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 FoRewoRd

The success of the Fair Trade movement has created an 
intense debate in recent years. It has come under attack – espe-
cially from believers in free markets – for deviating from the 
practice of free trade that has led so many people to emerge from 
poverty in recent years. In turn, many of the proponents of Fair 
Trade passionately denounce free trade and big business, despite 
their obvious contribution to reductions in poverty. This mono-
graph is to be commended for taking a dispassionate look at the 
subject. Indeed, it finds that this particular line of argument is a 
dead end. Fair Trade arises from the free choices of producers and 
consumers: it is therefore very much a niche part of the system of 
free trade. The basic principle of Fair Trade is that the organisa-
tions involved label products (such as coffee, bananas and so on) 
for which the producers fulfil certain conditions in the produc-
tion process. These conditions generally include, for example, not 
employing child labour. The producers also receive a premium 
above the market price for the product, as well as some form of 
price guarantee should the market price fall below a particular 
level. Consumers buy the products freely knowing that producers 
are being treated ‘fairly’. None of this deviates from the princi-
ples of free trade – even if it were the case that the choices that 
consumers make to buy Fair Trade products are misguided.

Having established that Fair Trade products do not 

intrinsically deviate from the principles of free trade, the author 
then moves on to examine the claims of Fair Trade’s proponents. 
This examination is justified – indeed overdue. The claims that 
Fair Trade activists make are strong; the public esteem for the 
movement is very high; yet there is hardly any serious empir-
ical analysis of the movement’s claims. Indeed, even this study 
stops short of a detailed, comprehensive and conclusive analysis 
because the data simply do not exist to test the arguments of Fair 
Trade advocates.

The evidence that is gathered in this monograph, however, 
does show that the claims of proponents of the Fair Trade 
movement are probably exaggerated. There are many other ways 
in which the benefits that Fair Trade brings to producers can 
be obtained – some of those ways have long been embedded in 
conventional trade. Furthermore, it is not clear that Fair Trade 
benefits the poorest producers, and the administration and fees 
involved in becoming a certified producer are not trivial. The 
main claims that the Fair Trade organisations make relating 
to their ability to protect producers from price instability are 
exaggerated: few consumers will realise that, although there is a 
price guarantee through Fair Trade, there is no guarantee of the 
quantity that can be sold at that price.

At the same time, the author finds that the claims of Fair 
Trade’s detractors are also exaggerated. Theoretical problems 
with the model (for example, that it encourages overproduction) 
that are not serious problems in practice will often be brought up.

Those who read this monograph hoping for a wholesale 
denunciation of the Fair Trade movement will be disappointed. 
Rightly, the author concludes on the basis of the limited evidence. 
Nevertheless, the author’s nuanced position should itself be a 
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huge challenge to Fair Trade’s supporters. Fair Trade is not, the 
author finds, a long-term strategy for development; the objectives 
of Fair Trade are often fulfilled in conventional markets; the Fair 
Trade rhetoric is not generally justified; the costs for producers of 
being involved in labelling initiatives are not inconsiderable; and 
there are many other labelling initiatives with overt social object-
ives (such as the protection of rainforest). These other initiatives 
may suffer as a result of attempts by the Fair Trade movement to 
ensure that Fair Trade schools, parishes and so on use products 
with the particular Fairtrade label as opposed to other labels.

Overall, this monograph is an important contribution to a 
debate that tends to generate more heat than light. It is a long-
overdue, dispassionate analysis of the Fair Trade movement.

p h i l i p  b o o t h
Editorial and Programme Director, Institute of Economic Affairs

Professor of Insurance and Risk Management, Cass Business School,

City University

September 2010

The views expressed in this Hobart Paper are, as in all IEA publi-
cations, those of the author and not those of the Institute (which 
has no corporate view), its managing trustees, Academic Advisory 
Council members or senior staff.

 sUmmARy

• Fair Trade is part of the market economy and is not, in any 
way, in opposition to free trade. Fair Trade sales have grown 
enormously in the last few years.

• Fair Trade brings certain benefits to producers, such as 
guaranteed prices, a social premium and the enforcement of 
particular labour conditions.

• These benefits may not be as great as many of Fair Trade’s 
proponents imply. For example, if the market price falls 
below the guaranteed price level, though the guaranteed 
price will be paid for any Fair Trade purchases, the quantity 
of produce that will be bought from the producer is not 
guaranteed.

• The benefits of Fair Trade also come at a cost. There is a 
levy on the wholesaler as well as a certification charge for 
producers. The certification charge starts at £1,570 in the 
first year – a huge sum of money for producers in the poorest 
countries.

• Fair Trade does not focus on the poorest countries. Fair 
Trade penetration is greater in middle-income than in poor 
countries.

• Criticisms of Fair Trade are also exaggerated. At its current 
level of penetration it is likely to do little harm in terms of 
distorting markets.
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• The benefits claimed by Fair Trade can also be obtained from 
the normal business relationships that exist between primary 
product producers and buyers. Attempts by proponents 
of Fair Trade to denigrate free trade and normal market 
practices are not helpful and distort realities.

• Primary product producers will often gain much more by 
selling speciality brands of their product than they will from 
adopting the Fair Trade label.

• Many other social labelling initiatives exist with objectives 
that are different from and often more transparent than 
those of Fair Trade. Attempts by Fair Trade to require 
schools, parishes and so on to stock Fair Trade goods can 
damage other social labelling initiatives or require very poor 
producers to suffer the bureaucracy and costs of obtaining 
multiple labels.

• Fair Trade is not a long-term development strategy, and the 
model is not appropriate for all producers. It is also unable 
to address structural problems within trading systems. Fair 
Trade’s proponents need to show some humility and accept 
that it is a niche market designed to benefit some producers; 
nevertheless, it does achieve that limited objective.

 TABle

Table 1  Growth in sales of some Fair Trade products,  
2004–09 32
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1 THe THeoRy oF FAIR TRAde

Introduction

The growth of the Fair Trade1 market is both unique and 
controversial. Fair Trade products sell for a higher price than 
com parable conventional products without delivering any extra 
physical quality. The Fair Trade movement campaigns to grow 
its market – sometimes in an aggressive way using the vehicle of 
its staunch supporters. Fair Trade claims to address social and 
environmental problems and injustices exacerbated by conven-
tional trading in global markets, and it tends to blame ‘unjust’ 
market relationships for low commodity prices and the hardships 
endured by subsistence producers and workers in the developing 
world. Fair Trade campaigning tends to convey the impres-
sion that its success is contingent upon increasing consumer 
awareness of what it would describe as the exploitative nature 
of conventional global trade and multinational corporations. 
Fair Trade enthusiasts participate in protests highlighting these 
issues, though lately such protests have been diluted because 

1 There is some difficulty in determining exactly how to use the term ‘Fair Trade’. 
In general, as this monograph will have an international audience, I will use the 
term ‘Fair Trade’ to refer to a product certified by some kind of body which de-
mands certain conditions of and/or makes particular guarantees to the produc-
ers of the relevant products. ‘Fairtrade’ will be used to refer to products certified 
by the Fairtrade Foundation in the UK.
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the main features, history, institutions and sales profile of Fair 
Trade. Chapter 2 examines the extent to which Fair Trade is 
different from or similar to free trade. Chapter 3 evaluates the 
benefits and detriments of Fair Trade. Chapter 4 explores alterna-
tive mechanisms that also claim to promote fair business practices 
and sustainable production. Chapter 5 discusses, based on the 
evidence examined in the previous chapters, whether Fair Trade is 
a sustainable long-run strategy for development and for assisting 
marginalised producers and workers in developing countries.

what is Fair Trade?

Fair Trade is an organised social movement which promotes envi-
ronmental and labour standards and social policy objectives in 
areas related to the production and trading of Fair Trade labelled 
and unlabelled goods. Its strategic intent is to use market-based 
strategies to mobilise consumer awareness to help marginalised 
producers and workers move from a position of vulnerability 
to greater economic security. It does so without being involved 
directly in commodity production or trade but by offering 
producers and workers particular forms of market structure and 
contractual terms that bring particular benefits to them. It focuses 
in particular on exports from developing countries to developed 
countries. The most widely recognised definition of Fair Trade 
was crafted in 2001 by the FINE, an umbrella organisation of Fair 
Trade networks:

Fair Trade is a trading partnership, based on dialogue, 
transparency and respect, which seeks greater equity 
in international trade. It contributes to sustainable 
development by offering better trading conditions to, 

of the increasing participation of large corporations in the Fair 
Trade movement.

The Fair Trade claims and protestations draw reactions from 
commentators who believe in the many virtues of international 
trade and free market mechanisms, including the critical role 
they can play in improving the conditions of poor producers and 
workers in underdeveloped countries. In addition, a number of 
commentators have misgivings about the vision and practices 
of Fair Trade. Consequently, as the visibility of Fair Trade has 
grown over the years, so have the debates between its advocates 
and critics about its benefits and detriments. These debates raise 
certain important questions. Can Fair Trade lead to significant 
benefits for producers and workers in developing countries? Are 
these benefits worth the costs imposed by Fair Trade certifica-
tion? Are these benefits available in other, perhaps more efficient, 
ways? Are Fair Trade’s claims that conventional international 
trade is unjust for producers and workers in developing countries 
overblown? Is Fair Trade an ‘enterprise’ solution to global poverty 
or an attempt to undermine a system of free trade?

The objective of this monograph is to analyse the theory and 
practice of Fair Trade in order to provide insights into these ques-
tions. It emerges that Fair Trade is a niche speciality marketing 
device within the free market system for increasing the welfare of a 
target group. It is wrong for proponents of Fair Trade to campaign 
to correct the so-called injustices of global trade or to suggest that 
Fair Trade can correct apparent injustices. Such campaigning 
undermines the role of conventional international trade and other 
market-based mechanisms that offer immense possibilities for the 
world’s poorest people.

