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Abstract

Coffee consumption in China is increasing rapidlgrathe recent years. This study offers one of
the few initial attempts to not only understandeyahconsumption behavior associated with
Chinese coffee, but to explore the viability ofmeanarkets for coffee with the credence attribute
“fair trade”. A modified payment card approach veaepted as the consumer willingness to pay
elicitation method. Survey results of 564 consunfn® the city of Wuhan, China suggest a
positive attitude toward coffee as an alternatinirelkdand a willingness to pay a premium for “fair
trade” coffee. This study also explores and dessrihe potential impact of starting point bias,
which has been relatively well documented in thehdiomous choice literature but has not been

thoroughly addressed in a payment card context.
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Introduction
Coffee is an important component of the total metcaltural exports from tropical countries.
However, challenges associated with market vatafilir this product have often resulted in large-
scale impacts on the quality of life in hard-strackas. When coffee prices fell to their lowest
levels ever in 2001, the crisis impacted more tfamillion households in coffee-producing
countries (Abrahim, 2006). Price fluctuation asatel with coffee trade has an especially
negative impact on small producers, as productiosnball-scale family farmers accounts for 75
percent of the world’s coffee supply (Abrahim, 2D0%&s a result, countries with economies that
are largely dependent upon coffee trade, suchasetim Latin America, Asia, and Africa, need a
strategy to counteract effects of the market'sabsity. Among other means, “fair trade”
initiatives could be one of the solutions that h@lpducers cope with the current coffee crisis.

Fair trade is an organized social movement andetdrased approach to promote
sustainability, and helps producers in developimgntries to receive better trading conditions.
Coffee was the first product to incorporate “faade” as a labeled attribute in 1989 (James 2000),
and fair trade coffee accounts for the largestssabdume among all fair trade products. Although
nearly half of total coffee consumption in the vaoid in European countries (World Resource
Institute 2007), the market share for fair traddemin Europe is only about 1% (Galarraga and
Markandya 2004). Hence, there is an opportunitysfoall-scale producers, especially in
developing countries, to expand their exports wftfade coffee.

Despite the fact that the Chinese coffee markedl&ively new to major coffee marketers
in developed countries (World Resource Institute720the growth potential is promising (Allison

2009). For instance, popular U.S. coffee compasues as Seattle’s Best, and Starbucks, have not



suffered any financial loss in China markets desihieir reduced profits in the U.S. and other
foreign markets during 2008 and 2009 (Sanchant@)2&tudies on fair trade coffee in developed
countries have found characteristics such as youagg female, high income, and high
awareness of social rights and ethics, are pobitoarelated with a higher willingness to pay
(WTP) (McCluskey and Loureiro 2003; Galarraga amathdndya 2004; Pelsmacker, Driesen, and
Rayp 2005; Arnot, Boxall, and Cash 2006; Basu ant#t$2008; Catturani et al. 2008; Wolf and
Romberger 2010; Cranfield et al. 2010). This stumhyertheless, emphasizes fair trade coffee in a
developing country—China. As studies on coffee aamgion behavior in developing countries
being essentially nonexistent, exploring China’skaawill provide a baseline understanding of
the consumption patterns within this emerging miaidkevill help identify if and how Chinese
coffee consumption may differ from findings reparta previous studies of other countries. To a
broader sense, this study also provides informahahmay contribute to improving market
conditions for small and medium-scale coffee predsien the world through the identification of
consumption behavior and competitive advantagefaiotrade coffee.

This research will also generate a methodologigatrdoution which may help narrow the
estimated range of true WTP. While the dichotomzhaice (DC) method in the Contingent
Valuation (CV) literature has raised the concerstafting point bias, a similar but possible bias
in other CV methods has not received similar aib@ntn this study, we examine the impact of

starting points in the context of a payment caldaton framework.

Background
According to the World Fair Trade Organization (20Gonsumers worldwide spent over 2.3
billion Euros for fair trade certified goods in 208nd products certified as fair trade were
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available in more than 60 countries. Pelsmackagden, and Rayp (2005), who measured the
WTP for fair trade coffee with data collected fransurvey of 808 Belgian consumers, reported
about 40% of respondents specifically expresselihgiiess to help small-scale coffee producers
with an average WTP for fair trade coffee equaproximately ten percent over the price of a
conventional cup of coffee. Canadian consumers putochased fair trade coffee were also found
to be less price-sensitive than those buying comnweal coffee (Arnot, Boxall, and Cash 2006).

