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Abstract. All companies require all factors of production, including labour and
raw materials, to provide goods and services to their customers. The raw materials
are usually obtained from the suppliers, while labour and other services can be
managed in-house or obtained through outsourcing activities. The objective of this
research is specifically to investigate the influences of supplier selection on
partnership quality, partnership quality and supplier selection on buyer-supplier
relationship (BSR) and firm performance of small and medium restaurants in
Greater Jakarta, Indonesia. A questionnaire is developed and distributed through
a field survey to 96 respondents who are restaurant owners/managers in Greater
Jakarta. Partial least squares structural equation modeling (PLS-SEM) is used to
analyze the survey data. The results show that supplier selection has influences
on partnership quality and BSR, while partnership quality does not affect BSR,
and BSR has an influence on firm performance.

Keywords: Partnership Quality; Buyer-supplier relationship; Supplier selection;
Firm performance.

1. Introduction

The restaurant sector is a part of the service industry that has a unique characteristic due to
the strong relationship between services and facilities. Restaurants create tangible products in
the form of food and beverages as well as intangible products, namely the services, which are
immediately consumed by the customers.

Restaurants need raw materials and other services for their operational activities, which are
usually purchased from suppliers. In order to find suitable suppliers, restaurants must conduct
supplier selection, which process is very critical to product quality and customer satisfaction
level [1]. Determination of suppliers is conducted based on the financial capability of the
suppliers, as well as, stability, payment term and future order [2].

In order to have a successful relationship with suppliers, both restaurants and suppliers
should pay attention on the partnership quality. Partnership as strategic relationship between
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independent companies that share the same goals and profits, and are dependent on each
other[3]. Partnership quality is positively influenced by participation, communication quality,
information sharing and supports from the top management team[4].

Good supplier selection and partnership quality are elemental to achieve a successful buyer
and supplier relationship. The advantages of having a successful buyer and supplier relationship
at the operational level include increased quality, reduced cost, or a combination of both, while
at the strategic level include continuous improvement of products and innovation that lead to
improved competitive advantage, increased market share, and firm performance[2].

However, suppliers can cause problems. First, suppliers create dependency, and reducing or
even eliminating company’s ability to purchase raw materials[5], as well as causing loss of
control for quality and delivery [6]. Second, partnership with suppliers may not last in the long-
term due to suppliers’ operational capability which is inadequate or not adjusted to the
company’s changes [7]. Third, high suppliers’ bargaining power when the raw materials are
unique [8]. Therefore, it is important to understand factors that affect the success of company’s
relationship with their suppliers, and their firm performance.

In Indonesia, the restaurant and catering sector contributed about 2.4% of the country’s GDP
or about IDR 326.1 trillion in 2017, and the sector grew at an average of about 5% in the period
of 2014-2017 (see Fig. 1) [9]. In Jakarta, in particular, there were about 2009 small and medium
restaurants in Jakarta in 2014, and 53% of the residents dined in restaurants with a frequency of
1 to 6 visits per person per month[10].
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Fig. 1. The percentage of growth rate of restaurant and catering sector in 2014-2017[9].

The objective of this paper is to investigate the influences of partnership quality and supplier
selection on the success buyer-supplier relationship and performance of small and medium
restaurants in Greater Jakarta. This study is expected to contribute by providing insights on the
role of suppliers and partnership in influencing the relationship between both parties and the
performance of companies in the restaurant sector in the area.

2. Method

The research is conducted by using quantitative approach and the data is collected by using
a survey. Concerning the partnership quality variable, as in [4], it has 5 dimensions, namely
trust, business understanding, benefit and risk share, conflict, and commitment, with a total of
14 indicators. Regarding Buyer-Supplier Relationship variable, the indicators are six [11].
Lastly, the number of indicators for Firm Performance is three, and they are adopted from [12].
In total, the number of indicators is 30.