The monograph is organised as follows. This chapter outlines 
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• Traders should help provide producers with credit of up to 60 
per cent of the value purchased when requested.

To ensure that Fair Trade labelled products comply with 
these prescriptions, they must come from Fair Trade inspected 
and certified producers or producer organisations and the supply 
chain must also have been monitored by Fair Trade organisations. 
The Fairtrade Labelling Organizations International (FLO), which 
is responsible for regulating Fair Trade certification standards and 
labelling for individual products, stipulates the minimum criteria 
such as price and premium calculations as well as contract and 
payment conditions that the trading process must fulfil in order 
for each product to be labelled and sold as Fair Trade. There may 
be some variations in Fair Trade certification procedures between 
products and organisations (large farm or cooperative). For some 
commodities, such as coffee and cocoa, certification is available 
only to small-scale producer organisations (cooperatives of small 
producers): plantations and large family firms cannot generally be 
certified. Certification is available for large agricultural businesses 
producing other products such as bananas, tea and fruit, though, 
where applicable, products must be produced by workers organ-
ised in democratically run workers’ groups or unions.

The Fair Trade organisations charge certification fees to 
cooperatives and wholesalers for services such as inspecting the 
farms and monitoring the supply chain. The minimum charge 
for certification for the smallest group (fewer than 50 producers) 
applying for certification of their first product is approximately 
£1,570 in the first year followed by an annual recertification fee of 
around £940. The charges for certification of additional products 
are approximately £165 in the first year followed by an annual 

and securing the rights of, marginalized producers and 
workers – especially in the South. Fair Trade organizations 
(backed by consumers) are engaged actively in supporting 
producers, awareness raising and in campaigning 
for changes in the rules and practice of conventional 
international trade.

It should be noted that this definition explicitly mentions 
political goals: Fair Trade is not simply a product-certification 
movement.

While this definition states the general principles of Fair 
Trade, there are a number of more precise characteristics of Fair 
Trade certified products:

• Traders pay producers an agreed minimum price that covers 
the costs of sustainable production and living; this gives way to 
the market price whenever the latter is above this minimum.

• Traders should, in addition to the minimum price, also 
provide a social premium, of around 5 to 10 per cent, for 
development and technical assistance.

• Fair Trade products must respect a series of social and 
environmental criteria.2

• Traders, as far as possible, must purchase directly from 
producers or producer organisations using long-term 
contracts to lessen the number of intermediaries and to 
promote long-term planning and stability.

2 Fair Trade producers and those involved in the Fair Trade products supply chain 
must follow standards regarding working conditions, wages, child labour and 
the environment. These include adherence to the International Labour Organisa-
tion (ILO) agreements, such as those banning child and slave labour, guarantee-
ing a safe workplace and the right to unionise, adherence to the United Nations 
charter of human rights, and protection and conservation of the environment.
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developed Fair Trade lines. According to Rob Cameron, CEO of 
FLO, ‘new brands have embraced Fairtrade and long-standing 
partners have deepened their commitment. More global brands 
have made 100 percent commitments than ever before: Cadbury 
Dairy Milk, Starbucks, Nestlé’s Kit Kat, Green & Black’s and Ben 
& Jerry’s’ (FLO, 2009).

This mainstreaming of Fair Trade has facilitated the extension 
of the Fair Trade movement beyond traditional products such 
as coffee, cocoa, tea, handicrafts, honey, preserves and spreads. 
These new products include minor food items (quinoa), perish-
able fruits and vegetables (bananas, fruits, vegetables, nuts and 
seeds and horticultural produce), processed products (juices, 
wine, beer, chocolate, rice and sugar) and non-food products 
(cotton).

An important component of the Fair Trade movement is 
its campaign-based promotion. This is critical for Fair Trade 
as its growth in sales depends on public awareness and under-
standing of Fair Trade products and the rationale for buying 
them.3 The campaigns range from promoting Fair Trade towns, 
Fair Trade schools, Fair Trade universities and Fair Trade ‘fort-
nights’; engaging churches, faith groups and media in promoting 
Fair Trade; specific initiatives for the adoption of Fair Trade 
purchasing practices by the public sector; and political campaigns 
and advocacy to change the rules of conventional trade to ‘make 
trade fair’. The campaigning extends to direct participation in 
mass public protest movements, such as the Jubilee 2000 or Make 
Poverty History campaigns, debating the links between poverty 

3 Campaigning is important for Fair Trade – not only for the building of positive 
attitudes towards it but also for removing scepticism about Fair Trade in the 
minds of the public (Pelsmacker and Jansens, 2006).

recertification fee of £145 (FLO-CERT, 2010). The wholesalers 
that supply to retailers wishing to use the Fair Trade label also 
have to pay a licence fee, which is usually based on the whole-
sale price of the product. For example, in the UK, the Fairtrade 
Foundation charges 1.7 per cent on the first £5 million of annual 
sales of Fair Trade certified products and marginally lower for 
incremental sales thereafter (Fairtrade Foundation, 2010). These 
fees contribute towards meeting the expenses of the Fair Trade 
organisations.

Until the late 1990s, Fair Trade products were marketed 
mainly through Alternative Trade Organisations (ATOs) – tradi-
tional outlets such as world shops, NGO charity shops and 
specialist mail-order companies. The products were mostly 
procured from producer NGOs in developing countries. The insti-
tutional developments in Fair Trade certification and labelling 
since the 1990s coincide with Fair Trade moving into mainstream 
marketing and conventional distribution and retail channels. The 
mainstreaming of Fair Trade proved highly successful, with Fair 
Trade’s profile and sales expanding markedly.

Today, Fair Trade products can be purchased in all major 
supermarket chains. Supermarket sales have been significantly 
boosted by the expansion of ‘own-brand’ Fair Trade labelled 
products. For example, the UK’s Cooperative Group converted 
all of its own-label coffee and chocolate to Fair Trade in 2002 
and 2003 respectively. In December 2006, British retailer Sains-
bury’s decided to sell only Fair Trade bananas. Many of the large 
food producers and distributors, such as Procter & Gamble, 
Nestlé, Kraft, Sara Lee, Chiquita, Del Monte, Dole, Ben and 
Jerry’s, Cadbury (UK and Ireland), Verkade (Netherlands), Toms 
(Denmark), Candico Sugar, Starbucks and Costa, have also 
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producer NGOs in the global South at above-market prices, and 
selling them directly to conscientious consumers in the global 
North.

In the late 1980s and early 1990s, the ATOs consolidated their 
efforts within four major associations. The Network of European 
Worldshops (NEWS!) and the European Fair Trade Associ-
ation (EFTA6) represent national world shop associations and 
ATOs across Europe. The Fair Trade Federation (FTF) represents 
ATOs in the USA and Canada as well as producer organisations 
found largely in Asia. The International Fair Trade Association 
(IFAT), now called the World Fair Trade Organisation (WFTO), 
has become the largest umbrella group representing ATOs from 
Europe (including NEWS! and EFTA), North America and the 
Pacific, as well as producer organisations and individual members 
from Latin America, Africa and Asia. These associations act as 
forums for exchange between producer associations and alterna-
tive importers, between marketing organisations and retailers, 
and also create a web of connections with consumers.

A new dimension was added to the Fair Trade movement 
with the introduction of the Fair Trade label in 1988. In 1997 the 
certification and labelling activities of various Fair Trade asso-
ciations were harmonised and consolidated under the FLO. 
The FLO represents various Fair Trade national initiatives as 
well as producer, buyer and consumer groups. Its activities in 
major markets are overseen by national initiatives such as the 
TransFair in the USA and the Fairtrade Foundation in the UK. 
Initially, FLO was both the regulator and provider of certification 
services. To avoid potential conflicts of interest, an autonomous 

6 Confusingly, it has and uses the same initials as the European Free Trade 
Association.

and the perceived injustices of global trade, and arguing for what 
campaigners describe as trade justice for producers and workers 
in the global South by ‘making trade fair’.

Much of the Fair Trade campaigning work is organised 
through the Fair Trade networks and the Alternative Trading 
Organisations (ATOs). For example, Oxfam, UK, one of the 
pioneering ATOs, focuses on political campaigning and advocacy 
of Fair Trade. Also, organisations engaged in trading Fair Trade 
products usually combine trading with Fair Trade campaigning 
activities. The large-scale retailers and dominant firms engaged in 
production and in the marketing of Fair Trade lines also promote 
Fair Trade products and principles. The campaigning reinforces 
the public legitimacy of the Fair Trade movement, endorsing 
its definition and inhibiting its dilution into a mere marketing 
strategy.

Fair Trade: history and institutions

The Fair Trade markets find their roots in more than fifty years 
of alternative trade relationships. A variety of ATOs proliferated 
in Europe and North America between the 1950s and 1980s with 
the objective of helping disadvantaged groups in poor countries.4 
The ATOs working with producer NGOs in developing countries 
sought to establish trade relations based on principles of trust, 
charity and solidarity rather than on competition.5 They began 
purchasing products, mainly handicrafts, from poor producers or 

4 The ATOs included Sales Exchange for Refugee Rehabilitation and Vocation 
(SERRV), Oxfam, Goodwill Selling, Solidaridad, Traidcraft, Christian Aid and 
other faith and development groups.

5 It should not be thought that ‘trust’ is not essential to the operation of a competi-
tive market economy!
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‘Fair trade labelling has moved from being a radical solidarity 
movement to a mainstream trend in retail’ (Nicholls and Opal, 
2005: 142).

