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The Effect of Vertical Co-ordination on Cooperatives’ Benefits and
Distribution Mechanisms: Evidence from Four Cases
Zhong Zhen Zhang Chen Zhang Yangyue

Abstract: This article analyzes four dairy farmer cooperatives and finds that the degree of organizations’ vertical co-ordination
affects their members’ benefits by exerting influence on cooperatives’ overall performance and their benefits distribution
mechanisms. The analysis shows that the higher the degree of vertical co-ordination, the higher the overall performance of
cooperatives. Besides, the degree of vertical co-ordination affects the fairness of cooperatives’ distribution mechanisms, and the
relationship between them is represented as an inverted U-shaped curve. No single linear relationship is found between the
benefits obtained by the cooperatives’ dairy farmers and different degrees of vertical co-ordination. The results show that
members’ benefits in cooperatives in which farmers and organizations form a tight relationship and in which their relationship
is a semi-tight one are approximately the same, and members’ benefits in both types are shown to be higher than that in
cooperatives where farmer-organization relationship is an incompact one. Therefore, the study suggests strengthening the
industrialization degree of cooperatives and the government supervision. This should be conducive to coordinating the rights of
heterogeneous members and achieving a win-win for both cooperatives and members.

Key Words: Dairy Industry; Farmer Cooperative; Vertical Co-ordination; Member’s Benefit
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