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INTRODUCTION 
The rapid increase of modern retail markets in many developing countries has lead to a transformation of the fresh produce supply 
chain (Reardon et al., 2009). The implementation of private standards by modern retail markets and the problems faced by small 
farmers entering in the modern market channels have led to closer vertical coordination in the supply chains (Swinnen 2007; Reardon 
et al., 2009). A contract is one form of vertical coordination lying between spot markets and vertical integration (Minot, 2007). It links 
small farmers to modern market chains and solves a number of problems faced by small farmers attempting to access to modern 
markets such as accessing credit and output markets, and information asymmetries between farmers and buyers (Minot 2007; Reardon 
et al., 2009).  

An emerging literature dealing with contractual arrangements between farmers and buyers (e.g. traders, agribusiness firms, ex-
porter companies) in the food supply chain has emerged. Details of contractual arrangements between farmers and buyers differ 
among agricultural industries and among countries (Bijman et al., 2008; Dolan and Humprey 2000; Farina 2005; Henson et al. 2005; Guo 
et al., 2007; Lawrence et al., 1997; Schipmann and Qaim 2011). Lawrence et al. (1997) and Farina (2005) report that the contractual 
arrangements between producers and their buyers in the case of pork industry in the US and dairy industry in Argentina and Brazil have 
moved away from open spot markets to contracts.  Schipmann and Qaim (2011) found that for sweet pepper farmers in Thailand the 
use of contracts depended on the type of buyer. They found that the majority  of sweet pepper farmers sell their products to the village 
traders without any contracts. However, oral and written contracts emerge as the most common transactions between farmers selling 
to the private agribusiness firms and the royal projects respectively. Guo et al. (2007) find that oral contracts exist in the transactions 
between farmers and middlemen in China, while agribusiness firms prefer written contracts. Henson et al. (2005) report that the 
contractual arrangements between farmers and an exporter company in Zimbabwe are mostly verbal/oral broadly working on the basis 
of trust and subject to on-going renegotiation.  

In summary, it appears that the term contract covers some or all of these specifications: duration, quality, quantity, cultivation 
practice, delivery time, packaging, transport, price, technical assistance and procedure for paying farmers (Bijman et al., 2008). For 
example, in case of sweet peppers in Thailand, the contractual arrangements between farmers and buyers include aspects of pricing, 
side selling, delivery, grading, production process and input access (Schipmann and Qaim 2011). Similarly, Dolan and Humprey (2000) 
report that the contractual arrangements between farmers and the United Kingdom supermarkets (through the exporter companies) 
include aspects of financial and technical support by the companies, while farmers must supply their produce consistently through the 
seasons and ensure post-harvest quality and safety requirements. The procedure for paying farmers varies widely among the countries. 
Schipmann and Qaim (2011) find that payments to farmers vary from within a week to more than one week in the case of sweet 
peppers in Thailand. Payment at delivery is the most common in contract farming in China (Guo et al., 2007).  

Some studies have examined several incentives that motivate farmers to engage in contracts. The motivations vary, but price is 
the most common factor. For example, Guo, et al. (2007) report that price stability and market access are the main motivations for 
farmers to contract with their buyers.  Price is also perceived as the main motivation by farmers who have contracts with village 
traders, while assured market access and input provision are the most common motivations of farmers who have contracts with 
modern retail markets (Schipmann and Qaim (2011). Swinnen (2007) finds two main motivators for farmers in Central Europe to 
engage in contracts: guaranteed access to markets and guaranteed prices. Access to pre-financing and quality inputs are the main 
motivators for small cotton farmers in Kazakhstan. Masakure and Henson (2005) conclude that the “market certainty” factor (i.e. 
guaranteed minimum prices, guaranteed market for crops, reliable supply of inputs, and no need to transport crop to market) is the 
main motivation for contracting to produce export crops in Zimbabwe.  

