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Report on Dissertation “Essays on quality 
assurance mechanisms” by Jan Myslivecek 
 
The dissertation comprises three chapters dealing with 
the problem of credible quality assurance. The three 
chapters are self-contained and can be read 
independently. 
 
The first chapter “Comparing Certification and 
Self-Regulation” compares two quality assurance 
mechanisms: external certification versus self-
regulation. Firms with different production 
technologies choose an unobservable quality level for 
their products. Consumers, however, cannot observe 
the quality directly, but may receive a truthful, binary 
signal (certified/not certified) about quality. This signal 
is supplied either by an external certifier or though 
certification by the firms themselves (self regulation). 
The certifying body has to decide the critical quality 
level, qS, as of which a product receives a positive 
quality signal and the fee, C, which firms have to pay 
for certification. The author investigates how the 
choice of (qS,C) depends on the certifying institution 
and what these choices imply for social welfare. The 
author thereby assumes that the two institutions differ 
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in their objective function. I think this is the right approach to the problem, but 
also a weakness, because, even though there is no obvious objective function 
for the self-regulatory organization (SRO), all the results depend on it crucially. 
To remedy this problem, the author analyzes different objectives, but 
concentrates his analysis mainly on an objective function where the 
participating firms pay wasteful fees to the SRO. Both on theoretical and 
empirical grounds, I find this objective function not very convincing. The 
paper’s research question is nevertheless very innovative and addresses an 
important question. Concerning the formal analysis, I would have preferred a 
somewhat more simplified model. The author performs a partial equilibrium 
analysis and it would have been more standard to assume directly a quasi-
linear utility function of consumers. It is also somewhat unfortunate that the 
welfare results (Proposition 3, 4, 5 and Corollary 1) depend on two endogenous 
conditions.  The author suggests that these conditions are weak, but a 
reduction of the endogenous conditions to the primitives of the model, or the 
inclusion of a specific parameterized example would have been helpful. An 
interesting additional question would have been how the two different 
mechanisms respond to the threat of collusion and bribery for false 
certification. 
 
The second chapter “Fair Trade – Is it Really Fair” concerns itself with a 
specific certification scheme, the Fair Trade Label, which tries to increase the 
income of farmers in developing countries. The paper investigates the informal 
argument that the Fair Trade scheme may harm non-participating farmers. The 
authors show that this conclusion does not necessarily follow from a formal 
analysis of the Fair-Trade scheme’s impact on market outcomes.  
The first part of the chapter discusses the importance, origin, and working of 
the Fair-Trade scheme. The authors argue that the main feature of the scheme 
is a guaranteed price that exceeds the market clearing price. The authors 
subsequently investigate the interaction between a competitive market, where 
goods are exchanged at a market clearing price, and a non-competitive market, 
where goods are exchanged at a price exceeding the market clearing price. The 
high price leads to excess supply, which, the authors assume, is redirected to 
the competitive market. The authors thereby implicitly assume a proportional 
rationing rule. Yet, other rationing rules are also possible. A small discussion 
would have been helpful here, because it is well known that rationing rules may 
affect results qualitatively. In my view, the chapter would also have benefited 
from a more explicit consideration of the feedback of the rationing rule on the 
consumer’s buying behavior. Instead the authors allow rather general reduced 
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form demand functions that abstract from any feedback. Personally, I think 
these demand structures are too general and not really appropriate in the 
current context. If the authors would model the consumer’s decision explicitly 
and acknowledge the feedback effect of the rationing rule, they would probably 
get much more structure on the demand functions and would be able to get 
more specific results.  
In their analysis, the authors first study competitive markets. In this setup, the 
Fair-Trade organization has two effects. First, it acts, just as in chapter 1, as a 
certifier and thereby allows consumers to distinguish between high and low 
quality. Second, the scheme raises price in one market. The authors analyze 
both effects, but a deeper discussion would have been helpful here. For 
instance, how does this relate to the literature on third degree price 
discrimination, where we also know that the effect of price discrimination 
depends on whether it decreases or increases output? Second, can we interpret 
the welfare effect of the second effect? From the first welfare theorem, we 
know that the outcome of a competitive market is Pareto efficient. Hence, when 
the Fair-Trade organization raises the price, at least one party must be worse 
off. What about the Fair-Trade outcome? Is it Pareto-efficient? Or could we 
change the outcome and make everyone better off? These are some basic 
economic questions which the chapter could have addressed. 
In the second part of the analysis, the authors analyze a market with imperfect 
competition by introducing a middleman in the non-Fair-Trade market. The idea 
of the authors is to find an equilibrium in which the middleman’s price setting is 
optimal given the actual equilibrium market price p, the Fair-Trade price pF, and 
the equilibrium rationing probability π. My first remark here is that the section 
should be called “middleman” not “middlemen” because there is no competition 
between the middlemen and they act as a cartel. I am therefore not fully 
convinced whether the authors’ assumption that the middleman is a price taker 
on the consumer market is an appropriate one. I also do not fully understand 
why the middleman does not take into account the effect of his price pM on the 
rationing probability π. The authors do not discuss this implicit assumption 
which excludes a non-trivial feedback effect. Overall I like the chapter’s 
fundamental idea of checking existing informal arguments with a proper 
theoretical model, but the model and the exposition leaves some room for 
improvement. The chapter is also rather long for what it does and would benefit 
from some pruning. 
 
