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ABSTRACT

This study aims to investigate important factors influencing on long term relationship between
palm cil mill plants and palm cil yards in Thailand by studying on points of view of sellers (palm
o1l yards). This research 1s a quantitative research and its hypothetical model was created from
related theories and researches. The obtained data was collected from 293 palm oil yards in
Thailand and SEM was employed to test hypotheses. It was found that relationship quality had
direct influence on long term relationship while price satisfaction had no direct influence on long
term relationship. On the other hand, it had indirect influence on long term relationship through
relationship quality. Relational norms had direct influence on price satisfaction and indirect
influence on long term relationship through relationship quality and long term relationship.
Finally, supply strategy had direct influence on relationship quality as well as had indirect
influence on long term relationship through relationship quality. Executives of palm oil mill plants
are able to apply this model by determining supply strategy and developing relational norms to be
consistent with demands of palm sellers leading to price satisfaction and relationship quality
influencing on intention to maintain long term relationship of palm sellers,

Key words: Long term relationship, relationship quality, price satisfaction, relational norms,
supply strategy, B2B relationship, supply chain management, Thailand palm ol
industry, Thailand

INTRODUCTION

The world’s food and energy security tends to become a eritical problem because demands of
plants, energy and agricultural products seem to be higher due to the increasing of world
population (National Economic and Social Development Board, 2012). O1l palm is classified as both
food erop and energy crop with economie significance in domestic and international levels. From
data on the world's vegetable o1l production, it was indicated that market share of palm oil in
vegetable oil markets throughout the world was in high level calculated to be 62%. From the world’s
vegetable o1l production during 2007-2011, it was shown that it tended to be higher by 5.14% per
year averagely, i.e., palm oil production was increased from 41.08 millien tons in 2007 to be
50.57 million tons in 2011. Indonesia was considered as the country with the largest amount of
palm oil production in the world or 25.40 million tons followed by Malaysia with the capacity of
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palm o1l production of 18.70 million tons while Thailand was the third rank (OAKD, 2011). As a
result, oil palm is considered as cne of important economie crops and strategies of Thailand. From
historical data since 1985-2011, it was revealed that the plantation areas of oil palm were increased
by 8.05% per year with continuous expansion. There are approximately 128 000 households of
farmers who grow o1l palm (OAED, 2011). The total plantation areas of cil palm of 4.5 million rai
throughout Thailand and the preduction capacity of fresh oil palm is 11.33 million tons while the
production capacity of erude palm oil i1s 1.93 million tons. The economic value of a1l palm and palm
oil is not lower than 64,000 million baht with the expansion of cil palm’s plantation areas as the
second rank after Indonesia (KRC, 2012).

Thailand palm ocil industry is consisted of (1) Upstream industry, (2) Intermediate industry and
(3) Downstream industry (Rattanaprom, 2012). As a result, supply chain of palm ail industry 1s
consisted of the following key elements (1) Farmers growing oil palm, (2) Entrepreneurs of palm
o1l yards, (3) Palm oil mill plants, (4) Palm ail refineries and () Biodiesel plants (Rattanaprom,
2012; Chanklub and Pantharak, 2011). Moreover, there are several related businesses including
condensed milk factories, feed mill factories, soap manufacturers and bread factory and so on.
Uncertainty of agricultural product’s supply chain is mostly occurred at the upstream of supply
chain, 1.e., from farmers to processing plants. As a result, upstream planning is very important and
necessary for downstream industry. In addition, since agricultural product’s supply chain has the
length of time dimension, there is a possibility on various variations caused by natural factors and
other factors. For example, oil palm has irregular quantity of fresh palm fruit in each season
{e.g., the quantity of fresh palm fruit is lower than normal quantity in dry season) therefore its
price is uncertain. Since, ages of oil palm after harvesting affecting on quality of erude palm wil,
product quality 1s uncertain (Univanich Co., 2011; CPI, 2011; KRC, 2012). From the study on
problems of supply chain management in upstream palm oil industry of Thailand regarding palm
a1l mill plants, the problem on supplying fresh palm fruits was found (Rattanaprom, 2012} and the
competition of buying fresh palm fruits was in high level (Cherngthong ef al., 2008). Consequently,
to purchase and supply fresh palm fruits for palm oil mill plants, price cutting strategy that is
unsustainable strategy was used (Cherngthong et al., 2008; Rattanaprom, 2012). Furthermore, the
quality of law palm oil of palm cil mill plants also depended on quality of fresh palm fruits
purchased from farmers and palm oil yards (Cherngthong ef al., 2008; Rattanaprom, 2012).
However, those problems mentioned above were able to be solved by utilizing principles of efficient,
supply chain management (Gardner et «l., 1999), i.e., agricultural product processing plants must
build long term cooperation with farmers because it would build stability on supplying raw
materials to manufacturers (Pathumnakul et al., 2010). Therefore, to develop upstream palm oil
industry of Thailand successfully, it must depended on efficient supply chain management
whereas, palm oil mill plants must harmonize and build relationship and cooperation among
agencies in supply chain regarding raw materials, news and information, finance, development of
efficiency on product. cellecting, development of abilities on purchasing sufficient quality fresh palm
fruits (fresh palm fruits with high percentage of oil) for production (KRC, 2012). In addition,
methods for building cooperation among agencies in supply chain should be investigated
{Rattanaprom, 2012) as it would help to reduce the risk of operation (Fig. 1).

