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FAIRTRADE



         FAIRTRADE LABELLING ORGANIZATIONS INTERNATIONAL

Response to the Press Release “Fairtrade coffee does little to help coffee farmers in developing countries” (June 22, 2007)
FLO International was disappointed to find out about the Press Release: “Fairtrade coffee does little to help coffee farmers in developing countries” issued by the Mercatus Center at George Mason University. The Press release informs about the results of a research carried out by the Center about the benefits Fairtrade is delivering to small coffee farmers. 


FLO International detected that the report is lacking a basic understanding on how the Fairtrade Labelling  system works and undermines other independent investigations which had revealed the positive impact of Fairtrade for small coffee farmer organizations (see annex 1). 

Below we provide a response to the allegations mentioned in the Press Release. 

1) What is the benefit of being a Fairtrade coffee farmer? 

In exchange for obtaining certification from the Fairtrade Labeling Organization’s (FLO), coffee farmers in developing countries can sell their coffee at a price that is about US$0.03 higher than the regular coffee market. 

FLO’s Response:

The statement that coffee farmers selling to the Fairtrade market only get 0.03 US$ more than if they would sell their coffee to the conventional market evidences an absolute lack of understanding on how our system works. Producer organizations selling their coffee under Fairtrade terms are guaranteed a stable price (Fairtrade Minimum Price) of 1,21 US/lb for wash Arabica from Africa and Central America and 1,19 US/lb for wash Arabica from Asia and South America.   A social premium of 10 cents U.S./lb (since June 1st)  is included in the purchase price and is used by cooperatives for social and economic investments at the community and cooperative level. 
The extra amount of money perceived by producers from selling their coffee to the Fairtrade market instead of the conventional market will depend on the price of the coffee in the conventional market in a certain moment. For instance, in October 2001, during the worst of the world coffee price, a coffee producer was receiving on average 45 US$ cents per pound of coffee. By selling to Fairtrade buyers this same producer was receiving a minimum of US$ 121 cents (76 cents more per pound of coffee). It is important to keep in mind the volatile international coffee market and the wildly fluctuating prices of this primary commodity (see table Annex 2). It is in this difficult and unstable context that the Fairtrade Minimum Price and the Fairtrade Premium can make the most substantial difference to the lives of farmers. 

Beyond the economics elements, it is important to keep in mind that Fairtrade Standards for coffee not only ensure a Minimum Price but also a long term contract relationship between the producer and its buyer. This is absolutely fundamental in order for producers to be able to plan for their future.

Based on the price differential between the Fairtrade Minimum Price and the price in the conventional market (New York Prices) for coffee, FLO estimates that in 2006 Fairtrade coffee sales provided approximately 56 million US$ more to Fairtrade Certified Coffee Producers than if they had sold their products under conventional terms.
To illustrate what Fairtrade really means for coffee producers, we would like to quote  Valentín Chinchay, a Fairtrade Certified Cooperative member in Ecuador.  “In 2001 and 2002, during the world coffee crises, our situation was desperate. We received between 20-25 dollars per quintal… many of the Ecuadorian coffee producers left. We did not have any other choice but to abandon the coffee culture” explains Valentín. FAPECAFES became Fairtrade Certified four years ago, in 2003. “We are currently selling 80% of our total coffee production under Fairtrade terms. For our Fairtrade organic coffee we are receiving 139 US$ the quintal and 119US$ the quintal for our conventional Fairtrade coffee. But more important than the higher prices is the stability that Fairtrade brings. We are not as vulnerable to market volatility as we used to be” he adds.
It is also important to know that the Fairtrade Minimum Price aims to cover the Cost of Sustainable Production (COSP). However, this is only a “minimum”.  Many Fairtrade buyers have offered in the past and continue to offer significantly higher prices to producers.  If the negotiated price between the producer organization and its buyer is higher than the Fairtrade Minimum Price, then this negotiated price will be paid. 

2) Coffee farmers only reap this benefit (Fairtrade) for about 20% of their coffee crop because that’s all that Fairtrade buyers currently purchase. The rest is sold on the unregulated market at a lower price. 

FLO’s Response:

It is correct that not all the export quality coffee of Fairtrade Certified Producers is currently being sold under Fairtrade Terms.  FLO estimates that less than half the total certified production volume of the Fairtrade Certified small farmers is sold to the Fairtrade market (approximately 30%). However, the average very much varies depending on the organization. Some cooperatives are able to sell up to 90% of their quality export coffee to Fairtrade buyers while others sell less than 10%. 

Fairtrade Certified Cooperatives sell the rest of their export quality coffee in the conventional market, often forced to sell for less than the cost of production (especially during the times of world coffee crisis). Therefore, in the case of the cooperatives selling very high percentages of the coffee under Fairtrade terms, the financial and social benefits of Fairtrade are, obviously, greater and more obvious than in cooperatives selling smaller amounts.

However, FLO International and its member Labelling Initiatives are working hard to open new markets and identify new business opportunities for producers. In the last years we have seen how Fairtrade coffee sales have increased by 40% in average per year. In 2006, the consumption of Fairtrade Certified Coffee worldwide increased by 53%, reaching a total of 52.000 metric tonnes. As a consequence of a growing consumer demand for ethically sourced coffee, more and more companies and retailers are offering Fairtrade coffee and new markets opportunities are opening up. Therefore, we have good reasons to be optimistic and think that Fairtrade Coffee Producers will be able to sell a higher percentage of their total production under Fairtrade terms in the future.

