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Abstract

This article analyzes the Fair Trade sector as &édiaform market”, i.e. a market in which
different types of players (in this case, nonprodib-operative and for-profit organizations)
coexist and compete. The purposes of this artiddl to understand the factors that have led
Fair Trade to become a mixed-form market and (rtpose some trails to understand the
market dynamics that result from the interactioesMeen the different types of players. We
start by defining briefly Fair Trade, its differetiitmensions (including the “fair” quality of the
products) and its organizational landscape, fogusin the distinction between the pioneer
“Alternative Trading Organizations” and the secandver companies. Then, we recall the
theoretical emergence factors for each type of roegdion (nonprofit, co-operative and for-
profit) and apply these emergence factors to tmtext of Fair Trade. This analysis allows us
to capture the specificities of each type of opmratth regard to Fair Trade and, thus, to have
a better understanding of the competition dynarnmcdhe sector. The latter analysis includes
elements on ethical imitation, consumers’ behayieftects on welfare and the role of the

government, in order to outline some of the majends in this rapidly evolving sector.



The dynamics of Fair Trade as a mixed-form market

Introduction

Among the recent trends towards ethical and swdt&@nconsumption, Fair Trade (FT) is
probably one of the fastest growing and most promigitiatives. Even though FT sales still
do not exceed 0.01% of the total trade in the wdHdir sizé and growth ratemake it much

more than an anecdotic phenomenon.

Simultaneously to the commercial success of fanmdyled products, research on Fair Trade has
started to lift off in the last years (Moore, 200icholls et al, 2005). Until now, economic and
business-oriented articles have mainly focusedhendescription of the chain (Gendron, 2004,
Moore, 2004; Ponceledt al, 2004; Renard, 2003), on the concept of “fair giriiBecchettiet al,
2002; Maselandet al, 2002; Yanchuset al, 2003) and on consumer and marketing issues
(Becchetti & Rosati, 2005; De Pelsmackerl, 2005; Mooreet al, 2006).

Whereas there has been a lot of work on the tweeends of the FT chain — producers and
consumers —, the intermediaries of the chain, mainé FT operators in the Nofthhave
received less attention. The reason is, probabht, these organizations are supposed to link
the demand and the supply-side under precise c¢onslifixed by the FT label or code they
subscribe to. Therefore, it can seem less impot@artonsider the way these intermediary

organizations are structured and governed.

However, far from being “black boxes” that condEgt activities in a homogeneous way, these
organizations, on the contrary, can have very destructures, objectives and ways of
functioning. The pioneers of the movement have tpddeen nonprofit (or “not-for-profit”)

and co-operative organizations with a strong attartb regulation (the setting up of new rules
for conducting trade in a fair way), education (thiéiatives aiming to raise the awareness of
consumers) and development (a close relationship thie producers in the South). These

pioneer fair-traders are often referred to as ‘vhiégive trading organizations” (ATOS).

! Fair Trade sales reached 900 million $ worldwitl€®03 (Nicholls & Opal, 2005), and 660 millionr$Europe
in 2004 (Krier, 2005); market shares range fronn 2% for several products up to 20% for coffeehi@a UK and
even 50% for bananas in Switzerland (Krier, 2005).

230 to 40% annual growth for FLO-labelled prody&sO, 2005)

% In the literature on development, the terms “Noehd “South” refer to the geopolitical division tife world
between, respectively, developed and developingtces. In this article, these terms will be usedgnonyms.
* Even though the term “FTO” (“Fair Trade organigati) would be more accurate, we will keep the t&4ARO”
S0 as to remain in line with the literature onigsie.



The initial development of FT by ATOs has attraciegrowing number of mainstreaming “for-
profit” companies in the last years. These commaheve emerged mainly in the distribution
area (supermarkets selling FT products), but alste import and the transformation of fairly
traded goods (for instance, coffee roasters or alhte companies). As a parallel to the
mainstreaming of FT, ATOs, on their turn, have eedltowards a more commercial profile.
Some ATOs have become privately held or limitecsbgres, while other ATOs have evolved
as “Fair Trade groups” gathering a commercial vientand a nonprofit organ in the same
structure (examples include Traidcraft in the UKijtie Welt Partner in Germany or Oxfam

Wereldwinkels in Belgium).

As a result, Fair Trade appears as “mixed-form et&drkvhere different types of players
coexist. Such a coexistence induces specific mahkeamics that deserve a special attention.
Thus, the purposes of this article are (1) to ustded the factors that have led Fair Trade to
become a mixed-form market and (2) to propose doaile to understand the market dynamics
that result from the interactions between the diffé types of players. We start by defining
briefly Fair Trade, its different dimensions ansl @grganizational landscape (part 1). Then, we
recall the theoretical emergence factors for egpk bf organization (nonprofit, co-operative
and for-profit) and apply these emergence factorthé context of Fair Trade (part 2). This
analysis allows us to capture the specificitiesath type of operator with regard to Fair Trade

and, thus, to have a better understanding of thikehdynamics in the sector (part 3).

1. Fair Trade and its diverse players

1.1.The Fair Trade concept

The definition which gathers most agreement andhast widely used by field actors and
academics (Moore, 2004) is the FiNdfinition:

Fair Trade is a trading partnership, based on d@le, transparency and respect, that seeks
greater equity in international trade. It contritag to sustainable development by offering
better trading conditions to, and securing the tggbf, marginalized producers and workers -

especially in the South. Fair Trade organisatiobagked by consumers) are engaged actively

® FINE is an informal network gathering the four mé&iair Trade umbrella organs: EFTA (European Faidé
Association), NEWS (Network European Worldshops),OF INTERNATIONAL (Fair Trade Labelling
Organizations) and IFAT (International Fair Tradeséciation).



in supporting producers, awareness raising andampaigning for changes in the rules and

practice of conventional international trade.

It appears from this definition and from the sestabservation that Fair Trade is a highly
multidimensional concept. While everyone agreeshanmultidimensional character of Fair
Trade, these multiple dimensions can be organiaedifferent ways (Becchetgt al, 2002;

Nicholls et al, 2005). In our view, the elements that constithe FT concept can be grouped

under four main categories:

« Trade:

Albeit “fair”, we are talking about “trade”. FT opsors conduct market activities (import,
transformation, distribution) similar to any commiaf initiative (Nichollset al, 2005). The

positioning of trade within the missions of FT ogters, however, can vary, from a mean to
produce more development in the South, to a goatsamwn. When analyzing the FT product,
the “trade” dimension can be assimilated to theenmtcharacter of the good. Indeed, it is not
the product in itself that is “fair”. nothing disguishes physically a FT banana from a
conventional one. Rather, it is the bundle of iibles characteristics linked to the conditions

under which the good has been produced and tr&ksstijettiet al, forthcoming).

