Fair Trade: An Introduction

By Noah Enelow

Introduction


This pamphlet is for anyone who’s heard the words “Fair Trade” and wondered what they really meant. Whether you’re supportive of the concept but want to learn more, or a skeptic who wants to know the real story behind the hype, this pamphlet will speak to your questions. Fair Trade is more than a buzzword or a lofty ideal – it’s a real, living grassroots social and economic movement, where high principles meet practical details to accomplish concrete goals. It’s brought both poverty relief and practical technical and business training to over 800,000 people from Bolivia to Zimbabwe, while returning an additional $30 million to impoverished coffee farmers alone in 2002. And it’s one of the fastest-growing sectors of the international economy, with a global growth rate of almost 50% in 2002. (Nicholls and Opal, Fair Trade, 190-1. See References section at the end.) Fair Trade’s many accomplishments have occurred entirely outside the sphere of government assistance or regulation, through harnessing consumer power. There is nothing in the world quite like it.


In listing Fair Trade’s accomplishments, I’m not aiming to spark starry-eyed optimism or cynical pessimism – just genuine interest, motivated by a genuine desire to make the world a better place. Fair Trade needs your help – your enthusiasm, your skills, your talents, and your critical and creative minds. This year, a group of students here at UMass Amherst founded a new organization: UMass for Fair Trade. We aim to educate the UMass student body about Fair Trade and convince the UMass administration to source from Fair Trade suppliers whenever and wherever available. And we need your help to achieve both those goals. So please, read on – and then pitch in!


To give you a quick preview, this pamphlet will start by explaining what Fair Trade is, how it works, and the principles behind it. Then it will explain why Fair Trade is a necessary response to inequities in the international commodity markets, and how Fair Trade differs from free trade. Its last major section will address some of the major criticisms and objections to Fair Trade. The pamphlet concludes with an appeal to action – how you can get personally and professionally involved in this movement in ways that benefit you as well as farmers and artisans worldwide. 

What is Fair Trade?

Fair Trade is a system of international commerce that ensures a decent standard of living for everyone involved, from producer to consumer. It works through a process of third-party auditing and certification. The Fair Trade system certifies agricultural products, such as coffee, bananas, tea, sugar, rice, and fresh fruit. The system also certified handicrafts through a slightly different system, which will be explained below. When a product is branded with the Fair Trade Certified label, you know for sure that the Fair Trade standards have been met. 

Before we move any further, it’s important to clear up an important point of confusion. Big companies, of which Starbucks is the prime (but by no means only) example, will declare that all their products are “fairly traded.” Without the Fair Trade Certified label, such claims amount to nothing more than nice language: they are completely unverifiable. Many firms adopt “corporate codes of conduct” which amount to lofty ideals on the books, over which they have exclusive monitoring and enforcement capacity. Let’s not be fooled by firms who claim to sell “fairly traded” goods but don’t display the label: unless they are small, local firms that work entirely on the basis of their reputations, we have no way of knowing what they’re really doing. These unverifiable claims are the reason why the unofficial slogan of Fair Trade in the United States is “Look for the label.” 

How does Fair Trade work? 


Fair Trade works through a system of third-party auditing and certification. Businesses that wish to adopt Fair Trade practices purchase licenses that ensure the auditing and certification of a desired quantity of a product. For instance, Green Mountain Coffee Roasters might purchase a license for 10,000 pounds of certified green coffee beans. Representatives from the international Fairtrade Labeling Organization (FLO) then visit the farms from which the coffee beans are purchased and ensure that the farmers adhere to the procedures outlined in the Fair Trade standards (see below). FLO or one of its 19 National Initiatives (NI) then audits the supply chain for the product to verify that the Fair Trade prices have been paid and contracting regulations are followed. To accomplish this goal, certifiers inspect the invoices of the buyers and the suppliers and verify that they match. FLO inspectors also conduct periodic inspections of the suppliers, to ensure that they follow its standards of democratic governance. 