The supply chain management in the business process integration from end customers to initial
suppliers, these business processes is about providing products, services and information that is
adding value to customers and company stakeholders. The purpese of supply chain management
is focused on the operational efficiency and the cost efficacy (Gardner et al., 1999). The supply
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Fig. 1: Thailand palm oil industry

chain macro process consists of three parts which are (1) Supplier relationship management, SRM,
(2) Internal supply chain management, ISCM and (3) Customer relationship management, CRM
{Chopra and Meindl, 2007). The supplier relationship management, SREM 1s important in the supply
chain macro process which is focused on the upstream segment by creating collaboration and
relationship through activities between the company and suppliers (Chopra and Meindl, 2009) in
order to obtain high quality products, sufficient quantity in a timely manner and justified cost,
including services from suppliers. The qualified suppliers should be selected and collaborated which
can lead to the cost reduction efficiency, reduce inventory process, raw material handling, rework
and increase the product quality including delivery and also become a threat for price competition
{Venetis and Ghauri, 2004). Moreover, this can help increase the competitive advantage such as
trust in quantity and quality of raw material supply, potential to increase product quality,
reduction of unreliability and able to increase production capacity as planned (Gyau et af., 2011).
As raw material can be provided according to needs so the production process will be efficient,
reduce the loss from quality deterioration from long-distance transportation and provide a good
relationship between buyers and sellers (Boniface, 2012; Somogyi et al., 2010).

From studying on related domestic and international researches, it was revealed that most
researches on building long term relationship between sellers and buyers in supply chain
emphasized on products classified in production industry. There were a few amount of researches
studying on building long term relationship between buyers and suppliers in supply chain of
agricultural products (Boniface, 2012) for example, Somogyi ef al. (2010) had paid attention on
enhancing long-term grape grower/winery relationship in Australia’s wine industry. Boniface
{2012) conducted research on producer relationships segmentation in Malaysia’s milk supply chain
and Gyau et al. (2011) studied on price or relational behaviours, supplier relationship management
in the German dairy industry. There is no this kind of research applied in palm oil industry as yet.
In addition, when considering on educational dimension of researches on relationship management
between buyers and suppliers, it was revealed that most researchers studied on dimension of
buyers. As a result, this research aims to emphasize on studying structure equation model
regarding factors influencing on long term relationship between buyers and sellers of fresh palm
fruits by studying on dimension of sellers.

Therefore, the objectives of this research are as follows:

* To analyze direct and indirect influences on long term relationship in the dimension of fresh

palm fruit sellers in supply chain of upstream palm oil industry of Thailand
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*  To create factor model influencing on maintain long term relationship in the dimension of fresh
palm fruit sellers based on concepts, theories and papers related to Supply Chain Management
(SCM) by emphasizing on supplier relationship management to create a model representing
relationship structure of variables

+ To integrate relational norms theory and supply strategy; to build some knowledge for
explaining factors influencing on price satisfaction, relationship quality and sustainable long
relationship between entrepreneurs of palm o1l yards and palm oil mmll plants in Thailand

Consequently, the model obtained from this research 1s different from that of other researches
regarding its elements that are consisted of general variables on long term relationship building
and variables on providing satisfaction to suppliers. Therefore, this model is suitable for utilizing
as the model for studying long term relationship building from the peint of view of suppliers.

Values and benefits of this research are: Firstly, it 1s able to integrate theory of relational
norms, supply strategy and price satisfaction of sellers in order to provide knowledge explaining
factors influencing on relationship quality and long term relationship between entrepreneurs of
palm oil yards and palm ocil mill plants. Secondly, executives of palm oil mill plants are able to apply
this model to establish their supply strategy to be consistent with demands of fresh palm fruit sellers
contributing long term relationship among agencies in supply chain of upstream palm oil industry
of Thailand. Consequently, palm oil mill plants are able to gain sufficient quantity of fresh palm
fruits upon their quantitative and qualitative goals contributing lower cost of production
{Boniface, 2012; Lu ef al., 2008) and better quality palm oil as well as reduction of business
operation. Lastly, related government agencies are able to implement obtained data to develop and
improve their strategies on supply chain management and logistics of palm oil industry in Thailand.
Consequently, supply chain management of palm oil industry would be effective and efficient
sustainably improving competitive benchmarking of Thailand palm oil industry in world market.

LITERATURE REVIEW

Development of Long Term Relationship Model: In this research on “Long Term Relationship
Model between Buyers-Sellers in Supply Chain of upstream palm ol industry of Thailand: In
dimension of fresh palm fruit sellers”. Conecepts, theories and research papers related to variables
under conceptual framework are investigated. Variables used in this research were consisted of
5 latent wvariables including (1) Relational Norms (RN), (2) Supply Strategy (55), (3) Price
Satisfaction (PS), (4) Relationship Quality (RQ) between organizations and (5) Long Term
Relationship (LTR). The variables used in Fig. 2 and the corresponding hypotheses are further
elaborated below.

Long Term Relationship (LLTR): In the highly competitive envirenment, the buyer will try to
maintain the long term relationship with selected suppliers in order to reduce operational costs and
future uncertainty (Walter et al., 2003). The long term relationship can create mutual benefits
between supply chain members and also increase the price competitiveness and therefore increase
revenue (Somogyi ef al., 2010) such as reduce operational cost, increase operational efficiency,
collaborate in planning and making decisions and also create a joint venture (Boniface, 2012;
Lu et al., 2008). The long term relationship means the willingness to remain trading partners in

the future which can be measured by the willingness and the decision to sell fresh palm to selected
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Fig. 2: Conceptual model and associated hypotheses. H,, H,, H,, H,, Hy and H, refer to research
hypothesis

buyers and recommend those buyers to other sellers (Boniface et al., 2012) and also sellers are
willing to sell products to same buyers in the future (Rauyruen and Miller, 2007; Boniface et al.,
2012).

