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Abstract 
 

The national economy and knowledge standards are continuously promoting, while large 

amount of agricultural chemical is used for the yield of agricultural products to supply the 

food demands of large population caused by rapidly increasing population. The agricultural 

chemical residue on originally healthy agricultural products results in health problems for 

modern people. The attention to agricultural products sanitation and safety therefore is paid. 

Organically cultivated agricultural products present high nutrition and favorable taste because 

of the health idea of not using agricultural chemical and chemical fertilizer to reduce the 

damage to the entire environment, soil, and water that they are gradually favored by 

consumers. Organic agricultural products present large differences from general agricultural 

products in the production and marketing channel. The direct and indirect sales performance 

of organic agricultural products is then analyzed in this study. Total 274 organic agricultural 

product farmers in the public database of Taiwan Organic Information Portal are interviewed, 

and 176 pieces of farm data are acquired. The research results show the significant differences 

in 1.Sales Growth, 2.Gross Profit Rate, 3.Return on Assets, and 4.Return on Sales between 

direct sales and indirect sales. The research results are expected to help farmers of organic 

agricultural products select sales channels. 

 
Keywords: Organic agricultural products. Sales channel. Corporate performance. Gross profit 

rate. Return on sales 

 

1. Introduction 

 

Food safety events are often reported in the media because of serious environmental 

pollution that consumers are questioning about food safety. Lin (2011) considered that the 
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continuous enhancement of national economy and knowledge standards allowed the citizens 

concerning about the sanitation and safety of agricultural products. Organic agriculture is an 

industry stressing on production, life, and ecology characteristics as well as a kind of friendly 

farming to environments.  

In addition to producing safe and quality agricultural products, it could reduce the 

impact of agricultural production on environmental pollution, enhance biodiversity, and 

ensure the sustainable management of agriculture for the major benefits on conservation of 

national water and soil resources, sustainability of biodiversity, and maintenance of food 

safety and national health. Early development of organic agriculture in Taiwan, with the small 

farming area and less investment of farmers, was not as good as other advance countries. 

Nevertheless, it is on the track and could compete with advance countries (the US, Europe, 

Japan) in past two decades.  

The rapidly increasing population increased the demands for food that large amount of 

agricultural chemical was used for agricultural products. It resulted in agricultural chemical 

residue in originally healthy agricultural products and accumulated toxin in human bodies to 

affect the health of modern people. A lot of unknown cancers are greatly correlated with food. 

Dr. Lin Chieh-liang, a Taiwanese toxicologist in Taiwan, told people to eat food, not food 

products; and, agricultural products, especially organic agricultural products without 

agricultural chemical, were the most natural food.  

A lot of people would not stress on the diet and have organic agricultural products 

until losing the health. Organically cultivated agricultural products present higher nutrition 

and better taste as the health idea of not using agricultural chemical and chemical fertilizer 

appears less harm on the entire environment, soil, and water that they are gradually favored by 

consumers. 

The production of organic agricultural products is different from general agricultural 

products. No chemical fertilizer and agricultural chemical is used in the production process, 

crop rotation and fallow are applied, and the diverse production of products is emphasized. 

The little yield and high price have organic agricultural products reveal great differences in 

the production and marketing channel from general agricultural products. This study therefore 

aims to analyze the direct and indirect sales performance of organic agricultural products. 
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2. Literature Review 

2.1. Organic agriculture 

 

Organic agriculture is also named ecological agriculture, low input agriculture, 

biological agriculture, nature farming, regenerative agriculture, alternative agriculture, or 

sustainable agriculture depending on the names or definitions in legislations or agricultural 

associations in various countries. Organic Agriculture is utilized by Agriculture and Food 

Agency, Council of Agriculture, in Taiwan.  

Lin (2011) indicated that the production following organic agriculture focused on 

biological balance and environmental protection, did not use chemical compound of 

agricultural chemical, chemical fertilizer, and growth hormone, and utilized agricultural and 

animal husbandry combined business and crop rotation to have an individual farm become an 

ecosystem. Akgungor et al. (2010) regarded organic farming as good farming for 

environments and soil, being able to enhance soil biodiversity, filter pesticide, not allowing 

the use of artificial chemical fertilizer, and producing agricultural products with special 

management. 