* Fairness:

Thus, the “fair” dimension constitutes the specéiad powerful — albeit invisible — attribute of
FT products, differentiating them from non-FT protiu(Becchetti & Rosati, 2005; Nichok
al., 2005). This “fair” characteristic is linked t@ih the producers and the importers of FT
products. While the former must respect a numbeorglanizational criteria (small-scale
producers, democratic decision-making, no discratam,...), the latter are entitled to specific
trading conditions (fair price, social premium, fireancing, provision of market access, long-
term relationship,.).

The fair price consists in a “countercyclical mank- that can reach more than 100 percent of
the market price (see the example of coffee, carwhbananas), and that is provided by FT
importers to first level producer organizations andtimately, to individual producers.
Opponents of this price rule say that it is not keaclearing, that it creates excess supply and
that it constitutes a distortion of market mecharsis Advocates of it have two main

counterarguments: i) the market price is not cortipet and reflects the



monopsonistic/oligopsonistic structure of tradesveen local producers and intermediaries. In
these cases a higher minimum price (analogousetonie created by ATOS) is the solution to
this specific market failure; ii) fair trade produe.g. fair trade coffee) is a new and distinct
variety of the product and, as such, has its owrketgrice determined by the equilibrium
between supply and concerned consumers demandh@ac& Adriani, 2002). In this sense

fair trade can be truly interpreted as a form @fdorct innovation.

Research on Fair Trade has tried to determine whele fair price and the other FT tools

effectively lead to a better socio-economic develept for the producers than in the case of
standard trade (i.e., whether Fair Trade leadsess linequality than standard trade by
increasing the producers’ remunerations). Masetm De Vaal (2002) argue that this is the
case only when product demand is inelastic andwoess have fairness preferences. Hayes
(2003), however, argues that their approach isneroow as it does not take into account non-
monetary characteristics of the FT activity (prasture prefinancing, provision of local public

goods, promotion of consumer awareness, etc.).

e Education:

Fair Trade can also be seen as a tool for consum@usation. Some FT operators, mainly
ATOs, conduct education campaigns directed to tmsumers. These campaigns are intended
to promote Fair Trade and, more globally, to edecztizens (and governments) toward
consumption habits that are more respectful foretironment and the people, especially for
the producers in the South. Even if all the FT apms do not conduct educational activities, it
can be assumed that FT consumers finance a piduese activities through their purchases.

* Regulation:

At the origins of Fair Trade, there is the inteftsetting up a new regulation framework for
commercial exchanges. This framework is, first, ligopwithin the FT partnerships through a
number of specific criteria. Furthermore, the Fgulation framework also aims at influencing
the mainstream commercial practices within inteomati exchanges. The design and the
control of the specific norms within the FT sediave been progressively carried by specific
FTOs that do not conduct trade of commodities bau$ on the creation and the control of the
FT norms (this is being referred to as the “lalgliprocess).

How can we characterize these dimensions from ancgaic point of view?



The material characteristic of the FT product islassicalprivate good. Similarly to
any consumption good, the product in its physigaldeshsion is financed and consumed
by Northern consumers and produced by growersadtsenen in the South.

The “fair” character of the product, even thoughoiving material elements, isteust
good Indeed, the concrete application of the FT pples by companies is something
that cannot be observed directly by the consumecaBse the beneficiaries of the fair
characteristic (the producers in the South) aratéxt far from the ones who finance it
(the consumers in the North), there is an inforaraasymmetry that requires a certain
level of trust from the consumets.

The dimensions of education and regulation areectogquasi-) public or collective
goods A public good (Milgromet al, 1992) is defined as non-rival (the consumption
by an agent does not diminish the available questitor other agents) and non-
excludable (it is impossible to exclude an agemtfthe consumption of the good). The
education of citizens towards more sustainable wopsion habits and the setting up of
new rules for commercial exchanges are two elem#vas cannot be divided into
separate consumption units (non-excludability) dad which it is impossible to

exclude the consumption through the payment ofce gnon-rivalry).

It thus appears that Fair Trade is composed ofaf#jvpublic and trust dimensions. Table 1

summarizes the producers, the beneficiaries andirtacers of these different dimensions.

The multidimensional character is likely to play iarportant role for explaining the diversity

of organizations participating to Fair Trade. Indleehe nature of the produced goods

constitutes a major explanation for the differenicegstitutional choices (Anheier, 2005; Ben-
Ner, 2002; Ben-Neet al, 1991; Handy, 1997).

Table n°1: The different dimensions of Fair Trade

Nature Producers Beneficiaries
Trade Private good Producers (South) Consumers (North)
Fairness Trust good North and South Producers (South)
organizations
Education ATOs (North) Consumers (North)
Regulation Public good Labelers Producers (South)
ATOs (North)

® The complexity of the informational asymmetry airftrade products is that such products are ngiégence

goods”

with regard to their socially responsiblendnsion. In other terms, while many dimensions of



1.2.The diversity within the Fair Trade landscape

FT operators can be classified according to diffeceiteria. In this article, we propose to focus
on (1) the missions pursued and (2) the legal statuo criteria which are partly overlapping

and which will appear useful in the forthcoming lgees.
1.2.1. Missions

All the participants to Fair Trade do not neces$gapursue jointly the four dimensions
presented above. While “trade” and “fairness” &eerminimal requirements for all participants,
differences can be observed between the organimatihich focus on trade and those which

have a wider view of Fair Trade. Thus, two type& ©foperators can be distinguished:

- “Alternative trading organizations”, which are tibgaor principally dedicated to Fair
Trade. ATOs have built the foundations of the FTveroent and continue to play an
essential role in its qualitative (but also quativte) development.

- The companies which have added the import, tramsfbon and/or distribution of FT
products to their pre-existing activities. Thankdhe development of FT labeling, these
“second-mover companfeBave often ddopted Fair Trade in the face of consumer
pressure to meet a market opportuhifilicholls et al, 2005, p. 80). Supermarket

channels and multinational food companies are &gigkamples of second-movérs.

Nicholls & Opal (2005) identify three criteria whidifferentiate ATOs from second-mover
companies. Two of them seem particularly adequatehtiracterize ATOs: (1) majority of
products traded under the FT principkasd (2) acommitment to Fair Trade as the main goal

(instead of profit maximization).
1.2.2. Legal status

Historically, ATOs have emerged under “non-capstélior “Third Sector” statuses such as

nonprofit organizations (NPOs) and co-operativesweler, in the last years, ATOs have also

informational asymmetries about product quality nb@yovercome by purchase and taste, repeated gerdfia
fair trade products cannot help consumers to véhnigytruthfulness of the ethical characteristicthefproducts.