3) What are the costs of being a Fairtrade coffee farmer? 

In order to sell to Fairtrade buyers, coffee farmers must organize themselves into cooperatives. The members must then follow FLO’s guidelines and pay the organization to monitor their compliance. In addition, the farmers, many of whom are barely literate, are required to keep detailed records about the co-op’s decision-making and distribution of profits in order to maintain certification.

FLO’s Response:

FLO-CERT, the independent Certification body which carries out the inspections of producer organizations against the Fairtrade Standards, developed a producer fee system in 2004 to streamline producer certification, cover the costs of inspection and comply with the ISO Standards for Certification Bodies (ISO 65). This fee mirrors the organic certification system and guarantees the independence of the certification process. The fee system changed from a volume based fee system to a real cost related fee system from January 2006. No annual fee or volume fee is being invoiced or charged since January 2006. We are absolutely confident that the FLO-CERT producer fee system represents an affordable certification system.

Beside that, FLO has established the Producer Certification Fund for those producers’ organizations lacking the funds to pay for certification. This Fund is open to smallholder producer organizations with financial difficulties to pay the certification fees. A maximum of 75 % of the certification fee can be granted to successful applicants. In 2006, FLO International contributed 100.000 Euros to the Producer Certification Fund to cover producer organisation certification fees.
Concerning the difficulty of complying with our Standards in order to maintain certification, our experience with producers is that keeping record of all income and expanses of the organization is an effective way for the cooperative members to learn to run their organizations in a more professional way and to learn about their business. Besides that, it is critical for the credibility of the Fairtrade system to ensure that the financial benefits are awarded back to the member producers, which is only possible through a very strict monitoring system. We see this element as a major strength of our system and not as a weakness.

However, FLO is aware that compliance with Fairtrade requirements is not always easy for small disadvantaged farmers. For this reason, FLO International set in 2005 the Producer Business Unit (PBU) whose primary responsibility is to provide support to producer organizations in order to enter and stay in the Fairtrade system. PBU’s work is made possible by the presence of Liaison Officers based in producer coun​tries. These key support officers have the primary task of working advising producer organizations on any Fairtrade issues or opportunities. They also connect producers with local experts in areas like production logistics, quality control, financial man​agement, organizational strengthening, strategic investment, etc. There are currently 25 Liaison officers working on the ground with producers and the number is expected to increase to X by the end of the year. 

ANNEXES

Annex 1: Some Impact Studies on Fairtrade 
Several independent studies have measured the impact of Fairtrade Certification on disadvantaged farmers and workers.

In 2002, Loraine Ronchi of the Poverty Research Unit at the University of Sussex studied the impact of Fairtrade on the Coocafe cooperative in Costa Rica. Ronchi found that Fairtrade strengthened producer organizations and concluded that "in light of the coffee crisis of the early 1990s, Fairtrade can be said to have accomplished its goal of improving the returns to small producers and positively affecting their quality of life and the health of the organisations that represent them locally, nationally and beyond".

In 2003, the Fair Trade Research Group at Colorado State University conducted seven case studies of Latin American Fairtrade coffee producers (UCIRI, CEPCO, Majomut, Las Colinas & El Sincuyo La Selva, Tzotzilotic and La Voz) and concluded that Fairtrade has "in a short time greatly improved the well-being of small-scale coffee farmers and their families". The various case studies most notably found that producers had under Fairtrade greater access to credit and external development funding. The studies also found that Fairtrade Certified producers had, compared to conventional coffee producers, greater access to training and enhanced ability to improve the quality of their coffee. 

A case study of Bolivian coffee Fairtrade producers published by Nicolas Eberhart for French NGO Agronomes et Vétérinaires sans frontières in 2005 concluded that Fairtrade certification has had in the Yungas a positive impact on local coffee prices, thus economically benefiting all coffee producers (Fairtrade Certified or not). Fairtrade was also said to have strengthened producer organizations and increased their political influence.
A survey on Fairtrade Certified Cooperatives in Brazil made public in December 2005 by “Consumers International”, a federation of 234 consumer organisations in 113 countries worldwide, concluded that the revenues for the Fairtrade Certified Coffee growers have increased as a result of certification, and access to export markets has been facilitated. 

Annex 2: About Fairtrade Labelling Organizations International
Fairtrade Labelling Organisations International (FLO) is divided into two organisations: 

FLO eV is the umbrella organisation for 20 Fairtrade national labelling initiatives. It sets Fairtrade standards, develops Fairtrade business, and provides producer support. 

FLO-CERT is an international certification company that is owned by FLO but which operates independently. It is responsible for the inspection and certification of producer organisations and traders against the internationally agreed Fairtrade standards.
Independence of FLO-CERT

In order to guarantee the credibility of the Fairtrade Certification Mark, FLO-CERT operates an independent, transparent and worldwide consistent certification system that follows the requirements of ISO 65, the international quality norm for certification bodies. ISO 65 accreditation, towards which FLO-CERT is working, is the most widely respected accreditation scheme used by most other certification schemes, such as organic etc.

Annex 3: Comparison Fairtrade Coffee Prices versus Conventional Prices
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