Organic agriculture mainly originated from Europe, the US, and Japan; and, Germany, 

Austria, Switzerland, Denmark, France, the US, and Japan currently present advance 

development on organic agriculture (Lin, 2011).  

The development situations of organic agriculture in Europe, Japan, and the US are 

briefly introduced as below. Germany was the first country presenting systematic and 

organizational research on the promotion of organic agriculture. Early in 1924, Dr. Rudolf 

Steiner, an anthropologist, initiated, through a series of speeches, to replace the use of 

chemical additive with farming technology, established the first organic agriculture 

association, Bio-dynamic Associations, in Europe in 1940, and established International 

Federation of Organic Agriculture Movement (IFOAM), the most important organic 

agriculture organization globally nowadays, in Versailles, France, in 1972 to hold seminars, 

discuss new production technologies, and revise standards for certification, and stipulated 

Standards for Organic Agricultural Products and Organic Agricultural Product Mark in 1991 

and 1999, respectively to provide safe and quality products for consumers (Apaydın & 

Koksal, 2011).  

Austria shows the best organic agriculture development among European countries 

today (Doorn & Verhoef, 2011). Organic agriculture in Austria originated in 1927, was 
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largely promoted in 1930s, achieved the goal of 10% agricultural acreage for organic 

production preset for 2010, and reached the agricultural acreage for organic production up to 

11,500 hectare, exceeding the preset standard of Europe for 2006, in 2003 to become a model 

of organic agriculture development approved in Europe (Hsieh, 2010). 

Domestic organic agriculture development started later than foreign counties. Not until 

1986 was the idea of organic agriculture introduced. The development process could be 

divided into four stages of Preparation, Trial, Demonstration, and Promotion (Hsieh, 2010): 

I. Preparation (1986 – 1987). Council of Agriculture, the Executive Yuan, invited 

experts and researchers from National Taiwan University and National Chung 

Hsing University to evaluate the practicability of organic agriculture in 1986. 

II. Trial (1988 – 1993). Taiwan Provincial Government Agriculture and Food Agency 

promoted Planning of Organic Agriculture, established simple compost, and tried 

organic cultivation in 1990. Meanwhile, Mokich Okada International Association 

(MOA), the first private organic certification group in Taiwan, was established and 

promoted MOA nature farming, i.e. maintaining the natural and ecological farming 

without using chemical fertilizer and agricultural chemical, in Taiwan. 

III. Demonstration (1994 – 1999). Council of Agriculture, the Executive Yuan, 

announced Points to Guide Certification Institutions for Organic Agricultural 

Products, Points for Establishing Organic Agricultural Product Certification Group, 

and Production Criteria for Organic Agricultural Products to manage organic 

agriculture and guide the production of organic farmers. 

IV. Promotion (2000 – now). By 2015, 11 certification institutions, including Tse-Xin 

Organic Agriculture Foundation, Mokich Okada International Association, Chinese 

Organic Production Association, Taiwan Organic Production Association, National 

Animal Industry Foundation, FSI Taiwan-Asia Pacific Office, Taiwan Formosa 

Organic Association, National Cheng Kung University, National Chung Hsing 

University, NQA Certification Co., Ltd. (NQA), and Universal Certification 

Service Co., Ltd. (UCS), are certified by Council of Agriculture (Taiwan Organic 

Information Portal, 2014). 

 

 

 

 



Analysis of direct and indirect sales performance of organic agricultural products 

Hu, R.; Shieh, C-J. 

Custos e @gronegócio on line - v. 11, n. 4 – Out/Dez - 2015.                                         ISSN 1808-2882 

www.custoseagronegocioonline.com.br 

 

97

 

2.2. Corporate performance 

 

Performance is generally measured with financial indices, and finance is used for 

evaluating corporate performance (Azadi & Ho, 2010). The measurement of management 

performance aims to inspect the achievement of organizational goals as well as to judge the 

corporate performance. Since the idea of management performance is huge and abstract, the 

measuring standards would change. It is generally classified into financial indicators (such as 

return on investment, return on sales, earnings growth rate) (Aryal et al., 2009) or non-

financial indicators (e.g. customer satisfaction, new product release or reaching rate of 

strategic objective, employee productivity, R&D of product process) (Earth Trends, 2010).  

The measurement of management performance in general enterprises mainly focuses 

on financial indicators, such as return on investment, sales growth rate, and return on assets. 

