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Abstract. Agriculture in Indonesia is facing challenges in the mid of agri-food
value chain transformation. The transformation allows farmers to grow, however
this also presented more barriers particularly for smallholder farmers with unfa-
vorable characteristics. Unfortunately, these farmers are dominating agriculture in
Indonesia. The objectives of this paper are to identify and describe market options
for smallholder farmers and the value offered by the market and to identify and
describe how smallholder farmers can participate in the emerging market. Rele-
vant articles, reports, and thesis from the different regions were reviewed to gain
and discuss information related to the topic. This paper showed that smallholder
farmers have opportunities to participate in the different market chains and obtain
value from them, such as local markets, supermarket chains, food manufacturer
chains, and e-marketplaces. In fact, in certain conditions, the local market chan-
nels can be more beneficial for smallholder farmers. However, to increase their
opportunity to participate within these market channels, they have to upgrade
their production and governance form and this cannot be achieved without exter-
nal support. It requires a supportive external environment such as infrastructures,
financial access, and legislation. These can be provided by external agents from
the government, Non-Government Organizations, research agencies, and private
sectors. Furthermore, considering the emergence of e-commerce platforms in the
agri-food value chain, it will be important to investigate how e-commerce plat-
forms can help farmers to be more integrated with the emerging agri-food value
chain system.

Keywords: Market upgrading · Value upgrading · Smallholder farmers ·
Agriculture

1 Introduction

As one of the essential sectors in Indonesia, agriculture is facing a serious challenge in
the middle of agri-food value chain transformation. This sector provides food for more
than 270 million people and more than 27,6 million households’ economies depended
on it [1, 2]. During the pandemic, agriculture has shown its reliance on facing the
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economic crisis which could not be achieved by most other sectors [3]. Meanwhile, the
agri-food value chain has been transforming and this presents more opportunities for
agriculture development. However, the data showed that despite agriculture still being
able to contribute around 9,9% of GDP, the trend tended to decline. This is challenging
for agriculture development since this sector is dominated by groups of smallholder
farmers that mostly are unskilled farmers with a low level of education. The average
land tenure was only 0,2 hectares and this was disadvantageous in achieving the scale
of economies [1].

As reported that in the last decades, the global agriculture value chain has been
transforming. During the period 1999 to 2009 traditional retails had dominated the
Indonesian market, however, it was also reported that the number of supermarkets had
increased dramatically [4]. The rise of income, urbanization, and liberalization of the
food industry was part of the reason for the transformation [5]. There were changes
in how the market works and shortened, also how consumers fulfill their needs and
access the market. Packaged products which were dominated by dry processed food was
increased by around 75% [4]. Furthermore, e-commerce has emerged in the last few
years, particularly after the pandemic Covid-19. The emergence of the e-marketplace
and the changes in consumer behavior have transformed the agri-food value chain to
the next level. It was reported that a big retailer in Indonesia shut their national network
store as the impact of industry transformation and the changes in consumer behavior [6].

Agri-food value chain transformation and market growth essentially have offered
more opportunities for farmers. Themarketwas improved and the demandwas increased.
Many farmers adapted to this situation by changing their business froma subsistence farm
into a more commercial one which was reflected in chemical fertilizers and agriculture
machinery utilization [7]. On the other hand, the situation has also presented more
challenges for smallholder farmers. Entering a newmarketwas not easy for thembecause
they had to meet higher quality and safety standards and minimum quantity [8, 9].

Meanwhile, smallholder farmers’ characteristics tend to impede them to improve
their capability. Lack of financial capital and limited access to financial resources was
the situation faced by these farmers [10]. These situations lessened their opportunities
to access inputs and technology, which enabled them to compete within the emerging
value chain system [7]. Smallholder farmers also tended to face difficulties to improve
technical skills, networking, and scale of the economy [11, 12]. It can be worsened
if there were no supporting external factors, such as market access restrictions, weak
infrastructures, regulations, and policies [13].

Considering the importance of agriculture and smallholder farmers as the major
actors involved in this sector, what are the options for smallholder farmers to participate
within the emerging value chain system, and how? The paper objectives are 1) to identify
and describe market options for smallholder farmers and the value offered by themarket,
2) to identify and describe how smallholder farmers can participate in the emerging
market.
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2 Methods

Different relevant resources were reviewed to answer the research question and objec-
tives. The question and objectives were used as a guide to determine the search bound-
aries. This paper reviewed electronic journal articles, reports, and thesis in English
and Indonesian language only that were retrieved from google scholars. This paper
review incorporated theoretical framework articles and empirical evidence, particularly
those that involved smallholder farmers who produce different commodities (shallot,
cowa fruit, mango, potatoes, and also rice) from different countries: Asia, Africa, South
America, and Indonesia. The search terms used such as farmers’ market participation,
agriculture value chain, and collective action. The search result was validated by seeing
the relevance of the articles and other sources. The collected information from different
sources was compared and contrasted to capture a more comprehensive phenomenon
before being presented in a written work.