Relational Norms (RN): The appropriate relational norms can create behaviors that can sustain
long term relationship and relationship refusal (Gyau ef al., 2011). Any relational norms have a
potential that is able to influent behaviors and may be used to design concepts for studies about
relationship behaviers (Ivens, 2004). Many components of relational norms have been revealed
during the study. The five important components are (1) Conflict resolution, (2) Power avoidance
(Gyau et al., 2011; Somogyvi ef al., 2010; Fink ef al., 2008; Ivens and Pardo, 2007), (3) Flexibility
(Gyau et al., 2011; Somogyvi et al., 2010; Fink et «l., 2008; Ivens and Pardo, 2007), (4) Solidarity
(Somogyl et al., 2010; Fink et al., 2008; Ivens and Parde, 2007) and (5) Communication and
information exchange (Gyau et al., 2011; Soemogyi et al., 2010; Reynolds ef al., 2009; Ivens and
Pardo, 2007). Each factor has an operational definition as follows (1) Conflict resclution is the
utilization of good interpersonal relationship and using unconventional method to solve the problem
(Kaufmann, 1987), (2) Power avoidance expecting no organization in the supply chain to
exercise their power to influent other organizations (Kaufmann and Dant, 1992), (3) Flexibility 1s
those who are ready to change negotiated conditions under the new business circumstances
{(Noordewier ef al., 1990}, (4) Solidarity is the willing to maintain relationships especially in the
situation when one party faces hardship (Kaufmann and Stern, 1988) and (5) Communication and
information exchange means readiness and providing information that benefits the trade partners
(Batt and Wilson, 2000; Schulze et al., 2006; Somogyi ef al., 2010). There were several researchers
discovered that relational norms had influence on relationship quality. For example, Gyau ef al.
(2011) recommended that variables of relational norms (including communication, information
exchange, restraint in the use of power, cooperation, social bonds, flexibility and conflict resclution)
had influence on relationship quality. In addition, the research of Samogyi et @l (2010) also
proposed that elements of wvariables of relational norms consisted of communication, goal
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compatibility, restraint in the use of power, were elements influencing on relationship quality
between buyers-sellers regarding trust and commitment increasing their long term relationship.
Similarly, Ndubisi et al. (2007) explained that conflict handling, competence, communication and
commitment had direct influence on relationship quality while trust also had indirect influence on
customer loyalty. From the research of Rasila (2010), it was indicated that there were 6 elements
of factors influencing on relationship quality perceptions including {1} Commitment, (£) Ethical
profile, (3) Sharing of information and communication, (4) Conflict resclution, (5) Balance of power
and (6) Personal attributes. Moreover, Gyau et al. (2011) also described that relational norms
influenced on price satisfaction of suppliers as well, 1.e., relational norms are generally used for
building business to business relationship (B2B relationship) as well as in agricultural business.
Simultaneously, Reynolds et al. (2009) suggested that effective communication, personal bonds and
equal power are important factors of sustainable B2B relationship. In addition, Heide and John
{1992) stated that the objective of implementing rational norms is to build long term relationship
between sellers and buyers. These arguments lead to our following hypotheses:

H1: Relational Norms (RN) has a direct and positive effect on Price Satisfaction (PS) in sellers’
points of view

H2: Relational Norms (RN) has a direct and positive effect on Relationship Quality (RQ) in sellers’
points of view

Supply Strategy (85): The strategic road map to develop relationship with suppliers will be
considered from the complexity of the supplier market and the importance level of products
{Chopra and Meindl, 2009). The component consists of three variables. The first variable is
(1) Purchasing policy: The purchasing pelicy contains multiple activities such as procurement,
product and service delivery. These activities directly affect the satisfaction of suppliers in the
trading activities, apart from this; the level of satisfaction also depends on the delivery response
time, communication and hi-directional information flow from the buyers (Kssig and Amann, 2009).
The second variable is (2) Payment policy: The difference in the procurement activities of the buyer
such as time for product and service payment, the conditions and procedures regarding payment
and delivery directly affect the level of satisfaction as unfaverable payment conditions will result
in supplier refusal to supply the products. Moreover, the acknowledgement of strong financial
information of buyers will lead to supplier satisfaction (Essig and Amann, 2009), The third variable
is (3) Coordination policy: The collaboration will be extended to other activities when buyers are
able to impress the suppliers. The good coordination policy will help improve the overall
procurement policy development and generate reputation (Kssig and Amann, 2009). Moreover, it
can create satisfaction among buyers and sellers and also improve the image of the buyer’s
organization (Meena and Sarmah, 2012). The last variable 1s buyer size means factor reflecting
capacity of buyers, for example, capacity of purchasing, quantity of employees, sufficient equipment
and tools, ete. (Gyau et al., 2011). Meena and Sarmah (2012) mentioned that factor on supply
strategy consisted of purchase policy, payment policy and ccoperation policy, had influence on
satisfaction of delivers and satisfaction was another variable in elements of relationship quality
whereas, purchase policy had higher influence on satisfaction of suppliers than other factors.
Moreover, Gyau et al. (2011) also exposed that the organization size of sellers also influenced on
relationship quality between organizations. Similarly, Somogyi et al. (2010) revealed that buyer
size influenced on relationship quality between sellers-buyers. These factors increased the level of
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commitment. Finally, long term relationship would be increased as well. Simultaneously,
Redondo and Fierro (2007) revealed that (4) Organization size of customers influenced on emphasis
on relationship level of suppliers on trust, commitment and satisfaction. Therefore, the following
hypothesis is proposed:

H3: Supply Strategy (85) has a direct and positive effect on Relationship Quality (RQ) in sellers’
points of view

Price Satisfaction (PS): This is a factor that influences price competitiveness and business
success. Highly price satisfaction can improve the relationship quality and generates sustainable
relationship for the business. This can lead to a profit incremental in each of supply chain level
(Boniface ef al., 2012). The study of factors that are components of price satisfaction have identified
five factors as follows: There are number of studies shown that price satisfaction consists of price
reliability, relative price, price-quality ratio, price fairness and price transparency (Boniface, 2012;
Boniface et al., 2012; Gyau et al., 2011; Matzler ef al., 2006). They alsco defined price reliability as
the quotation is complete, accurate, precise, cover the price information, up-to-date and easy to
understand (Matzler et al, 2006, 2007; Boniface, 2012; Boniface ef al., 2012). The meaning of
price-quality ratic means the recognition of buyers that it reflects the true products quality
{(Matzler ef al., 2006, 2007; Boniface, 2012; Boniface et al., 2012). Relative price means the quoted
price has already been compared with the competitor’s price (Matzler et «l., 2007, Boniface, 2012;
Boniface et al., 2012) and price difference compare to those of competitors (Matzler et al., 2008).
Price fairness refers to the price satisfactory as the quoted price is fair and justified {Boniface, 2012;
Boniface ef al., 2012) and the price is socially acceptable but not taking advantage and equitable
for all secial groups (Matzler ef al., 2006). Finally, price reliability means the price does not change
negatively in the unexpected direction and the supplier has received the changing price
information in a timely manner (Matzler et al., 2006, 2007; Beniface, 2012; Boniface ef al., 2012).
From study of Gyau et al. (2011), it was found that price satisfaction influenced on relationship
quality between organizations while Boniface ef al. (2012) explained that there were only
3 elements had positive influence on building loyalty that would be developed to be good BEZB
relationship in long term. These elements were (1) Relative price, (2) Price-quality ratio and
(3) Price fairness. In addition, Boniface (2012) also studied long term relationship by measuring
loyalty of farmers and recommended that farmers with different demographic characteristics had
different relationship qualty perception and long term relationship with buyers. Base on the above,
we hypothesize that:

H4: Price Satisfaction (PS) has a direct and positive effect on Relationship Quality (RQ) in sellers’
points of view

HS5: Price Satisfaction (PS) has a direct and positive effect on Long Term Relationship (LTR) in
sellers’ points of view

Relationship Quality (RQ): The concept of relationship quality 1s used to measure the corporate
success during the recent years (Zhang ef al., 2000). The relationship between companies can be
cited from the perspective of trade partners whether the relationship is fulfilling needs, 1s aligned
with expectation and how well it is able to achieve the cbjectives (Gyau et al., 2011). From the
studying of multiple literatures, it has been exposed that there are three similar factors of
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relationship quality which are trust, commitment and satisfaction (Boniface, 2012; Nath and
Mulkherjee, 2012; Gyau et al.,, 2011; Lin and Wu, 2011; Saura et «l., 2009; Reynolds et ai.,2009;
Caceres and Paparoidamis, 2007; Ivens and Pardo, 2007). Each factor has an operational definition
as follows. Trust is established when a person gained creditability and honesty being acknowledged
by another party (Dwyer et al., 1987). Commitment is the willing to preserve the precious
relationship which is widely recognized as an importance component of the business relationship
{Morgan and Hunt, 1994). This can be developed when the manufacturer 1s convinced about the
value they are going to be received in the future from the relationship with suppliers (Dwyer et al.,
1987). Satisfaction 1s the overall service experience evaluation by comparing the result being
received from using the service with the expectation before using the service. If what has been
received 1s insufficient or lower than expectation then it is not satisfied, octherwise the satisfaction
can be perceived (Walter ef al., 2003). There were several researchers affirmed that relationship
quality influenced on long term relationship. For example, Somogwy et al. (2010} advised that trust
and satisfaction influenced on relationship quality between sellers-buyers. These factors increased
the level of commitment leading to the increasing of Long Term Relationship. In addition,
Saura ef al. (2009) suggested that trust influenced on commitment while trust, commitment and
satisfaction influenced on loyalty. Simultaneously, Ndubisi et af. (2007) proposed that trust
influenced on customer lovalty while relationship quality and trust had direct influence on
customer relationship. From the study of Lin and Wu ({2011), it was disclosed that relationship
quality (including trust, commitment and satisfaction) influenced on customers’ expected future use
and service retention. Similarly, Caceres and Paparoidamis (2007) described that overall
relationship satisfaction was the cause of loyalty. In addition, the results caused by trust and
commitment. also had influence on loyalty. Moreover, Tohidinia and Haghighi (2011) recommended
that trust, commitment and competence influenced on relationship quality affecting on customer
satisfaction contributing positive word of mouth, re-purchase intention and positive feedback.
Furthermore, Ou et af. (2011) alse advised that customers with positive relationship perception
influenced on relationship commitment. In addition, customers with high level of relationship
commitment had high level of loyalty as well. According to the above studied, the sixth hypothesis
is stated of:

H6: Relationship Quality (RQ) has a direct and positive effect on long term relationship in sellers’
points of view

Conceptual framework: As mentioned earlier, variables used in this research were consisted of
5 latent variables. Relational Norms (RN) and Supply Strategy (S5) were defined as exogenous
variables while endogenous variables served as intervening variables were consisted of Price
Satisfaction (PS) and Relationship Quality (RQ). Endogenous variable served as dependent
variable was long term relationship with 19 cbserved variables used for measuring latent variables
in model. Kach latent variable was consisted of elements of ocbserved variables and path of influence
as shown in Fig. 2.