Profile of Fair Trade sales and production

In addition to sales of Fair Trade labelled products, the Fair Trade 
markets also include ATO products that are sold mainly in ATO 
world shops and usually include products for which no price 
structure exists. The same principles of labelled products are 
adopted in a more flexible spirit for ATO products. Some ATO 
products involve certification of participatory producer organisa-
tions rather than individual products. The labelled product sales 
data are collected by the FLO and its national affiliates in the certi-
fication process and are readily available. There is, however, no 
uniform or reliable system for compilation of ATO sales figures. 
They are usually compiled from incomplete surveys or esti-
mated based on assuming ATO world shop sales of 50 per cent 
labelled and 50 per cent ATO products. According to rough esti-
mates compiled by Raynolds and Long (2007), labelled products 
accounted for about 88 per cent of the total Fair Trade sales in 
2005, the rest being ATO sales. Below, we report only labelled 
product sales in view of their primacy and the availability and reli-
ability of data.

In 2009 Fair Trade certified sales amounted to approximately 
73.4 billion (about £2.8 billion) worldwide, produced by over 1.2 
million producers and workers; producers also benefited from 
pre-financing of around 7100 million (£83 million) (FLO, 2009).7 

7 The sales volumes of main Fair Trade certified goods in 2009 (in metric tonnes 
unless specified otherwise) include: coffee 73,781, bananas 311,465, cocoa 13,898, 

international inspection and certification company was created 
from FLO in 2004, the FLO-CERT, which has taken over from 
FLO the function of providing inspection and certification services 
among producers, producer groups, exporters and importers. 
The FLO charges members a Fair Trade certification fee and pays 
FLO-CERT for its services.

In 1998 the major Fair Trade networks (FLO, IFAT (now 
WFTO), NEWS! and EFTA) formed an informal alliance called 
FINE, the name being an acronym created from the first letter of 
each of the four associations. Its role is to enable these networks 
and their members to share information and cooperate at stra-
tegic levels on crucial issues affecting the future of the Fair Trade 
movement, such as advocacy, campaigning, standards and moni-
toring. It maintains a joint Fair Trade Advocacy Office in Brussels, 
which coordinates the advocacy activities of Fair Trade propo-
nents at the European Union and international levels, as well as 
building public support for Fair Trade and speaking out on what 
is described as ‘trade justice’.

The evolution of the formal Fair Trade certification and label-
ling system has enabled the expansion of Fair Trade into main-
stream marketing in pursuit of large-volume markets. This has 
meant Fair Trade entering into business relationships with trans-
national corporations, large-scale traders, distributors, super-
markets and other retailers. Fair Trade growth is being fuelled by 
the increasing involvement of mainstream corporate and retail 
circuits through conventional and costly marketing tools. They 
now exert greater influence over Fair Trade networks and the 
product supply chain. Though ATOs played a vital role in shaping 
and popularising the Fair Trade movement, their role has been 
somewhat sidelined with the growth of mainstream marketing: 



f a i r  t r a d e  w i t h o u t  t h e  f r o t h

28

 t h e  t h e o r y  o f  f a i r  t r a d e

29

a critique of the imbalance of power in the commodity market and 
of the growing poverty of coffee farmers, and as part of the wider 
human rights, anti-poverty, environmental and trade justice 
movements. The ATO ‘Equal Exchange’ based in the USA began 
importing and selling Nicaraguan coffee in support of the Sandi-
nista movement. The Dutch religious organisation ‘Solidaridad’, 
working in Mexico, then conceived the idea of a Fair Trade label 
as a device to distinguish products bought and sold under ‘fair 
trading’ conditions. The Max Havelaar Fair Trade label was estab-
lished to market Mexican and Nicaraguan coffee, which gained a 3 
per cent market share in the Netherlands (Webb, 2007).9

Since coffee is mostly consumed in the developed world, coffee 
end products constitute a highly profitable market in the affluent 
societies of North America, Europe and Australasia. The long-
running Fair Trade campaigns succeeded in securing a sizeable 
market presence for Fair Trade coffee in these markets, and coffee 
became the dominant product within the Fair Trade movement. 
In 2007 it accounted for a quarter of Fair Trade sales (FLO, 
2007a). With the extension of Fair Trade into new products this 
share has declined, but coffee still remains the most important 
Fair Trade product. Although coffee is the Fair Trade product with 
the highest sales volume, the market share of Fair Trade coffee is 
estimated at only 1 per cent of worldwide sales of all instant, roast 
and ground coffee products (Valkila and Nygren, 2009).

The Fair Trade market share of higher-value roast and ground 
coffee has increased markedly in the UK over the course of the 
past few years – in 2009 it accounted for 20 per cent of the retail 

9 The Max Havelaar label certified that a guaranteed minimum price was being 
paid to the producers, along with additional funds for community development 
projects. 

The sales represent only around 0.01 per cent of the total food and 
beverage industry sales worldwide, but what is distinctive is their 
high growth rate: sales grew by over 40 per cent annually between 
1998 and 2007, 22 per cent between 2007 and 2008, and 15 per 
cent between 2008 and 2009. By the end of 2009 over 27,000 Fair 
Trade certified products in twenty product groups were available 
to consumers in over seventy countries (ibid.). Europe and North 
America are the main markets for Fair Trade products.8 Fair trade 
products generally account for 0.5 to 5 per cent of all sales in their 
product categories in these markets (Raynolds and Long, 2007).

According to FLO (2009), by the end of 2009 a total of 827 
producer organisations and roughly 1,170 traders in 60 devel-
oping countries were registered with the FLO for supply of Fair 
Trade certified products (ibid.). Latin America and the Caribbean 
represent the hub of Fair Trade production. In 2009 Fair Trade 
producers, workers and their community received total Fair Trade 
premiums of around 752 million; of these premium payments 65 
per cent was used in Latin America and the Caribbean, 24 per cent 
in Africa and 10 per cent in Asia.

Coffee is the most valuable product within the Fair Trade 
system. The initial growth of Fair Trade coffee was the result 
of consumer movements rooted in NGOs and their associated 
ATOs. In the face of falling coffee prices during the 1980s, the 
ATOs promoted alternative coffee products designed to embody 

sugar 89,628, tea 11,524, fresh fruit 20,091, fruit juice 45,582, rice 5,052, honey 
2,065, wine about 11 million litres, items made from Fair Trade certified cotton 
about 23 million pieces (FLO, 2009).

8 The sales of Fair Trade products in the top twelve Fair Trade consuming markets 
in 2009 (approximate in million euros) include: UK 90; USA 85; France 29; Ger-
many 27; Canada 20; Switzerland 18; Netherlands 9; Finland 9; Sweden 8; Austria 
7; Belgium 6 and Denmark 5 (ibid.).
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though their certification was started only in 1996 in Europe 
by the Max Havelaar group in association with an importing 
and distribution company. The sales success can be ascribed 
to promotion by leading retailers such as Migros, Cooperative 
and Sainsbury’s, some of whom decided to sell only Fair Trade 
bananas. Fair Trade’s entry into bananas (and other fresh produce 
sectors) has increased the engagement of large enterprises in Fair 
Trade products. It has required the expansion of Fair Trade certi-
fication of large plantations and enterprises, which was earlier 
done mainly for sugar and tea. The greater scale economies in the 
production and distribution of fresh produce and their perish-
ability make them more demanding in terms of technical and 
capital requirements, thus limiting the participation of small-scale 
enterprises.

Plantations owned by Dole, Chiquita and Del Monte control 
40 per cent of production, and a 55–60 per cent market share of 
the packaging/exporting and importing of bananas supplied to 
supermarket and independent ripeners/retailers. At times, Fair 
Trade’s engagement with such large plantations is blamed for the 
erosion of its small farmer base (Raynolds and Long, 2007). Fair 
Trade’s response is that even by engaging with large plantations 
and enterprises, they are providing support for those workers that 
labour on Fair Trade certified plantations through better working 
conditions and the social premium. At the same time, Fair Trade 
provides new and better markets for relatively smaller enterprises 
engaged in the market for bananas, thus attempting to provide 
alternative sales channels in what is a concentrated market with 
relatively few corporations acting as suppliers (Nicholls and Opal, 
2005; Shreck, 2005).

The table below (FLO, 2009) shows the level of and growth in 

value of ground coffee. It is also high in some other European 
countries, with market shares varying between 1 and 7 per cent 
(Pay, 2009). The high growth in the UK is because of retail growth 
in the availability of a wide range of coffee drinks through café 
chains, consumer movements and the establishment of the Fair 
Trade company Café Direct as a prominent supplier of Fair Trade 
coffee products. In recent years, the Fair Trade coffee market has 
increasingly demanded organic coffee. The dual certification of 
Fair Trade and organic has allowed Fair Trade to differentiate its 
coffee in a saturated market. The share of organic certified coffee 
in 2009 was around 40 per cent of total Fair Trade certified coffee 
(FLO, 2009).

On the one hand, the growth of Fair Trade coffee is evidence 
of the market impact of alternative trading consumer move-
ments. It is also, on the other hand, perceived as a strategy to 
increase profitability through creative marketing of products 
designed to appeal to the consciences of potential consumers.10 
It is argued that the marketing techniques of market segmenta-
tion and product differentiation are employed to develop niche 
markets for Fair Trade coffee. The coffee product market is highly 
concentrated, with five main coffee processors and roasters (Kraft, 
Nestlé, Procter & Gamble, Sara Lee and Tchibo) buying approxi-
mately half of the global supply of green coffee beans to manufac-
ture coffee end products (Mohan, 2007a). Their adoption of the 
Fair Trade label for some of their high-value brands has boosted 
the growth of Fair Trade coffee.