Additionally, in a study to compare the WTP forrfaeade coffee in the U.S. and Germany,
Basu and Hicks (2008) concluded that consumers’ \Wa® positively related to the intensity of
the fair trade labeling program and the WTP amdlattened out before the labeling program
reached highest intensity. Importantly however,@ery and American consumers were found to
be overall consistent in terms of their responsetd fair trade coffee. In another study on
consumption of fair trade coffee in the U.S., Waolld Romberger (2010) discovered that only a
small percentage of respondents were interestpdrizhasing coffee branded as fair trade, leading
the researchers to conclude that the quality otfade products might have been perceived as
inferior. In a similar note, McCluskey and Loure{003) pointed out that consumers must
perceive the food product to be of high qualityprder to pay a premium. In many of these studies
conducted in developed countries, the impact ofbsdemographics were found to be similar:
younger age, female, high income, and high awaseofesocial rights and ethical concerns are
positive related to higher WTP for fair trade ceff@his research fills the void by examining
consumer WTP for fair trade coffee in an emergiragkat in a developing country—China.

Even though the National Oceanographic and AtmaspAeministration panel (NOAA,

1993) pointed out the strength of a CV study, theghs recommendations did not include enough



details (Boyle and Bergstrom 1999). Bateman, Lamgfand Rasbash (1999) conducted an
experiment that provides useful information regagdooth the interaction of the OE (Open-Ended)
and DC (Dichotomous Choice) formats. These auttiee® the conclusion that: “the OE iterative
bidding format appears to suffer from the starpogt bias observed in the two upper bounds of
the DC bidding tree.” Although the CV method is coonly used to assess total economic value,
there is considerable work still to be done in ustéanding and improving the technique.

One goal in CV research is to construct valid estes for the WTP. Boyle and Bergstrom
(1999) indicate that “many different formats haeei used to frame CV questions, with DC, OE,
and unanchored payment cards being most commorploged in the literature today.” Some
studies compare various elicitation methods, inagdhe payment card approach, and favor the
double bounded DC approach (2DC) due to its effimyg(Hackl and Pruckner 1999; Calia and
Strazzera 2000). Nevertheless, the 2DC model (Hanapioomis, and Kanninen 1991) has been
proved to be sensitive to starting point bias,regpondents anchor their WTP to the bid values
offered (Flachaire and Hollard 2007). Further, geptal difficulty on a 2DC model is that it
requires a much larger sample size than an OE giHenemann and Kanninen 1999).

Although CV researchers can apply the iterativelinig method, where the DC questions
is extended by a supplementary OE question asksygpndents to state their maximum WTP,
when the starting point effect exists, responddirial valuations are usually found to be
positively correlated with the first amount of mgrtbey are asked to consider (Boyle, Bishop,
and Welsh 1985). The application of the paymerd egproach goes beyond the OE and the
bounded referendum approaches in that it providesral possible values for respondents to

choose from (Hu 2006). Although the payment caqar@gch remains to be an alternative to the



OE and the bounded referendum approaches, a posgsiphct of starting points under the
payment card approach might still exist.

The payment card method has been applied to stwasuemer WTP for food items. Batte
at al. (2007) examined WTP for organic food prodwehile Hu (2006) used a similar approach to
investigate consumer preference for geneticallyifremticanola oil. None of the past studies have
explicitly examined the issue of starting points. &result, one of the goals of this study is
examine the impact of starting points in a paynoantl approach. In this analysis, we adopt a
slightly different payment card method to the poens literature where individuals are allowed to

express zero as well as positive WTP.

Survey and Data

The survey was implemented in the city of Wuha@Imna’'s Hubei province. Wuhan is the most
populous city in the central region of the PeopkRépublic of China. Data were collected by a
face-to-face survey from 564 respondents duringpmtand November of 2008. Surveyors, who
were faculty members and students from a locaégelin Wuhan, approached potential
respondents near coffee shops and grocery stovesgthe survey process, surveyors applied
generic wording to ensure that potential resporsdeuld not be either encouraged or
discouraged to participate. As expected, partidgaansist mostly of younger individuals, with a
smaller portion of older consumers (50-year-old abdve). This is very similar to other findings
on Chinese coffee consumers—consumer groups argyromposed of young people and

white-collar workers (Beijing Zeefer Consulting L@D09).