Despite the importance of price in contractual arrangements, no study to date has explored the role of price satisfaction in the 
contractual relationships between farmers and buyers. Price satisfaction refers to the psychological result of a contrast between price 
perceptions and price expectations (Matzler et al. 2006b). It plays an important role in the marketing literature since it influences 
customer’s loyalty, the likelihood to repeat transactions in the future (Mazler, et al 2006a; Consuegra et al., 2007). In the agribusiness 
literature, authors such as Gyau (2010), Boniface (2011), and Gyau (2011) report that farmers’ satisfaction on price influences the 
likelihood of farmers to stay in trade relationships with their buyers. In the contract relationships, prices are specified based on the 
quality of products, implying that a contractor will pay a higher price to farmers in order to reward quality of products (Reardon et al., 
2009). On an empirical level, farmers’ satisfaction on price is not only determined by the quality of products that they offered. Gyau, et 
al. (2010) find that in the context of the Australian wine supply chain, producers’ satisfaction with price is determined by relative price 
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(the comparison of prices among the available buyers), price quality ratio (the comparison of prices received by the producer and the 
quality of products that they offer), and price reliability (the ability of producers to predict the price they will obtain). Likewise, Boniface 
(2011) report that producers’ satisfaction with price in the context of dairy industry in Malaysia is influenced by relative price, price 
quality ratio and price fairness.    

In Indonesia, the chili industry is dominated by a large number of small farmers with less than one hectare (White et al, 2007). 
Chilies were primarily sold in traditional markets, but the rapid growth of modern retail markets has created a new market opportunity 
for chili farmers.  In both market channels, buyers play important roles in the chili supply chain as middlemen who connect between 
farmers and market destinations. There are a variety of contractual relationships between farmers and buyers in these two channels 
that have not been explored in the literature. The chili crop exhibits a large price fluctuation; therefore, both farmers and buyers are 
faced with risk price. The chili price paid to farmers is a very important aspect because the chili crop is an important source of cash flow 
income for them. In traditional channels, price is determined by the daily demand and supply of chilies in the major wholesale markets. 
Farmers and buyers collect price information from these reference markets.  In modern market channels, chili prices depend on the 
market prices of chili in the major wholesale markets that will be renegotiated each week. Farmers or buyers can do nothing in respect 
to the absolute price of chilli in the markets. However, by understanding which factors have the most significant influence on chilli 
farmers’ satisfaction with price, the quality of trade relationships between chilli farmers and their buyers may be improved. Farmers 
will accept correct price information, price transparency, price reliability and good price quality ratio for their chillies from their buyers.   

This paper examines details of contractual arrangements between chili farmers and their buyers in traditional and modern supply 
channels. It is expected that different contractual arrangements emerge between these channels. Secondly, this paper explores factors 
that influence the satisfaction of chilli farmers with price and how the overall price satisfaction influences the relationship quality 
between chilli farmers and their buyers. 

MEASUREMENTS AND HYPOTHESES 
The contractual arrangements and trade relationships between farmers selling to supermarket and traditional market channels were 
analyzed using simple descriptive statistics, i.e. the proportions or means of the samples. The t-test was applied to examine whether 
the proportions or the means of the samples selling to supermarket channels are statistically different from the samples selling to 
traditional channels. The role of price in relationship quality was explored by utilizing PLS path modeling. This method allows simulta-
neous tests of the multiple dependent and independent variables, incorporates latent variables and estimates the contribution of each 
manifest variable for each latent variable (Smith 1998). A manifest variable is a variable that can be directly measured or observed. In 
contrast, a latent variable is a variable that cannot be measured or observed directly. This variable is formed from one or more than 
one manifest variable/s.  

The PLS path modeling is consisted of two sub models: the measurement and the structural models (Jakobowicz, 2006). The 
measurement model measures relations between manifest variables and their associated latent variable. The structural model 
measures relations between latent variable. In this study, the structural model is defined in Figure 1. In the model, we placed overall 
price satisfaction and relationship quality variables as the main dependent variables while independent variables included the dimen-
sions of overall price satisfaction.  

