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Abstract

Banyumas regency is the largest producer of brown sugar in Indonesia. One location which produce brown sugar is
in Ketanda Village. Unfortunately, most of brown sugar farmers have been trapped to bad middlemen for decades
since they are lack of capital and market access. The farmers pay debt to middlemen with their sugar then the price
is determined by the middleman. Moreover, middlemen buy brown sugar in much lower price than the market price.
Both the buying price and the debt scheme determined by the middlemen are unfair to brown sugar farmers. This
research used action research method. In the first step of action research, diagnosis, it was found that brown sugar
farmers need an institution which can facilitate them to be free from middlemen, strengthen the farmers
community, and also develop their business model. Therefore, the intervention made by gathering local actors and
they committed to build a cooperative. There are two implications from this study. First, this study will enrich
literature in cooperative as a social enterprise which has a main goal to manage social problem. Second, if
successfully implemented, the cooperative model can be replicated in other regions to manage the same social
problem, thus farmer’s economic independence will be achieved.
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1. Introduction

Banyumas Regency is the largest producer of brown sugar or coconut sugar in Indonesia.
Total production capacity of brown sugar in Banyumas reaches 170-200 tons per day and it is
sufficient to support domestic and international market. Banyumas Regency has potential to be
the biggest producer of brown sugar, not only in Indonesia, but also in the world (Kompas, 2016).
The industry absorbs approximately 27,000 workers spreading across the sub-districts. Abdullah,
et.al. (2015) found that brown sugar is financially feasible. The efforts of brown sugar processing
can also be scaled up so that it can supply more sweetener needs of the world community.

One of the sugar producers in Banyumas is Ketanda Village, Kecamatan Sumpiuh. The
majority of households produce sugar traditionally. There are approximately a thousand of
households in the village and ninety percent (90%) are brown sugar farmers. In a family, husband
work as penderes (tapping sap/nira) and the wife work as pengindel (cooking sap/nira). Usually,
one family can produce five to eight kilograms of brown sugar per day. The quantity and quality
of brown sugar depends on the weather.

Most brown sugar producers have been trapped by the middlemen due to capital constraints
and limited market access for decades since they are lack of capital and market access. They pay




debt to middlemen with their sugar. The price is determined by the bad middleman. Middlemen
buy the brown sugar in much lower price than the market price. Both the buying price and the
debt scheme determined by the middlemen are unfair to brown sugar farmers. There are two
level of middlemen in Ketanda Village, level 1 (warung/kiosk/shop) and level 2
(individual/tengkulak).

According to Purwati, et al., (2014), ninety-two percent (92%) Small Medium and Enterprises
(SMEs) are not bankable, therefore they find other source of financing to run their business.
Unfortunately, MSMEs used insecure funding (bad middlemen) to finance their daily operations.
In many cases, the use of insecure funding was not a solution, instead it was created new problem
such as never ending debt problem. To take advantage from national or international trade, SMEs
have to strengthen their institutional capacities (OECD, 2004). Strong institutional capacity will
enable SMEs to compete in the market. In brown sugar farmers, institutional capacity can be built
by first establishing network of cooperation among farmers.

This study has two main research objectives. The objectives are to build a model of a co-
operation network among brown sugar farmers and to establish an alternative financing
institution in order to free the farmers from middlemen. As a result, it will promote economic
independence of brown sugar farmers. Konsti-Laakso et al. (2012) found that the process of
establishing a network of cooperation can be facilitated by external support (also called
intermediation or bridgers), which runs the network management role as coordinator, giver of
advice, information intermediaries, intermediary relationships and sponsor innovation. The
bridger also can be a researcher, thus action research was a chosen research methodology for
this study. There are two implications from this study. First, this study will enrich literature in co-
operative as a social enterprise which has a main goal to manage social problem. Second, in
practice, if successfully implemented, the co-operative model can be replicated in other regions
to manage the same social problem, thus farmer’s economic independence will be achieved.

2. Literature Review

Porter’s Diamond

The Porter Diamond has been used to analyze national competitiveness or geographical
competitiveness. According to the Porter Diamond model, there are six elements in assesing a
region competitiveness: Factor Conditions, Demand Conditions, Related and Supporting
Industries, Firm Strategy, Structure and Rivalry, Chance, and Government (Porter, 1990). Factor
conditions are factors that can be exploited such as highly skilled workforce, linguistic ability of
workforce, rich amount of raw materials and workforce gortage. Demanding conditions refer to
demand of such products at home and foreign markets. If the local market for a product is larger
and more demanding at home than in foreign markets, local firms potentially put more emphasis
on improvements than foreign companies. This will potentially increase the global
competitiveness of local exporting companies. A more demanding home market can thus be seen
as a driver of growth, innovation and quality improvements (Porter, 1990).