" On of the most interesting examples of “second enanoves” is documented by the BBC press report of
October the ¥, 2000 when it is announced th&te'stle has launched a fair trade instant coffeét &soks to tap
into growing demand among consuméiBhe BBC commented the news saying th&thical shopping is an
increasing trend in the UK, as consumers pay morertsure poor farmers get a better déaind reported the
comment of Fiona Kendrick, Nestle's UK head of bages arguing thatSpecifically in terms of coffee, fair trade
is 3% of the instant market and has been growingoatd double-digit growth and continues to grow.



adopted “mainstream” structures such as compaimeisedl by shares or privately owned
corporations. Following the economic literature, well call the latter “for-profit
organizations” (as opposed to nonprofits), evenighoATOs, according to the second criterion
by Nicholls & Opal, do not seek primarily to makeofits. ATOs under a “for-profit” status
can thus be considered as commercial companiedwlbiniot seek profit maximization, which

brings them close to Third Sector organizationsocial enterprises”.

As mentioned earlier, a growing number of ATOs iaréact “groups” which gather different
types of organizations: a nonprofit and a co-opezgie.g. Oxfam Wereldwinkels in Belgium,
IDEAS in Spain, Equal Exchange in the UK,...) or aapmfit and a commercial company
(e.g. Traidcraft in the UK, Dritte Welt Partner@ermany or CONA in Austria).

Concerning mainstream market players which haverbecinterested in Fair Trade, they are
mainly for-profit companies, from small venturesntaltinational corporations. However, it is
also possible to have NPOs and co-operatives aseesnd-mover companies. The Co-op
group in the United Kingdom and the COOP in Itdby, example, have included FT products

in their assortment, considering the inclusionuafrsproducts coherent to their philosophy

In spite of these exceptions, for the clarity of analysis and in order to focus on the dominant
characteristics of “pioneers” and second moversyilleconsider that ATOs are Third Sector

organizations and that second-mover companies davefit-maximizing goal.

2. Reasons for the presence of different types of plaxs

Focusing on the organizational diversity in termidegal statuses, let us now try to explain

why each of these statuses has been chosen bylmenofT players.
2.1. Nonprofit organizations

Nonprofit organizations are characterized by then“distribution constraint”, i.e. the

prohibition to distribute net earnings (after taxasl expenses) to any “residual claimant”
(Hansmann, 1980). The people in charge of the azgaon (on the Board of Directors) have
the residual control right (the ultimate decisioakimg power) but cannot sell this right nor
claim any right on the assets of the organizatibimus, there is no owner with complete

property rights (both the rights on control andresidual income).

8 The Fair Trade and the Co-operative movement shapartially common ideology and similar economic
mechanisms. For a comparison between the twotini® see for example Develtere and Pollet (2005).



The emergence factors of nonprofit organizationsehzeen studied on two different sides: the
demand-side and the supply-side (Ben-dteal, 2000; Steinberg, 2006).

2.1.1. Supply-side arguments

On the supply-side, the intent is to understand whiyepreneurs have chosen the nonprofit
form for their venture instead of the mainstreampfmfit form. Several authors (James, 1987;
Rose-Ackerman, 1987) observe that idealistic ergregurs are likely to prefer the nonprofit
status because it is the most coherent with tdeali In the case of Fair Trade, it is likely that
pioneer entrepreneurs with the goal of helping gmoducers in the South have not imagined
to adopt an organizational form which would havieoveéd the generation of profits for
themselves. Moreover, the choice of the nonprdétus serves as a guarantee to all the
stakeholders (and particularly to the consumetra)tthe goal of the organization is not to make
profits but to pursue a social mission (Rose-Ackarn1987). In this case, the main goal is the

improvement of the living conditions of small-scal®ducers in the South.
2.1.2. Demand-side arguments

On the demand-side, the emergence factors aredlwkd the types of goods produced. First,
in the presence of trust goods, nonprofit orgaionat are more likely to overcome the
problems of information asymmetry. Indeed, when ‘thilical” quality of the good is not

easily observable, the nonprofit status, becausts obn-distribution constraint, is more likely
to overcome the “market failure” as identified bigeklof (1970). When there is an information
asymmetry, for instance when the financer of thedgs different from its beneficiary, the
former needs guarantees that the firm will not iacan opportunistic way by delivering a

product with lower quality than announced.

This argument finds a perfect illustration in thase of the FT purchase: given that the
consumer in the North cannot verify immediately thiee the Fair principles announced by the
FT operator (fair price and premium, prefinancing,are fully enforced, he will ask for
guarantees from the firm when purchasing the priodndhe case where there is no generally
recognized labeling systénthe non-distribution constraint can preciselyifihe role of trust
signal, at least ensuring to the financer of thedy@he Northern consumer) that the additional

price he pays for a good with a FT quality will & appropriated by the shareholders.

° We will include further the apparition of a recimgd Fair Trade label.



One could object that the nonprofit firm mightlstict in an opportunistic way, for example by
using the FT price differential for raising the aséds of the managers (this phenomenon is
called “implicit distribution”, as opposed to exgti distribution of the surplus to the
shareholders). That is why nonprofits generally atlter trust guarantees in order to secure
their social mission, such as the involvement dfiedent stakeholders, including donors and
voluntary workers, in their decision-making struet (Ben-Nert al, 2000; Enjolras, 2000).
The rationale is the following: if these stakehaofjenvho are close to the organization, are
ready to give money (donors) or time (voluntary kews) “for free”, it is highly unlikely that

the firm acts in a opportunistic way against theamced goals.

Beside trust goods, a second category of goods rtbaprofit organizations traditionally
produce is public goods, i.e. non-rival and nonkaéXable goods (Milgronet al, 1992). These
goods cannot be provided by for-profit companies thuthe problem of free-riding. Indeed,
consumers can benefit from a public good withouwtin@afor it or only at a lower tariff than
what they would be ready to pay. Thus, a for-priifin will be reluctant to produce such a

good and the demand will not be met (“sub-optinralsion”).

That is why it is traditionally the government thatoduces public goods (e.g. defense,
education,...). However, governmental action is aams¢d due to the “median voter”
problem. According to Weisbrod (1975), when definthe optimal quantity of public good
produced, the State chooses the quantity preféryede median voter. Thus, two categories of
people necessarily remain unsatisfied: those whaldvprefer less public good and those who
would prefer more. For the latter, one solutionondler to obtain the additional quantity of

desired public good can be the creation of a nditpmamanization.