RESEARCH METHODOLOGY

Questionnaire design: This research is a quantitative research with questionnaire created as a
tool for measuring variables. The questionnaire is developed from studying on research papers
related to Supply Chain Management (SCM). Questions used for measuring each variable were
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developed as follows: Variables of relational norms were adopted some of the scale from
Tohidinia and Haghighi (2011), Jiang ef al. (2011), Fink et al. (2008), Redondo and Fierrc (2007)
and Ivens and Pardo (2007) variables of supply strategy were adopted from Meena and Sarmah
(2012); variables of price satisfaction were developed from Boniface (2012), Boniface ef al. (2012)
and Matzler et al. (2006); varables of relationship quality were adopted from Boniface (2012),
Mysen et al. (2011), Tohidinia and Haghighi (2011), Saura et al. (2009), Redondo and Fierro
{2007}, Ivens and Pardo (2007), Walter et al. (2003) and Selnes (1998) and variables of long term
relationship were developed from Boniface (2012), Boniface ef al. (2012), Tohidinia and Haghighi
{2011). All questions were five-point Likert-scale from mostly disagree to mostly agree (1: Mostly
disagree, 2: Disagree, 3: Moderately agree, 4: Highly agree and 5 Mostly agree) in order to
measure 5 latent variables. The quality of created questionnaire was tested by using content
validity test through Item-Objective Congruence (I0OC) of questionnaire from 6 experts who had
expertise on supply chain management, and agricultural business management. Any question with
value lower than 0.60 would be removed from questionnaire (Ravinelli and Hambleton, 1997).
Subsequently, reliability of questionnaire was investigated by trying out the created questionnaire
with 30 samples with similar characteristics of target group. Then, the collected data was analyzed
to find reliability by calculating alpha coefficient by using Cronbach’s method. The results showed
that reliability of all questions of questionnaire was 0.985. When considering on each latent
variable, it was shown that reliability of questionnaire on relational norms was 0.966; supply
strategy was 0.946; satisfaction price was 0.962; relationship quality was 0.908 and long term
relationship was 0.836. Consequently, reliability value over than 0.70 was acceptable and this
questionnaire was able to be used for this research (Bearden ef al., 1998).

Data collection: The data was collected from 1,500 entrepreneurs of palm oil yards in the
southern part of Thailand during September-October 2013. The samples were obtained by using
simple random sampling and data was collected through mail and face to face interview. In order
to obtain validity in measuring long term relationship of entrepreneurs of palm ail yards and palm
oil mill plants, the researcher selected only questionnaires of entrepreneurs of palm ocil yards with
independence on selling with the duration of selling fresh palm fruits to palm oil mill plants for
more than 2 consecutive years. The obtained samples were 393 entrepreneurs of palm oil yards that
was considered as proper sample size because Hair et al. (2010) suggested that the minmimum size
of sample group should be 300 samples when the quantity of latent variables were less or equal to
7 variables.

Reliability and validity construect: For this research, data was analyzed by using descriptive
statistics for analyzing personal data of sample group and inferential statistics were used for
hypothesis testing through analyzing relationship of factors influencing on long term relationship
in dimension of fresh palm fruit sellers in Thailand. Confirmatory Factor Analysis (CFA) was used
for testing hypothetical model and empirical data in order to confirm indicators of observed
variables’ elements in measurement model in order to evaluate harmony of model and empirical
data as well as to test hypothetical data and empirical data by analyzing Structural Equation
Modeling (SEM) leading to casual path analysis. To test model and research hypothesis, the
researcher tested data prior analysis as follows (1) Testing missing data and accuracy of data files,
(2) Testing normality and it was presented that the obtained data had normal distribution because
the values of skewness (IKS) and kurtosis (KU) were in the range of -3.0 to 3.0 (Glass and Stanley,
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Tahble 1: Conclusion of model fit index

Fitindex Acceptable level References

Chi-square (CMIN) =0.05 Hair et al. (1998, 2006, 2010)

Relative Chi-square (CMIN/df) <3.00 Hair et al. (1998, 2006, 2010), Kline (2005), Byrne (2001) and Bollen (1989)
RMR <0.05 Diamantopoulos and Siguaw (2000)

RMSEA <0.05-0.08 Hair ef al. (1998, 2006, 2010), Kline (2005)

NFI =0.90 Hair et al. (1998, 2006, 2010)

TFI =0.90 Hair et al. (1998, 2006, 2010)

CFI =0.90 Hair et al. (1998, 2006, 2010)

GFI =0.90 Hair et al. (1998, 2006, 2010)

AGFI =0.90 Shevlin and Miles (1998)

19703, (3) Outliers were performed and it showed that there was no data with higher or lower
values than normal value and (4) Multicollinearity was tested and it was displayed that there was
no relationship of any pair of cbserved variables with value over than 0.80 (Hair et al., 2010),
Subsequently, the obtained data was analyzed to test construct validity by analyzing structural
equation model from questionnaire obtained from collecting data of sample group by using AMOS
program. The consistency of model and empirical data was evaluated according to indices as shown

in Table 1.