Before implementing the survey, our questionnaieatthrough several rounds of testing
to enhance clarity. In the questionnaire, eachamdent was offered a logo (figure 1) of fair trade
coffee with its definition: “coffee bearing thisdal means that traders have agreed to pay a fair
price to marginalized coffee farmers who are orgaahin cooperatives around the world,
particularly in developing countries in Asia, AfaicLatin America, and the Caribbean.” The logo
is used as the official logo by the Fair Trade LigeOrganization International. Its definition
was also translated into Chinese in the questioanai

The survey included general questions regardinguwoer coffee consumption behavior
and their socio- and demographic-information. Tagnpent card WTP question asked consumers
to indicate the amount they may be willing to payd medium cup of fair trade coffee in addition
to a “comparable” conventional medium cup of coetd at market price. Consumers were
asked to choose a value out of 16 categories thgth@st capture their true WTP. If consumers
were not willing to pay any additional amount, tleeyld choose the first category (¥0). They
could also choose one from any of the other categoanging from “¥0—¥0.99", “¥1-¥1.99", to
up to “¥14 or more”.

When describing the “comparable” product, the goastire stated a standard medium
cup of Columbia coffee which was defined to havenietal taste and aroma as the fair trade
coffee to be considered. In addition, the comparagbbduct was also given a market price as a
basis for consideration. The test of the impadtafting points was implemented by changing the
offered market price for the comparable producteAf comprehensive market investigation, it
was found that the range of ¥20-¥28 included alrabbgtossible prices for a medium cup of

coffee on the market. As a result, five versionthefsurvey were created where the market price



of the comparable product was listed differentlgath version. These versions are labeled as
V20 (¥20), V22 (¥22), V24 (¥24), V26 (¥26), and V@&8). Although respondents were subject
to the same payment card categories, they wer@nalgdhssigned to one of the five versions.
Figure 2 describes the distribution of the chossyngent card values by respondents in
each of the five versions. Each dot in figure 2eepnts the selection of WTP from respondents.
Across these five different versions, 89% of thepmmdents were willing to pay at least some
price premium for fair trade coffee. This suggelkts overall the sample consumers were willing
to pay additional for fair trade coffee. There segeral other interesting patterns in figure 2stfir
in each version, areas between category 1 (¥0)¥57¥5.99) had a higher density than the rest
of the categories. This type of concentration ®ltdwer values is not uncommon in the valuation
literature (e.g., Hu 2006). Second, chosen WTP28 ®ppeared to be more evenly distributed

than the other versions.

Model
In our modified payment card survey, each seleagpnesents an interval range that respondents
can either select to pay zero or any value aboke 2 a result, the choice variable indicating the
WTP is observed in interval ranges but not the eaamunt. Batte et al. (2007) indicates that the
interval censored regression model is consistettt avtwo-stage Cragg model. To construct an
exact WTP premium this study uses an interval aealsegression model.

The theory of the interval censored model is €intib an ordered probit but the biggest
difference between the two models is the probit ei@dsumes (un)known boundaries of WTP. In

an interval regression model, intervals bounddsyare known and true WTP is assumed to lie in



regions(—oo, a,], (ay, a;], ..., (a;,0) as identified by respondents. Assume that a latemable
WTP* indicates the true WTP by individual

(1) WTP; = x;B + u;, andWTP*|x ~Normal(x'B,5?)

wheres? = Var(WTP*|x) is assumed not to dependxyrandu; is a mean zero constant

variance error term. Let;<a,< ... <a; denote the known boundary limits and define

WTP =0 if WTP* < a,
WTP =] if WTP* > a;

Normality is assumed for the interval censoredesgion. The probability that a respondent
chooses the range between upper and lower bousdsitieen
(3)  Pr[aj_; <WTP* < a;] = Pr[WTP* < ;] — Pr[WTP* < aj_4]
= F'(aj) = F*(aj-1)

Maximum likelihood estimation (MLE) can be usedtaain consistent estimates of the
parameter vectgs and the error standard deviationGiven the answers individuals provided,
WTP* lies in corresponding intervals, i.¢5, < 0,0 < y* < 0.99, ..., andl4 < y*. The interval
censored regression is more efficient than an eddprobit model, since the estimation procedure
utilizes information on the scale BfTP* to produce an estimate of instead of treating as a
nuance parameter.