Nonprofit organizations are said to be better &blevercome the free-riding problem because
consumers will be more likely to reveal their prefeces to a firm with a lesser likelihood of
opportunism, and because the nonprofit will be @bleaise other resources than through the
sales (e.g. donations, public grants and voluntammk) (Kingma, 1997; Weisbrod, 1975).

The public dimensions of Fair Trade provide, again, interesting illustration. It can be
assumed that the public authorities (in a wide sens. supranational authorities such as the
European Union and the World Trade Organization)ehehosen a level of regulation for
international trade which leaves a whole portiorihaf population unsatisfied (i.e., they would
prefer more regulation, for instance, minimum psiéer producers in the South). One of the

solutions for these consumers is to finance a raditprhich will propose a stronger regulation



framework, through gifts or, more interestinglyraiagh the joint purchase of a product traded
under that specific regulation framework. Nonpr@itOs may not only partially solve the

problem of the heterogeneity of North consumergfgnences on public goods, but also the
misrepresentation of preferences of individualgd (ararginalized producers) in the South due

to the imperfections in the mechanisms of repredemt in international institutions.
2.1.3. “Demand creating supply”

The latter example of unsatisfied consumers hasvishtbat the supply of goods through a
nonprofit structure may come from the demand itsklfleed, when there are demanding
stakeholders who do not find an existing providerthe good they expect, a solution can be to
become themselves nonprofit entrepreneurs (BereNal, 1991). It is likely that a number of

pioneer FT entrepreneurs are the ones who weiallyiinterested, as consumers, in buying
fairly traded goods but couldn’t influence neithtbe State (because of the median voter
problem) nor for-profit companies (because of tis&sr of opportunism). The creation of a

nonprofit organization has allowed these poterd@sumers to satisfy their demand and to

keep the control on the quality of the demandedid&en-Neret al, 1991).
2.2. Co-operatives
2.2.1. In the South

The co-operative form is particularly widespreadoam producer organizations in the South.
The reasons which explain the grouping of produc#msco-operatives are to be found in the
configuration of local markets. Those markets anaracterized by (1) a monopsonostic
situation, i.e. a high number of providers for & loumber of purchasers, and (2) a situation of

information asymmetry.

The monopsonistic situation as a factor of emergeat co-operatives is described by
Hansmann (1996) and can be applied to FT co-opegin the South (Becchett al, 2002;
Hayes, 2005; Nichollgt al, 2005). Indeed, in local markets of primary goedsh as coffee,
bananas or cocoa, there are plenty of individuadlpcers for only a few buyers. These buyers
have strong incentives to take advantage of thanket power in order to abuse the producers.
Their market power is reinforced by the informatamymmetries concerning the prices and the

10



quality of the goods: it is easy to cheat on anviddal producer who has no information about

the market prices and on the quality of his proiduét.

In this context, the creation of a co-operativa isolution which allows small-scale producers
to control the prices at which they sell their gp@ahd, thus, to avoid the high costs they would
assume if conducting their transactions individuah the market (Hansmann, 1999). The
inclusion of the co-operative in the FT chain renses the appropriation of market power by
the producers. Indeed, Fair Trade allows theseuymerd to get access to export markets and to
develop organizational capacities (Hayes, 2006usTfrom an economic point of view, Fair
Trade can be justified by its support to local pem@tives as solutions to the market failures
faced by small-scale producers (Hayes, 2006; Nisledlal, 2005).

2.2.2. In the North

The co-operative form is chosen by some import distiribution operators in the North
(Develtereet al, 2005). It can be fair-traders having chosen th@merative status from the

beginning, or nonprofits which have evolved as geomcluding a co-operative structure.

Why has the co-operative form attracted some FTabpes? Unlike in the South, the reasons
do not lie in the market configuration in the NortWhen monopolies or oligopolies are
observable, for instance in the food distributi@cter, the co-operative responses historically
take the form of consumers gathering in order taiodower prices through joint purchases. In
the case of Fair Trade, it is exactly the opposittasumers want to pay higher prices than
market standards in order to contribute to the libgweent of producers in the South. Thus, the
factors of emergence of FT co-operatives in thetiNare different from traditional co-
operatives, given that the former aim at providamgadvantage to external stakeholder groups
(the producers in the South) and not to themsel€&sco-operatives can thus be qualified as
“general interest” organizations (as opposed titicnal “mutual interest” co-operatives).

We believe that the factors of emergence of FT meratives in the North are very similar to
those of nonprofit organizations. Indeed, the défees which can be observed between the
two types of structures seem much less importamt their common features. First, in terms of
their capacity to provide trust goods. For soméanst the limited distribution of profits and

the democratic decision-making processes withioperatives provide trust signals which are

% For a description of such information asymmetsird monopsonistic situations faced by small-sceddycers,
see for example the book written by the founderheflabel Max Havelaar (Roozenhal, 2001).

11



as strong as those enjoyed by nonprofits (Mert2®85; Spear, 2000). The guarantee given to
the consumers that their FT purchase will benefithte producers as it is announceis
reinforced because of the “general interest” natdirET co-operatives, which is confirmed by

the presence of donors and voluntary workers inesohthem.

Secondly, co-operatives are also able - althougbaily to a lower extent - to propose public
goods such as education and regulation. Like ndmprgeneral interest co-operatives can
sometimes raise non-commercial resources (giftsintary work or public grants) in order to
provide such public goods (Spear, 2000).

There are, though, differences between nonprofits @o-operatives. While the former are
generally restricted in their commercial activitielepending on the national legislations, the
latter have no legal constraints on their commeémbévelopment (Levi, 2005). Furthermore,
co-operatives have a better access to capital &modger economic incentives given the

authorized — albeit restricted — profit distributiHansmann, 1999).

As a conclusion, nonprofit and co-operative ATOsmserelatively similar. Nonprofits are
probably better equipped for the provision of pehbdjoods, while co-operatives have an
advantage from the commercial point of view. Buthbtypes of structures can be qualified as
“social enterprises”, i.e. organizations which coctda commercial activity with an explicit
goal of pursuing social missions and serving thenrmoonity rather than making profit
(Defourny, 2001; Defourngt al, 2006; Nicholls, 2006). These social enterprise®lved in
Fair Trade will then choose their legal form in ¢tion of their national legislation. In
Belgium, for instance, the ATOs which have splibitwo different structures (a nonprofit and
a co-operative) have done so because of the tasgriegislation applying to the commercial
development of nonprofits. In Italy, the new lededmework of “social co-operative” is
particularly suited for ATOs as it allows combiningommercial dynamism with social

purposes.