The unit of analysis in this research is restaurant. We use purposive sampling, whereby the
restaurants are chosen based on information from the local government. If the restaurant is a
part or the restaurant chain, we only have one respondent from the chain as we assume that the



entire chain will have similar suppliers. Our sample consists of 96 restaurants in the area of
Jakarta, Depok and Bogor. The respondents are restaurant’s owners/managers/supervisors.

Pre-test is carried out to check whether the questions are understood by the respondents. The
pre-test data is analyzed using SPSS 22 software. The results show that all variables are reliable,
however, there are several indicators which factor loading are less than 0.5, thus, we rephrase
the questions to improve the understanding. Field survey is then conducted, and the results are
analyzed using Partial Least Squares Structural Equation Modeling (PLS-SEM) with the
SmartPLS 3 software. We use PLS-SEM, because it performs well with small sample sizes [13].
The recommended minimum sample size depends on the number of maximum arrows pointing
at a construct, the intended statistical power and R? value, and the probability of error[13]. In
this case, since the maximum number of arrows pointing at a construct is 2, it requires at least
52 observations to achieve a statistical power of 80% for detecting R? values of at least 0.25
(with a 5% probability of error).

3. Result

Profile of the respondents is presented in Table 1. It can be seen that most respondents are
located in Bogor (satellite city of Jakarta), have revenue between IDR 300 million (around USD
21 thousand) and 2.5 billion (around USD 173 thousand) in 2017 or considered as small
enterprises (based on the Government Regulation Number 20 Year 2008), the number of
suppliers is up to 5, and use open tender in the process of selecting suppliers.

We perform CFA on Partnership Quality variable. Iteratively, we exclude indicators that
have loading factor below 0.5 and dimensions that have average variance extracted (AVE) less
than 0.50. We then test the convergent validity of the model, and further excluding indicators
that have loading factor below 0.5. In the resulting model, all constructs have good validity and
reliability, with Cronbach’s alpha higher than 0.7, composite reliability more than 0.70 dan AVE
more than 0.50.

Hypothesis testing is then conducted, and the results can be seen in Table 2. The results
indicate that out of four hypotheses, three hypotheses (H1, H3, and H4) are supported by data,
and one hypothesis (H2) is not supported by data as the t-statistics is less than 1.96 and p-value
is bigger than 0.05.

Table 1. Respondents Profile

Descriptions Frequency Percentage
Current Owner 11 11%
position Manager 57 59%

Supervisor 28 29%

Total 96 100%

he Less than 3 31 32%
restaurant years

has been 3 -5 years 36 38%

established | More than 5 29 30%
for years

Total 96 100%

Location of | Jakarta 22 23%

the Depok 16 17%

restaurant Bogor 58 60%

Total 96 100%

Number of 1-5 70 73%

outlets 6-10 12 13%

More than 10 14 15%

Total 96 100%




Sales Less than or 20 21%
revenue in equal to IDR
2017 300 million
Between IDR 63 66%
300 million -
2.5 billion
Between IDR 13 14%
25 - 50
billion
Total 96 100%
Number of 1-5 61 64%
suppliers 6-10 25 26%
More than 10 10 10%
Total 96 100%
Supplier Open tender 50 52%
selection Closed tender 18 19%
process Direct 28 29%
appointment
Total 96 100%

Table 2. Path coefficients

Original | Sample Std. T- P-
Sample Mean Dev. Value | value
() (M)
SS -> 0.735 0.741 0.053 13.795 | 0.000
Parquil
Parquil- -.229 -.212 0.190 1.207 0.114
> BSR
SS -> 0.655 0.653 0.164 3.989 | 0.000
BSR
BSR -> 0.465 0.488 0.087 5.353 | 0.000
Perf

H
Partnership Tvalue 1.207 < 196

Quality (Parquil)

Firm
Performance
{Perf)

Buyer-Supplier
Relationship
(BSR)