We adapted the five dimensions of price satisfaction based on the work of Matzler et al. (2006b) and Matzler et al. (2007).  They 
included relative price, price quality ratio, price fairness, price transparency, and price reliability. Major modifications, however, were 
required to adapt those dimensions to the context of the farmer-buyer relationship in the chilli industry. Relative price refers to the 
price which farmers receive from their buyers when compared to the price offered by other buyers and paid to other farmers. Price 
transparency was defined as a clear, comprehensive, current and effortless overview of buyers quoted prices, which was offered by 
other buyers. Price-quality ratio refers to a ratio between chilli qualities and price paid by the buyers. Price fairness was defined as the 
farmer’s perception of whether the difference between the socially accepted prices is reasonable, acceptable or justifiable. Price 
reliability was defined as an awareness of price changes in which any price changes will be communicated to the farmers by the buyers. 
Each of price satisfaction dimensions were assessed through two manifest variables, except for price reliability which was assessed 
through a single manifest variable. We expected a positive relationship between each price satisfaction dimension and overall price 
satisfaction (H1-H5).  
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According to the literature, overall price satisfaction influences the level of relationship quality between farmers and traders (e.g 
Gyau et al., 2011; Boniface et al., 2010). The concept of relationship quality refers to ”an overall assessment of the strength of a 
relationship and the extent to which it meets the needs and expectations of the parties based on a history of successful or unsuccessful 
encounters or events” (Smith 1998, p.78). Three relationship variables are common in the literature: commitment, trust and satisfac-
tion. Trust refers to “a willingness to rely on an exchange partner in whom one has confidence” (Moorman et al., 1986, p.82). Satisfac-
tion refers to ”a channel member's positive affective response to psychosocial aspects of its relationship” (Geyskens, et al., 1999, 
p.224). Commitment is defined as ”an exchange partner believing that an ongoing relationship with another is so important as to 
warrant maximum efforts at maintaining it; that is, the committed party believes the relationship is worth working on to ensure that it 
endures indefinitely” (Morgan and Hunt, 1994, p.23). In this paper, we placed the variables of trust and satisfaction together, 
trust/satisfaction, and this was measured through four manifest variables. Commitment was assessed through three manifest variables. 
We hypothesized that overall price satisfaction would have a positive influence on either commitment (H6) or trust/satisfaction (H7). 

Figure 1. The conceptual model of price satisfaction in the Indonesian chilli supply chain 
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SURVEY DATA COLLECTION   
The 602 chili farmers were personally interviewed in a farm survey from March to April 2010 in West Java Province, the largest chili 
production zone in Indonesia. The samples included either farmers selling to traditional markets or supermarkets. The supermarket 
farmer samples were obtained from a list of 96 names of chili farmers whose chilies are ended up in supermarkets. The list was 
provided by our contacts in the field: supermarket suppliers, traders and local agricultural staff. 

The traditional farmer respondents were selected by following several steps. Initially, three districts in West Java were selected: 
Garut represents the main production zone in West Java, Ciamis and Tasikmalaya Districts represent new emerging areas with substan-
tial modern sector activities. By applying a systematic random sampling procedure to the data of average chili production in 2004-2008 
in the three districts, the 14 sub-districts were selected; eight sub-districts from Garut and three sub-districts from each new emerging 
area. Next, three villages were selected randomly from each sub-district. Finally, in each of these villages 12 chili farmers were selected 
from a list provided by the Extension office and the Land Tax Office. We interviewed 506 respondents as representative sample of chili 
farmers. 

After data cleaning, about 3% of respondents from the traditional channel sample sold chilies to supermarkets; therefore, they 
were included in the supermarket channel sample. Two households from the traditional channel sample and one household from the 
supermarket sample were excluded due to incomplete information. Finally, this study included 487 farmers in the traditional channel 
sample and 112 farmers in the supermarket channel sample. 