The questionnaire does not offer a category suiggesegative WTPs, because we treat
the negative amounts as the zero category. A negaglue of WTP suggests that for these
consumers, in order for them to consume fair tiaafiee, they may have to be compensated. One

may contemplate several causes for why consumeysotdoe willing to pay a positive premium
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for fair trade coffee: the process of fair trad&@® production may not be sustainable for the
environment; fair trade growers may have hireddclaibor; and/or no producers may not actually
receive the benefit associated with fair tradegdReless of the cause, it is reasonable to set the
lower bound as zero. Our empirical specificationgquation (1) is:

(4) WTP =y* = Bo + B1X1 + BoXo + - + B17X17 + €

where the dependent variable (WTP) is explaineshtdgpendent variablgX), while theg, are
parameters to be estimated. The explanatory vasatunsist of demographic, consumption, and
ethical concern characteristics variables. Robsisthators are applied for any possible
heteroskedasticity in the interval censored regvas$or each variable, the definition and
statistical summary are presented in table 1.

Following a review of variables included in prevéostudies, the independent variables for
demographic characteristics in this study includaehder (male), Age, Income (household), Job
(full time), Family size, andMarriage. The independent variables for consumption charestics
in this study includedBuy coffee, Made coffee (have experience brew a cup of coffee in the past),
Buy fromshop, Black coffee (usually consumes non-flavored), Consumed amount (in a week),

Light drinker (between 1-5 years of experience), Heavy drinker (over 5 years of experience),
Consumption-El (expect to increase consumption next year), andConsumption-DI (expect to
decrease consumption next year).

In addition, there are two variables used as peofdeconsumers’ ethical and
environmental concern&nown fair trade (self-reported of having previous knowledge of fair
trade products) andKnown organic (self-reported of having previous knowledge of organic food).

Ethical concern of consumers has been greatly skgctliby many previous studies and many
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different methods may be used to gather this typeformation. In this study we simply asked if
respondents knew about fair trade and organic fandsuse these two variables as a proxy of

consumers’ existing ethical concerns before thegred the survey.

Empirical Results and Discussions

The results provide a case-study example of hom&3d® consumers may treat and respond to fair
trade coffee through their WTP. Table 1 shows thales consisted of about 60% of the
respondents. About 16% of the respondents weraeadakround 37% of the respondents were
employed full-time during the survey period. Ona easily argue that the average age (about 24
years old) of the respondents is too low; howetler profile of coffee consumers in China mostly
are of the younger generation. Preliminary pilatdsts confirm that coffee drinkers in China are
rarely over 40 years of age, and only a small pgegge of coffee consumers are over 30 years of
age (Beijing Zeefer Consulting Ltd. 2009).

On average, family size among respondents was zippaitely three people per household.
Moreover, 68% of the respondents had bought a tapftee and 72% had made a cup of coffee
in the last 30 days. Around 63% of our respondshtsved that they were used to drinking
regular black coffee (or with only creamer). Basadhe quantity consumed, on average, the
respondents drank about 4.6 small cups of coffeapek. However, 56% of our respondents said
they had been regular coffee drinkers for up te frears, and only 9% of the respondents had
been regular coffee drinkers for over five yeanstekms of future coffee consumption, our survey
included a question asking respondents how theydwexpect their coffee consumption to be

higher or lower in the next year. To this questi®8% answered that they would increase
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consumption, 10% decided to decrease, and thefrést respondents would like to remain at the
same consumption level. As to the questions of mueh consumers knew about organic and fair
trade coffee, 44% of the respondents knew at Easething about organic coffee, but only 33%
of the respondents knew any relevant informatiasuabair trade coffee. These results reveal the
potential importance of future product educatioprdducers wish to make fair trade (and/or
organic) coffee more visible to consumers.

Since the questionnaire of this study applies @iferent versions to test for the impact of
starting points, it is interesting to know whethez respondents reply differently under each
version. Table 2 shows the results of a seriestafsZresults for the distribution of chosen WTP
categories under each version. For instance, congptire proportion of consumers who chose
category “¥0” under versions V20 and V22 respettivibe statistics Z-test score is 72.46. This is
significant at the 1% level indicating significatifference between the two proportions. On the
contrary, the Z-score for testing the equality mfgortion of consumers who chose category “¥0”
under the V24 and V28 versions is 2.11, which failseject the null hypothesis. Similar
interpretations can be made for the rest of theates in the table. Overall, the results in table 2
indicate that 156 out of the 160 hypotheses foakpgroportion are rejected at the 1% level of
significance. Since all survey versions are idettithis is a preliminary indication that the
starting point does contribute to difference inicaded WTP.