Once the product has been certified, the business may then display the Fair Trade label on the product. Products that display Fair Trade labels are guaranteed to contain 100% Fair Trade certified contents. In other words, when you buy a bag of Fair Trade certified coffee, you can be sure that all the beans in that bag are Fair Trade Certified. 

The burden of purchasing the licenses to label the products falls entirely on the importer and the processor – in the case of coffee, the roaster. However, the farmers’ organization aiming to sell to the Fair Trade market must attain access to the FLO registry. Admission to the registry was free of charge until 2004, when FLO changed its policy to require the organization to pay a certification fee, as well as periodic inspection fees by FLO representatives. It is part of the Fair Trade philosophy that all parties to the transaction, from producer to consumer, are active participants in creating and upholding the standards. 


FLO and its NI are all registered nonprofit organizations, which are subject to processes of oversight and monitoring by independent Boards of Trustees. Thus, we as consumers can be reasonably certain that these organizations are accomplishing their mission of impartial and nonpartisan standards-setting and certification. 


For handicrafts, the process works slightly differently. Importing organizations such as World of Good and Ten Thousand Villages register with an organization called the Fair Trade Federation, which requires them to uphold a related, but different, set of standards. Fair Trade Federation certifies organizations, not products. Thus, buying from a company that belongs to the Fair Trade Federation ensures that all the company’s practices follow the standards of the Federation. Some smaller coffee companies, such as Dean’s Beans, have opted to become members of the Fair Trade Federation, to demonstrate that all of their business is run according to Fair Trade standards, and thereby distinguish themselves from large corporations such as Starbucks or McDonald’s, who follow Fair Trade practices in a minuscule portion of their business. 

What are the Fair Trade standards? 


The Fair Trade standards are a set of guidelines designed to ensure a basic level of income security to farmers, transparency of trading practices, and sustainability in production processes. The standards follow four principles:

1. Direct trade between producers and buyers. This principle entails elimination of the middleman or “coyote” (Central American term). To this end, producers are encouraged to organize themselves into democratic export co-operatives. When the exporter is a plantation, the Fair Trade standards require that national laws governing minimum wages and ILO regulations governing working conditions, and workers’ rights, be upheld. The periodic inspections undertaken by FLO representatives entail a stronger enforcement of these laws than may be undertaken elsewhere in the economy.  

2. Transparent and long-term trading relationships. Importers must sign contracts with suppliers of at least six months. This may not seem like a very long contract, but it is an improvement over the unregulated free market, in which importers can switch suppliers at will. Furthermore, Fair Trade importers themselves may fall victim to the caprices of more powerful retailers, particularly if the importers themselves are small. The loss of a major corporate account can be devastating to a small Fair Trade business. There are currently no rules governing the behavior of retail chains towards Fair Trade suppliers. 
3. Minimum prices paid to farmers. A minimum price ensures that prices exceed production costs. The minimum prices are derived from a survey process undertaken by FLO. They are intended to cover the cost of production, the cost of living, and the cost of complying with Fair Trade standards. The price floors differ across regions of the world, and are unfortunately insensitive to intra-regional variations. Increasing the size of the Fair Trade market, and hence FLO’s budget, could change this. 

4. Complementary development services for farmers. These include, but are not limited to, technical assistance and credit provision. To pay for these services, atop the minimum price the importer pays a “social premium”, which must be earmarked for development projects. Decisions about these projects must be made democratically. In the case of plantations, workers and management must form a Joint Body to decide upon the use of the premium. 

(Adapted from Nicholls and Opal, Fair Trade. p.33) 

Why is Fair Trade necessary? 

Fair Trade is a necessary response to inequities and imperfections in the international market. In particular, the structure of international agricultural markets often entails that farmers receive prices that fall well below production costs. This anomaly takes place for five main reasons, which we’ll go into now.  