The questionnaire provides a wide range of information of household characteristics, assets, agricultural land, chili production, 
input costs, chili marketing, and changes in chili production, contractual arrangements, perception of farmers on modern channel and 
cash income activities. Farmer perceptions of trade relationship and price satisfaction related to their buyers were sought. These 
perceptions were assessed using a series of five-point Likert scales from “strongly disagree” (1) to “strongly agree” (5).  

Several differences (at α = 0.01 and some variables at α = 0.05) between the characteristics of respondents in supermarket and 
traditional channel emerged as indicated in Table 1. Farmers who sell to supermarkets have a better education level and a younger age 
compared to farmers selling to traditional markets. Farmers in the traditional channel have more experience producing chilies. Re-
spondents both supermarkets and traditional markets can be considered small farmers as indicated by an average of farm size of less 
than one hectare. No significant differences are found in term of land size and irrigated land between the two categorizes of respond-
ents. However, in terms of area dedicated to chili crop there is a significant difference: farmers trading with supermarkets have a larger 
chili area. The supermarket farmers generated larger chili production over the year before the survey.  However, there is no significant 
difference in the productivity level. 

Table 1.   The profile of respondents in supermarket and traditional market 

Variable Traditional Channel 
(n=487) 

Supermarket Channel 
(n=112) 

Total Sample  

(n=599) 

t-test1 

Household member 
(person/s) 4.55 4.34 4.51 1.32 
Age of respondent (years) 46.26 43.86 45.82 2.07** 
Education of respondent 
(years) 6.46 7.96 6.74 -4.84*** 
Experience in producing 
chili (years) 9.42 6.74 8.92 3.85*** 
Distance to sub district 
market (km) 6.07 5.46 5.95 1.67 
Land size (ha) 0.70 0.80 0.72 -1.12 
Irrigated land (ha) 0.28 0.32 0.28 -0.86 
Area planted with chili (ha) 0.34 0.48 0.3 -2.70*** 
Production over the last 
year of survey (ton) 2.66 4.42 2.99 -3.54*** 
Productivity over the last 
year of survey (ton/ha) 10.02 10.10 10.03 -.007 

Note:  ***Significant at the level 1%; ** Significant at the level 5% 
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DISCUSSIONS 
Contractual Arrangements between Farmers and Buyers in Traditional and Supermarket Channels 
Table 2 shows that oral/verbal agreement is the most common agreement type both in the traditional and supermarket channels. Only 
about 12% and 5% of respondents in traditional and supermarket channels respectively do not have agreement prior to sale with their 
buyers. The supermarket channel which is often characterized by promoting formalized contract between the exchange partners 
(Hartmann, 2010) consists only 1% of written agreements. This situation is similar to the contractual arrangements between farmers 
and exporters in Zimbabwe which are dominated by oral/verbal contracts (Henson, et al. 2007). 

Table 2. Frequency Types of contractual arrangements with buyers as reported by respondents (%)  

Description Traditional Channel Supermarket Channel Total Sample 

Oral/verbal agreement 87 94 88 

No agreement prior to sale 12 5 11 

Written agreement 1 1 1 

Total 100 100 100 

Source: Primary survey, 2010 

Farmers who had either oral or written agreements with their buyers were asked to provide information on the details included in 
their agreements. Significant differences between the two samples in terms of the details of the agreements were found as indicated in 
Table 3. In the traditional channel, price is the most important aspect as indicated by 81% of respondents followed by time of payment. 
Grading criteria (sorting by size and color) and availability of credit seems a less important aspect in the traditional channel. In contrast, 
these two aspects play important roles in the supermarket channel. Similar to traditional channel, time of payment is the most critical 
aspect in the supermarket channel. Compared to respondents in the traditional channel, price aspect is a less important aspect for 
supermarket respondents. 

