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.  Background

Since the deregulation of the retail industry in 1998, the number of supermarkets, hypermarkets, and
minimarkets (collectively coined “modern markets”) in Indonesia has skyrocketed. Several groups claim
that the resulting intense competition with modern markets has caused the decline of the traditional
market. In 2006, SMERU conducted a study on the impact of supermarkets on traditional markets in
Indonesia’s urban centers. The study was conducted in Depok and Bandung, and used a combination of
gualitative and quantitative methods. Traditional traders in seven traditional markets (five treatment and
two control markets) were interviewed using a questionnaire, and in-depth interviews were conducted with
traditional market managers, supermarket officials, officials from relevant local government agencies, and
representatives from the Traditional Traders' Association (APPSI) and the Modern Retailers’ Association
(Aprindo).

lI. Findings
While the quantitative findings show that supermarkets have a statistically significant impact on the
number of employees in traditional markets, no statistically significant impact on either earnings or profit
of traditional traders was found. The gualitative findings suggest that the decline in traditional markets is
mostly caused by internal problems, from which supermarkets benefit.

The majority of traders in both treatment and control markets have experienced a decline in business since
2003. In-depth interviews reveal four main issues that explain the causes for the downturn in business in
both treatment and control markets: first, the lack of basic infrastructure in the markets; second, the intense
competition with street vendors occupying areas around the market; third, lack of funds for business
expansion; fourth, the decline in their customers’ purchasing power due to the fuel price increase in 2005.
In addition, some traditional traders in the treatment markets also say that the supermarkets have contributed
to the decline in business.

The study also finds that almost 90% of traditional traders pay their suppliers in cash, and 88% use their
own funds for working capital. Most do not have any form of business insurance. Traditional traders are
thus highly susceptible to any fluctuation in earnings, and fully bear the risk for any loss of their merchandise.
Poor access to alternative sources of capital also acts as a major constraint for any traditional traders wishing
to expand their business.

1. Recommendations

1. Improve Market Management Systems

In order to properly address the specific issues that plague traditional markets, market management
systems must be improved. Due to pressures to reach retribusi (market services fees) targets, the majorit
of market managers currently occupy their time with the sole task of retribusi collection. The Office

of Market Management (OMM) should thus ensure that retribusi targets are realistic, and that the
task of retribusi collection is delegated appropriately. Moreover, market managers must be sufficiently
gualified and be given the authority to make market management decisions. Market managers should
also be encouraged to consult and coordinate with traders in order to achieve better market management.
A joint venture between local government and the private sector such as that in the Bumi Serpong
Damai area may help to facilitate improvements in market management and infrastructure.
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