2.3. “For-profit” mainstream companies

wl2

Basically, “for-profit™“ companies, i.e. mainstream companies which aneatety held or

limited by shares, only produce private goods. fdslic goods, as it has been mentioned, for-

e still consider a situation where there is nis Feade labeling.

2 The term “for-profit” is widely used in the litexare that compares different types of organizatigfes-profit”
being opposed to “nonprofit” or “not-for-profit")We will use “for-profit” and “mainstream” as synamg, even
though it is clear that all the mainstream companie/olved in Fair Trade are not necessarily aimatg

12



profit companies cannot overcome free-riding protdeand thus cannot provide a sufficient
guantity of public good to meet the demand leftatisied by the government. For trust goods,
the suspicion of opportunistic behavior could ungee for-profit firms trustworthiness with
regard to the announced quality. In brief, for-grobmpanies are theoretically able to provide
only the “material dimension” of the FT good anddfiit difficult to convince the consumer
about its “fair” quality. This is one of the reasowhy mainstream for-profit companies have
remained absent of the FT sector until the midéida® 1990s.

Thus, which factors have allowed mainstream foffipoompanies to integrate the sector in the
last decade? Three major evolutions can be undeginFirst, the FT sector has evolved
rapidly from a small-scale charitable initiative ndmicted by volunteers with low-quality

products to a well-organized and increasingly mei@nal trade niche. By doing so, ATOs
(mainly nonprofits and co-operatives) have reveaerdexisting demand for ethical products
and provided a credible response. Of course, thicipation of mainstream companies has
further developed the scale and the professionadiskair Trade. But it is thanks to the initial

efforts of pioneer ATOs, who have shown that Faade could be profitable, that mainstream

companies have become interested in joining theemewnt.

Secondly, there has been a dissociation betweetothenercial provision of the goods and the
certification of their fair quality. This correspads to the development of the labeling process.
Whereas, previously, the fair quality of a good Waked to the institutional quality signals of
the FT providers (i.e. the trust signals of nongsaéind co-operatives), the label gathers these
guality signals in a package which can be boughary company. As a result, it is no longer
the company in itself that must demonstrate theptiamce with the FT criteria, but it is the
label directly linked to the goods. That is why-foofit companies have been able to join the

FT sector without being suspected of lower “faidatjty.

Thirdly, with the rise of Corporate Social Respbilgy (CSR), mainstream companies have
seen in Fair Trade an ideal opportunity to dematetethical concerns to their stakeholders at
a relatively low cost. Indeed, in a context of scgm concerning the practices of
multinationals, Fair Trade constitutes a powerftihical signal towards the company’s

stakeholders even when the proportion of FT praduncthe total assortment is low.

maximizing their profits. The existence of altematobjectives to profit maximization for these quamies is
already an interesting finding that should relaévihe emphasis on legal frameworks.
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Now that we have understood why for-profit comparhiave become interested in Fair Trade,

the next step is to see how these companies int@ithcthe ATOs present on the market.

3. Market dynamics

One the one hand, we have ATOs (mainly nonprofitd @-operatives) which are generally
not only active in trading but also in educatiahlying, and development activities. Some of
them have volunteers and many rely on gifts andlipujrants, beside their commercial
incomes. On the other hand, mainstream (mainlypfofit) companies are involved in the

sector with trade as their core business.

Witnessing diverse types of organizations withediéght objectives active in the same sector,
the question is: how do these organizations intex#t each other and what are the results of

these interactions on the FT market?
3.1. Types of interactions

Fair Trade can be qualified as a “mixed-form mdrkee. a market in which for-profit,
nonprofit and sometimes government providers coeXite literature about mixed-form
markets focuses mainly on competition between piergi of different types, considering them
as adversaries competing on the same type of piodBagnoliet al, 2003; Marwellet al,
2005; Schiffet al, 1991; Steinberg, 1987). Indeed, there are a nuwfb@arkets, such as the
health care or the education sectors, where tlsecempetition between for-profit, nonprofit

and governmental providers (Malaetial, 2003; Marmotet al, 1987).

However, competition is not the only type of redaship which can bind organizations of
different forms. Two other types of interactionsseiee an attention: partenrship and
confrontation (Abzuget al, 1999). Partnerships between nonprofits and theergonent
(Gidron et al, 1992; Young, 2000) and, more recently, betweenprafit and for-profit
companies (Austin, 2000; Galaskiewiet al, 2006; O'Regaret al, 2000) have received a

growing attention in the literature.

Confrontation is observed when nonprofit and fayfiprorganizations are in conflict with each
other, beyond commercial competition (Abzag al, 1999). These conflicts often concern
major ideological issues. Typically, “political” nprofits (such as NGOSs) raise concerns about

commercial practices of multinationals which aresidered as “socially irresponsible”. In the
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opposite way, mainstream companies sometimes attaciprofits because of their tax
exemptions, their public grants (causing “unfaimpetition”) or precisely as a response to
NGO denunciation campaigns.

We start by describing the dynamics of competibetween ATOs (generally nonprofit or co-
operative organizations) and second-mover (geryefailprofit) companies, on the basis of
previous theoretical models. We analyze the competon fairly traded goods considering
their “fair dimension” as a socially responsibleatity. Then, we see how competition between
different types of players can trigger conflictsdadifferentiation behaviors. The conflict

between world shops, importers and labeling orgdmas constitutes a striking example of it.
Finally, we analyze the role of the government Hraextent to which its interventions could

have an influence on the competition dynamics enRf market.

3.2. Competition in the Fair Trade sector
3.2.1. Competition models

Theoretical models impose severe limitations onritieness of the reality but may be of help

to disclose connections or logical questions wihaichnot immediately evident in it.

In this perspective, some interesting hints ondix@amics of the FT market may be provided
by several theoretical contributions which havedrio model FT competition in the last
decade (Becchetti & Solferino, 2005; Manasakisl, 2006). The starting point has been that
of working on horizontal differentiation models. Ithe standard textbook horizontal
differentiation model, two ice-cream sellers comepen a beach by producing a homogeneous
product at the same price (Hotelling, 1929). Thiy strategic competitive factor is location on
the beach since consumers have positive costsstdndie and will purchase from the closer
producer. In FT competition, geographical spaceeisterpreted as the space of “ethical
distance” and any point on the segment identifiggvan willingness to pay for the “socially
responsible” features (i.e. the public good orttiast good component) of the FT product (see
Figure 1) (Becchetiet al, 2003).