3 Results and Discussion

A value chain is a process to add the value of a product and its distribution to consumers
[14, 15]. It involved a combination of technology,materials, labor, processing,marketing,
and product distribution [14]. This also comprises horizontal and vertical chain networks
and value governance mechanisms [13]. This system is not only delivering products to
consumers but also offering value to consumers or fulfilling the value demanded by
consumers. In return, the actors who can present the value will obtain more benefits.

Market upgrading was one of the suggested approaches to capture more benefits
agri-food value chain system [13]. Different types of markets presented different char-
acteristics and benefits [16, 17] and also present different barriers [9]. In the value chain
system that aimed at the local market, there was a minimum requirement on public stan-
dards [9]. The market barriers were lower than in supermarket chains or export chains.
In this market type, producers were usually small, implemented conventional production
systems, and involved high volume produces but captured relatively low value [13]. This
is also found in other studies, which suggested local market tends to offer less value to
producers [8–10, 16]. However, a study in Yogyakarta showed that if producers were
able to perform product upgrading (growing their commodities with no chemical inputs,
improving product packaging), they could target themiddle-high income consumers that
also fulfill their needs in the local market and sell their produce directly to them [18].
This study showed that there is a lucrative market niche within the local market. The
benefits of selling products or commodities to the local market are producers could earn
money right after the transaction, they did not have to share their profit margin with
intermediaries, and the transportation cost was also relatively low.

In the middle-high income market, producers may deliver a lower volume than in
the low-income market, however, they may also generate a higher value. In this type,
farmers tend to work with larger intermediaries such as supermarkets [13]. To access this
market, they were required to fulfill the minimum requirements and quality standards [9,
19]. This often hampers small producers to enter this market. For smallholder farmers,
there were challenges regarding farm capacity, a scattered location, and remoteness from
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collection facilities, which lead to a higher transaction cost [20]. Therefore, smallholder
farmers were less competitive than the bigger farm. In Africa, smallholder horticulture
farmers had to compete to enter supermarket chains not only with the domestic bigger
farm but also with farmers across national borders [21].

Working under contract is common in the middle-high income market. Studies
showed working under contract can improve smallholder income and welfare [22]. This
also enabled producers to incorporate the emerging markets for processed goods and
export commodities [23]. Having more integrated coordination may also lead to a bet-
ter situation for farmers, for instance, information-sharing, a more stable market, and
reducing intermediaries. However, buyers or lead firms would have more control than
producers over the production process [24]. The imbalance of power has presented draw-
backs for smallholder farmers. Since the firm led the coordination, the value distribution
was not always beneficial for smallholder farmers [25, 26]. Payments for supplies were
not always instant [21] and this made their financial to pay next production burdened.
This was not fit for smallholder farmers who already have financial problems for produc-
ing their commodities. Therefore, despite farmers mostly gaining value from supplying
supermarkets, it is often problematic for smallholders to enter this high-value chain
system [27].

Regarding transaction cost, a study in Asia highlighted that smallholder farmers can
enter the middle-high income market through intermediaries to address the transaction
cost problem [28]. Farmers did not have a direct connection to the supermarket chain.
They access the supermarket chain through suppliers or wholesalers. Thus, the require-
ments on product quality or volume were managed by the intermediaries. The question
is how beneficial this value chain system was for smallholder farmers since this still
involved a long chain and the value distribution may not be proportional?

There is an option for smallholder farmers to reduce intermediaries so that they can
connect to the middle-high market. The role of intermediaries can be substituted by
farmers themselves if they work collectively under a group. This enables smallholder
farmers to be able to participate in the middle-high income market and improve product
value andmanage buyer’s requirements, as shown in the potatoes case, cowa-mangosteen
case, and mango and cashew nuts case [10–12]. Furthermore, many studies suggest that
collective action can help smallholder farmers to address market imperfection problems,
for instance reducing transaction costs, accessing finance, and improving bargaining
power [8, 10, 16, 29]. Thus, it is suggested that smallholder farmers need to work
collectively to improve their market participation and gain value from it.

The other market type that can be entered by smallholder farmers was the producer-
driven market [9]. Some studies indicated that the opportunities for smallholder farmers
to enter producer-drivenmarketswere quite open. Itwas reported that Food andAgribusi-
nessMultinational Enterprises wanted to involve smallholder farmers as their strategy to
secure a long-term supply of agricultural produces since there was potential to improve
yields per hectare, which might not be achieved on a larger farm [30]. This is also part
of their strategy to expand their markets in emerging and developing countries [31].

In this market chain, food manufacturers play a significant role in organizing the
supply chain. Food manufacturers have to shift from short-period transactional into a
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long-term cooperative relationship [30], which means the coordination between small-
holder farmers and food manufacturers were more integrated. This may present benefits
for farmers since the market information and access were clearer. The quality require-
ments may also be lower than the supermarket chain since the food manufacturer took
over in maintaining the safety and food quality issues and this could ease smallholder
farmers to participate within the market channel [9]. However, there was also evidence
that some food manufacturers also require a high-quality input, which means farmers
have to maintain their on-farm production practices [18]. Therefore, entering this type
of value chain can also be complicated for smallholder farmers since the requirement
could be more complex to fulfill the demanded materials input quality by the food
manufacturers.