First, it is no secret that agricultural prices fluctuate due to changing weather conditions. The system of commodity futures and options, which are traded on the New York Board of Trade (NYBOT) has historically provided well-to-do farmers and traders with the ability to hedge against natural risk. But unlike most U.S. and European farmers, most farmers in the developing world lack the capital to purchase these hedging instruments. By offering a stabilized price for their products, the Fair Trade system offers these farmers an economically viable alternative. 

Second, agricultural markets, particularly those in developing countries where farmers have few alternative means of livelihood, respond very slowly to price incentives. If, for example, coffee prices plummet, it is not so easy for a farmer who has been growing coffee all her life to switch lines of production into something more profitable. Farmers may even expand supply when prices drop, in order to maintain their previous level of income.
 

Third, many international agricultural markets have been damaged by coordination failure among producers and policymakers. The most egregious case is that of coffee. In 1989, the International Coffee Agreement broke down, dismantling the system of production quotas that had kept prices high and stable. At the same time, Vietnam began producing an enormous amount of coffee, supported and guided by the international development agencies. The result was a serious problem of oversupply, which touched off an international price collapse. Millions of farmers suffered as a result. 

Fourth, international agricultural markets are subject to speculation, just like any financial market. Speculation refers to the buying and selling of products solely for the purpose of making windfall gains due to price changes. For instance, a speculator will purchase a large quantity of a product because she believes that the price will soon go up, allowing her to sell at a profit. Speculators in agricultural markets often respond to rumors about future price movements that have nothing to do with the actual conditions at the farm level. Thus, the role of rumor and hearsay in generating irrational price fluctuations cannot be ignored. Fair Trade bypasses these unnecessary fluctuations by offering a stabilized price. 

Fifthly and most importantly, the production and distribution network of developing-country agricultural products is marred by severe and persistent market failures. These failures take place in two main areas: the farmer’s lack of market information, and the trader’s power in setting the price. Using the language of economics, we will call these areas asymmetric information and monopoly power. 

Asymmetric information. Many developing-country farmers lack access to information about international market conditions. Lacking Internet access or even reliable telephone service, their information about product prices depends entirely on what they hear from their buyers – who are interested in keeping the price as low as possible!  Fair Trade not only offers a fair alternative to the exploitative practices of these middlemen, but offers farmers the ability to acquire their own market information through their cooperative organizations. With sufficient increases in income, farmers will even be able to purchase their own access to telephone and Internet technology. 

Market power. Developing-country farmers tend to be small and numerous, while traders and importers tend to be large and few. Thus, the traders have greater pricing power than the farmers. If one farmer refuses the price a trader proposes, the trader can simply find another farmer, but the farmer will find another trader only with great difficulty. Fair Trade, through ensuring the farmer a fair price, corrects this inequity in the market structure. 

How is Fair Trade different from free trade? 

Fair Trade and free trade are two completely different concepts. Free trade, as currently conceived, simply refers to the absence of barriers to the flow of goods and services across national borders. It is a policy adopted by governments – a policy of non-intervention in the international market. Fair Trade is a grass-roots initiative designed to ensure that fair prices are paid to all parties in international exchange. Fair Trade certification is fully compatible with free trade policy, because Fair Trade operates entirely outside the scope of government. Thus, one can support both free trade and Fair Trade. And one can be against free trade, while supportive of Fair Trade. On the question of whether governments should adopt a policy of free trade, the Fair Trade movement has no official position. 

The reader who is familiar with the broader globalization debate will recognize that there exists another movement that has rallied behind the cause of fair trade. This movement is very different than the Fair Trade certification movement I have been describing. Unlike Fair Trade certification, this movement is explicitly opposed to the free trade agenda. It focused on the proper role of government policy in addressing low wages and poor working conditions in other countries. The policy proposals range from a set of restrictions on the activities of domestic firms that invest in foreign countries to a “social tariff” on countries that failed to meet basic labor and environmental standards. This fair trade movement acts primarily on the level of international policy advocacy. On the grassroots level here in the United States, it has found expression in the Seattle protests against the WTO and the Miami protests against the FTAA. Worldwide, of course, it has expressed itself in countless other ways, including the World Social Forum and other grassroots mobilizations. For a good discussion of this movement’s policy proposals, see DeMartino (2000). 