Bananas are now the second most valuable Fair Trade product 
with sales of around 311,465 million tonnes in 2009 (FLO, 2009), 

10 Mintel (2006) market research on consumer attitudes shows that an ethical 
image increases the sales and profitability of a branded product. 
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range of new products. To a large extent this has been fuelled by 
the engagement of Fair Trade with multinational companies and 
large corporations. Although this has enabled Fair Trade products 
to access supermarket shelves with a consequent sharp increase 
in global sales, it has at the same time diluted the conception of 
Fair Trade as a component of what some might call the ‘solidarity 
economy’ and alternative trading movement, requiring it to work 
closely with mainstream trading circuits.

the sales of a sample of main Fair Trade products from 2004 to 
end 2009.

Table 1 Growth in sales of some Fair Trade products, 2004–09

2004 2005 2006 2007 2008 2009

Coffee sales in 
metric tonnes

24.22 33.99 52.06 62.21 65.81 73.78

% growth 40.00 53.16 19.49 5.79 12.82

Tea sales in metric 
tonnes

1.97 1.70 3.88 5.42 11.47 11.52

% growth 33.00 127.88 39.61 111.53 0.50

Rice sales in metric 
tonnes

1.38 1.70 2.99 4.21 4.69 6.05

% growth 23.00 75.18 40.97 11.34 29.18

Fruit juice sales in 
metric tonnes

4.54 4.86 6.31 24.92 28.22 45.58

% growth 7.00 23.01 294.98 13.24 61.53

Banana sales in 
metric tonnes

80.64 103.88 135.76 233.79 299.21 311.47

% growth 29.00 30.70 72.21 27.98 4.10

Source: FLO (2009)

conclusions

The Fair Trade label shows that the product has been produced 
and traded according to predefined social, contractual and some-
times environmental standards. Seen in a global context, the 
sales of Fair Trade products represent only a very small share of 
products sales worldwide. But what is remarkable is the signifi-
cant growth in the sales of some Fair Trade products over the 
past decade, as well as the diversification of Fair Trade into a 
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out here that we are simply looking at the facts of how Fair Trade 
operates in providing goods for consumers. At this stage, we make 
no comment on the underlying political views of those involved in 
the Fair Trade movement.

The individual consumer’s rational choice

Most economic analyses assume that rational consumers 
maximise their subjective expected utility, under given 
constraints, by choosing from a set of available options the alter-
native that maximises utility. On a priori grounds the behaviour 
of a Fair Trade consumer deciding in favour of the relatively more 
expensive Fair Trade product over a relatively similar product that 
is not Fair Trade seems irrational. Seen from a deeper economic 
perspective, however, this behaviour is rational because the 
consumer opts for the relatively expensive Fair Trade product 
only if the net utility from it is higher than that from a compar-
able conventional product. This is because the consumers’ utility 
preference function includes a supplementary type of utility in 
addition to the functional utility from the consumption of the 
good (Baggini, 2007; Richardson and Stahler, 2007). It is, indeed, 
only caricatures of the model of market choice which suggest 
that products are valued for their explicit, quantifiable, material 
and objective qualities. An Austrian view of the market economy 
would describe how individuals purposefully pursue objectives 
known only to them. This may involve the purchase of Fair Trade 
products because the individual believes that they are doing 
some good for poor producers, or even the purchase of products 
because individuals wish to be able to tell other people that they 
are doing some good. It is only necessary for individuals to believe 

2  Is FAIR TRAde FRee mARkeT?

Introduction

It is often suggested that Fair Trade is different from free market 
trade, as if economic thinking has to be left behind when entering 
the sphere of Fair Trade (Renard, 2003). The proponents of Fair 
Trade often depict it as an alternative to the hegemony of free 
trade and an attempt to create alternative distribution channels 
to combat the structure of world trade, which is regarded as 
unjust (Brown, 1993). At the same time, critics of Fair Trade often 
blame it for causing market distortions and overproduction that 
ultimately works against the interests of those that Fair Trade 
purports to support.

In this chapter we illustrate that Fair Trade rests as much 
on market forces as conventional trading does: it is very much a 
market-responsive model of trade, a consequence of consumer 
society requiring participants to make a profit. With respect to 
their substance, Fair Trade and traditionally marketed products 
show at most very little divergence and hardly differ with respect 
to their functional utility. They differ merely in terms of following 
certain production and trading standards that affect the circum-
stances under which the goods are produced and marketed. This 
makes Fair Trade very similar to a speciality market operation like 
that for organic products or local produce. It should be pointed 
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product bundle could be put down to the fact that the Fair Trade 
purchase does not cause additional transaction costs for the 
consumer, such as expense of or time necessary for the collection 
of information about alternative charitable causes. If the charit-
able act is bundled with the physical product purchase an indi-
vidual may find this an efficient way to deliver a small donation.3

The Fair Trade product bundle follows a third-degree price 
discrimination by segmenting consumers between the conven-
tional and the Fair Trade market and preventing transfer of the 
products between the two markets by the application of the Fair 
Trade label. Just as conventional products influence consumers 
through advertising, Fair Trade seeks to influence them through 
campaigning, in particular telling the consumers that their 
purchase will help finance a more equitable way of doing business. 
Whether Fair Trade does or does not achieve its objectives is an 
empirical matter which has no bearing on the issue of whether it 
is intrinsically part of the ‘free market’. It would seem to satisfy 
the subjective preferences of consumers, even if those consumers 
are not perfectly informed. This is not unique to Fair Trade; other 
alternative models of ‘ethical’ trading are in many ways quite 
similar.

The individual producer’s rational choice

Some commentators consider the participation of producers 
in Fair Trade as irrational because it causes market inefficien-
cies and overproduction, which ultimately works against their 
own interests. The Economist (2006) suggested that by propping 

3 The lower the costs of moral and ethical behaviour, the higher the willingness to 
act accordingly (Kirchgässner, 1992; Kirchgässner and Pommerehne, 1993).

that they are doing something to help others – it is not necessary 
to assume that consumers do actually assess the evidence.

Even in more classical economic models such a supplemen-
tary utility is relevant to consumer decisions. It may develop 
owing to what Antle (1999) calls ‘extrinsic quality’. This is when 
the consumer wishes to support the producers and workers or 
cares about the production and the distribution process, even if 
it does not affect product quality. For some consumers the appar-
ently charitable act of purchasing Fair Trade products may benefit 
them because they feel they are promoting their social reputation 
and self-esteem.1 If the supplementary utility exceeds the utility 
losses caused by the additional charge for the Fair Trade product 
compared with the conventional product, then the act of the 
consumer demanding such a product is fully rational.

Steinrucken and Jaenichen (2007) liken Fair Trade produce to 
a product bundle.2 The acquisition of the conventional product is 
linked to a component that contributes to supplementary utility. 
For example, Fair Trade coffee is a different product from conven-
tionally traded coffee in terms of attributes that are not neces-
sarily physical in nature: they are more moral or ethical in nature 
and include circumstances under which the goods are produced 
and marketed. An alternative for consumers could be to obtain 
both components separately by buying conventional products 
and obtaining the supplementary utility by a relevant charitable 
action or donation to an aid organisation. Nevertheless, it can 
be argued that the purchase of the product bundle is a rational 
consumer preference. The preference does not, of course, have 
to be a well-informed choice, but the attraction of buying such a 

1 Self-esteem is used in the sense of a ‘feel good’ factor.
2 For the economic theory of product bundling, see Varian (2003).
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sold on the conventional market without any premium (Kohler, 
2006). Fair Trade cocoa producers in Ghana could sell only 8 per 
cent of their crop to Fair Trade and Fair Trade coffee producers in 
Tanzania sold only 10 per cent (Riedel et al., 2005) – though these 
figures may well have increased since Fair Trade became main-
stream. On average, Mexican Fair Trade certified cooperatives 
sell only 20 per cent of their production in the Fair Trade market 
(Renard and Grovas, 2007). Owing to limited demand, many Fair 
Trade certified cooperatives in northern Nicaragua sell close to 
70 per cent of their coffee into the conventional markets (Bacon, 
2005).

The excess supply of Fair Trade certified coffee therefore 
does not cause large quantities of coffee to be dumped on world 
markets. It represents only a reallocation of resources based on 
competitive supply and demand, and there are no grounds for 
any claim that Fair Trade distorts competition and promotes 
inefficiency (Hayes, 2006). ‘Fair Trade cannot be expected to fix 
the basic problem afflicting many commodity markets. If there 
is an excessive production of coffee, the reasons lie elsewhere; 
Fair Trade coffee is not changing the demand for coffee as it does 
not affect the complex conditions that determine coffee prices in 
different markets’ (FLO, 2007b). As would be expected, if supply 
exceeds demand in Fair Trade markets this results in increased 
barriers to entry and increased competition among Fair Trade 
producers and producer organisations for the limited number of 
Fair Trade contracts.

There are, of course, barriers to entry for Fair Trade 
producers. There is a selection process carried out by buyers who 
enjoy market power to discriminate between different suppliers. 
For example, if a new producer wishes to sell Fair Trade, it is 

up the price, the Fair Trade system could encourage farmers to 
produce more of the same commodities, rather than diversifying 
into other crops. This would depress prices, thus achieving, for 
most farmers, exactly the opposite of what the Fair Trade initia-
tive is intended to do. Leclair (2002), Maseland and de Vaal 
(2002) and Singleton (2005) make a similar claim: when the 
price of a commodity, which is traded on world markets, tumbles 
in response to global oversupply, overcompensated Fair Trade 
producers will continue production rather than switching to 
some other product or livelihood. This maintains the oversupply, 
creating problems for other producers and ultimately Fair Trade 
producers. In particular, it creates problems for producers who do 
not have the freedom, or for whom it is more difficult, to switch 
production. Therefore the supposed benefit to a number of Fair 
Trade producers from the artificial increase in price is an illusion 
when seen in the overall context.