H1
T-value 13,795 > 1.96

Tvalue 5,353 > 196

Supplier

H3
Selection [55) T-value 3.989 > 1.96

Fig. 2. Results of hypotheses test

4. Discussion

The results show that for t-value for the path from Supplier Selection to Partnership Quality
is 5.353 with p-value equals to 0.000. This indicates that SS has positive influence on
Partnership Quality (Hypothesis 1 is supported by data)[14]. The importance of the relationship
is particularly high after the supplier selection proses is completed. Good supplier selection will
result in good and reliable suppliers that will lead to good quality of raw materials and reliable
delivery. The requirements stated in supplier selection process will be realized in terms of
contract between both parties that results in shared responsibility, risk and benefit. The
relationship between suppliers and buyers changes from win-lose negotiation to partnership for



mutual benefit[15]. The survey results show that 29% of respondents state that supplier selection
is done through direct appointment, indicating that trust has already been existed between
restaurants and their suppliers that is further manifested in commitment between both parties.

The results also show that the t-value for the path from Partnership Quality to Buyer-
Supplier Relationship is 1.207 with p-value that is higher than 0.05, or Hypothesis 2 is not
supported by data (Partnership Quality has no positive influence on the BSR). Partnership is
vulnerable to the dynamics of both parties[16]. When both parties have different expectations,
the situation may affect the partnership quality. Furthermore, as can be seen in Table 2, 52% of
the respondents, state that they select their suppliers through an open tender mechanism. This
indicates a tight supplier selection process that results in formal relationship between buyers and
suppliers. In the measurement model, Partnership Quality is represented by Trust and
Commitment dimensions, while in the construct of BSR, communicating important issue with
main supplier has the highest loading factor (0.819). Hence, the results can be interpreted that
the restaurants will always communicate important issues with the main supplier to ensure
smooth operations regardless of the level of trust and commitment between both parties.

The results also reveal that the t-value for the path from Supplier Selection to BSR is 3.989
with p-value equals to 0.000 or Supplier Selection has positive influence on BSR (Hypothesis 3
is supported by data). That state supplier selection can support buyer-supplier relationship[2].
In the context of restaurant industry, suppliers’ ability to provide goods and services that meet
the required specifications (loading factor 0.827) plays an important role in ensuring the success
operations of the restaurants. Thus, a good supplier selection process will result in good and
reliable suppliers for the restaurants, leading to a successful buyer-supplier relationship.

This research also finds that the t-value for the path from BSR to Firm Performance is
5.353, with p-value of 0.000 or BSR has a positive influence on Firm Performance (Hypothesis
4 is supported by data)[17];[2]. They say that companies which have cooperative relationships
with their suppliers expect benefit from the relationships. In the context of the restaurant
industry, the good relationships between restaurants and their suppliers will result in good
quality of raw materials and smooth restaurant operations that support the restaurants’
performances.

5. Conclusion

The study aims to analyze the influence of Supplier Selection and Partnership Quality on
Buyer-Supplier Relationship and Firm Performance, with the context of small and medium
restaurants in Greater Jakarta. We gather primary data from 96 restaurants owners/managers by
distributing questionnaire and the results are analyzed using partial least squares structural
equation method.

The results show that Supplier selection has positive influence on Partnership Quality and
Buyer-Supplier Relationship, while Partnership Quality has no positive influence on Buyer-
Supplier Relationship, and Buyer-Supplier Relationship has positive influence on Firm
Performance. The results indicate that in the restaurant industry, a good supplier selection will
result in reliable suppliers that can provide goods and services with specifications that meet the
restaurants’ requirements, and in turn, this will result in a successful buyer-supplier relationship
that lead to good firm performance.

This research has limitations. The firm performance is measured based on perception due
to the difficulty of gathering financial data from the restaurants. In the future research, this
construct may be measured using secondary data to allow comprehensive analysis of the results.
Furthermore, the sample size can be enlarged with proportional ratio of respondents between



cities in Greater Jakarta, so that the results can better represent the restaurant industry in the
area.
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