Common Criticisms of Fair Trade

This section addresses the most common criticisms of the Fair Trade system and provides rebuttals. 

· Fair Trade does not address the root cause of low coffee prices: oversupply. Economist Tim Harford writes, “…The numerous brands of fair trade coffee are likely to improve the income of a few coffee producers… But they cannot fix the basic problem: too much coffee is being produced. At the slightest hint that coffee farming will become an attractive profession, it will always be swamped with desperate people who have no alternative. …Only broad-based development … will ever lift the living standards of the very poor.” (Harford, The Undercover Economist, 229)

Rebuttals

· Fair Trade is designed as a complement, not a substitute, for good policy. The system can work in tandem with policies on the international level to address the oversupply of coffee, including agricultural extension services to help farmers diversify their crops away from coffee.   

· Harford overestimates how easy it is to get into and out of coffee farming. He writes: “High coffee prices will always collapse, until workers in sweatshops become well-paid (workers)… who don’t find the idea of being even a prosperous coffee farmer attractive.” (Harford, 229) However, he doesn’t present evidence for how many people enter and exit coffee farming each year. Is it so easy for workers to shift from sweatshops to coffee fields? 

· Fair Trade is still capitalist: it doesn’t work towards building an alternative to production for profit on the market. 

Rebuttals:

· 1. Fair Trade encourages democratic producer organization through agricultural co-operatives made up of small growers. It thus offers an alternative to the plantation system of capitalist agribusiness that has dominated commercial farming from Bolivia to Borneo. Thus, while Fair Trade works through the market, it also weakens the system of wage labor, which Karl Marx identified as the primary locus of exploitation in the capitalist system.  

· 2. Fair Trade, through providing increased assets to small farmers, has the capacity to change the class structure in societies such as Peru, Brazil, and Indonesia, which are marred by extreme inequality in land and asset ownership. The resulting increase in small farmers’ political power can usher in a new era of socialist or social-democratic political organization, as the election of Evo Morales in Bolivia has recently shown us. However, the Fair Trade movement itself remains as neutral as possible in the party politics of the countries in which it operates. It strives to belong neither to the traditional left or right. 

· Fair Trade will always be a niche market for socially conscious yuppies: ordinary people are just trying to make ends meet and will never be able to afford the premium. 