The final chapter “How to Price Certification” deals with certification markets 
where certification is imperfect. The author shows that when certification is 
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imperfect so that also bad quality suppliers may, by mistake, end up with 
certification, then certification may not lead to a full separation between good 
and bad quality producers. This is because the high price for certified goods 
attracts bad quality producers who gamble for a positive certification. The 
author argues that gambling to obtain a positive certification is profitable for 
bad quality producers when the fee of certification is low. Hence, the fee of 
certification regulates the amount of bad quality producers who apply for 
certification. The author shows that this cute and simple comparative statics 
result has important economic effects. Most importantly, because the role of 
certification is to separate good from bad quality producers, welfare is non-
monotonic in the certification fee and, from a welfare perspective, the price of 
certification should not equal the marginal cost of certification. This is formally 
shown in Lemma 3.3, but I could not follow the author’s intuition of this result 
presented on page 89. The author argues that “when the certification fee is 
reduced, some more high quality producers find it profitable to enter the 
market.” Yet, equation 3.6 seems to contradict this statement; when f 
decreases also the number of high quality producers decrease. Instead, the 
intuition behind the result that welfare in a pooling equilibrium is increasing in f 
seems to be that a decrease in f leads to a strong inflow of low quality 
producers. This inflow depresses the price p by so much that high quality 
producers actually leave the market. As a result welfare decreases. It seems to 
me that this inflow/price effect is driving the chapter’s main results. 
I did not only have problems with understanding the author’s intuition behind 
the chapter’s main result. Overall chapter 3 makes a rather unfinished, rough 
impression. For instance, the chapter’s motivation in subsection 3.1 and 3.2 
addresses a totally different research question and is therefore confusing, if not 
misleading. Also the description of the model is imprecise. For instance, the 
demand conditions only makes sense with the interpretation of footnote 7. In 
addition, the statements about measures, mass and probabilities are confusing. 
The author’s meaning becomes clear only after carefully reading the arguments 
and analysis.  Another thing I found confusing was the formulation of 
Proposition 3.1 (both the formal statement and in its interpretation). The 
proposition addresses the profit maximizing certification fee. The author 
distinguishes between the two types of equilibria and calculates the optimal 
certification fee for each of them. He then makes the observation that “the 
highest possible revenue in a separating equilibrium is always bigger or equal 
to the revenue of all certifiers in pooling equilibrium“. Because the certification 
fee determines the type of equilibrium, this seems to imply that the profit 
maximizing fee is one that leads to a separating equilibrium. So the author’s 
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statement “in the case of case of pooling equilibrium, such a fee is lower than 
the welfare optimal one” is not very helpful to me, because a monopolistic 
certifier will never choose a fee that leads to a pooling equilibrium.  The chapter 
further examines the implications of the comparative static result for 
competition and examines more closely how the result depends on the 
underlying certification technology and, in particular, on type I and type II 
testing errors.  
 
My overall impression of the thesis is that it analyzes interesting and novel 
questions in certification markets with modern theoretical models and modern 
economic tools. To analyze his questions, the author had to develop new 
models rather than making small variations of well known established ones. 
The author thereby inevitably made some modeling choices which I would 
personally have done differently, but in the end the author delivers a 
competent piece of work and obtains results that enhance our understanding of 
the role of certification in real life markets. Although the final chapter did not 
leave a fully finalized impression on me, I think the overall thesis is ready for 
defense and provides a good basis for awarding a PhD. 
 
 
Prof. Dr. Roland Strausz 
 
Berlin, January, 21st 2009 
 
 
 
 