There are a number of inconsistencies behind this kind of 
reasoning. If the minimum price of Fair Trade coffee is set above 
the market price, as anyone who has taken basic economics would 
predict, it will lead to an excess supply of Fair Trade coffee, but it 
does little to increase general coffee production. The increase in 
the supply of Fair Trade coffee is from the channelling of existing 
production into the Fair Trade market, not by inducing producers 
in general to grow more coffee – the price of non-Fair Trade coffee 
may fall if this effect is significant. Fair Trade producers are fully 
aware that they are able to sell only a small share of their produce 
in the Fair Trade market and the rest of their produce they still 
have to sell in the conventional market.

The share of coffee a certified small producer can sell through 
Fair Trade channels is often only 30 per cent; the rest has to be 
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diversification of markets or because they are less competitive 
in conventional markets. In economic terms, producers see Fair 
Trade as another channel through which to sell their produce, 
and will defect from Fair Trade if they feel the pay-offs are not 
to their advantage. Therefore it is a rational free market decision 
from the viewpoint of producers to produce for Fair Trade, and 
doing so cannot be blamed for causing market distortion or 
overproduction.

It could be argued (though we do not argue here) that the 
requirement for Fair Trade producers to follow certain standards 
provides them with little net benefit after allowing for the costs. It 
can also be argued that the benefits to the producer are not what 
the consumer might suppose. But this is true with many types of 
market trade (for example, organic and local produce). It is also 
true that consumers receive subjective benefits from consuming 
all types of products in a market economy, and that those subjec-
tive benefits may be difficult to justify objectively. In all these 
circumstances, producers have to ‘jump through hoops’ to satisfy 
consumers. In no sense does the fact that Fair Trade producers 
have to satisfy certain conditions make Fair Trade not part of the 
free economy. Whether Fair Trade helps the people it claims to 
help is an entirely different question.

Fair Trade: an alternative speciality market distribution 
channel

Essentially, Fair Trade is an alternative form of speciality trade 
that is sending a market signal. Fair Trade prices are not stopping 
any free market price signals, they are just communicating the 
price for an additional bundle of subjective services for which, 

required first to find a buyer for the product. Fair Trade organisa-
tions then charge traders, wholesalers and producer organisations 
for Fair Trade certification (see Chapter 1). Therefore, from an 
economic point of view, barriers to entering the Fair Trade market 
have intensified to equilibrate supply and demand in a market 
with a price floor. In practice, there has been a continual rise in 
the quality of the product demanded by buyers from the suppliers 
of Fair Trade products since 2000. This emphasis has limited 
the participation of some producers and favoured commercially 
oriented suppliers able to provide the required product quality 
(Wilkinson, 2007).4 An example is the Fair Trade coffee market 
demanding organic coffee so that producers and producer organ-
isations increasingly find that, despite the cost, they also have to 
become organic certified to obtain Fair Trade contracts.5

When it comes to producers deciding whether to join Fair 
Trade, they do so by comparing the demands or costs imposed by 
Fair Trade with the expected pay-offs. They will join only if they 
expect the pay-offs to be greater than the costs. It is possible that 
for some producers and for some regions adjusting production 
according to Fair Trade standards may incur no great additional 
costs: Fair Trade activities are likely to favour such producers 
and regions. Some producers may join Fair Trade as a result of 
considerations such as location of production, quality of output, 

4 This is also demonstrated by studies on coffee growers in Mexico, quinoa grow-
ers in Bolivia and the Brazilian orange juice sector (Raynolds and Murray, 2007). 

5 Most organic certification programmes usually require an annual external in-
spection from the certifying entity, which for an organisation of 100 producers 
can generally cost around $2,000. The more significant cost, however, is in or-
ganising organic production among participating producers. The total cost of 
implementing an organic certification programme in four Peruvian coffee or-
ganisations ranged from $300 to more than $1,000 per producer (Weber, 2006).
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more inelastic demand by segmenting the market. If the market 
for Fair Trade coffee supports a higher price, the signal this sends 
is that coffee producers should compete to capture a part of this 
higher price. All the costs associated with producing Fair Trade 
coffee are priced in the Fair Trade coffee market, and consumers 
voluntarily pay this price by purchasing this coffee.

From the point of view of economic theory, there are several 
different market niches, just one of which is Fair Trade. Like the 
market for organic food or for kosher meat, Fair Trade products 
have particular attributes in addition to the physical nature of the 
product and have their own market equilibrium. Consumers of 
Fair Trade products form a kind of speciality market club, which 
can be joined voluntarily by those who are willing to pay extra for 
the Fair Trade product bundle. These people signal their willing-
ness to pay a premium and economic agents in the supply chain, 
including producers, respond to these signals. This is no different 
from some other speciality market operations. For example, in 
the case of coffee the trading networks of Fair Trade, organic, 
shade-grown or single-origin coffee have acted to distinguish their 
alternative product qualities through certification designed to 
symbolise social solidarity, ecology, flavour or regional identity 
(Renard, 1999; Weber, 2007).

Fair Trade mainstreaming

The mainstreaming of the Fair Trade movement has extended its 
scope and size.6 The participation of ATOs continues, though they 

6 For example, the use by transnationals such as Cadbury of Fair Trade choco-
late or the sale of Fair Trade bananas as the only type available in some leading 
supermarkets.

it appears, consumers are willing to pay. Fair Trade provides an 
additional trade channel that, among other things, offers opportu-
nities to particular consumers to obtain supplementary utility and 
to certain producers to access an additional marketing channel 
that offers possibilities to capture a price premium.

Just as an organic speciality market supplier can earn more 
compared with a ‘mainstream’ supplier, the same holds for a Fair 
Trade supplier. They can benefit, however, only to the extent of the 
size of the Fair Trade speciality market. Fair Trade sellers have to 
rely on developing their own brand recognition, knowing that their 
products face aware and discerning free market buyers who have 
wide choices. Since the early days of Fair Trade most sellers have 
been aware that customer loyalty for Fair Trade products hinges on 
their quality and price in relation to competing brands. Fair Trade 
consumers are happy to pay extra for conscience-soothing coffee 
today, but will not continue to do so for ever if the quality of the 
coffee does not match that of competing brands (Howley, 2006).

Becchetti and Rosati (2007) and Hiscox (2007) support 
the alternative speciality market argument. The food industry 
produces highly differentiated products with a continuous wave 
of innovations that create new varieties. There is not one single 
coffee but instead many different coffee products which are differ-
entiated from one another in terms of quality, blends, packaging 
and also, more recently, ‘social responsibility’ features. For each 
of these products there exists a specific and different market price 
which is determined by consumer taste for that kind of product. 
For instance, the Fair Trade coffee market is a different market 
from the mainstream coffee market. The different sub-markets 
have different supply and demand curves based on the choices 
of consumers and producers. The specialised brands can create 
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principles; it reinforces Fair Trade campaigns; raises the public 
demand for its products (Tallontire and Vorley, 2005); and also 
means that consumers can choose between a wide range of brands 
offered by a large number of sellers while still remaining loyal to 
Fair Trade.

Regardless, the growth of mainstreaming requires the Fair 
Trade networks to work with conventional commodity chains 
and with both large and small-scale producers and traders, while 
at the same time maintaining the speciality market character-
istics. This does pose a challenge for the Fair Trade movement 
and institutions as they need to be able to adapt to the sourcing, 
branding, packaging and other market demands of conventional 
mainstream trading circuits without an erosion of their tradi-
tional principles: in particular the ability to benefit smallholder 
producers.

conclusion

It is wrong to consider Fair Trade as a development of a market 
that is different from the ‘free market’. All that is happening is 
that Fair Trade opens up an alternative speciality trading channel 
within the free market. The market fundamentals, the demand, 
supply and market competitiveness conditions for Fair Trade 
products, follow conventional trade practices. Fair Trade works 
not because it subsidises goods no one wants, but because some 
free market consumers are willing to support it. Whether they 
are ‘objectively’ right to do so is important but irrelevant to 
this particular line of argument7 – Fair Trade fulfils a subjective 

7 Certainly in the eyes of free market Austrian economists.

are exposed to a greater degree of competition from other market 
players. Some of them have adjusted to this by professionalising 
their staff and relocating their shops. Some ATOs have directed 
their attention to mobilising support from the public sector 
to obtain recognition and preferences for public procurement 
supplies. The disadvantages and advantages of mainstreaming are 
widely debated in the Fair Trade literature.

Many feel that it creates contradictions with the Fair Trade 
movement’s philosophical foundations, which are built on an 
alternative consumer–producer relationship. There is a fear that 
mainstreaming would result in the movement being overtaken by 
the strategies of mainstream companies, eroding the movement’s 
capacity to help marginalised producers and workers through an 
alternative trading system. This mainstreaming might contradict 
the movement’s historical charter of challenging what it regards 
as the unjust and inequitable nature of conventional international 
trade. They feel that it would ultimately result in the movement 
maturing into a less dynamic phenomenon than it was before the 
onset of mainstreaming (Marsden et al., 2000; Raynolds, 2002; 
Renard, 2003; Wilkinson and Mascarenhas, 2007).

Others consider mainstreaming to be in the best interests 
of the movement. Without mainstreaming, the movement will 
remain a fringe market ATO operation that supports a few privi-
leged groups. ATOs played a vital role in shaping the movement, 
but there is a clear limit to their direct sales strategy – and there-
fore a limit to the number of producers who can benefit. The 
enlisting of the resources of mainstream retailers has put Fair 
Trade in the forefront in terms both of higher sales and of a 
higher number of products sold under the banner of Fair Trade. 
Mainstreaming expands awareness for Fair Trade products and 
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3  BeneFITs And deTRImenTs oF FAIR 
TRAde

Introduction

Fair Trade imposes certain conditions and costs on Fair Trade 
producers and traders, and its campaigning tells consumers what 
is good or bad. The campaigning tends to convey the idea that Fair 
Trade is ‘equitable’ while conventional trade is based on exploita-
tion, causing hardships to commodity producers and workers in 
the developing world. This is reflected in the FINE’s listing of the 
goals of Fair Trade, which include the following:

• raising awareness among consumers of the negative effects 
on producers of international trade so that they exercise their 
purchasing power positively;

• campaigning for changes in the rules and practice of 
conventional international trade.