Table 3. Details of the contractual arrangements with their buyers as reported by respondents (%) 

Description Traditional channel  

(n=425) 

Supermarket Channel 

(n=106) 

Total Sample 

(n=531) 

t-test1 

Price 81 35 72 10.30*** 
Time of payment 50 73 55 -4.23*** 
Quantity 32 27 31 0.97 
Color 24 52 30 -5.73*** 
Other inputs provided on 
credit 16 27 18 -2.72** 
Sorting by color 9 53 18 -11.90*** 
Seed provided on credit 9 22 12 -3.63*** 
Sorting by size 5 35 11 -9.23*** 

Source: Primary survey, 2010 
Note:  ***Significant at the level 1%; ** Significant at the level 5% 

Changes of details in the agreements between chili farmers and their buyers over the last five years are further explored (Table 4). 
The majority of respondents both in the traditional and supermarket channel report no change in the details in their agreements.  

Table 4. Changes in the details of contractual arrangements over the last five years as reported by respondents (%)  
Description Traditional channel (n=425) Supermarket Channel (n=106) Total sample (n=531) 
No change 94 93 94 
Yes, they are more detailed 3 4 3 
Yes, the have become less detailed 3 3 3 
Total 100 100 100 

Source: Primary survey, 2010 
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In the literature, it is often suggested that selling to modern markets is associated with delays in payment (Henson et al., 2005; 
Dries et al., 2005; Schipmann and Qaim, 2011). This is also true in the context of the chili commodity in Indonesia. By about 82% of 
farmers in the supermarket channel indicated that they had experienced in payment delays which varied between within one week 
(68%) and more than one week (14%)  after product delivery (Table 5). Payment at delivery is the most common practice in the 
traditional channel as indicated by more than 50% of the farmers. 

Table 5.  Payment methods for their produce as stated by respondents (%) 

Description 
Traditional channel  
(n=485) 

Supermarket Channel 
(n=112) 

Total sample 
(n=597) 

At delivery 51 16 44 
1-7 days later 32 68 39 
More than week later 11 14 11 
Multiple payments 4 2 4 
Before harvest 2 0 2 
Total 100 100 100 

Source: Primary survey, 2010 

As discussed previously, the chili price in the traditional channel is determined by daily fluctuations in supply and demand at the 
major wholesale markets. Supermarkets set chili price fortnightly using the price in these markets as the baseline. The majority of 
farmers in the supermarket channel stated they always accepted the price offered by their buyers (Table 6). A similar situation occurred 
in the traditional channel. About 39% of farmers in the traditional channel, however, stated that they usually bargained with their 
buyers. For most respondents, the bargaining position remained unchanged over the reported five year period (Table 7). 

Table 6.  Perception of price bargaining position with the buyers as reported by respondents (%)  
Description Traditional channel  

(n=485) 
Supermarket Channel 
(n=112) 

Total sample 
(n=597) 

I always accept the price he offers 45 63 48 
I usually bargain with him. 39 24 36 
I sometimes bargain with him 16 13 15 
I set the price and don't bargain. 1 0 1 
Total 100 100 100 

Source: Primary survey, 2010 

Table 7.  Changes in the price bargaining position with the buyers over the reported five year period (%)  
Description Traditional channel  

(n=485) 
Supermarket Channel 
(n=112) 

Total sample 
(n=597) 

No, it has not changed 78 84 79 
Yes, I have more bargaining power 
than I used do 14 15 14 
Yes, I have less bargaining power 
than I used do 8 1 6 
Total 100 100 100 
 

The Advantages and Constraints of Selling to Supermarkets 
Table 8 presents aspects that farmers perceive as the main advantages of selling to the supermarket channel.  Farmers both in tradi-
tional and supermarket channels strongly identified higher price as the main advantages of selling to supermarkets. Similar results have 
also been reported in other studies (Guo et al., 2007; Swinnen, 2007). Access to good seed is the second advantage stated by about 
12% and 9% of farmers in the traditional and supermarket channels respectively. Access to other input, getting input on credit and 
technical assistance were only identified by a few of the farmers.  
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Table 8. The advantages of selling to supermarkets as reported by the respondents (%) 
Description Traditional channel  