Given the result in table 2, five separate modasvestimated using data collected under
each version of the survey featuring differenttstgrpoints. Before presenting our empirical
results, we applied a series of likelihood ratstsdor parameter equality among all six models.

Table 3 shows the results of these tests. A separatiel was estimated using only the data
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obtained under each version and the results wenpaced. In addition, each model is compared
with a model using data pooled from all four ottaersions together. The model using pooled data
from the all four versions is referred to as theedsion Pooled model. For instance, when the
coefficient estimates under V20 were compared édtirersion Pooled model, it was compared to
a model using data from V22, V24, V26, and V28. i&innterpretations can be applied for other
tests in the first column in table 3.

First of all, the coefficient estimates in the 4sien pooled model are different to the
coefficient estimates using data from the V22 \@rdiut not other versions. Second, there did not
appear to be much variation in parameter estinaatemg the five single-version models.
However, V22 is a notable exception. Consisten Wit scatter plot in figure 2, coefficient
estimates under V22 are significantly differenséme other groups, particularly V24 and V26.
While it is not exactly clear why V22 stands outlas unique group, it does show clear evidence
on the impact of starting points.

Following the results in table 3, we focus the cangon of the empirical analysis on three
models estimated based on the pooled data (frofivalversions), data under version V22, and
data based on the rest of the four versions exoefite V22 version. “POOLED,” “V22 (¥22),”
and “WVOTHERS” represent these three models respaygtiThe reason that these three specific
models were analyzed is because they exhibit sognif differences between their coefficient
estimates while in the VOTHERS model, no differemaes found between all four versions it
pooled.

As a result, this study confirms the impact of tat@rpoint. The starting point may

influence the distribution of indicated WTP values payment card elicitation question and the
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estimated parameters and Walf) fnay also be affected. Table 4 shows the empiré&sallts of
models “POOLED,” “V22 (¥22),” and “VOTHERS.” Compag significant coefficients in
POOLED, V22 (¥22), and VOTHERS, only variab{@ander (male) andMake coffee show

identical signs across these three models. Sirecpdbled data allow more consumers to be
included in the analysis. Interpretation will bedsed on the POOLED model with some
highlights of the other two models. Based on thereded coefficients of the POOLED version,
the results imply that female respondents werengillo pay ¥0.8 more for fair trade coffee than
male respondents, and those who do not make dojfdeemselves compared to respondents who
made coffee by themselves would be willing to pagud ¥1.4 more for a medium cup of fair

trade coffee.

Consistent with findings in Pelsmacker, Drieser Bayp (2005), our results do confirm
that females on average have higher WTP than nrablsveloping countries, such as China.
Among demographic variables in the POOLED versiamniableFamily size is 10% significant
and indicates that respondents in a larger houdedimd, on average, tend to pay about ¥0.3 more
for a medium cup of fair trade coffee. Based ondémographic characteristics variables, coffee
marketers could make a specific case focusing anemoand larger families as potential
consumers for fair trade coffee in Chinese markets.

Among variables in both POOLED and VOTHERS intenttedapture respondents’
general coffee consumption patterns, four variabe® significant (at least 5% level of
significance). These variables akéade coffee, Light drinker (within 5 years), Consumption-El
(expect to increase), and Consumption-ED (expect to decrease), where the estimated parameters

had a consistent sign. These results could havertargt implications for coffee marketers in
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China. For example, they may consider concentrdéimgrade labeling efforts on coffee products
(likely be consumed at home) in grocery storeseratiian those in coffee shops and restaurants.
The variabld.ight drinker is one of the interesting findings. This dummy ahte
indicates that the respondent had been a reguii@eadrinker for up to 5 years, while the dummy
variableHeavy drinker indicates those with longer than 5 years historg esgular coffee drinker.
The result of the variableight drinker shows that compared to both occasional coffee drgk
(the omitted category) and long term coffee driskeepresented by varialdteavy drinker),
respondents who had regularly been a coffee drifakarp to five years were willing to pay about
¥1.2 less for a medium cup of fair trade coffeasThay suggest that consumers who have been
drinking coffee for a few years may be less excétbdut these features compared to less-
experienced drinkers, who may still be excited altoeir new taste thus may favor additional
features of their coffee. Yet, for long-term coffdrnkers, their experiences may enable them to
form preferences for features they truly prefechsas fair trade, in addition to the price factor.
Comparing the expectation of future coffee consumnpivith those who decide to remain
at the same level in the following year, responsl@tio would like to increase their coffee
consumption (variabl€onsumption-El) would be willing to pay about ¥1.2 more for a nugd
cup of fair trade coffee. However, for respondevit® would like to decrease their coffee
consumption (variabl€onsumption-ED) in the following year, their WTP would be arou¥tl7
less than those who would stay at the same lewel.effects of these two variables showed that
consumers’ WTP for fair trade coffee were closelated to the volume of the expected coffee
consumption. Moreover, the estimated parameteanébleConsumption-ED represented the