Remarks: The use of chi-square to measure the consistency of model had a restriction, namely,
chi-square value would be higher when the size of sample group was large and the quantity of
latent variables was high causing high possibility to deny H,. Consequently, when the model
denied H,, relative chi-square (CMIN/If) with lower value than 3.00 should be considered (Bollen,
1989; Kline, 2005).

RESULTS AND DISCUSSION

Description of the sample: Results shown in Table 2 revealed that sample group of this research
was entrepreneurs of palm oil yards in southern provinces of Thailand and most of them (71.8%)
were male with average age of 42.47 years. The highest range of their ages (51.4%) was between
36-50 years. Most of them (54.7%) graduated in lower bachelor degree and they had average
experience in operating palm ail yard business for 7.32 years. About 42% of them had business
experience for 6-10 years. Most. of their business size (67.7%) was lower than 51 t day™' and they
had average transportation distance for 59.37 kilometers.

Confirmatory Factor Analysis (CFA): Measurement model of factors promoting long term
relationship in the dimension of fresh palm fruit sellers in Thailand was consisted of 5 latent
variables including (1) Relational norms, (2) Supply strategy, (3) Price satisfaction, (4) Relationship
quality and (5) Long term relationship of fresh palm fruit sellers. Confirmatory Factor Analysis
(CFA) was conducted in order to confirm indicators of cbserved variables’ elements in model and
the factor loading of cbserved variables should be 0.40 and over (Nunnalily and Berstein, 1994),
Table 3 shown results of CFA for measurement model. From analysis, it was presented that the
factor loading of elements of chserved variables used for measuring latent variables was as follows
{1) For relational norms, the factor loading of elements of b observed variables was in the range of
0.757-0.858, (2) For supply strategy, the factor loading of elements of 4 ocbserved variables was in
the range of 0.654-0.834, (3) For price satisfaction, the factor loading of elements of 5 observed
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Tahble 2: Characteristics of sample group

Demography variables Frequency Percentage
Gender

Male 282 71.8
Female 111 28.2
Age (year)

<36 110 28.0
Mean (42.47); SD (10.17)

36-50 202 51.4
=50 81 20.6
Educational level

Lower bachelor degree 215 54.7
Bachelor degree 160 40.7
Higher bachelor degree 18 4.6
Experience (year)

2-5 164 41.7
Mean (7.32); SD (5.00)

6-10 165 42.0
=10 64 16.3
Size (t Day™)

<25 130 33.1
Mean (54.31); SD (49.87)

26-50 136 34.6
51-100 98 24.9
=100 29 7.4
Transportation distance (ki)

<25 133 33.8
Mean (59.37); SD (62.47)

26-50 122 31.0
51-75 46 11.8
76-100 40 10.2
=100 52 13.2

variables was in the range of 0.746-0.841, (4) For relationship quality, the factor loading of
elements of 3 observed variables was in the range of 0.762-0.808 and (5) For long term
relationship, the factor loading of elements of 2 observed variables was in the range of 0.802-0.830,
Moreover, the factor loading of all observed variables had statistical significance (p<0.001) therefore
those variables were important indicators indicating factors of each dimension. From data analysis
for measuring consistency of model, the values of model fit index of consistency were as
follows: CMIN/f = 1.648, GFI = 0.941, AGFI = 0.919, CFI = 0.984, IFI = 0.984, NFI = 0.961,
EMSEA = 0041, RMR = 0.009 as shown in Table 3. When considering on goodness of fit statistics
of model compared with those in Table 1, it was revealed that all goodness of fit statistics values
were acceptable therefore measurement model of long term relationship was consistent with

empirical data.
Structural Equation Modeling (SEM): Figure 3 showed the results of consistency testing of

structural equation model of long term relationship in points of view of fresh palm fruit sellers.
According to hypothesis and empirical data, it was shown highlighted that the model was consistent.
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Tahble 3: Results of CFA for measurement model

Latent variables Observed variables Factor loading Cronbach’s alpha
Relational Norms (RN) Communication 0.858 0.945
Conflict resolution 0.828
Power avoidance 0.822
Solidarity 0.757
Flexibility 0.782
Supply Strategy (S5) Purchasing policy 0.834 0.898
Payment policy 0.654
Coordination policy 0.814
Size of buyer 0.679
Price Satisfaction (PS) Price reliability 0.820 0.934
Relative price 0.746
Price-quality ratio 0.792
Price fairness 0.841
Price transparency 0.756
Relationship Quality (RQ) Trust 0.762 0.888
Commitment 0.802
Satisfaction 0.808
Long Term Relationship (LL.TR) Expected future sell 0.830 0.855
Positive response 0.802
TRAN QUAR RELA FAIR RELI

0.806 0.751 0.857

0.751 0.817
COMU
0.849 :
R’ = 0.882 EXFS POSR
CONF BN oo SN S T 0.031
0.823 0030%e S 0 0833\ 0.799
0808 >~ _>—~_ \ T R*=0.704
POWE ["—u /7 N\ O\ T
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00 ‘ 0.672
soul @ ST T -0.400
0774 S /T
0973 e 0.810%%*
FLXI W\ T
R = 0911
0.700%
0.801
0797 | 0.758
0.686 0.832
0.816 \ 0.646 SATI COMM TRUS
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Fig. 3: Results of structural model. Refers to influence with statistical significance refers to
influence path with no statistical significance refers that such variable had 2 directions of
relationship and influence path has statistical significance
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with empirical data by considering on goodness of fit statistics of model and empirical data
(Chi square = 262.799, df = 142, p-value = 0.00, Chi square/df = 1.851, RMSEA = 0.047,
RMR =0.10, GFI = 0.931, AGFI = 0.908, CFI=0.979, I[FI=0.979 and NFI=0.955).

