Contracts and Marketing Decisions of Indonesian Potato Growers

by
Eka Puspitawati

This thesis is submitted in fulfillment of
the requirements for the degree of

Doctor of philosophy of

THE UNIVERSITY
OF ADELAIDE

AUSTRALIA

School of Agriculture, Food and Wine
Faculty of Sciences
The University of Adelaide
June 2013






In memory of my beloved father, T. Heru Wuryanto,

who now lives in the eternal life and will always be in my mind.



Dedication

This thesis is dedicated to my family: my father, T. Heru Wuryanto who had always
encouraged me to achieve higher education; my mother, Rumaikah who has been
continually supportive and prayed for me, and has encouraged me throughout my years of
study; and my brother and sisters, Bayu, Ima, Linda, and Bella who have given me

inspiration to finish this thesis.



Acknowledgement

Alhamdulillahirobbal’alamin.

I give thanks to Alloh SWT for His grace and blessing during my years of study. Getting a
scholarship abroad and finishing my study period are a miracle that came from Him
continuously along with my efforts. There is no coincidence if He wills.

I am grateful to have had the opportunity to undertake my study at the University of
Adelaide. | have interacted with and learnt from many people who have assisted me along
my study period. My deepest gratefulness goes to my principal supervisor, Professor Randy
Stringer, who has guided, taught and inspired me to complete this thesis. | acknowledge
him for teaching me the philosophies of research and writing, and for warning and giving
me chances in the lowest periods of my study. | would also like to thank to my second
supervisor, Associate Professor Wendy J. Umberger who had given me lessons on
international journal submission. A special acknowledgment from me is conveyed to Dr
Amos Gyau who has patiently taught me models in my thesis. His support has helped me to
be confident to learn the new fields, marketing and relational marketing. Another special
appreciation is for Dr Michelle Picard who has patiently corrected my mistakes in English
grammar and has become my thesis editor. Her assistance helped me to relieve my writing
difficulties. | believe that I will meet again with those great persons in the near future.
Finishing my thesis dissertation with my hard work is an honor and made me realized that |
have just begun to be an independent researcher.

| thank to my colleagues: Sahara, Bonaventure, Wahida, Poppy, Wahyu, Mark,

John, Hoa, Camillo, Dias, Supre, Nita, Deden, Herry, and the PPIA scholars. | thank them



for sharing, gathering, discussions and encouragement to pursue my higher education
degree, especially to Sahara who has always helped me in modeling throughout my studies
from my bachelor to my PhD degree. | would never have done without their motivation.
My gratitude goes to Dr Rina Oktaviani who has always encouraged me to get scholarships
and study a PhD abroad, and has provided a place for my study consultations. Numerous
people deserve credit for helping me in the last stage of my thesis. For example, Novi
Kurnia who supplied me with nutritious food during my hard time finishing my thesis, and
Ferry Saleh and Joko who helped me in thesis formatting.

Further recognition belongs to the Australian Centre for International Agricultural
Research (ACIAR) and John Allwright Fellowship (JAF) for the opportunities they
provided for the scholarship and research funds. Without their financial assistance, maybe I
could not have completed this thesis. | also acknowledge other collaborative parties, the
Indonesian Vegetables Research Institute (IVEGRI/Balitsa), the International Potato Center
(CIP) and Indonesian Centre for Agriculture Socio-Economic and Policy Studies
(ICASEPS) for their assistances in data collecting and entering.

To my mom, brother and sisters, | wish to thank for their prayers and support. | am
grateful to have them in my life as they have never required anything from me except my
happiness. Last but not least, my deepest gratitude belongs to my beloved father who has

always been my inspiration in my life and education pathways.



Declaration

I certify that this work contains no material which has been accepted for the award of any
other degree or diploma in any university or other tertiary institution and, to the best of my
knowledge and belief, contains no material previously published or written by another
person, except where due reference has been made in the text. In addition, I certify that no
part of this work will, in the future, be used in a submission for any other degree or diploma
in any university or other tertiary institution without the prior approval of the University of
Adelaide and where applicable, any partner institution responsible for the joint-award of

this degree.

I give consent to this copy of my thesis when deposited in the University Library, being
made available for loan and photocopying, subject to the provisions of the Copyright Act
1968.

The author acknowledges that copyright of published works contained within this thesis (as
listed below*) resides with the copyright holder(s) of those works. | also give permission
for the digital version of my thesis to be made available on the web, via the University’s
digital research repository, the Library catalogue and also through web search engines,

unless permission has been granted by the University to restrict access for a period of time.

List of publication:
Eka Puspitawati, Amos Gyau, Randy Stringer, and Wendy J. Umberger. 2011.
“Determinants of Trust in the Indonesian Potato Industry: A Comparison between Groups

of Potato Farmers.” Journal of Agribusiness 29(1): 66-84.

Adelaide, June 2013

Eka Puspitawati



Abstract

Numerous studies have examined modern supply chains particularly agribusiness firms in
the agrifood transformation, but how the transformation excludes or includes growers and
how social factors, particularly relationship quality, influence growers to participate are
limited to be investigated. Focusing on Indonesian potato producers, this thesis addresses
the literature in five essential ways. Firstly, most current studies use farmers’ capacity and
demography variables, but pay less attention to the social capital contributing to farmers’
participation. Secondly, few studies utilize per capita income to analyze the impact of
farmers’ participation in modern supply chains. Thirdly, numerous studies examine the ex
post perspective of potato farmers’ motives to contract with modern supply chains;
however, ex ante motives are seldom highlighted. Fourthly, the topic of relationship
quality in relational marketing with buyers in the emerging markets has received little
attention. Finally, limited research draws attention to women’s roles in emerging markets
and the gender differences related to agribusiness relational marketing.

This thesis addresses how the potato producers make marketing decisions and
interact with their buyers and what influences them to engage in the modern supply
chains to improve their business performance. The specific research objectives are to
investigate: (1) the factors influencing farmers’ participation in the modern supply chains
and the impacts of contract farming with the modern supply chain on the potato farmers’
income; (2) the motivations for the potato farmers to engage in contracting; (3) the

determinants of trust as a construct of relationship quality within the groups of potato



farmers; and (4) the differences of relationship quality factors between males and
females.

A farmers’ participation model was developed. It includes socio-demographics,
contextual characteristics, farm capacity, and incentives as determinant factors involved
in the emerging markets. Furthermore, the farmers’ participation is associated with an
increased per capita income. The analysis from an ex ante perspective of farmers
engaging in contracts shows four factors influencing farmers’ motivations: (1) market
uncertainty; (2) direct benefits; (3) economic motive; and (4) intangible benefits.

The research demonstrates the determinants of relationship quality between three
groups of potato producers and buyers including communication, flexibility, dependence,
and joint problem solving. In addition, this study finds relational variables which differ
between male and female farmers among the groups i.e. communication, reputation, joint
problem solving, price fairness, uncertainty, performance and organizational culture.
Although the females’ roles in production and marketing are significant, the females tend
to rate the relational factors lower than the males.

The results of this study have crucial implications on how to enhance
smallholders’ participation in modern supply chains. The results confirm that integrating
smallholders should be promoted as a strategic policy for assisting farmers to raise
income. Developing and establishing relational quality between farmers and their buyers
will create efficiency in marketing as it reduces transactions costs. Agribusiness firms or
retailers need to maintain and improve the quality of their relationships with potato
farmers. The government should pay attention to production and market infrastructure,
and access to production inputs and credits through increasing national budget for
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agricultural infrastructure and development to support small farmers’ entrance into

modern supply chains.
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