highest magnitude of WTP among all significant &akes in this study. This suggests how much
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coffee consumers would like to purchase in theofelhg year, and is likely one of the most
important determinants on their WTP for fair tradéfee.

Neither of the variablekKnown fair trade or Known organic was significant in the
POOLED version. Since fair trade coffee incorpaatdormation that may not be familiar to
everyone, one would expect that if consumers wegge of this featured product, they might
have a higher WTP for fair trade coffee. Similadyganic coffee is correlated to ethical and
environmental consumption behavior, and one woxjitet that if consumers knew about organic
coffee, they would be willing to pay more for faiade coffee due to similar ethical/sustainable
concerns. However, the results of these two vaggln the POOLED version did not support our
hypotheses.

There are several causes for the outcome of theaéttoncern characteristics. One of the
most important reasons could be that fair tradéed(in fact, even coffee itself) is still a vergw
product in China, and unlike in many western caaestcoffee is not a significant part of their
culture or a very common beverage in their lifetHis circumstance, many consumers may not
have formed a well-established purchasing preferémrctheir coffee, and therefore their WTP
does not necessarily incorporate all concepts dezun fair trade coffee. We expect this result
could change over the years when consumers hawvengemore stable in their preferences.
Although our ethical concern variablésown fair trade andKnown organic did not show at the
significance level, it is still too early to claithat the ethical concern does not exist in the €wgn
coffee market for fair trade coffee. However, raggents on both demographic and consumption
characteristics in the city of Wuhan do show theespondent results to previous studies in

developed countries.
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Conclusions

Our study investigated coffee consumption and WiT€lonese consumers on fair trade coffee
using a survey implemented in Wuhan city, Chinae Kay objective was not just to discover
Chinese consumers’ WTP for fair trade coffee, &t &0 contribute to the general literature on
fair trade coffee and to offer some basis for thigarison to other countries, particular to
consumers in western countries. Furthermore, anothjective of our modified payment card
survey for the elicitation of the WTP is to test &ffects of starting point that may affect the
results of the traditional payment card approatcis. $hown that starting point does potentially
matter. However, only one of the five differentrtey points offered appeared to cause a
difference than the other offered starting poiicating that the impact may not overwhelmingly
apparent in all WTP questions with different stagtpoints.

Overall, most respondents indicated their WTP begaries 1 to 7 given in the payment
card question in each version. While the scattey (hgure 2) suggested potential impact of
starting points, the formal econometric analysisficmed it. Overall, based on the comparison of
estimated parameters among three versions, ourgrayeard valuation question does present the
impact from starting points.

Our estimation results do recognize that Chinessuwmers are willing to show their
appreciation of fair trade coffee through theitestidWTP: about 89% of respondents would like to
pay some additional amount for a cup of fair tradffee above the market price of a conventional
cup. Our respondents, averaging over all versibtiseosurvey, were willing to pay around ¥4.4
more for a medium cup of fair trade coffee. In teroh demographic factors affecting consumers’

WTP, it is found that women and those with largenily sizes would most likely pay premiums
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for fair trade coffee. A straightforward messagedoffee marketers is to target female consumers
in a larger family to profit through this potentrathe market.

In terms of consumption habit, whether respondeatsmade a cup of coffee in the past,
whether they had been a regular coffee drinkeufoto five years, and how much they would
change their coffee consumption in the followingiyall had an important impact on their WTP
for fair trade coffee. Coffee marketers can alsgpadorresponding marketing strategies to focus
on the target groups, while relevant policy malans use proper management tools to facilitate
this on the fast-expanding market. These result®n$umption behavior provide marketing
strategies to coffee marketers to target new ocnakcoffee drinkers who may expect to increase
their coffee consumption in the near future. Finathe average age of respondents in this study
tends to be of the younger generation, which isisb@nt with the majority of current coffee
consumers in China. However, it is not hard to exfi®at this young generation will be the main
coffee consumers in the next five or ten yearshag have more disposable income at hand and
the coffee market in China will have more consumpthan today.