Related and supporting industries refer to the competition between local supporting
industries and suppliers. When those parties are competitive, home country companies will be
more efficient in cost and as an addition, will receive more innovative parts and products.




Structure and rivalry refers to the structure and management systems which can potentially
affect competitiveness. Home markets with less rivalry like in brown sugars farmers case in
Indonesia may therefore be counterproductive, and act as a barrier in the generating of global
competitive advantages such as innovation and development.

The Porter Diamond model offers an éfflective way for analyzing competitiveness since
competitiveness is vital for sustainability. According to the Porter Diamond model, the
characteristics of the home country play a central role in explaining the international
competitiveness of the firm. Thus, it asserts that the quality of the home country environment
influence how successful the company can become in other markets. Assesing the
competitiveness using this model will depict clearly advantages and disadvantages thus the
Porter Diamond will be best model in shaping future strategy. Here is brown sugar’'s farmer
identification using Porter Diamond.

Figure 1.
Identification of Brown Sugar’s Competitiveness Using The Porter Diamond

Firm Strategy:
Structure and Rivalry
* No strategy

+ No rivalry
* No structure
* No cooperation

Factor conditions:
* Natural resources: Demand Conditions:
deployed over time * High national and
* Human resources: low international demand
education, low skills * Large market
* Technological base:

almaost none |

Related and supporting
industries:
* Local competitions: none
* Noinnovation
+ Cost effectiveness: ?

Source: Data processed by reseacher,2018
Asset-Based Community Development

Asset Based Community Development (ABCD) is a strategy to mobilize individuals,
associations, and institutions to work together in building collective assets. ABCD concerns to link
micro-assets to the macro-environment. ABCD emphasizes the bond that already exists in the
community to be the strength to drive the development process, including developing local




economy. In using ABCD as an analyzing tool, there are two approach; Capacity Inventory
Approach and Asset Mapping Approach. Capacity inventory lies in Personal information, Skills
information, Community information. Asset Mapping lies in Individuals, Physical assets,
Associations, Institutions, Connections.

There are five key assets in ABCD Communities; Individuals, Associations, Institutions,
Physical Assets, and Connections. ABCD recognizes that each individuals has gifts and skills. Each
of individuals in the community need to be identified and recognized. This is the initial step in
doing ABCD. Regarding associations, small informal group of people in the community will be
critical to community mobilization, particularly if they gather because of their common interest
by their individual choice. Regarding institution, government, university and private business are
included. They are as catalisator for the community. The institution usually has their own material
assets. Their assets will be valuable resources for the community.

Regarding to physical assets such as land, building, and other physical assets can be used
for the community. In connections, there must be an exchange between people in sharing their
assets. The connection can be made through some mediators/conectors. They are the people
who will be responsible in managing communications in the community or with external parties.

Research Method

Torbert (2002) stated that knowledge is always gained through action and for action. To
question the validity of social knowledge is to question, not how to develop a reflective science
about action, but how to conduct an action science. This research used action research. Action
research is problem centered and action oriented research. In action research, researchers
describe, interpret and explain a social situation at the same time to make changes or
interventions with the goal of improving community or participation (Sulaksana, 2004). Davison,
Martinsons and Kock (2004) mentioned that action research as a method of research, action
research founded on the assumption that the theory and practice can be integrated with the
learning of the outcome of the interventions planned after a detailed diagnosis of the context of
the problem.

The stages of this study are based on the stages of action research stated by Davison,
Martinsons and Kock (2004). According to Davison, Martinsons and Kock (2004), there are five
stages in action research: diagnosis, action planning, action-taking, evaluating and learning. This
action research will take approximately three years to be completed. In diagnosis phase, we try
to identify the financial problems of brown sugar farmers and explore the possibility to establish
alternative financing institution over the bad middlemen. In the action planning phase, we try to
develop the financing alternative model and at the same time promote local competitiveness of
brwos sugars. In action taking phase, the financing alternative model is started to operate. In the
evaluation phase, we try to analyze impacts and benefits of an alternative financing institution
and cooperation network. Data collection used in this study will be dominated by in depth
interview and Focus Group Discussion (FGD). Based on the reference stage of the action
research, the stages in this study and the methods and outcomes described in the following table:

Table 1. Phases of Action Research
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3. Results and Discussion

First year

The first phase of action research is Diagnosis Phase. In the first year, diagnosis phase
used in depth interview and Focus Group Discussion (FGD) as data collection tools. Using one
local person as a facilitator between brown sugar farmers and the Institute (Kopkun Institute as
a research incubator), the process run relatively smooth. The local person is also part of Kopkun
Institute thus the communication and meetings between two parties were intensive. Some
information revealed from the interview, such as there are two type’level of middlemen: Level 1
and Level 2. each farmers debts to Level 1 and Level 2 middlemen were around Rp 3,000,000-
Rp 5,000,000 per person. Although it was not a huge amount of debt, they cannot paid it off since
the middlemen were not transparent in recording their payment. The brown sugar farmers did
not know how much their debt left or how much money they have paid.