This draws reaction from commentators and makes Fair 
Trade controversial.

Some commentators (Potts, 2004; Sellers, 2005; Jacquiau, 
2006; Howley, 2006; Booth and Whetstone, 2007; Weber, 2007; 
Henderson, 2008) feel that Fair Trade faces serious practical issues 
and that a large gap divides the purported benefits depicted by 
Fair Trade promotional materials and the reality or advantages of 

 preference. Fair Trade products have to compete in the market 
just like any other speciality market product. Fair Trade producers 
can receive the Fair Trade prices and premiums only if they have 
a buyer willing to pay them. Therefore Fair Trade does not pose 
a challenge to the free market system; rather it is a part of that 
system that increases the welfare of a target group through a 
speciality market. Whether Fair Trade provides the benefits to the 
producers that the buyers believe or imposes costs on others who 
are less fortunate are separate but important issues.
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TransFair in the USA campaigns for Fair Trade saying: ‘the 
best way to give small-scale producers in developing countries a 
real opportunity towards a better life is to give them a fair chance 
to produce and market their products’. The Fairtrade Foundation, 
the UK’s Fair Trade standards agency, advocates the message: 
‘Fair Trade offers a chance for farmers and workers to increase 
their control over their own future, have a fair and just return for 
work, have continuity of income and decent working and living 
conditions through sustainable development.’

These expressions by the Fair Trade organisations are 
endorsed by other commentators. For small-scale producers, 
the most direct benefits from Fair Trade come from higher guar-
anteed prices and the social premium which is supposed to be 
invested in production facilities and community projects. For 
larger enterprises the price floor helps provide economic stability, 
and the social premium is intended to enhance worker welfare 
through investments in training, equipment, ownership shares 
and broader community welfare through the provision of various 
social services (Grodnik and Conroy, 2007). The guaranteed Fair 
Trade price also insures risk-averse primary product producers 
against the variability of market prices, particularly in tropical 
commodity markets that face high levels of price fluctuations. 
For example, Fair Trade coffee seeks to counter falling producer 
prices, international market volatility and the vulnerability of 
small-scale producers (Bacon, 2005; Grodnik and Conroy, 2007). 
Therefore, through the use of a voluntary price floor, Fair Trade, 
in effect, operates as a very simple hedging device for small 
farmers, rather like a ‘put option’ in a sales contract (Berndt, 
2007).

producer participation in Fair Trade. Those commentators argue 
that it is wrong to convey the idea that products without the Fair 
Trade label are based on unfair treatment and penalise producers 
and marketers. The Fair Trade rhetoric undermines and distracts 
attention from the development opportunities that conventional 
international trade offers producers and workers in developing 
nations. It also seems to ignore the huge growth in incomes that 
has arisen as a result of conventional trade in countries that adopt 
the right conditions for development. Therefore, as the visibility 
of Fair Trade has grown over the years, so has the criticism and 
scepticism surrounding it. This chapter evaluates the evidence on 
the benefits and misgivings surrounding Fair Trade.

Benefits of Fair Trade
A guaranteed minimum ‘fair’ price and a social premium

The FINE states that certified Fair Trade benefits marginalised 
producers and workers in developing countries by providing them 
with guaranteed minimum prices that may be higher than conven-
tional world market prices; it also provides a social premium to 
finance wider community projects such as health clinics, schools, 
roads, sanitation and other social services. According to the FLO 
(2009) estimates, in 2009 around 752 million (US$65 million) 
was provided as a social premium to Fair Trade producers and 
their communities above and beyond the Fair Trade price. This 
money helps to build Fair Trade producers’ and workers’ commu-
nities through, for example, providing access to clean water, the 
ability to purchase household implements, the support of trans-
portation and community infrastructure and the education of 
producers’ children.
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control, develop effective marketing strategies, and create benefi-
cial relationships with speciality coffee importers, though a large 
part of the success can be attributed to the PEARL project that 
helps promote speciality coffee.

Tallontire et al. (2001) argue that engagement in Fair Trade 
also provides a stimulus for producers and workers to reorganise 
their production processes in a socially and environmentally more 
acceptable manner. Field studies by Bacon (2005), Boot et al. 
(2003), Murray et al. (2003), Nelson et al. (2002) and Zadek and 
Tiffin (1996), assessing the local impact of Fair Trade certification 
in producing countries, suggest that it has in general been bene-
ficial for producers in the development of their organisational 
skills.

A more equitable trading partnership

Fair Trade networks seek to reform international commodity 
exchange by establishing new forms of exchange between 
Southern producers and Northern consumers, as expressed 
through social arrangements based on solidarity and coordinated 
action, by connecting them through international trade networks 
dedicated to producers and their communities. The empower-
ment that results from this is not simply a function of increased 
incomes but rests on long-term benefits that can potentially help 
producers, producer organisations and workers in developing 
countries (Raynolds et al., 2004; Lockie, 2006; FLO, 2007a).

Raynolds (2002), Ransom (2005), Berndt (2007) and 
Goodman (2007) endorse this, arguing that Fair Trade seeks 
to redirect globalisation’s transformative powers towards the 
creation of greater equity in international trade and social equity 

Organisational capacity-building

It is also argued that Fair Trade certification empowers farmers 
and farm workers to lift themselves out of poverty. It is an 
approach to trade that has a strong development rationale, based 
on introducing previously excluded producers to potentially 
lucrative niche markets and providing access to pre-finance. 
Regardless of the cause of producers in poor countries being 
excluded from trade finance and lucrative markets in developed 
countries – arguably it is poor governance in underdeveloped 
countries – it can be argued that Fair Trade does provide these 
important economic benefits. Fair Trade may also help producers 
and workers by supporting organisational capacity-building for 
the democratic groups that are required to represent small-scale 
producers (via cooperatives) and workers (via unions). In so 
doing, Fair Trade enhances production and marketing skills for 
participants and their families which extend beyond Fair Trade 
production into civil society more widely.

Fair Trade claims to support marginalised producers of coffee 
and cocoa by giving them more control over their selling operation 
by requiring them to belong to producer cooperatives, thereby 
reducing the need for them to sell to (sometimes unscrupulous) 
middlemen (called ‘coyotes’). Furthermore, cooperatives allow 
producers to take advantage of economies of scale to bargain more 
effectively with large buyers of products; good cooperatives help 
by creating business plans, negotiating credit and providing credit 
to members, providing training in organic farming techniques 
and organising organic certification, improving quality control 
and building relations with foreign importers. Boudreaux’s (2007) 
study of selected cooperatives in Rwanda reports that Fair Trade 
institutions helped teach members how to improve their quality 
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producers in developing countries; it seems that they generally 
receive only a small fraction of the extra margin consumers pay: 
perhaps as little as 10 per cent of the additional price paid for Fair 
Trade coffee trickles down to the producer. Even analysts who 
are sympathetic to Fair Trade (such as Nicholls and Opal, 2005) 
estimate that, at the most, only 25 per cent of the additional price 
a shopper pays for Fair Trade bananas would go to the producers, 
largely because wholesalers (including producer organisations), 
traders (importers) and retailers all increase their mark-ups. 
According to Nicholls and Opal, the mark-ups are mainly to cover 
the Fair Trade certification fees that wholesalers and traders pay 
to the Fair Trade organisations and to offset the costs incurred in 
organising the additional supply chains and marketing channels 
for Fair Trade products.

The Fair Trade certification fees are criticised for being exces-
sive. Howley (2006), Booth and Whetstone (2007) and Henderson 
(2008) are critical of the administration and promotional costs of 
Fair Trade. They feel that Fair Trade has grown into a complex 
bureaucracy and an industry in itself. Consequently, it has to 
charge high certification fees to cover these costs, which eats up 
a major proportion of the Fair Trade price premium. The Fair 
Trade viewpoint is that it needs to have in place proper systems of 
checking and conducting inspections all through the supply chain 
– something which is expensive. The high expenditure on promo-
tional activities is necessary as Fair Trade’s success depends upon 
reaching consumers and building their capacity to pay a premium 
for its products: Fair Trade can exist as long as some consumers’ 
willingness to pay is sufficient to cover the costs of the Fair Trade 
process.

There are also concerns that wholesalers, processors, branders 

on a global scale. The Fair Trade movement critiques conven-
tional production, trade and consumption relations and seeks 
to create new and more egalitarian commodity networks linking 
consumers in the global North with marginalised producers in the 
global South, empowering the latter to become stakeholders in 
their own organisations and actively play a wider role in the global 
arena, to achieve greater equity in international trade.

It is not necessary to accept this analysis of Fair Trade – 
which implies a strong criticism of free trade and globalisation 
that is often characteristic of Fair Trade’s proponents – to agree 
that benefits arise from Fair Trade. A different line of argument 
could accept that producers in the South were excluded from 
many of the benefits of globalisation as a result of the absence of 
the necessary conditions for development within many countries 
that produce primary products. Fair Trade, it could be argued, 
provides a different set of market-institutional arrangements 
that is suited to the needs of such primary product producers. It 
does so by creating more competition in the markets for primary 
products, as well as assisting with trade credit and the building of 
organisational capacity.