As most enterprises aim to make profits, the sustainable management relies on profits making. 

Any decisions of an enterprise expect to reach the goal of profits making that the ultimate 

benefit is reflected on the financial performance. Financial indicators therefore are selected 

for evaluating corporate management performance. 

Hamzaoui-Essouss & Zahaf (2012) divided organizational performance into financial 

performance and operation performance. Output-based financial indices, including sales 

growth, return on investment, and earnings per share, were utilized in financial performance 

for measuring the reaching rate of economic goals. Operation performance, or non-financial 

performance, was an evaluation index to measure technical efficiency, e.g. market share, new 

production introduction, production quality, and value added creation.  

The evaluation of financial indicators also presented multiple standards, changing with 

research subjects and domains; and, single concepts like return on assets (ROA), return on 

sales (ROS), return on equity (ROE), and sales growth rate were applied. Oliver et al. (2011) 

divided financial index into return on investment (ROI), return on sales, gross profit, cash 

flow rate, earnings per share, return on stockholder’s equity, earnings growth, and sales 

growth. Probst et al. (2010) included net marginal profit, return on assets (ROA), return on 

investment (ROI), overall competitive status, and general earning power in financial index. 

Tung et al. (2012) divided earning power into return on stockholder’s equity (ROE), gross 

profit rate, and return on investment (ROI). 
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Summing up above literatures, financial performance as a tool to evaluate the 

management performance of an enterprise, defined by Probst et al. (2010), is used in this 

study for measuring the reaching rate of economic goals. Having considered the management 

objectives and domains, sales growth, gross profit rate, return on assets, and return on sales 

are utilized for measuring financial performance. 

 

2.3. Marketing channel for organic agricultural products 

 

 

Among various channels, farmers prefer direct sales in farms and distribution to 

consumers, followed by indirect sales channels of sales to organic specialty stores, sales to 

distribution companies, and sales to production and marketing groups; sales to supermarkets 

and market vendors are less preferred. Such a result reveals that farmers prefer direct sales 

channels. Tung et al. (2012) investigated the factors in various channels that farmers 

considered higher sales price and convenience of sales in farms, and higher sales price and 

stability of distribution to consumers. Such two direct channels show the advantage of 

integrity. Regarding indirect sales channels, sales to organic stores shows stable sales price 

and quantity and better integrity and convenience. However, merely one farmer selects such a 

channel as the first option; most farmers regard it as the second option. Sales to delivery 

companies are convenient with larger sales quantity and stable sales prices that more farmers 

choose such a channel than the one to organic stores. Sales to the middlemen show lower 

management and marketing costs but larger quantity, while sales to production and marketing 

groups are more convenient (Zakowska-Biemans, 2011). 

Based on different research perspectives, Tung et al. (2012) pointed out distinct 

classification of sales channel. This study aims to discuss the differences between direct sales 

channels and indirect sales channels that sales channels are divided into direct and indirect 

sales, and direct sales is defined as direct sales of products to consumers from farmers, 

without going through any marketing units. It is called zero-level channel, or sometimes direct 

marketing (Lin, 2011). Observing the marketing conditions of organic agricultural products in 

Taiwan, direct and indirect sales channels in this study cover the followings. 

 (I) Direct sales 

a) Direct distribution to consumers, i.e. the so-called “delivery”. 

b) Sales in private farms. 

c) Sales in markets or on streets. 
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d) Self-establishment of organic stores. 

e) Direct sales through the cooperation with production and marketing groups or 

other farmers. 

f) Others. 

 (II) Indirect sales 

a) Sales to the middlemen. 

b) Sales to production and marketing groups fior sales to others. 

c) Sales to delivery companies, who are responsible for delivery. 

d) Sales to supermarkets. 

e) Sales to organic specialty stores. 

f) Sales to restaurants. 

g) Others. 

 

2.4. Management and marketing costs and profits of direct and indirect sales 
 

According to Tung et al. (2012), the management and marketing costs for direct and 

indirect sales contain: 

I. Labor cost, including personal and employed full-time staff and temporary staff, 

covering the work of accepting orders, packing, delivery, sales, accounting, and 

paperwork. 

II. Transportation cost, containing vehicle maintenance for self-delivery and haulage 

charge for entrusted delivery. 