Table 4 shows path coefficients among latent variables. Geodness of fit statistics of structural
equation model and empirical data of long term relationship showed that latent variables
influencing on long term relationship were able to be ordered according to their correlation
coefficient as follows: Relationship quality (0.810) followed by price satisfaction (0.575), supply
strategy (0.567) and relational norms (0.218),

Results of hypothesis testing: From the results of hypothesis testing, analysis on influences of
variables in structural equation model of long term relationship of fresh palm fruit sellers, it was
found that H,, H;, H, and H, were accepted, 1.e., relational norms had positive influence on price
satisfaction (p<0.001) while supply strategy had positive influence on relationship quality (p<0.05)
and relationship quality had positive influence on long term relationship {(p<0.001). On the other
hand, H, and H; were denied, i.e,, relational norms had no influenee on relationship quality and
price satisfaction had no influence on long term relationship with statistical significance at 0.05 as
shown in Table 5.

From square multiple correlations (R%), it was explained that structural model of relationship
of factors promoting long term relationship had validity because its R? was equal to 70% while
measurement model of relationship of factors influencing relaticnship quality had R? equal to 91%.
In addition, measurement model of relationship of factors promoting price satisfaction had R? equal
to 88%.

After removing influence path with no statistical significance the first path between latent
variables of relational norms and latent variables of relationship quality and the second path
between latent variables of price satisfaction and variables of long term relationship and reanalysis
to obtain the model of long term relationship of fresh palm fruit sellers in Thailand, it was indicated
that there were 3 important factors that had causal influence on long term relationship including

Table 4: Summary of results for total effects among latent variables

Variables RN ss PS RQ LTR
RN - - 0.939 0.231 0.216
ss - - 0.700 0.567
Ps - 0.672 0575
RQ - 0.810
LTR

Chi square: 265.975, df: 142, p-value: 0.001, Chi square/df: 1.873, RMSEA: 0.047, RMR: 0.10, GFI: 0.930, AGFI: 0.906, CFI. 0.978,
IFI: 0.978, NFI: 0.955

Tahble 5: Path coefficients and related hypotheses decision

Hypothesis Path Path coefficient Decision
H; RN-PS 0.930%** Supported
H. RN-RQ -0.400 Naot, supported
H; 85-RQ 0.700* Supported
H, PS-RQ 0.672%%* Supported
Hs PS-LTR 0.031 Not supported
H; RG-LTR 0.810%%* Supported

* ®4rp<0.001, 0.05 significat, respectively
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{1) Relational norms that had direct influence on price satisfaction (path coefficient = 0.937) and
indirect influence on relationship quality (path coefficient = 0.555) as well as had indirect influence
on long term relationship (path coefficient = 0.467), (2) Supply strategy that had direct influence
on relationship quality (path coefficient = 0.377) and indirect influence on long term relationship
{(path coefficient = 0.317) and (3) Relationship quality that had direct influence on long term
relationship (path coefficient = 0.840). In addition, it was also suggested that the model was
consistent with empirical data by considering on goodness of fit statistics of model and empirical
data (Chi square = 264.478, df = 144, p-value = 0.00, Chi square/df = 1.837, EMSEA = 0.046,
RMR = 0.10, GFI =0.931, AGFI = 0.908, CFI=0.979, IFI=0.979 and NFI=0.955).

Base on Fig. 4, it could be concluded that long term relationship of fresh palm fruit sellers in
Thailand was consisted of 4 factors including relational norms, supply strategy, price satisfaction
and relationship quality.

Relational norms: Were important for long term relationship of sellers that could be ordered in
descending order according to importance of variables’ elements as follows: factors on
communication and information exchange, conflict resclution, restrain in the use of power,
flexibility and harmony. Relational norms were important for long term relationship of sellers
because it had direct influence on price satisfaction and indirect influence on relationship quality
through price satisfaction. Moreover, it also had indirect influence on long term relationship
through relationship quality. These results were consistent with other research including
Gyau et al. (2011), Somogyvi ef al. (2010), Reynolds et ¢l. (2009) and Ivens and Pardo (2007) who
discovered that relational norms influenced on relationship quality and explained that relational
norms (e.g., communication) had no only influence on relationship quality of sellers but it also had
influence on price satisfaction and indirect influence on long term relationship. As a result, general
relational norms were utilized for building B2B relationship and in agricultural business. In
addition, these results were also consistent with a study by Heide and John (1992) who mentioned
that the objective of utilizing suitable relational norms was to build long term relationship between
sellers and buyers. Thus, executives of palm oil mill plants must manage operation of relational
norms by emphasizing on communication and information exchange, conflict resolution and
restraint in the use of power.

Supply strategy: Was another important factor for long term relationship of sellers that its
important elements could be ordered in descending order as follows: Purchasing policy, cooperation

R*=0.878

R*=0.706

0,593 %+

Supply Strategy (SS)

0.555%4#
R'=0.899

Fig. 4: Model of long term relationship between buyers and sellers in palm oil industry. Supply
chain in Thailand: A seller’s perspective. Significance at ***p<0.001
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policy, organization size and payment policy. Supply strategy was important for long term
relationship of sellers because it had direct influence on relationship quality and indirect influence
on long term relationship through relationship quality. These results were consistent with a study
by Meena and Sarmah (2012) who discovered that factors influencing on satisfaction of delivers
were consisted of purchasing policy, payment policy and cooperation policy and satisfaction was
another element of relationship quality. Moreover, these results were also consistent with those of
Gyau ef al. (2011) who exposed that organization size of buyers had influence on relationship
quality between organizations as well. Consequently, managers of palm oil mill plants should
highlight the establishing purchasing policy and cooperation policy to be consistent with demands
of palm oil yards.