Nowadays, farmers, including small-scale producers, have more options to partic-
ipate in different value chain systems. E-commerce could be an answer to manage
challenges faced by smallholder farmers such as high transaction costs and limited
market information. This platform also presents benefits for consumers, regarding time
efficiency and transportation cost [32]. E-commerce has enabled producers to improve
market participation and firm new contacts, new customers, vendors, and increase sales
[33]. This platform could replace the role of intermediaries and assist farmers in creating
value [34]. This study also showed that e-commerce could be an option for smallholder
farmers to access different markets since they can sell their produce in small volumes, in
this case, 5 kg per transaction. This enabled vegetable producers such as chili and shallot
to sell their produce in a low volume with a better price than through intermediaries.
However, the presence of an e-marketplace also could increase competition that may
lead to tighter price competition [32]. Moreover, adapting to new technology can be
another challenge for old farmers with a low level of education.

Options to enter the new market are widely open for smallholder farmers. However,
theyhave to improve their value chain to enter themarket (Fig. 1). Previously, itwas stated
that there is a need to improve product value and combined with coordination upgrad-
ing, horizontally and vertically. Improving agricultural practices [18], planting more
diverse potatoes varieties [10], or processing raw materials (cowa, cashew, mangoes) to
processed food [11, 24] were examples of product upgrading and these cases showed
that smallholder farmers can perform the product upgrading. Nevertheless, improving
smallholder farmers’ capability also requires support from the external environment.

The external environment can be interpreted as financial and non-financial support
[35]. Financial support can be delivered by the government, Non-Government Organi-
zations (NGOs), research agencies, and private. It can be argued that the government has
bigger power than other actors to facilitate farmers’ access to finance, for instance, pro-
viding grants and facilitating access to low-interest credit, since they have the authority
to manage the national budget and initiate policies to ease financial access. The gov-
ernment also has more capacity to build coordination with the financial institution than
other organizations. This can be seen in many cases [16, 36, 37].

Improving smallholder farmers’ capability also requires non-financial support, such
as legal and judicial systems, transport, electricity,water, and other infrastructure systems
[37]. Regarding the non-financial support, it can be seen that government also has amajor
role in establishing pre-requirements for smallholder farmers’ improvement. However,
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Fig. 1. Approach to improve smallholder farmers’ market participation.

this does not mean that other external actors such as NGOs, research agencies, and the
private sector have an insignificant role in the development.

NGOs and research agencies commonly facilitate farmers to develop social capital,
organization’s capacity, and marketing and management skills [8, 10, 36, 37]. Mean-
while, the private sector facilitates and directs them to meet quality and safety standards
[16] as well as improve production capacity [37]. The private sector could be a good
facilitator to improve market participation since they already have the access to local
and global markets [38]. In the “5 kilo” case, an e-marketing platform in Indonesia, they
were not only providing a marketing platform for farmers but also assistance to improve
farmers’ business capabilities [34].

On the other hand, some drawbacks emerge from each program delivered by those
external actors. The government tends to have less collaborative interaction between
farmers and facilitators since the programs were not demand-driven [16] or the interac-
tion was less intensive and programs tended to be more general, not specific for each
farmer and location since the government programs cover a wide range of areas. In that
regard, NGOs may have more opportunities to deliver programs needed by farmers,
such as marketing and technical improvement skills assistance [39, 40]. However, it was
also found that NGOs may be tempted to have more intervention [16] and this led to an
increase in farmers’ dependency. Meanwhile, private sector assistance may present an
imbalance sharing of benefits.

4 Conclusion and Recommendation

It can be concluded that agri-food value chain transformation, including the emergence of
the e-marketplace, has presented more opportunities for smallholder farmers to improve
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their value chain. Eachmarket chain offers value to them, even in the localmarket. Small-
holder farmers can participate in themore lucrativemarket segmentation of the localmar-
ket chain. They also can opt for supermarket chains, food manufacturers, e-commerce,
and participate within it. However, to improve their opportunities to participate in a
different market chain, smallholder farmers also have to upgrade their production and
governance form. This can be implemented by choosing the demanded variety, improv-
ing product packaging, or making processed food. To improve smallholder farmers’
capability and capacity, they can integrate horizontally and vertically.

In addition, it was suggested to support these farmers with external intervention since
the unfavorable characteristics possessed by them in general. Farmers alone may not
perform the value upgrading approach. Therefore, they need support fromexternal agents
to provide prerequisite factors for the development, such as infrastructures, technical
support, supportive policies and regulations, and ease in financial access.

In the Indonesian context, the government has a major role to empower smallholder
farmers to improve their market participation. Government has more power related to
budgeting, issuing policies and regulations, and also human resources. Therefore, it
is recommended to design agriculture development programs based on a value chain
framework that facilitates smallholder farmers to create value and deliver it to the right
value chain.
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