III. Packing cost, covering consuming packing materials. 

 

Above costs are direct costs for management and marketing; indirect costs, such as 

equipment depreciation (e.g. computer, vehicle, refrigerating equipment), are not included. 

Tung et al. (2012) indicated that the unit price for direct sales was higher than it for 

indirect sales. However, unit management and marketing costs appear higher on direct sales, 

where labor cost presents the largest ratio and is higher than indirect sales. Tung et al. (2012) 

pointed out the factors in higher labor costs for direct marketing as the heavy work of 

receiving order, managing billing, packing, sorting, and delivery. The transportation cost 

(haulage charge) for indirect sales is higher than it for direct sales. Comparing the profits, 

direct sales show higher unit profits than indirect sales do; and, the number of indirect sales is 

larger so that the total profit is higher (Tung et al., 2012). 

Aiming at above deduction, the following hypotheses are therefore established. 

H1: Direct sales and indirect sales present significant differences in Sales Growth. 

H2: Direct sales and indirect sales show remarkable differences in Gross Profit Rate. 
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H3: Direct sales and indirect sales reveal notable differences in Return on Assets. 

H4: Direct sales and indirect sales appear significant differences in Return on Sales. 

 

2.5. Conceptual framework for this study 

 

According to above hypotheses, the research framework is drawn for this study (Figure 

1) to discuss the relationship among demographic variables, organizational commitment, and 

career satisfaction. 

 

 
Figure 1: Research framework 

 

3. Definition of Research Dimension and Design of Research Methodology 
 

Referring to farmers’ sales channels stated by Tung et al. (2012), the marketing 

conditions of organic agricultural products in Taiwan are observed in this study, where the 

direct and indirect sales channels contain 

� Direct sales: 1. Direct distribution to consumers, i.e. so-called “delivery”. 2. Sales 

in private farms. 3. Sales in markets or on streets. 4. Self-establishment of organic 

stores. 5. Direct sales through production and marketing groups or cooperating 

with other farmers. 6. Others. 

� Indirect sales: 1. Sales to the middleman. 2. Sales to production and marketing 

group for sales to others. 3. Sales to delivery companies, who are responsible for 

delivery的. 4. Sales to supermarkets. 5. Sales to organic specialty stores. 6. Sales 

to restaurants. 7. Others. 

Referring to financial performance as a tool to evaluate the management performance 

of an enterprise, defined by Probst et al. (2010), the reaching rate of economic goals is 

measured in this study. Having considered the management objectives and domains, sales 

Direct sales Gross margin 

 

Indirect sales 

Return on 

investment 

Sales growth 

Return on 

sales 
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growth, gross profit rate, return on assets, and return on sales are applied to measure financial 

performance. 

Total 274 farmers of organic agricultural products recorded in the public database in 

Taiwan Organic Information Portal are interviewed by Organic Center, which is established 

and managed by National I-Lan University, with the funds from Agriculture and Food 

Agency, Council of Agriculture, the Executive Yuan. Some farmers among such participants 

give up organic agriculture and produce or sell general agricultural products, and other 

participants belong to the same farms and stop planting organic agricultural products that total 

176 pieces of farms are acquired the data. 

 

4. Analysis 

4.1. Analysis of Variance of sales channels on corporate performance 
 

Analysis of Variance is used for discussing the effects of sales channels on corporate 

performance that sales channels are analyzed and explained. From Table 1, different sales 

channels present remarkable effects on sales growth, and sales growth with direct sales is 

higher than it with indirect sales that H1 is supported. Distinct sales channels show notable 

effects on gross profit rate, and the gross profit rate with indirect sales is higher than it with 

direct sales that H2 is supported. Various sales channels appear significant effects on return 

on assets and the return on assets with indirect sales is higher than it with direct sales that H3 

is supported. Finally, sales channels present notable effects on return on sales, and the return 

on sales with indirect sales is higher than it with direct sales that H4 is supported. 

