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The Model: Setup and Motivation
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The Model: Supply Side

… number of producers (farmers)

… quality , whereas

… costs whereas

Optimization problem for the Cooperative (for one member)
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The Model: Demand Side

There is a continuum of consumers distributed uniformly over 

the interval , whereas

Each consumer maximizes her utility function

Inverse demand functions

Simplifications
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The Cooperative and the Firm as 

Monopolists
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Coordination within the 

Cooperative (Monopolist)

Member i

H L

All other

members

L
ii

ij

g
jj

T sss ωω +≤∑
≠

H
MC ,π

+H
MC ,π

H
ii

ij

g
jj

TL
ii

ij

g
jj sssss ωωωω +≤<+ ∑∑

≠≠

H
MC ,π

L
MC ,πH

ii
ij

g
jj

T sss ωω +<∑
≠

−L
MC ,π

L
MC ,π



8

Mixed Duopoly Setting
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Member i

H L

All other

members

Coordination within the 

Cooperative (mixed Duopoly)
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Conclusions and Extensions

� Monopoly

� Cooperative never delivers higher quality as the firm (coordination 

problem)

� Problems coordinating output makes quality coordination more difficult

� Oligopoly

� Cooperative will never delivers higher product quality (coordination 

and free-riding problem)

� Except: Quality is determined by lowest quality of inputs

� Extensions

� Quality continuous instead of discrete; Quality affects variable costs

� Open-membership equilibrium

� Empirical examination of main results in a market where quality is 

important and cooperatives are present (wine industry?)