The line which is upward sloping from the left edites total (psychological plus monetary)
costs of the consumer located on the corresponploigt (perpendicular projection) of the
segment when he buys the for-profit producer’s pobdThe more distant the consumer from

the left extreme of the segment, the stronger hisca concerns and the higher the
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psychological cost added to the monetary costeptioduct. The line which is upward sloping
from the right illustrates the same total costsdmnsumers located on the corresponding point
of the segment when buying the FT product. Herénagghical distance between the consumer
and the product generates psychological costs Hrutstope is flatter since such costs are
reasonably assumed to be stronger when the con'sufatiical” sensitiveness is higher than
when it is lower than the product’s ethical contéiite perpendicular projection of the crossing
of the two slopes on the segment identifies thesgorer who is indifferent between the two

products and therefore also the boundary betwestwith producers’ market shares.

A first static version of this model assumes inaace of consumers’ tastes, takes into account
the history of Fair Trade and starts with the ewtiryrT importers into the market which was
previously controlled by profit-maximizing incumhsn(i.e. food multinationals}. An ATO
locates herself at the extreme right of the segn(idnet most ethical position) and conquers
consumers who are closer to her (i.e. with strangethical concern). Considering
conventionally any move to the right of the segma&stan increase in the cost paid for the
socially responsible features of the products enslpply side (and of the willingness to pay
for them by consumers on the demand side), thaatrigsue is whether ATOs’ entry triggers a

rightward move on the segment of the profit maxingancumbent (ethical imitation).

What these models observe is that ATOs have pesiiarket shares after entry and shrink the
market of the incumbent under reasonable parametnditions. They also demonstrate that
the latter finds it optimal, in its profit-maximrmy approach, to move to the right in order to
conquer back these ethical consumers as far asénginal cost of increasing its socially
responsible stance is more than compensated lgaths in terms of recovering previously lost
consumers (see Figure 1). Incumbent’s imitatiomeisessarily partial if it wants to maintain its

profit maximizing identity**

The decision on the symmetry/asymmetry of ethi¢sladce costs is not a trivial one when
modeling FT competition. Do consumers perceive\glpslogical cost only when they buy a

product which incorporates less, or also whenabiporates more ethical values with respect

13 1n our previous analysis, we considered the Fead@ niche as the starting point and thus presdoteptofit
companies as arriving on a market occupied by rait@nd co-operative pioneers. In this part, trerket is seen
in a wider sense (for example the food marketthabit is ATOs that arrive on a market occupiediminstream
companies.

1% This result is robust to changes in the lineamity linearity, symmetry/asymmetry of ethical distamosts, but
has not been verified beyond the typical limitstaihdard product differentiation models (more ttvem players,
non unit consumer demand).
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to their opinion on the issu&? Even if the doubt remains, it is reasonable suae that the

psychological cost is higher in the first case. iMaen consumers buy a good with lower SR
quality with respect to that considered optimaltbgm). If, on the other hand, we go to the
extreme of considering null the cost of higher@hcontent (i.e. when consumers do not mind
buying a product with higher SR quality with respicthat considered optimal by them), we
move to a vertical differentiation context in whilR is conceived exactly as an improvement

in quality on which everyone agrees.

In view of these considerations it is reasonablassume that the reality is in the middle so that
the approach used for modeling FT competition caexiended to all those cases in which we
have a “quality improvement” on which consumerséavixed opinions (someone may not

approve the FT scheme exactly as someone mayaliik fact that a restaurant has installed

indoor TV maxi-screen facilities).
3.2.2. Competition dynamics

Another interesting insight of the product diffetiation models is obtained when we relax our
assumption on the invariance of consumer tastes raagonably assume that ethical
sensitiveness increases with awareness and FT roptisn habits, as some recent empirical
findings seem to demonstrate (Becchetti & Rosd()52 Kohler, 2006). In such a case, the
for-profit incumbent finds it optimal to be moregagssive in its SR imitation policy in order to
reduce the influence of the pioneer and to slowrdtve process of growth of ethical concern
which imposes to him to increase SR costs (Beack&blferino, 2005).

A crucial question we pose in this model is whetAgiOs’ entry in the market is actually
necessary to explain the increased sensitivenesSRoof the incumbent. Apart from the fact
that the historical course of events definitely gegjs that this was the case, it is possible to
demonstrate this from a theoretical point of vi&ivst, SR products are generally low margin
products which contribute little to the profits. mte, when the law of motion of consumers’
ethical concerns is the one indicated above, tbgnmbent has no interest in reinforcing ethical
concerns of consumers by creating SR products, @vée is perfectly informed about
consumer tastes on this issue. Second, the prowi$i8R products is associated with costs due

to the problem of information. When seeking to doog consumers of the higher SR quality

5 The first case is that of “concerned consumersyirm “non ethical” products. The second is that of
unconcerned consumers buying FT products. Alsoh&n gecond case there may be a psychological cost if
consumers do not agree with FT principles or belignat FT is inefficient or a waste of money.
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of its products, a for-profit company faces cOstshich are likely to be higher than the
benefits returning from the gain of new customé&iw. these reasons, the arrival of nonprofit
and co-operative ATOs who face less “trust costshecessary to put pressure on the profit

maximizing incumbents and thus generate a SR dysami

The competition dynamics in the FT market as prieseabove find common points with the
theoretical mixed-form market model proposed by Wik & Mclnerney (2005Y. These
authors identify three types of market configunasiowhich can result from mixed-form
competition: a stratified market (where NPOs anepimfit companies serve separate segments
of the consumer population), a displaced markete(@iNPOs are pushed out by for-profits)
and a defended market (where NPOs resist on thes lohsspecific tools that for-profit
companies do not possess).

The previous analysis has shown that Fair Tradebeatonsidered alternatively as a stratified
or as a defended market. If all consumers hadaime xpectations in terms of SR quality, for-
profit companies would try to conquer these consarbet would face resistance from NPOs
which face less costs when producing ethical quélite trust and public good dimensions). If,
more realistically, we assume that consumers haterdgeneous ethical concerns, than both
types of players will address the needs of the wmes population which is the closest to its
ethical positioning (high SR quality for ATOs vessow SR quality for mainstream
companies). Conform to the previous analysis, lygbles of players will try to increase their
consumer population at the expense of its compsti®TOs by trying to increase the global

ethical concern and for-profit companies by slowirdpwn.
3.2.3. Effects on welfare

On the welfare point of view, one of the most iesting findings of these models is the
paradox of a duopoly which generates higher sdalsfers to primary producers than what
should be regarded as optimal by a social planraximizing the welfare of consumers in the
North. With this respect the FT market mechanisenseable to solve the political delegation

problem of many contexts in which we have Northi8ounterdependence but economic

16 Costs of providing SR products include the purehaka label or a certification, the constructidnaosolid
ethical reputation or, if the company tries to ¢tmathe SR quality, the risk of being detected ahsuffering a
reputation flaw that is very likely to be much maw@mful than if no SR quality had been announdaddlric et
al., 2005).