 

Table 1: Analysis of Variance of sales channel on corporate performance 

Variable F P Scheffe test 

Sales channel 

Sales growth 8.164 0.002** Direct sales>Indirect sales 

Gross profit rate 7.683 0.000** Indirect sales>Direct sales 

Return on assets 12.572 0.027* Indirect sales>Direct sales 

Return on sales 14.296 0.015* Indirect sales>Direct sales 

* stands for p<0.05, ** for p<0.01 

 

4.2. Analysis of Variance of direct sales and indirect sales on corporate performance 
 

Applying Analysis of Variance to investigate the effects of direct sales and indirect 

sales on corporate performance, direct and indirect sales channels are analyzed and explained 

in this section. From Table 2, different direct sales reveal significant effects on sales growth, 

gross profit rate, and return on sales, and distinct indirect sales show remarkable effects on 

sales growth, gross profit rate, and return on sales. 
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Table 2: Analysis of Variance of direct sales and indirect sales on corporate 

performance 

Variable  F P Scheffe test 

Direct sales 

Sales growth 5.621 0.000** 12>3456 

Gross profit rate 3.726 0.000** 124>356 

Return on assets 9.854 0.133  

Return on sales 7.347 0.007** 12>3456 

Indirect sales 

Sales growth 7.964 0.000** 1235>467 

Gross profit rate 6.225 0.000** 135>2467 

Return on assets 10.511 0.432  

Return on sales 8.982 0.004* 1356>247 

* stands for p<0.05, ** for p<0.01 

 

5. Conclusion 
 

The research findings show the preference of farmers of organic agricultural products 

for direct sales in private farms and self-distribution to consumers, followed by indirect sales 

channels of sales to organic specialty stores, sales to distribution companies, and sales to 

production and marketing groups, while sales to supermarkets and market vendors is few. 

Such a result reveals the preference sales channel for organic agricultural products is direct 

sales.  

In regard to direct sales, farmers of organic agricultural product consider the higher 

salescprice and better convenience in private farms and higher price and stability of self-

distribution to consumers; and, both channels present better integrity. In terms of indirect 

sales channels, the stable sales price and sales quantity, better integrity and convenience of 

sales to organic stores are the advantages. However, the convenience, large quantity, and 

stable sales price of sales to delivery companies allow farmers selecting such a channel more 

than sales to organic stores. On the other hand, sales to the middlemen show low management 

and marketing costs and large quantity, while sales to production and marketing groups are 

more convenient. 

 

6. Suggestions 
 

Aiming at above research results, the following suggestions are proposed in this study. 

I. It is suggested to reinforce the development of overseas markets and cooperate 

with Taiwan External Development Council for overseas market research and 

information provision. Contracts or cooperation with large traders, supermarket 

chains, food processing factories, or overseas wholesalers could help farmers and 
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processing businesses searching for foreign buyers. The geographic advantages of 

Taiwan could be thoroughly applied to establish regional marketing strategic 

alliance, aiming at Asia-Pacific, and combine with the production bases in 

Southeast Asia and Mainland China to expand the international marketing for 

organic agricultural products. The governmental departments should actively 

participate in negotiations with international economic organizations, assist 

farmers in striving for various gains from trade, and exclude possible barriers to 

trade. 

II. It is suggested to reinforce the management and actively promote food safety and 

sanitary education and training so that the products could pass the agricultural 

chemical residue and standards for phytosanitary measures of international 

markets. The research and development of organic agricultural product varieties 

should be guaranteed by patents and intellectual property rights to help farmers of 

organic agricultural products establish private brands and create niche. The 

cooperation and organization abilities of farmers of organic agricultural product 

need to be reinforced, and leaders are trained to contract farming production and 

bargain with domestic and international supermarkets or wholesalers, as the basis 

of future development of international marketing. Furthermore, organic 

agricultural product farmers’ organizations could cooperate with enterprises 

through strategic alliance to introduce orders, purchase, management of 

international marketing, and professional talents of business management so as to 

enhance the competitive advantages for exporting organic agricultural products 

through export credit and assurance. 

III. Governmental departments of agricultural affairs have to adjust the structure and 

functions. It is suggested to establish a responsible unit similar to Foreign 

Agricultural Servies (FAS) in US Department of Agriculture and combine the 

large power of farmers’ organizations to solve the dilemma of agricultural 

products being permanently unsalable as well as to manifest the determination of 

the government taking care of farmers and promoting organic agricultural 

products. On the other hand, departments of agricultural affairs should actively 

assist China in solving the strict three rural issues by expanding the agricultural 

product export opportunity in Mainland China. The government could actively 

plan a stable and healthy new concept. 
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