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Objective 

Title: 

Reallocation of Price Risk among Cooperative Members 

Objective: 

Explore the theoretical potential for reallocation of risk among 

members in marketing cooperatives as an alternative to futures 

based risk transfer 

Background  

(Almost) No active use of price risk management tools on the 

output side of livestock farms in Denmark (dairy and pigs) 

Basis risk high due to cooperative marketing ?  

The need for price risk management increased due to increased 

price volatility and due to decreased credit reserves ? 
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Tican – the second largest coop 

slaughterhouse in Denmark has 

recently introduces fixed price 

contracts. This is – in reality – a 

reallocation of risk among coop 

members.  

 

The use of these contracts is modest 

– so fare – but they might illustrate 

the beginning of something new…  

 

The model presented today 

represents a more refined way of 

reallocating this risk.  
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Reallocation of price risk among 

cooperative members  

 

A model by Collins (1997) is extended to illustrate the 

potential of reallocation of price risk among cooperative 

members 

 

This model builds on the tradition where the risk of 

financial failure is the core interest of risk management                            

– and not income stabilisation –  
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The Collins (1997) model 
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Extension of the Collins (1997) model to 

the cooperative reallocation model…  

Suppose you have a cooperative with member heterogeneity in the cost of risk,  

imaging three member segments with low, medium and high cost of risk. The  

residual claims in the cooperative are: 

This extends to: 

(by tradition) 
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Extension of the Collins (1997) model to 

the cooperative reallocation model…  

Extends to: 
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Collins (1997) objective function: 
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Trade with forward price contracts among 

cooperative members  
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Extension of the Collins (1997) model to 

the cooperative reallocation model…  
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The difference of contract price, stochastic 

market price and average price   
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Quantity effect of increased volatility of marginal price  
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Reallocation of price risk among 

members in marketing cooperatives 

 
Reallocation of risk among coop members is an 

example of horizontal transfer of risk in the value 

chain – as oppose to usual thinking on vertical 

transfer of risk in the value chain 

Endowment of property rights to fixed price 

contracts enables the reallocation of risk and gains 

from trade 

This model has similarities to the contract 

production in New Generation Cooperatives, the 

difference is the relative short term of the forward 

price contracts   



Thank you for listening 

 

Questions / comments ?  

 