Rebuttals

· The Fair Trade market is growing fast – in fact, it is one of the fastest-growing markets in the world. In the United States, the total volume of Fair Trade Certified coffee grew an average of 74% per year between 1999 and 2004: from 2.5 million to 32 million pounds in just five years. (TransFair USA, 2005) Globally, sales of all Fair Trade products jumped from $600 million in 2002 to $895 million in 2003 – an increase of almost 50%. (Nicholls and Opal, 190) Fair Trade is still a relatively small niche today, but it may not be one for long. 
· There are currently several instances in which Fair Trade products have gained significant market share. The most outstanding example is the Swiss banana market, in which Fair Trade Certified bananas enjoy a 50% market share. In second place is the roast and ground coffee market in the United Kingdom, in which Fair Trade coffee enjoys an 18% market share. (Nicholls and Opal, 190-1)
· The minimum price interferes with the free play of market forces, which we all know, from our study of economic theory, will provide the maximum benefits to everyone. 
Rebuttals
· Agricultural markets, particularly those in developing countries, don’t work like the markets described in most economics books. Most economic theories expounded in textbooks assume that supply and demand adjust rapidly – if not instantly – to price changes. In a world like this, there would be no coffee crisis: the drop in coffee prices would lead to a reduction of supply by rational, profit-maximizing producers, and prices would move back up. But while prices change from minute to minute, cropping decisions are made on a yearly basis. Thus, farmers cannot respond within the year to a sudden drop in prices: they must still sell all they can to minimize losses. To make matters worse, planting may entail even longer-term fixed investments: coffee plants take two to three years to bear fruit once they are planted. (FLO, 2004)  For additional reasons why the coffee market in particular doesn’t work very well, please see the above section, “Why is Fair Trade necessary?” 
· Minimum prices for agricultural products have been endorsed by some of the greatest economists in history. John Maynard Keynes wrote in 1946: “Proper economic prices should be fixed not at the lowest possible level, but at the level sufficient to provide producers with proper nutritional and other standards in the conditions in which they live.” (Nicholls and Opal, p.42) Keynes was a Fair Trade advocate before the practice was even invented. 
· Minimum prices for agricultural products have been applied effectively in practice. Here in the United States, during the Great Depression, farm overstocks kept agricultural prices at low levels, forcing many American farmers into poverty. In response, the Congress passed the Agricultural Adjustment Act (1933), which established guaranteed minimum prices for crops. (Moore Lappé and Collins, 1977) The U.S. has implemented Fair Trade-like schemes within our own borders – why not bring the same benefits to farmers in other countries who face the same problems? 
Conclusion: How to be a Fair Trader


I hope this short pamphlet has helped you understand what the Fair Trade system is all about, and why it’s a necessary and important component of building a socially just and sustainable global society. Fair Trade has been called “globalization at its best,” and I think it merits that label. Now I want to make an appeal to you in all your capacities – as critical and creative thinkers, as ethical and socially conscious global citizens, and yes, as consumers – to get involved in the Fair Trade system in any way you can. 


The most obvious thing you can do is buy Fair Trade products whenever they’re available. This almost goes without saying, but I’ll say it anyway: look for the Fair Trade Certified label on coffee, tea, bananas, chocolate, rice, and other fresh fruits at your local supermarket. For handicraft merchants or small businesses like Dean’s Beans, look for Fair Trade Federation membership.

The next most obvious thing you can do is to think about and discuss the Fair Trade movement with your friends and colleagues. Bring it up in your classes, whether you’re taking them or teaching them. The most exciting thing about Fair Trade is that the system is growing and changing rapidly, and you can make contributions through your critical thinking and research. Whether you’re a social scientist, a plant biologist, an environmentalist, a writer, or a socially conscious businessperson, there is some way you can contribute and innovate in this movement. 

Finally and perhaps most importantly, the Fair Trade movement needs your help in organizing and mobilizing the UMass community to take action and institute a Fair Trade policy here on campus. We’d like to see our administration make a commitment to sourcing from Fair Trade suppliers whenever and wherever they are available. We believe that there is no reason why 100% of the coffee, chocolate, bananas, et cetera, in our dining halls should not be Fair Trade Certified. 

To achieve this goal, both your passion and your practical skills are essential. Interested in developing your skills at building an organization or running a political campaign? Want to combine your social conscience with your talent at graphic design, PR, or journalism? Or perhaps you’ve got a passion for direct action and long to put together passionate demonstrations and marches? Fair Trade is the perfect opportunity to do all these things, and broaden your worldly knowledge in the process. 
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Get Involved!
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UMass for Fair Trade: http://umassfairtrade.blogspot.com (Join us!!!)
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United Students for Fair Trade: http://www.usft.org
� Those of you who have studied economics will be able to recognize this farmer response as a downward-sloping supply curve – something you’ll almost never find in a textbook. This is also a case study in conflict between individual and social rationality. While it is a rational decision for each individual farmer to expand production, it is an irrational disaster on the aggregate level, as prices continue to drop and the problem becomes a vicious circle. 