Brown sugar farmers have debts in level 1 middlemen (warung/kiosk) because they
have to buy groceries for their daily needs. The brown sugar farmers exchange their brown sugars
with groceries. The Level 1 middlemen then set the brown sugar prices lower than the market.
Brown sugar farmers have debts in level 2 middlemen if they need fresh money as soon as
possible. Level 2 middlemen have been well known for their 24/7 service, no requirements as the
banks, but in the other side, very high interest. Here is the value chain of actors involved in brown
sugar industry:

Figure 2. Value Chain of Brown Sugar in Banyumas

i Selling BS

Traditional market/
Retail

Selling 85

Selling BS

Funded by
Level 1 Middlemen Level 2 Middlemen national
(Warung/ Kiosk/ Shop) (Tengkulak) middlemen

selling BS Selling 85

Giving rice, oil, Giving loan

eggs, etc

Brown sugar producers

Source: Data processed by researcher, 2018




FGD came together with local/traditional activities like yasinan and rembug desa. In
addition, the local person also visited the farmers’ house, one by one, to assure them to form a
cooperation network which can enable them to be free from bad middlemen trap. After series of
visiting and local FGD, the brown sugar farmers agreed to form a co-operative as a media for their
aspiration besides co-operative also as an economic tool. Co-operative can become an
alternative financing institution while in the other side, become a social institution which can
glue the farmers together.

The government and other external parties had tried to manage the debt problems of
brown sugar famers beforehand. They gave cash money directly to the farmers to paid their debt.
However, giving direct cash money to brown sugar farmers to pay their debt had never solve the
problem. Thus, there is an urgent need of institute and cooperation among brown sugar farmers.
Based on the information obtained, there were steps to be taken:

e Build a cooperative as a socio-economic institution to sell together (joint selling)
member's sugar production. The cooperative is chosen as an institutional strategy
because it fits perfectly with the strong rural life with the value of the spirit of gotong
royong (social capital).

e  Build Micro Savings and Loan Services cooperatives for alternative financing (production
and consumption) so the farmers do not depend on the middleman.

® Increasing institutional capacity and cooperative effort to maintain its sustainability.

s Increasing economic added value for brown sugar farmers through village-based potential
efforts.

After identifying several important notes and steps to be taken, the researcher and
representatives of local people started to make a plan of a co-operative (pre co-operative). The
issues that should be addressed were the source of initial capital of the co-operative, people who
will be in co-operative management, and how to gain more members. The farmers members
were poor, therefore each of them cannot collected a lot of money to run the co-operative.
Therefore, the initial capital was collected among members using “celengan bambu” method.
Each member’s house were given a celengan (piggy bank from bamboo). They have to put Rp.
1.000 to the celengan, and every day, the co-operative administrators stopped by farmer’s house
to take and collect it. After ten months, a significant amount of money were collected from its
members. The money, therefore, became the initial capital of the co-operative.

Second year

In the first and second month, the pre co-operative, with the assistance of regional co-
operative (Kopkun) open its kiosk. This kiosk opened to overcome the Level 1 Middlemen
(warung/kiosk), thus if the farmers need buy groceries, they do not have to exchange it with their
sugar as they did with Level 1 Middlemen. To overcome Level 2 Middlemen (the individual
middlemen/tengkulak), micro savings and loan services of co-operative has started to operate.
Three young local people were chosen to manage the co-operative. In this year, the co-op
management and members were also regularly came to Purwokerto (capital city near Ketanda
Village) to learn about co-operative and co-operative enterprise from the incubator institution
(Kopkun). They learned accounting, business modelling, co-operative education, and leadership.




Every month, the pre co-operative conducted a meeting to discuss their performance.
The meetings were divided into four sections: membership, celengan bambu, kiosk/warung, and
brown sugar business. In the second year, the number of members were increased because more
and more brown sugar farmers have benefited from the co-operative. In fact, there were farmers
from another village who wanted to join the co-operative. The celengan bambu has been
unseparable part of member’s life, the members often asked the administrators if the were late
in taking the money. The members were very happy knowing the amount of their balance. They
were surprised knowing that they actually can save the money regularly, a thing they never know
before.