" Such model has been proposed for markets of pgbtids linked to social needs. Even though FT gdodsot
only include public dimensions but also trust amidgie dimensions, the analysis seems valid if ereser the
FT market as a new market created by nonprofitcaadperative pioneers for joint FT goods.
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decisions are taken by authorities who decide onlythe basis of voters of the North. This
confirms our theoretical assumption that Fair Trede be seen as a response to a state failure
and more specifically as a market substitute farissing global governance. With this we do
not mean that FT bottom-up action should be a peemasubstitute for the search of new
global governance rules, but just that it is substig them at present time in which such rules
are not at sight and, in the meanwhile, it is pesiy contributing to their generation by

creating tangible consensus around them.

In this sense, Fair Trade constitutes an intergséixample of what we can define as the
“subsidiarity principle” (Becchetti & Solferino, B8). Under given conditions, and sufficiently
high levels of corruption and “waste” on standaodgrnment aid, public authorities may find
it optimal to create tax incentives for Fair Tradeorder to achieve the same result with much
lower public expenditure and a more tailored intetion. Indeed, as we have explained
earlier, the heterogeneity of the demand for aipulbod such as development aid makes it
easier for ATOs to provide this good than it is loee government: taxpayers may not agree on
the development aid linked with Fair Trade, while donsumers explicitly do it when they buy
the product. If we consider also the “warm glowgament of Andreoni (1990) in which
consumers prefer to give directly and do not caersttlis action as a perfect substitute of an
identical intervention realized by public auth@#iwith money collected from their taxes, we
clearly understand why a subsidiary interventionynba not just more effective but also
superior in terms of consumers’/taxpayers’ utifity.

Throughout this analysis, we have considered twegraies of players: ATOs and second-
mover companies. However, the reality is more cemp@nd both categories should be split
into a number of sub-categories who have diffegodls and logics. We will address such
heterogeneous behaviours through the descriptioth@fconflict among different pioneer

players when confronted to the arrival of mainstreammpanies in the FT market.

18 These considerations provide additional argumentke querelle on the relative convenience offthie Trade
versus the standard trade plus donation schemedire2004). In addition to them, FT capacity oaking the
monopsony/oligopsony power of local intermediariesnsultancy services of fair-traders and capaoity
triggering partial imitation in competitors are ettarguments in favor of the FT solution. As ateradf fact, a
standard trade plus donation scheme does not skithe FT these three properties. A crucial issue in
discriminating between the two options is relatedhie capacity of Fair Trade to create dynamicedignpetitive
advantages for local producers.
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3.3. The conflict among world shops, importers anthbeling organizations

One of the conflicts observed in the developmenthef FT market is the one among “world
shops™®, importers and labeling organizations. The sinipépection of the different positions
of these players on the value chain helps us tenstahd that their heterogeneous strategic
goals open the way to the conflict. World shopsdedicated retailers of FT products which
may help importing associations to reduce distidnal bottlenecks which create a gap
between potential and actual demand. On the contsach channels suffer the competition
from any other different distribution channel (suparkets, individual FT promoters, etc.).
Finally, labeling associations may be tempted ttifgenew products with FT characteristics

created by profit maximizing imitators.

The event which triggers the conflict is the pdrtraitation of food multinationals and the
decision of large distribution chains to sell Flogucts. This decision represents additional
potential business for labeling organizations wtbking a competitive threat for pioneer
importers and world shops. The decision of the w@htibtabeling organization FLO to certify
products sold by these imitators has led to a sxinflhile demonstrating at the same time that
one of the merits of FT is that of making sociapensibility a competitive variable.

The reaction of one of the global networks of Fgamizations (IFAT) has been that of creating
a new label (the FTO markyith the goal of marking the difference in SR gtyalhetween
“partial imitators” (who insert one or a few FT pects in a wide non-FT product range) and
pioneer ATOs (who dedicate all their activity tarFarade). In order to signal the difference,
the new labeling strategy of pioneers is that ofobking at the entire process and not just at
the single product; 2) not just ensuring a markeapmarket prices for primary producers but
also technical assistance and advocacy campaigrehémges in trade rules (something which
for-profit imitators generally do not do, as we bagxplained earlier). This confirms the
intuition that, even though the different actorfiuence each other when competing on the

same market, they also conserve their basicaltindtsorganizational missions.

The previously discussed theoretical models prosidendamental insight in this evolution of
the FT market along the two mentioned dimensionhefpioneer/partial imitator and labeling

organisation/importer/worldshop competition. If thie end of the process only the partial

9 World shops are Fair Trade outlets that have Ise¢mp by pioneer ATOs. In most European countriesid
shops still constitute an important distributiorachel for FT products. According to the figuresyided by Krier
(2005), world shop sales accounted for nearly 20%tal FT sales in Europe in 2005.
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imitator survives, the risk is the extinction oetRT market. If we assume that the increase of
the demand for FT products leads to a decreaskeoflémand for non-FT products, it seems
clear that the for-profit partial imitator has nietdrest in stimulating the SR concerns of
consumers since they ultimately lead to an incrémshe share of low margin produttsn

their product portfolio and thereby contradict ghefit maximization goal.
3.4. The role of the government

Fair Trade has grown without any specific governimad and, at least at the beginning,
without the cultural support of domestic and Eusrpénstitutions. The reason is that, in the
beginning, Fair Trade was only a preoccupationadosmall number of citizens who were
unsatisfied with the levels of development aid andf regulation in international trade. Thus,
the government had no incentive to intervene inaiten which didn’t interest the “median
voter”. It is in this context that nonprofit pionsehave emerged as a response from unsatisfied
citizens. However, as Fair Trade has developedanelously and has become a concern for the

median votet', the government is now much more eager to besisted in this sector.

Among available policy options, a fiscal preferef@e ATOs is unlikely because of the very
nature of FT organizations as social enterpriseaterg public goods but competing in the
market with for-profit firms. Even by considerinigeir social role, such fiscal policy would be
likely to be considered as discriminatory and unifaithat it would establish an illicit support

to one specific player in the competitive race.