The gap: promotional claims and reality
Fair Trade and the actual transfer to producers

Fair Trade’s proponents try to convey the impression that almost 
all the price premium they are paying for Fair Trade products is 
passed on to the producer, while the reality is very different (Potts, 
2004; Harford, 2005; Sellers, 2005; Weber, 2007). Jacquiau 
(2006) is concerned with the question of how much of the money 
spent on Fair Trade products actually ends up in the pockets of 
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Notwithstanding whether the costs of organising and 
managing the Fair Trade process are justified or not, there is no 
denying the fact that a major proportion of the gain from the Fair 
Trade price premium is eaten up in the supply chain and, to that 
extent, the premium available for redistribution to producers is 
reduced. In addition, producers are likely to incur additional 
expenditure in meeting the Fair Trade certification standards. 
Therefore, despite the Fair Trade scheme making an explicit 
provision for a price premium, the net premium actually received 
by producers can be far lower than is commonly perceived.2 It 
may be worth noting that it is wrong to assume that producers 
join Fair Trade only for the premium; as noted earlier, there can 
be other reasons, such as lack of access to other marketing institu-
tions or a wish to diversify their marketing options.

Does Fair Trade secure producers against the volatility of 
market prices?

The Fair Trade contract involves fixing a minimum guaran-
teed price to be received by producers regardless of supply and 
demand conditions at the time the product is delivered. A literal 
interpretation of this contract condition has resulted in the prop-
agation of the claim that Fair Trade insures producers against 
the variability of market prices. The claim runs into problems, 
however. This is because producers are not concerned with price 
per se, but price is important to them to the extent that it affects 
their income (Mohan and Love, 2004). The guaranteed price can 
guarantee income only if there is also a guarantee of the quantities 

2 The premium received could still be attractive for some producers, particularly 
smallholders, when seen in relation to their very low average incomes.

and retailers add their own mark-ups to Fair Trade products to 
identify price-insensitive consumers who are willing to pay more. 
Fair Trade’s consumers are likely to be price inelastic. As such, 
part of the premium is extra profit for those in the later parts of 
the supply chain. Fair Trade has no control over those extra dips 
into the profit chain (Economist, 2006). According to Financial 
Times writer Harford (2005), for several years only 10 per cent of 
the premium that Costa, a UK coffee bar, charged for Fair Trade 
coffee reached the producer. The other 90 per cent went to Costa’s 
bottom line. So why was Costa charging so much more? Perhaps 
Fair Trade coffee ‘allowed Costa to find customers who are willing 
to pay a bit more if given a reason to do so’.1

The UK Fairtrade Foundation’s (2006) response to this is 
that Fair Trade works in the way the free enterprise system works 
– it merely guarantees that a fair price is paid to the producer, 
and has no way of controlling margins in the rest of the supply 
chain. Moreover, under EU and US competition laws, it is illegal 
for Fair Trade to intervene in price-fixing discussions between 
retailers and importers. The Foundation cites a range of studies 
conducted in 2005 to show that the majority of retailers do not 
increase their profit margins on Fair Trade products for fear 
of losing their market share in the growing Fair Trade market. 
Also, retailers are not likely to misuse Fair Trade as they are now 
increasingly concerned about image improvement and wish to be 
seen doing something to help poor producers. In December 2006, 
for example, British retailer Sainsbury’s announced that it would 
offer only Fair Trade bananas – and this was achieved without any 
increase in the cost paid by consumers.

1 Costa stopped charging the extra amount when the anomaly was pointed out to 
them.
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be sanctioned for switching from one producer to other. Besides, 
if buyers so desire, it is easy enough for them to find excuses for 
not honouring their purchase commitments.

Moreover, commodity markets are notorious for their 
complexities, which can cause prices to fluctuate widely. If this 
adversely affects Fair Trade buyers, even well-intentioned buyers 
will find it difficult to keep their commitments. Some commer-
cial buyers of commodities, including transnational export firms, 
do guarantee prices to suppliers in order to bring stability to the 
supply chain, but they do so only after hedging their risk in the 
commodity derivative market. For example, grain elevator opera-
tors in the USA are able to offer pre-announced minimum prices 
for assured quantities to their suppliers, but only after hedging 
against market instabilities through forward and futures contracts 
(Mohan, 2007a). The sort of guarantees that Fair Trade claim 
are provided to producers are therefore not as secure as might 
be thought by many purchasers. Furthermore, useful guarantees 
might be available in other ways.

Nevertheless, Fair Trade is responsible for the creation of an 
additional trade channel. Studies show, and a priori reasoning 
tells us, that participation in any form of alternative trade network 
serves the purpose of diversification, which reduces exposure and 
vulnerability to low and variable prices. This is endorsed, among 
others, by Bacon’s (2005) findings on organic and speciality 
coffee producers in northern Nicaragua. Admittedly, Fair Trade 
deserves credit for this as well as for promoting an institutional 
purchase agreement, but its campaigners cannot trumpet that 
it is offering developing-country producers a stable price that 
secures them against market vulnerabilities. Such a claim borders 
on over enthusiasm because Fair Trade cannot truly guarantee the 

that traders will buy from them. It is not possible for Fair Trade 
to guarantee the quantities that will be bought at the guaranteed 
price, as importers have to sell Fair Trade products under their 
own brands and will buy at the guaranteed price only the amount 
that the market demands; in poor market conditions this demand 
can fall.3 Therefore, the guaranteed price without guaranteed 
quantities does not provide a guaranteed income. The normal 
uncertainties that surround investment and production planning 
for primary producers remain. In other words, the guaranteed 
price cannot serve the purpose of a simple income-hedging device 
for a producer without a performance (counterparty) guarantee 
for quantity to cover for default on the part of the buyer.

In fairness to Fair Trade, it does encourage buyers to purchase 
from producers or producer organisations using agreements that 
extend preferably beyond a single production (harvest) cycle. One 
can expect such agreements, when they exist, to ensure a stable 
income flow. Even if there is an agreement, however, producers 
may not be in a position to enforce it given that, for most 
products, the balance of power usually favours the buyers. For 
example, in coffee markets the dominance of buyers is evident: 
it is not unheard of for Fair Trade producers to be afraid to ask 
for pre-financing because buyers have threatened to terminate the 
partnership; and there are reports that Fair Trade producers are 
increasingly expected to acquire costly organic certification at the 
request of buyers or else they have to exit from Fair Trade (Kohler, 
2006; Wilkinson and Mascarenhas, 2007). Also, there is no 
official mechanism for enforcing the agreement: a trader cannot 

3 Similarly, a producer is not bound to supply; hence, the Fair Trade scheme in-
volves no binding on either side. The Fair Trade partnership is therefore vulner-
able to market forces (Hayes, 2006).
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Fair Trade might provide an opportunity for primary product 
producers in these situations to obtain better prices and higher 
incomes, but whether it does so in practice is an empirical matter.

The Fair Trade model proposes trade that is as direct 
as possible, eliminating unnecessary ‘middlemen’ between 
importers and producers. But the capacity of Fair Trade to reduce 
the number of intermediaries is questionable. Local intermedi-
aries have been the traditional means of access for most small 
producers, and for many Fair Trade producers these have been 
replaced by producer organisations. At times, Fair Trade produc-
tion on the ground is much more complex than conventional 
production in that firms are often required to ensure supply of a 
particular desired quality and quantity. Moreover, it is wrong to 
assume that trading in conventional commodity markets entails 
a large number of intermediaries. Many of the products traded in 
these markets have witnessed a reduction in the number of inter-
mediaries in the product supply chain with improved communi-
cation, transportation and growing vertical integration (Krivonos, 
2004; Mohan and Russell, 2008). When it comes to large 
commercially oriented producers, they enjoy direct market access 
with or without Fair Trade. Therefore it is difficult to conclusively 
say that Fair Trade is more direct than conventional trade.

We noted earlier that the market competitiveness condi-
tions for Fair Trade products follow conventional trade prac-
tices. Fair Trade cannot change the underlying demand and 
supply conditions in the product supply chain. For example, in 
the coffee chain, the structural demand and supply mismatch 
provides considerable power to traders and roasters, a situation 
that cannot be addressed by Fair Trade. If the costs and profits 
are concentrated at the upper end of the supply chain, this is not 

quantities that a buyer will purchase from a producer. There is 
certainly no guaranteed income for Fair Trade producers.

Does Fair Trade challenge unequal trading relationships?

One of the explicit goals of Fair Trade advocates is to correct 
market distortions and the establishment of equitable trade rela-
tions with the South. Several arguments have been advanced in 
support of this: Fair Trade seeks to challenge market competi-
tiveness based solely on price and campaigns for changes to 
conventional trade rules and practices. Fair Trade is an innova-
tive concept that connects producers and consumers in more 
equitable, more meaningful and more sustainable ways (Trans-
Fair USA, 2002; Murray and Raynolds, 2007). These arguments 
have drawn strong reactions from a large number of analysts 
and commentators, who dismiss them as nothing but rhetoric. 
One does not have to be a trade protectionist or accept Marxist 
models of development and trade, however, to see some logic in 
the Fair Trade arguments – even if the rhetoric they use to justify 
their arguments is out of place. It is quite possible that, in very 
poor countries, where business opportunities are limited because 
the basic prerequisites for the development of a market economy 
do not exist, primary product producers will be in a situation that 
exposes them to the market power of buyers. Alternatively – or 
additionally – such producers may be trapped in low-income 
activities because the natural market processes by which they 
would move into more lucrative activities are inhibited by their 
governments. Finally, trade restrictions in the West on certain 
primary products and basic manufactured foods might reduce the 
world price of products and prevent migration up the value chain. 
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fore, the low coffee prices in the world markets are mainly because 
of structural demand and supply imbalance, and it is wrong to 
blame market exploitation by high-end importers, roasters and 
marketers for it.

