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Abstract 

Much of the literature examining the modern food retail sector in emerging 

economies analyzes the factors determining farmers’ participation in supermarket 

channels, the economic impact of participation, the institutional arrangements of 

evolving supply chains, and the role of intermediaries in linking farmers to 

supermarkets. This thesis adds to this literature in four important ways. Firstly, few 

studies examine contractual arrangements between farmers and supermarket buyers in 

Indonesia. Secondly, studies around the world analyzing modern food channels have 

paid little attention to the subjective attitudes of farmers in marketing decisions, 

assuming all farmers would sell to supermarkets if they have the capacity. Thirdly, 

available studies have paid little attention to the importance of relationship quality 

between farmers and buyers. Finally, most studies use current assets in analyzing 

determinants of farmers’ participation in supermarket channels resulting in endogeneity 

problems.  

The specific objectives of the thesis are to analyze: (1) the differences and 

similarities between farmers selling to traditional and supermarket channels with respect 

to household, farm and marketing characteristics; (2) factors determining chili farmers’ 

participation in supermarket channels and the impact of participation on household 

income; (3) the perception of chili farmers regarding the quality of relationships with 

their buyers in the traditional and supermarket channels; (4) the nature of contractual 

arrangements between chili farmers and their buyers, and the determinants of farmers’ 

commitment in the two channels; and (5) the importance of buyer attributes and 

determinant factors that influence farmers when choosing preferred buyers. 

The research demonstrates that households in the supermarket channel have 

higher levels of human capital, more capitalized on non-land assets, and are more 
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specialized in chili production than those in the traditional channels. They participate in 

the supermarket channels through middlemen, particularly farmer groups. The 

important determinants of supermarket participation are education, years of growing 

chilies, distance from house to asphalt road and storage capacity. Participation in 

supermarket channels is associated with an increase in per capita income.  

This study incorporates three relationship quality variables in the analysis: trust, 

satisfaction and commitment. Similar to traditional channel farmers, supermarket 

farmers have low levels of trust in their main buyers. With respect to satisfaction and 

commitment, supermarket farmers have more positive perceptions than traditional 

channel farmers. Trust and satisfaction have a significant influence on farmers’ 

commitment, while the actual price has no influence. Verbal agreements are the 

preferred contractual arrangements between farmers and buyers in the supermarket 

channel. The analysis of farmers’ subjective attitudes towards buyer attributes indicates 

that the attributes of price premiums and receiving cash immediately are the most 

important when farmers in the two channels choose preferred buyers. The LC cluster 

analysis suggests heterogeneity among chili farmers in the two channels. 

The results of this study have important implications on how to improve support 

to small farmers in Indonesia. The results confirm that integrating small farmers into 

supermarket channels should be promoted as a powerful strategy for helping farmers 

increase income. However, since many chili farmers still prefer to deal with buyers in 

the traditional channel, it is important to lower transaction costs in these markets. 

Traders need to maintain and improve the quality of relationships with chili farmers. 

The government should focus on public goods, including road, power and wholesale 

market infrastructure. 
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