More in general and beyond this specific measuwren ¢hough there is a certain consensus on
the fact that public authorities should not papéte directly to FT competition, it cannot be
denied that their decisions on the rules of theggamy have a crucial influence in promoting
social responsibility as a competitive market featarhree are the main policy suggestions
which easily stem from this consideration. Fird®-&iented procurement rules may be crucial
since the minimum price as the unique competitiverion is definitely in contrast with the
goal of promoting corporate social responsibiliy inspection of the current experiences in

this field shows that many local authorities haveorporated this new principle by attributing

2 We can assume that FT products provide lower margbmpared to traditional ones since, by definjtigair
Trade gives more to local producers without pastimgdifference totally on to the consumers. Usileg assume
that willingness to pay will grow at a very higlvé, this will reasonably continue to be the case.

L A recent study on the notoriety of Fair Trade agitite public opinion in Belgium indicates that ng&@0% of
the population knows what Fair Trade is about,caltfh only a third of the population has alreadydidu~T
products (SONECOM, 2006).
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scores to SR features of bidders and, in some ,dag@sposing them to provide a share of FT

products in the procurement rules (Poncetetl, 2004).

Second, compulsory information on the social rabhgellers and on the social characteristics
of the value chain in the main retail outlets wobta zero cost rule which could give a boost
to the competition on social responsibility, brigigithe gap between consumers’ willingness to
pay and actual market shafeand pushing corporations to internalize negatixierealities
and the problem of insufficient provision of pubdjoods.

Third, in a context of competition where some ptaygropose different types of ethical labels
and even different versions of Fair Trade (“ligheT labels), the government itself can
establish a FT norm in order to determine a minicaatent for what can be called Fair Trade.
Such a process in already advanced in France algklgium, and could be extended at a
European level. It seems clear that such a definttias the potential to influence strongly the
competition if the FT sector, in favor of the AT@s in favor of the for-profit imitators,

thereby creating further stimulus for the diffusmiSR.
4. Conclusion

Fair Trade represents one of the most interestitagnples of a breakthrough innovation in the
functioning of contemporary economic systems. Wiir “portfolio vote”, FT consumers are
also a challenge to the standard reductionist dieimof homo oeconomicus preferences. Their
willingness to pay in excess for the social chamastics of the products (not just declared but
revealed through their purchases) comes in sugp@tnew set of theories which see fairness
(Fehr et al, 1999), inequity aversion, sympathy and commitm@einsenet al, 1976) as
additional important motivations of economic chagic&he novel feature of FT consumption is
that, for the first time, fairness and inequity i@#xen are not related to neighbors or co-workers
but to distant producers, thereby documenting aifstgnt enlargement of the reference group
which individuals consider in their choice. Furtimere, Fair Trade is, in some sense,
contributing to improve the reputation of the markace it makes it not just the place in

which exchanges purely reflect (often) imbalancedghining power and endowments of

2 Empirical evidence generally shows that “virtuafarket shares extracted by the consumers’ willisgrie pay
are higher than actual market shares (BecchettathRd®07). A large part of this difference dependsthe fact
that the responses in terms of willingness to pegude the possibility of choosing between a mard kess
socially responsible product on the same markes @Hoice is often not possible in the reality oiuld be much
more so in presence of the above mentioned comuilsimrmation rule.
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buyers and sellers but also that in which it issgae to contribute to reduce such imbalances

by “exchanging values” and voting for the produstad global public goods.

The scope of this paper was to analyze the contglekithis phenomenon by focusing on the
unusual characteristics of the FT products, on floege unusual characteristics explain the

emergence of a variety of players and on how tpk&seers coexist on the same market.

On the first point, our conclusion is that the Fbguct includes a bundle of physical and
immaterial features that distinguish it from stamidproducts. Fair Trade therefore constitutes
an innovation in the sense that it allows to cormlancommercial dimension with fairness and
socio-political goals. We have seen, then, that dminction between these different
dimensions is crucial in explaining the emergenicEToplayers under different legal statuses.
Finally, on the third point, we have tried to do@mhthe dynamics of the FT market through
two fundamental dimensions. The first has beenessprted by the competition between
pioneer ATOs (which started as co-operative andpradit entities) and for-profit partial
imitators. The second has been illustrated by trdlicts of interest among different types of

players such as world shops, importers and labeliggnizations.

With this respect, we have tried to explain in Whway the evolution of this complexity will
affect the future of FT. More specifically, we haWestrated how the interaction between
pioneers and imitators and that between importeddabeling organizations will be crucial for
the survival and strengthening of the core of Haade: that of “creating (economic) value
with values”. In a very famous, stimulating and ywcative quote Keynes said in 1931 that
“For at least another hundred years we must pretenourselves and to every one that fair is

foul and foul is fair;_for foul is useful and fais not[underlined is ours]. Avarice and usury

and precaution must be our gods for a little longél. For only they can lead us out of the

tunnel of economic necessity into dayligliKéynes, 1931)

Keynes’ sentence focuses on the dichotomy betwegurements of economic growth (on the
one side) and social justice or moral values (an dther side). Since “foul” is useful (for
economic growth) and “fair” is not we should folldthe “law of necessity” (doing what is foul
or not necessarily ethically relevant) and pretéimat our action is reconciled with social
values. For what we have said and for its abditycreating economic value with values, in
spite of all its imperfections and limits, Fair ieaseems to overcome such dichotomy with its
capacity of making the “fair useful” (or of creajimdded economic value with values such as
fairness), thereby crucially abridging the 100-yéaansition” of the Keynes’ prophecy.
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Figure 1. The static Hotelling game of ethical imation and the asymmetric costs of

ethical distance

Costs for consumers
buying a product located

Costs for consumers J
at their right

buying a product
located at their left

Ps =w(l +9)

Pa
. . ATO’s location when
PI\{IP; Ioc_atlogF\;vhen fully complying with FT
not choosing criteria
Position of the indifferent
consumer and market share
of the PMP.
Ethical =
s= 0 (minimum social and segment $= s =1 (exogenoa level of

social and environmental
responsibility chosen by the
FT according to FT criteria)

environmental responsibilit
content of the product)

Legend: buying a product at one’s left in the ethical segnm implies choosing a product
below one’s own ethical standards while buying a @duct at one’s right implies choosing
a product above one’s own ethical standards. We asme that the marginal costs of
distance are higher in the first than in the secondase.

Pa= profit maximizing producer’s (PMP’s) product pic
Ps= ATO’s product price
W= ATO’s unit production cost

Source: Becchetti & Solferino (2003)
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