(n=485) 
Supermarket Channel 
(n=112) 

Total sample 
(n=597) 

Higher price 88 86 87 
Access to good seed 12 9 12 
Getting inputs on credit 7 3 6 
Technical assistance, learn new skill 6 4 6 
Access to other input  4 3 3 

Source: Primary survey, 2010 
Note: farmers were allowed to select more than one advantage 

Given that price was the main advantage of selling to supermarkets; we compared average chili prices in the different marketing 
channels.  There is a significant difference (1%) with respect to the variable of average chili prices (Table 9). On average, farmers selling 
to the supermarket channel received a higher price than those selling to the traditional channel. The higher price received by super-
market farmers can be associated with rewards for quality (Reardon et al., 2009). This is also true in the context of the chili supply chain 
in Indonesia. As indicated in Table 9, farmers in the supermarket channel are more interested in sorting and grading activities compared 
to those in the traditional channel. 

Table 9. Actual price of chilies received by respondents (IDR/kg) and percentage of respondents conducting sorting 
activities  
Description Traditional channel 

(n=485) 
Supermarket channel 
(n=112) 

Total sample (n=597) t-test1 

Average chili price over the 
last season (IDR/kg) 6,200 8,322 6,598 -5.07*** 
Remove small or bad chili  80 93 83 -3.17*** 
Put into bags or boxes 78 94 81 -3.92*** 
Sort into different groups by 
quality  16 55 24 -9.38*** 
Sort into different groups by 
color  15 55 22 -9.86*** 
Sort into different groups by 
size  8 40 14 -9.44*** 

Source: Primary survey, 2010 

Note:  ***Significant at the level 1% 

Although selling to modern markets provided a higher price, farmers often face several constraints including access to capital, 
farm inputs and knowledge required to meet the specific requirements posed by modern markets (Dries et al., 2009; Boselie et al., 
2003; Reardon et al., 2009; Weatherspoon and Reardon, 2003). Table 10 shows the specific constraints stated by chili farmers. In 
general, there are six main constraints: not enough experience to supply to supermarkets, low quality of product, location far from 
buyer, small farms, lack of irrigation, and farmers has been tied down to a particular trader.  

Table 10. Factors that might prevent farmers from selling to supermarket channel as reported by respondents (%) 
Description Traditional channel  

(n=485) 
Supermarket Channel 
(n=112) 

Total sample 
(n=597) 

Not enough experience 46 28 43 
Low quality of product 39 41 40 
Location far from buyers 30 22 29 
Small farms, small quantities 27 30 27 
Farmers has been tied down with 
trader 19 12 18 
Can't supply all year (lack of 
irrigation) 18 24 19 
Buyers don't know or trust them 12 5 10 
Necessary inputs are too expensive 7 4 7 
Buyers require farmers to package 
chilies 4 11 5 

Source: Primary survey, 2010 
Note: farmers were allowed to select more than one factor 

 

 
 



 

SUMMARY | APRIL 2010 

Farmers were also invited to state their perceptions on what the government could do in order to help more farmers sell to the 
supermarkets. Providing credit is the most important aspect (Table 11). This is followed by providing training in production methods, 
marketing, and grade and standards. This is because supermarkets require more stringent standards. Hence, farmers appreciate the 
training that might help them fulfill the requirements.  

Table 11. Policies required to improve their participations in selling to supermarkets as reported by the respondents 
(%) 
Description Traditional channel  

(n=485) 
Supermarket channel 
(n=112) 

Total sample 
(n=597) 

Provide credit  53 51 53 
Provide training in production 
methods  31 42 33 
Provide training in marketing 27 10 24 
Provide training in grades and 
standards 19 21 19 
Provide information on prices and 
markets 14 18 14 
Help organize farmers into groups 14 11 13 
Improve roads in rural areas 13 8 12 
Improve supply of horticultural seed 13 4 12 
Improve supply of agricultural 
chemicals 11 11 11 
Invest in irrigation 6 11 7 

Source: Primary survey, 2010 
Note: farmers were allowed to select more than one advantage 

Determinants of Price Satisfaction and the Roles Price Satisfaction in Relationship Quality Variables: A 
PLS Path Modeling 
As discussed previously, the PLS path modeling is separated into two sub-models: the measurement and the structural models. 
Therefore, the next discussions focuses on results related to these models. 