Since consumers’ prior knowledge of fair trade iamic coffee did not have a significant
impact on their WTP, this study results reveal tmtsumer WTP is more related to their
consumption habits. Although the independent véeglelated to ethical and environmental
concerns were not significant in this study, maagndgraphic and consumption variables did
show significant impact on fair trade coffee WTRdavere mostly consistent with previous
studies. As mentioned previously, the Chinese eatffiarket is a potentially high growth market,

yet there has been no significant studies addrg€3mnese consumers’ preference and WTP for
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coffee. Even though coffee, including fair tradéfee, is not a primary beverage in China yet, this

analysis gives some suggestions as to how markegarapproach the Chinese coffee market.
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Table 1. Definitions and Sample Statistics of Variales (N = 564)

Variable Description of variable Mean Std. Dev. Min. Max.

WTP The mid-point price for each chosen interval ofiwgness to pay 4.38 3.92 0 14.5

Gender (male) Discrete variable=1 if respondent is male 0.60 0.48 0 1

Age The age of the respondent (continuous variable) 44. 5.68 18 54

Income (household) Total household income (Yuan) earned per monthrbefx (continuous 5,953 4,325 500 17,500
variable)

Job (full time) Discrete variable=1 if respondent is employed tintle 0.37 0.48 0 1

Marriage Discrete variable=1 if respondent is married 0.16 0.36 0 1

Family size Total number of family members in a household (cwaus variable) 3.11 1.05 1 10

Buy coffee Discrete variable=1 if respondent purchased at l@a@s cup of coffee in 0.68 0.46 0 1
last month

Made coffee Discrete variable=1 if respondent made a cup dkeah last 30 days 0.72 0.44 0 1

Buy from shop Discrete variable=1 if respondent buys coffee aofiee shop 0.68 0.46 0 1

Black coffee (non- Discrete variable=1 if respondent usually buysgul& black coffee or 0.63 0.48 0 1

flavored) black coffee with creamer or sugar

Consumed amount ~ The amount of coffee consumption in terms of nunadfesmall cups for 4.68 5.13 0 52

(in a week) one week (continuous variable)

Light drinker Discrete variable=1 if respondent has been a regoféee drinker forup  0.56 0.49 0 1

(within 5 years) to 5 years

Heavy drinker (over Discrete variable=1 if respondent has been a regoféee drinker for 0.09 0.29 0 1

5 years) over 5 years

Consumption-El Discrete variable=1 if respondent expects that geat coffee 0.33 0.47 0 1

(expecttoincrease) consumption will increase

Consumption-ED Discrete variable=1 if respondent expects that gyeat coffee 0.10 0.31 0 1

(expect to decrease) consumption will decrease

Known fair trade Discrete variable=1 if respondent has at least dexed of prior 0.33 0.47 0 1
knowledge of fair trade coffee

Known organic Discrete variable=1 if respondent has at least dexed of prior 0.44 0.49 0 1

knowledge of organic coffee
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Table 2. The Hypothesis Test (Z-test) for the Proption of a Population

Versions
WTP 20t022 20to24 20to26 20to28 22to24 22t026 22t028 24t026 24to28 26to 28

¥0 72.46 2381 77.08 2291 47.31 241  50.18 51.05 ((2.11) 54.10
¥0-¥0.99 34.22 31.04 17471 12791 ((2.06)) 204.45 92.84 201.84 94.73 295.16
¥1-¥1.99 14.67 112.37 78.85 68.16 99.87 92.72 81.99 194.16 182.25 9.95
¥2-¥2.99 69.92 3.40 22.52 126.48 72.23 93.04 5490 18.61 127.78 150.67
¥3-¥3.99] 210.21 36.84 6.36 153.03 236.01 219.77 63.09 32.33 182.62 161.68
¥4-¥499 109.14 71.64 10.63 28.46 35.48 100.04 82.13 64.53 46.56 18.17
¥5-¥5.99 38.64 39.08 69.83 101.88 ((1.80)) 30.06 62.27  28.15 60.29 33.61
¥6-¥6.99 62.87 4.35 53.66 57.36 57.33 10.63 6.34  48.21 51.88 4.29
¥7-¥7.99] 12253 133.08 5.17 81.66 225.20 129.49 43.66 134.13 194.68 88.01
¥8-¥8.99 95.49 78.54 31.50 101.77 166.78 123.93 4.46 51.63 174.61 130.84
¥9-¥9.99 55.99 19.51 72.95 145.22 35.48 15.18 90.61 51.63 12499 77.45