Price satisfaction: Was important for long term relationship of sellers with variables’ elements
ordered upon their importance as follows: Price fairness, price reliability, price-quality ratio, relative
price, price transparency. Price satisfaction had direct influence on relationship quality. In addition,
it also served as mediating variable contributing relational norms to have influence on relationship
quality. These findings were consistent with a study by Gyau et al. (2011) who found that price
satisfaction had influence on relationship quality but in our study price satisfaction had no
influence on long term relationship. These results were not consistent with a study by
Boniface et al. (2012) who measured price satisfaction on each variable, it was indicated that there
were only 3 variables from 5 variables influencing on loyalty and long term relationship including
(1) Relative price, (2) Price-quality ratio and (3) Price fairness while price transparency and price
reliability had no influence on loyalty and long term relationship. It was explained that in the
context of the Thailand palm oil mill industry, palm cil mill plants had no different on pricing
therefore palm oil yards were able to sell their fresh palm fruits to any plant. Therefore, managers
of palm o1l mill plants have to focus on perception of pricing to be fair, reliable and suitable with
quality of fresh palm fruits. In addition, they should set pricing standard of purchase price of palm
a1l mmll plants systematically, especially, explicit standard on measuring quality of fresh palm fruits.
When considering on price satisfaction, it was exposed that entrepreneurs of palm oil yards had the
same opinions that the purchase price was unfair compared to quality of fresh palm fruits.

Relationship quality: Was important for long term relationship of sellers and it was revealed that
its variables’ elements were able to be ordered according to their importance as follows: Satisfaction,
commitment and trust, whereas, relationship quality had direct influence on long term relationship.
Moreover, they also served as mediating variables contributing relational norms, supply strategy
and price satisfaction influenced on long term relationship. These findings were consistent, with
those of several researches including Somogyi et al. (2010) mentioned that trust and satisfaction
increased commitment leading to increasing demands of long term relationship. In addition,
Saura et al. (2009) also exposed that trust influenced on commitment while trust, commitment and
satisfaction influenced on loyalty. Similarly, Ndubisi et al. (2007) explained that relationship
quality and trust influenced on customer relationship. Moreover, Lin and Wu (2011) also refered
that relationship quality (including trust, commitment and satisfaction) influenced on customers’
expected future use and service retention. Similarly, Caceres and Paparoidamis (2007) discovered
that overall relationship satisfaction was mediating variable contributing loyalty and results
obtained from trust and commitment also influenced on loyalty. Moreover, Tohidinia and Haghighi
{2011) also commented that trust and commitment influenced on relationship quality affecting on
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customer satisfaction leading to positive word of mouth, re-purchase intention and positive
feedback. Furthermore, these results were also consistent with those of Ou ef al. (2011) who
discovered that positive relationship quality influenced on relationship commitment. Moreover,
customers with high relationship commitment also had high loyalty as well. If relationship quality
perception of palm ail yards was higher, demands of long term relationship of palm o1l mill plants

was also higher.

CONCLUSION

This research examined the structural relationship among relational norms, supply strategy,
price satisfaction, relationship quality and long term relationship of palm cil yards in Thailand.
SEM was employed to test hypotheses. The results was indicated that relational norms influenced
on price satisfaction while supply strategy and price satisfaction had positive influence on
relationship quality. In addition, relationship quality also had positive influence on long term
relationship but relational norms had no influence on relationship quality. Moreover, price
satisfaction also had no influence on long term relationship. Structural equation model of long term
relationship of fresh palm fruit sellers obtained from this research had percentage of prediction at
71%. As a result, it could be concluded that relationship quality the most important factor of long
term relationship because it had direct influence and served as intervening variable contributing
other variables to have indirect influence on long term relationship. The findings have some
implications for both policy and management in the palm oil mill industry in Thailand. The main
managerial implication is that executives of palm oil mill plants were able to apply the results of this
research to determine their strategies and practices to obtain higher level of relationship quality
in sellers’ points of view regarding trust of sellers, commitment and satisfaction of palm oil mill
plants. Mareover, related government agencies (including Ministry of Agriculture and Cooperatives,
Ministry of Commerce and Ministry of Industry), they were able to implement obtained results to
establish their strategies and integrate their operations to develop and improve effectiveness and
efficiency of Thailand palm oil industry, especially, on supply chain management and logistics.
Firstly, government should promote investment on palm cil mill plant construction along with
expansion of new plantation areas in order to link all agencies in supply chain of upstream palm
o1l industry efficiently and to build mutual relationship. Secondly, government should develop
clusters of palm o1l industry seriously in order to provide continuous and timely communication and
information exchange among agencies in supply chain of palm oil. This will lead to good and long
term coordination and relationship as well as increase sustainable competitive benchmarking of
Thailand palm oil industry. Further researches should study on long term relationship model by
analyzing on each specific attribute of sellers in deeper details because sample group with different,
demographic characteristics has different relationship quality perception and long term relationship
{Boniface, 2012). For example, long term relationship should be analyzed from sellers’ points of
view classified by business size of sellers, business experience, transportation distance and quantity
of current plants, ete. Moreover, the research on long term relationship model by studying on points
of view of buyers is also of interest because factors influencing on sustainable relationship are
different in each level of supply chain (Reynolds et al., 2009). The obtained results would be able
to be implemented to develop long term relationship between buyers and sellers in supply chain

sustainably.
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