The Measurement Model  
The measurement model was tested by performing the outer and inner models. The results of the outer model assessment are 
presented in Table 12. Firstly, the individual item reliabilities were evaluated by examining the values of factor loading of each manifest 
variable in its associated latent variable. The values should be equal to or greater than 0.5 (Hair et al., 1998). The results indicate that 
the values of factor loadings in each manifest variable are on the threshold recommendation (above 0.5), except for one manifest 
variable in the trust/satisfaction variable. Therefore, we excluded this manifest variable in the model.  Secondly, the internal consisten-
cy was evaluated by examining the values of composite reliability (CR) (Fornell and Larcker 1981). The minimum recommended values 
of CR should be 0.6 (Bagozzi and Yi 1988). The values of CR for all variables having multiple items in this study are acceptable (above 
0.7). Fornell and Larcker, (1981) also suggest using convergence validity in assessing whether the variance of each latent variable can be 
explained by its manifest variables. Convergence validity is demonstrated by the values of average variance extracted (AVE) with a 
recommended value which should be equal to or greater than 0.5 (Bagozzi and Yi, 1988). All variables that consist of more than one 
manifest variable in this study met this criterion with AVEs above 0.5.     

Discriminant validity was conducted to assess the inner model. This was evaluated by comparing the square roots of the AVE to 
the correlation between one latent variable and other latent variables. The discriminant validity is well specified when the square roots 
of the AVEs are greater than the correlation between one latent variable and other latent variables. The square roots of AVE are 
reported along the diagonal in the Table 13, while other values in the table represent the correlation between the latent variables. The 
values of discriminant validity in this study are acceptable. 

The Structural Model  
The relative strength of structural relationship between the latent variables in the Figure 1 was evaluated by examining the values of 
PLS path coefficients. The significances of each coefficient in the model were determined by using a bootstrap method. The R2 criterion 
was utilized to evaluate the ability of independent variables in explaining the variance of dependent variables. As shown in Table 14, 
the variables of price satisfaction dimensions explain 37.8 per cent the variance of the overall price satisfaction, while the variances of 
commitment and trust/satisfaction can be explained by an overall price satisfaction about 43.1% and 19.3% respectively.   
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The results indicate that all path coefficients are significant at ρ < 0.001 level. Consistent with the study by Gyau, et al. (2010), all 
price satisfaction dimensions in this study strongly influence chili farmers’ satisfaction with the price. Therefore, we accepted all 
hypotheses. This suggests that chili farmers in Indonesia do not only consider the absolute price that buyers paid to them, but rather 
make an evaluation in term of fairness, quality, transparency, reliability  and relative price.  

Price fairness has the strongest impact on the overall price satisfaction. Farmers evaluate whether their buyers take advantage of 
them by offering unfair prices or whether their buyers hide components such as transportation costs, which results in the real price 
received by the farmers being lower than their expectations. 

Relative price has the second significant effect on the overall price satisfaction. Chili farmers compare prices that they receive 
from their buyers to the prices offered by other buyers. Farmers also compare prices that they receive to the prices that other farmers 
receive. This enables them to determine if they have been treated fairly and equitably by their buyers. 

Next, price reliability significantly influences the overall price satisfaction. Farmers prefer to transact with buyers who always 
communicate any changes of market prices. When there is a big price fluctuation of the chili commodity in Indonesia, the information 
about price changes enables farmers to predict the chili prices that they will obtain.  