¥10-¥10.99 44.79 13.59 60.16 87.29 30.34 103.64 41.62  73.06 72.24 146.60

¥11-¥11.99 62.87 435 102.82 ((0.62)) 57.33 149.73 63.63 106.13 5.12 102.37

¥12-¥12.99 53.44 6.19 145.72 58.88 58.95 105.64 4.46 150.43 64.46 102.37

¥13-¥13.99 138.27 50.89 62.60 58.88 100.70 95.08 97.13 8.15 5.12 3.02

14 or more, 107.99 9.92 8.29 29.42 116.53 101.17 135.05 1855 18.68 38.12
Note: All statistics Z-tests show at the 1% leviesignificance, but not include the results in dieubarentheses.
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Table 3. The Likelihood Ratio Test on Parameter Eqality among Models Using Data from
Different Versions
4-version
Pooled V20 (¥20) V22 (¥22) V24 (24) V26 (¥6) V28 (¥8)

4-version

Pooled (1.0000)
V20 (¥0) (0.5173) (1.0000)
V22 (¥22) (0.0200)** (0.1496) (1.0000)
V24 (¥4) (0.2849) (0.2330) (0.0028)***  (1.0000)
V26 (¥26) (0.4234) (0.4301) (0.0279)**  (0.6643)  (1.0000)
V28 (¥28) (0.3786) (0.4013) (0.1079) (0.3899) (0.1390) (1@MOO
Note: LR test chi-square probability in parentheses

Asterisks indicate levels of significante 0.10, ** = 0.05, and *** = 0.01.
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Table 4. The Empirical Results for the WTP: POOLED,V22, and VOTHERS

Variable POOLED V22 (¥P2 VOTHERS
Gender -0.823* -1.252* -0.734
(male) (-2.07) (-1.67) (-1.65)
Age -0.040 -0.333** -0.001
(-0.96) (-3.52) (-0.03)
Income -9e-06 0.00016 -0.00004
(household) (-0.19) (1.85) (-0.88)
Job 0.391 0.235 0.395
(full time) (0.88) (0.30) (0.79)
Marriage 0.827 2.241 0.736
(1.44) (1.51) (2.20)
Family size 0.314 -0.285 0.485*
(1.72) (-1.05) (2.26)
Buy coffee -0.160 1.746 -0.571
(-0.36) (1.95) (-1.10)
Made coffee 1.359** 1.902** 1.162**
(3.00) (2.12) (2.29)
Buy from shop 0.486 -0.432 0.648
(1.21) (-0.60) (1.40)
Black coffee -0.527 -0.886 -0.442
(non-flavor ed) (-1.37) (-1.19) (-0.99)
Consumed amount 0.024 -0.040 0.055
(in a week) (0.54) (-1.09) (0.90)
Light drinker -1.240** -1.033 -1.288**
(within 5 years) (-3.10) (-1.46) (-2.80)
Heavy drinker -0.440 -1.440 -0.463
(over 5years) (-0.59) (-1.16) (-0.53)
Consumption-El 1.200** 0.864 1.316**
(expect to increase) (2.92) (0.98) (2.82)
Consumption-ED -1.738** -0.115 -2.035**
(expect to decrease) (-2.73) (-0.10) (-2.86)
Known fair trade 0.130 0.162 -0.100
(0.33) (0.17) (-0.22)
Known organic -0.594 0.492 -0.734&
(-1.56) (0.58) (-1.72)
constant 4.193** 11.008*** 3.276*
(3.26) (4.52) (2.30)
Log Pseudo-likelihood -1472.18 -263.39 -1191.75
Wald y? 60.99 42.29 59.17
Pseudo R 0.083 0.216 0.099
Number of obs. 564 108 456

Note: t stats in parentheses. Asterisks indicatel$eof significance: * = 0.10,
** = 0.05, and *** = 0.01.
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FAIRTRADE

Figure 1. International fair trade certification mark by the fair trade labeling organization
international
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Figure 2. The distribution of WTP for fair trade coffee respect to different versions
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