Fair Trade—Is It Really Fair?

Tomas Konec¢ny, Jan Myslivecek -
CERGE-EI '

Abstract:

One of the arguments against the Fair Trade scheme is that the guaranteed minimum
price tends to depress world prices and thus the incomes of non-participating farmers
(e.g. The Economist, 2006). We develop a model that distinguishes between the impact
of the introduction of a Fair Trade market per se and the effect of minimum price policies
given that a Fair Trade market actually exists. The model suggests that the claims
against Fair Trade might not be correct. The introduction of a Fair Trade market may
increase the incomes of both participating and non-participating farmers. The minimum
contracting price as part of Fair Trade standards, however, precludes the full realization
of the program’s potential benefits. The minimum price also paradoxically increases the
profits of the middlemen whose local monopsony power the Fair Trade scheme originally
aimed to retrench. Furthermore, the total surplus generated by Fair Trade cooperatives
declines as the guaranteed price increases.

Abstrakt:

Jednim z argumentt proti Fair Trade obchodu je, ze minimélni garantovana cena snizuje
svétové ceny komodit a tedy i piijmy farméiu, kteri se Fair Trade netcastni (napf.
The Economist, 2006). My sestavujeme model, ktery umoznuje rozlisit mezi dopady
zpusobené vytvorenim Fair Trade trhu a efektem zpusobenym minimalni cenou na ex-
istujicim trhu. Vysledky ukazuji, ze argumenty proti Fair Trade nemuseji byt pravdivé.
Zavedeni Fair Trade muze zvysit pi{jmy vSech vyrobct. Minimélni garantovana cena
ale omezuje plné c¢erpani vSech vyhod Fair Trade programu. Paradoxné totiz zvysuje
zisky prostredniku, pricemz jejich monopsoni pozice byla duvodem vznikem Fair Trade.
Zvysovani minimélni garantované ceny snizuje celkovy piinos pro Fair Trade druzstva.
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