Price quality ratio also has a significant impact on farmers’ satisfaction with price. This indicates that chili farmers have taken into 
consideration whether their buyers have rewarded their effort in terms of sorting and grading activities and whether improvements can 
be made to improve their offer quality.  

Table 12. Loadings, composite reliabilities, Average variance extracted of the PLS path modeling  
Latent and manifest variables Factor loading CR AVE 

Commitment    
I would not sell to other buyers because 
I like being associated with my buyer 0.779 

0.828 0.616 

Our relationship is something that we 
are very committed to. 0.777 

  

I care about the long-term success of 
the relationship with my buyer. 0.799 

  

Trust/satisfaction  0.773 0.538 
I receive payment on time. 0.764   
My buyer always keeps his promises. 0.833   
My buyer deals with me as expected. 0.578   
My buyer is quick to handle my 
complaints.a 

   

Overall price satisfaction  0.813 0.686 
The buyer offers me satisfactory prices 
for my chilies. 0.867 

  

Based on the price my buyer offers me, 
I will not change buyers. 0.787 

  

Relative price  0.700 0.556 
In comparison to other buyers, I am 
satisfied with the price my buyer offers. 

0.910   

The prices I received from my buyer are 
similar to the prices other farmers get. 

0.532   

Price transparency  0.754 0.606 
Price information from my buyer is 
understandable and comprehensive. 

0.837   

The chili price information from my 
buyer is complete and correct. 

0.715   

Price quality ratio  0.757 0.614 
I receive a good price-quality ratio. 0.896   
I know that the price I received depend 
on the quality of my chilies. 

0.652   

Price fairness  0.734 0.592 
The chili prices I receive are fair. 0.922   
Regarding to the price I receive, my 
buyer seems does not take advantage 
on me. 

0.579   

Price reliability 1.000 1.000 1.000 
The buyer always communicates 
properly if the price changes. 

   

Note: a Deleted due to low factor loading 
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Table  13. Discriminant validity of the latent variables  
 1 2 3 4 5 6 7 8 

Commitment (1) 0.785        
Price fairness (2) 0.428 0.769       
Overall price satisfaction (3) 0.657 0.506 0.828      
Price quality ratio (4) 0.285 0.385 0.366 0.784     
Relative price (5) 0.321 0.440 0.453 0.252 0.746    
Price reliability (6) 0.364 0.332 0.379 0.293 0.291 1.000   
Price transparency (7) 0.262 0.399 0.363 0.205 0.474 0.273 0.778  
Trust/ satisfaction (8) 0.420 0.393 0.439 0.232 0.340 0.323 0.301 0.733 

Note: the diagonal values indicate the square root of AVE 

Price transparency also significantly influences the overall price satisfaction. However, compared to other price satisfaction di-
mensions, this variable seems as the least important for farmers. This perhaps farmers may obtain price information from other sources 
such as traders in wholesale markets, farmer associations and extension office staff.  

A positive and significant relationship between price satisfaction and relationship quality variables are found. Overall price satis-
faction seems has a stronger influence on commitment than trust/satisfaction. Farmers who receive satisfactory price from their buyers 
tend to repeat their transactions in the future. This result is consistent with the study by Boniface (2011) in which dairy farmers’ 
satisfaction with price influences their loyalty. 

Table 14. The estimation results of the structural model 
Hypo-theses Independent variabledependent variable Expected sign Path coefficient t-stat Decision 
H1 Relative priceoverall price satisfaction + 0.213   6.605*** Accepted 
H2 Price transparency overall price satisfaction + 0.080   2.553*** Accepted 
H3 Price quality ratio overall price satisfaction + 0.144   4.143*** Accepted 
H4 Price fairness overall price satisfaction + 0.271   7.465*** Accepted 
H5 Price reliability overall price satisfaction + 0.163   5.344*** Accepted 
H6 Overall price satisfactioncommitment + 0.657 33.042*** Accepted 
H7 Overall price satisfactiontrust/satisfaction + 0.439 16.969*** Accepted 

Note: *** significant at 1% 
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