There were about 10,000 coconut trees in Ketanda Village. Every day, the farmers can
climb coconut trees twice, in the morning and afternoon. With about 20-40 trees to be climbed
everyday and the duration to cook brown sugar will be around 6-7 hours, the co-operative build
a Communal Kitchen for the farmers to cook their sugar. Communal kitchen is a concept of
coconut sugar production collectively managed by cooperatives with the aim of making
production costs more efficient.

Third year

The co-operative is currently entering the third year. The farmers finally have started to
reach their economic independence although several works are still in progress. The co-operative
now also become one of the brown sugar producers in Banyumas whose products are
marketable. Some importers from overseas have tried to contact the co-operative to arrange an
import agreement with them. However, due to production capacity, they cannot sign a deal this
year, but this will be their project for future years.

The members have significantly increased in the third year, from only 9 farmers in the
first year, the members now has reached 135 farmers. Currently at least they have collected
Rp.19 million from member and community savings (celengan bambu). The average monthly
total collected reaches 2.5 million rupiah. Since they save only Rp. 1.000 per day, most of their
savings are coins. One of the member said:

"I'am so happy. | just ‘throw’ my coins every day, but it turns out that | have saved a big amount
until now. Later, if | need the money, | do not have to go to the middlemen since | have my own
saving”

When being asked how the management of co-operative feel after three years running
the co-operative, one of them said:

"Last month's meeting, we have got applause from the farmers. To be honest, | have a regular
headache during the past three years (laughing). But, no guts, no glory. There are price to pay

for promoting farmer’s economic independence. We put our trust and belief in our co-operative"

The other co-operative administrator added:




“It feels dizzy but happy. Dizzy because there is still a lot of homeworks. Happy because we see
directly in the field how members began to believe and loyal to the co-operative. That's what
makes me and my friends happy!”

To inspire other farmers in similar situation, the co-operative has worked together with
external parties to make a movie about their journey in reaching their economic independence
over middlemen. Together with the researcher, we will evaluate the works we have done in the
past three years. No guts, no glory.

4, Conclusion

Banyumas Regency has potential to be the biggest producer of brown sugar, not only
in Indonesia, butalso in the world. The industry absorbs approximately 27,000 workers spreading
across the sub-districts. One of the sugar producers in Banyumas is Ketanda Village, Kecamatan
Sumpiuh. The majority of households produce sugar traditionally. There are approximately a
thousand of households in the village and ninety percent (90%) are brown sugar farmers. For
decades, brown sugar farmers have been bounded by the middlemen due to capital constraints
and limited market access since they are lack of capital and market access. They pay debt to
middlemen with their sugar. The price is determined by the bad middleman. Middlemen buy the
brown sugar in much lower price than the market price. Both the buying price and the debt
scheme determined by the middlemen are unfair to brown sugar farmers. There are two level of
middlemen in Ketanda Village, level 1 (warung/kiosk/shop) and level 2 (individual/tengkulak).

To overcome middlemen problem, there is an urgent need to promote brown sugar
farmers’ economic independence. Economic independence from the middlemen can be reached
only if the farmers build a cooperation among them. From a diagnosis phase, it is known that
they need to build an alternative financing institution which is not only strengthen their economic
capital but also their social capital. “Co-operative” form was as an institutional strategy because
it fits perfectly with the strong rural life with the value of the spirit of gotong royong (social
capital). In the first year, the co-operative started to operate and gain members from brown sugar
farmers. Furthermore, the “celengan bambu” movement was conducted to gain an initial capital
for the co-operative. In the second year, education was the main issue. Co-operative
management learned co-operative and co-operative enterprise from their co-op incubator,
Kopkun Institute. Moreover, they also build a communal kitchen to make production costs more
efficient. In the third year, there is a significant increased of members in the co-operative, while
the kiosk runs well. Although this year is our third year, but we have not make an overall
evaluation. The evaluation will be conducted by the end of this year, however we have seen the
progress of brown sugar farmers, economically and socially.

5. Implications

There are two implications from this study. First, this study will enrich literature in
cooperative as a social enterprise which has a main goal to manage social problem. Second, if
successfully implemented, the cooperative model can be replicated in other regions to manage
the same social problem, thus farmer’'s economic independence will be achieved. Since bad




middleman is the same story but in different fields and different places in Indonesia, this co-
operative model of brown sugar farmers can be replicated in such situation.
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