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Abstract

This paper theoretically analyzes implications of the Fair Trade applying the concept of a “warm
glow” that demonstrates altruistic preferences of final consumers towards initial producers from a
developing country. The main focus is made on behavior of final goods producers’ in the international
supply chain with an opportunity of free entry into the Fair Trade program. Depending on the profits
firms would obtain, they are making decision whether to enter FT program and initiate negotiations with
the input producer’s organizations — intermediaries who negotiate the wage on behalf of the FT farmers,
or to purchase the input from traditional non-FT farmers. As a result, number of the firms that decided to
enter the FT program is adjusted endogenously. In this paper, we showed that the imperfect substitution
of the final commaodities is indispensible for the FT program emergence: a consumer in the developed
country must distinguish between the FT and non-FT goods. On the other hand, the warm glow is not
essential for the FT program emergence; however it contributes to an increase of the FT farmers’ wage. In
addition, the analysis demonstrates that the welfare of the developing and the developed countries are

always higher under the FT program, comparing to the case of the FT absence.
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