activities to
maximize customer value and achieve a sustainable competitive advantage.
A manufacturer’s competitive advantage is highly dependent on the
integrated management function such as growing body of tools, techniques,
and skills for coordinating and optimizing key processes, function, and
relationships between the manufacturer, supplier, and customer to create a
low cost, efficiency, and flexibility of the company.

Nowadays, Supply Chain Integration is one of the most important things
in the manufacturing industry. With a good integration in all part of the

manufacturing including from the suppliers, internal, until the external



object; company can improve their performance. Supply Chain
Integration (SCI) helps companies internally and externally to consolidate
their entire supply chain in order to improve long-term performance Supply
Chain Integration (SCI) (Huo, et.al, 2014). Supply Chain Integration contain
a lot of dimensions such as internal integration, external integration,
customer integration and supplier integration. Companies must be prepared
to share information with suppliers and customers before this integration
process takes place. Each partner in the supply chain shares knowledge
consistently during the integration process, thus creating one common
knowledge.

Recently, People are more focusing supply chain integration only on the
internal operations. However, the trend is slowly moving towards the
external side. In which external side talks about the relationship between
two firms as business to business relationship, or as business to end
customer relationship. However, this research takes into account both
internal and external integration aspects. Moreover, the integration of
customers and suppliers into this study involves external integration.
Integration consists of four stages: the fundamental, internal functional
integration, supply and request integration across the company's own chain
and the full chain. Research also verified the efficiency and effectiveness of
internal integration in order for external integration to operate. (Osei &
Kagnicioglu, 2017)
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Manufacturing Industry especially in furniture industry has been very
competitive these days. According to Tempo.com, Export of Furniture and
Wood Crafts reaches USD 1,4 Billion. The number increased 4,83 percent
from last year in the same period of time. Ministry of trade stated that
furniture industry is one of key sector of Indonesia’s export which will

impact to Indonesia’s economic growth. (Akbar, 2018)

The table above shows the value of export for processing industry in
Indonesia. For wood, items made from wood and cork (excluding furniture),
rattan, etc. is stated in number 7. The number increase 13,38% from 2017 to
2018 with the number increase from US$1.811,938 to US$2.054,303 in
2018. While, for furniture stated in number 22 the percentage slightly
increased 1,68% from US$826.905 to US$840.803.
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Figure 1.2 Import Index per item 2017-2018

Source: Ministry of Trade

On the table above, in the furniture section, the number of furniture
made from rattan and bamboo increase in a huge percentage. The percentage
increase US$1.348 to US$3.014 for about 123.60%.

CV Karya Indra is a national private manufacturing base company in
Medan which manufacture furniture, home appliances, and handicraft made
from rattan. CV Karya Indra produces various types of rattan products such
as Basket, Rattan Furniture like room divider, chairs, tables, etc., Carpet
such as webbing or rattan mat, and Rattan Peel Sheet. CV Karya Indra main
Manufacturing Facility located at Jalan Karya Jaya, Gedung Johor, Titi



Kuning km 8,5 Desa Deli Tua, Deli Serdang, North Sumatra. While, their
main office is at Jalan Bawean No. 45 Medan, North Sumatra. CV Karya
Indra have a big market both domestic and international. Their cope of
international market includes Japan, Korea, United States, Hongkong,
Taiwan, South Korea, Malaysia, Singapore, China, Netherlands, etc. With
the high number of exports, CV Karya Indra needs to have a good
integration in their supply chain in order to deliver their products to their
customers on time.

The number of sales in CV Karya Indra have a good trend year by year.
The number of units produced year to year keep increasing from 2015 to
2018. Besides having the up-trending sales every year, they always set target

every year. Below are the number of sales per year of CV Karya Indra:

Table 1.1 Number of Sales per Year

Year Target Number of Unit Percentage Change
Produced (per item) (%)

2015 2000 3.690 0

2016 2250 2.629 -1.06

2017 2500 3.211 5.82

2018 2750 2.981 -2.3

Source: CV Karya Indra (2019)
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Figure 1.3 Number of Sales per Year

Source: CV Karya Indra

The figure above shows the number of units sold from 2015-2018. The
figure shows a fluctuation in every year sales. 2015 sales show 3.690 units

of products sold, in 2016 the number of products sold decrease to 2.629



units. In 2017, the number of units sold increase 5.82% to 3.211 units. Last
year, the number decrease a little 2.3% to 2.981 units. The fluctuation data
shows that CV Karya Indra have some problems to make their sales increase
every year.

Supply Chain Integration in CV Karya Indra are facing some problems
in their transitions of some information between each of their department
and between the company and their subsidiaries company which is consider
as suppliers of the raw rattan material. When their supplier late in delivering
the company’s order, it will have a domino effect to each of department
inside the company. For example, supplier late to supply the material to the
company that will affect each sector in the company such as the basket
production section, carpet production section, and sabrina production
section. Furthermore, each of the section have a different time to finish the
production which result in the late delivery to their customer. Therefore, the
writer is then interested to identify the relationship between Supply Chain
Integration and CV Karya Indra’s performance through this final paper
entitled “The Impact of Supply Chain Integration Towards Firm

Performance at CV Karya Indra”.

1.2 PROBLEM LIMITATION

Due to limitation of time, budget, the writer would like to limit the
research to Supply Chain Integration as the independent variable, whose
dimensions are Internal Integration, Supplier Integration, Information
Integration, and Customer Integration, and its relation to Firm Performance
as the dependent variable, whose dimensions are Operational Performance,
Financial Performance, Employee Satisfaction, and Customer Satisfaction
at CV Karya Indra. This research is conducted from January 2019-May
2019 and focused on the supply chain integration and firm performance at
CV Karya Indra.



1.3 PROBLEM FORMULATION
In this study, some research questions are to be answered as follows:
a. How integrated is the supply chain at CV Karya Indra?
b. How good is the firm performance of CV Karya Indra?
c. Does supply chain integration have impact on the firm performance at
CV Karya Indra?

1.4 OBJECTIVE OF THE RESEARCH
The followings are the objective of this research:
a. To investigate how integrated is the supply chain at CV Karya Indra
b. To investigate the overall performance at CV Karya Indra

c. Toidentify the impact of integration on Performance at CV Karya Indra

1.5 BENEFIT OF THE RESEARCH
The followings are the benefit of conducting this research:
1.5.1 Theoretical Benefit
The result of the research would expand knowledge in academic
area, especially on Supply Chain Integration and Firm Performance
1.5.2 Practical Benefit
a. For the writer, the benefit would be expanding knowledge &
experience on the Supply Chain Integration and Firm
Performance.
b. For the company, recommendation for company to improve
based on the research results.
c. For other Researcher, the results or findings from this research

can be used as the reference for any studies on similar area.



1.6 SYSTEMS OF WRITING

The following is the system of writing of this research:

Chapter |

Chapter 11

Chapter 111

Chapter IV

Chapter V

Introduction

This chapter elaborates about the background of study,
problem formulation, objective of the research, benefit of
the research including theoretical and practical benefit, and
systems of writing.

Literature Review and Hypothesis Development

This chapter explains about theoretical background,
previous research, hypothesis development, research
model and framework of thinking.

Research Methodology

This chapter provides information about research,
population and sample concepts, method of data collection,
operational definition of variable measurements and
methods of data analysis.

Data Analysis and Discussion

This chapter provides an overview of "CV Karya Indra"
assessment of information, descriptive statistics, data
quality testing, hypotheses and discussion results.
Conclusion

This chapter elaborates the conclusion of this research,

implication, and recommendation.
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