When it comes to Fair Trade connecting consumers and 
producers, consumers see Fair Trade as a social movement, feeling 
they are establishing relationships with the suppliers of their 
‘staple’ products, whereas most producers tend simply to consider 
it as another marketing channel. Lyon’s (2007) research on a coffee 
cooperative in Guatemala found that only three of the 53 surveyed 
members (coffee producers) were familiar with the words ‘Fair 
Trade’. Fair Trade remains an abstract concept for many of them, 
and few see themselves as part of a broader movement engaging 
Northern consumers. They see it as just another avenue to sell 
their produce, and will defect from Fair Trade as soon as a small 
price advantage is identified (Murray et al., 2006). Research in 
diverse locales indicates that producers understand Fair Trade in 
terms of market access and not as an equitable trade relationship 
in which they are actively participating (Lyon, 2007).

some criticisms of Fair Trade

Fair Trade is often criticised for being exclusive, unrealistic in its 
expectations of suppliers and imposed by stronger stakeholders 
(Farnworth and Goodman, 2006). It is seen to reflect the values of 
Northern consumers, activists and NGOs, with limited participa-
tion of Southern producers. It is also argued that under the Fair 
Trade scheme transparency occurs mostly at the producer end of 

decline in unit cost as a result of supply expansion from rising productivity.

altered by Fair Trade. Largely, it is a reflection of the productivity 
of labour and capital in developed countries. Barriers to entry 
tend to restrict the Fair Trade market to a few already established 
producers and producer organisations, leaving many out of the 
Fair Trade system (Weber, 2007). Fair Trade can do no more 
than enlarge the total income size of the supply chain by means 
of asking a price premium from consumers, a part of which goes 
towards meeting the Fair Trade standards with the rest shared in 
the supply chain, including payment of a fair price to producers 
(Mendoza and Bastiaensen, 2003; Murdian and Pelupessy, 2005).

It is true that producers of commodities such as coffee, cocoa, 
tea and bananas have been adversely affected by long periods of 
decline in prices. It is wrong, however, to blame international 
trading systems for this. The reasons for this have been well 
researched in the economics literature. On the demand side, these 
commodities have low income elasticities of demand so that, as 
income rises, the share of income spent on them decreases. On 
the supply side, developing countries faced with acute foreign 
exchange shortages have tended to expand their commodity 
exports through increases in government subsidies and support in 
order to increase export earnings. When this is done by a number 
of developing countries simultaneously, the resulting expansion 
of exports only adds to the downward pressure on commodity 
prices. Low commodity prices can continue over a long period 
because of the high initial sunk costs involved in production 
planning so that producers do not exit for want of any other 
attractive alternatives (Maizels et al., 1997; Mohan, 2005).4 There-

4 It may be pertinent to mention that the fall in commodity prices does not neces-
sarily imply an equivalent fall in the real income of commodity producers. This 
is because a part of the price decline for many commodities is explained by the 
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Trade, however, are unlikely to be substantial as long as Fair Trade 
remains a relatively small player in the market as a whole. Paradoxi-
cally, insofar as Fair Trade is successful in its mission, it might 
help undermine the position of the very poorest farmers. There 
is no evidence to suggest that this is a problem thus far. Also, 
Smith (2009) has emphasised that Fair Trade focuses on relatively 
developed but highly unequal societies. He claims that many of 
the farmers operating as Fair Trade producers in Mexico are some 
of the poorest in the world because of the high inequality present 
in Mexico’s economy. He argues that case studies conducted in 
areas such as Mexico’s Chiapas region support these views. These 
studies show considerable improvements in income and condi-
tions for Mexican Fair Trade producers.

Collier (2007) has also argued that the improved trading 
conditions that arise as a result of Fair Trade might keep farmers 
working in an industry that should be allowed to decline. Again, 
this is a theoretical possibility, the practical implications of which 
are likely to be greater the more successful Fair Trade is. There is 
no real evidence, however, that development is impeded by Fair 
Trade in this way, though we do argue below that Fair Trade is not 
a route to general long-term development as such.

Despite these counter-arguments, it is likely to be the case that 
Fair Trade consumers do not realise that the focus of Fair Trade 
is on middle-income rather than on lower-income countries. The 
top four nations by Fair Trade certified producers,6 in 2007 were 
Mexico, Colombia, Peru and South Africa.7 These nations had an 

6 Data sourced from FLO (2007a).
7 With thanks to IEA intern and UCLA student Paul Stoddart for the analysis in 

this paragraph.

the supply chain, while there is much less information disclosure 
from and inspection of economic agents in the rest of the supply 
chain (Wilkinson, 2007). We now move on to discuss various crit-
icisms of Fair Trade.

Fair Trade is exclusive and damages other suppliers

Some commentators question the capability of Fair Trade to 
target marginalised producers, given complex entry requirements 
and growing competition in Fair Trade markets. Procedures such 
as the necessity to join or form an effective producer organisation 
in the case of coffee and cocoa producers mean that Fair Trade 
requires substantial initiative and basic capacities and capabili-
ties, which exclude some producers from participating (Lyon, 
2006; Weber, 2007). For example, entering the Fair Trade coffee 
market, especially the Fair Trade organic market, presents major 
difficulties for producers with limited resources.

Many authors5 have pointed out that certified Fair Trade 
products tend to be produced mainly in South and Central 
America – this is especially true with coffee, though it is quite 
contrary to the impression often given by those marketing Fair 
Trade. This raises two issues. The first is whether Fair Trade, by 
raising the attractiveness of primary product production in the 
relatively rich countries on which it focuses, raises world supply 
and thus makes life more difficult for farmers in poorer coun-
tries (or for those who do not have the capacity or appropriate 
business model to become Fair Trade). It is difficult to deny that 
this is a theoretical problem. Problems of this sort created by Fair 

5 For example, Sidwell (2007) and Griffiths (2010). 
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which determine the premium consumers are willing to pay, but 
the outcomes that Western consumers believe to be good for 
poor producers. For example, certified Fair Trade restricts casual 
labour and prohibits child labour. Much has been written about 
the problems of restricting child labour in very poor countries. On 
the whole, poor families do not send their children to work to be 
cruel to them but to help provide a basic income for the family.10 
A prohibition on child labour may be damaging for families – and 
also for children who may be forced into other dangerous occu-
pations. The Fairtrade Foundation would argue that the social 
premium ensures that children should be able to attend school 
instead of working. The fact of the prohibition on child labour 
remains, however. It would be better if these problems were 
managed by poor families themselves rather than by impositions 
of Western consumers thousands of miles away from the problem 
of dire child poverty.

Similar arguments can be made regarding Fair Trade’s envir-
onmental requirements. To what extent do these reflect West-
erners’ values rather than the realities of trading out of poverty? 
Haight and Henderson (2010) strongly criticise the prohibition 
on genetically modified (GM) crops, which they argue is poten-
tially damaging – especially in the banana trade. Again, it should 
be asked whether this requirement is really designed to satisfy 
Western consumers’ own views about how other people should 
farm rather than to meet the real needs of very poor farmers. As 
Haight and Henderson point out, bananas are sterile and prone 
to disease. GM technology might be the most effective way of 
producing more reliable banana crops. The Fairtrade Labelling 

10 The evidence is very strong on this point, and as incomes rise, child labour 
reduces. 

average GDP per capita of $4,7908 in 2007. The thirteen nations 
with only one Fair Trade certified producer had average GDP per 
capita of just $2,807 in 2007. Coffee-producing countries with no 
Fair Trade producers have an even lower average GDP per head. 
These data are not particularly helpful, however, as they do not 
indicate the share of Fair Trade in total production in different 
countries. Of more interest is the relationship between the share 
of Fair Trade coffee exports of total coffee exports (a measure of 
Fair Trade penetration) and national income per head and/or 
poverty. Using data from 2005–07 for Fair Trade exports to the 
USA,9 it is not possible to find any significant negative relation-
ship between national income per head or poverty and Fair Trade 
penetration. Indeed, the relationships that were found (though 
statistically insignificant) suggest that Fair Trade penetration 
is greater where income per head is greater; that penetration is 
greater the more equal is the distribution of incomes; and that 
penetration is greater the stronger the rule of law. This is a chal-
lenge for the Fair Trade organisations which claim that Fair Trade 
provides development opportunities for producers in very poor 
countries – the reality is that it may be diverting at least some 
demand from poor to better-off countries whose producers have a 
better capacity to organise and pay the relevant fees.

Fair Trade’s requirements are damaging

Fair Trade is ultimately driven by the demands of Western 
consumers. It is not the benefits that accrue to poor producers 

8 Own calculation based on data from the ERS International Macroeconomic Data 
Set.

9 There is insufficient data available for other countries.
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benefit from Fair Trade because they are generally not organised 
in cooperatives for various reasons – several studies show that 
partnerships are not formed with the poorest (Hopkins, 2000; 
Taylor, 2002; Belgian Science Policy, 2005).

Another reason for opposition to cooperatives is because there 
are often no clear lines of authority or accountability, which makes 
it difficult for Fair Trade certifiers to police them adequately. It is 
possible for a cooperative to receive a higher price for its produce 
and then pay a lower price to the members. It can also buy coffee 
from the world market at lower prices and sell it as Fair Trade coffee. 
According to Weber (2007), Fair Trade ensures a minimum price 
to cooperatives of producers, but not to individual producers. The 
cooperative serves as an intermediary between the producer and the 
market. Producers receive the price stipulated in the cooperative’s 
export contract, which must meet or exceed the Fair Trade minimum 
price, minus the expenses of the cooperative. If the activities of the 
cooperative are not managed effectively and efficiently then its 
expenses can be quite high, consuming much of the higher Fair 
Trade price before it reaches producers. According to Booth (2008: 
32), ‘co-operatives are a notoriously inefficient form of business 
organisation, particularly when made up of small producers’. A 
corruptly managed cooperative can therefore mask the real price of 
Fair Trade products from individual producers (Howley, 2006).

Weitzman (2006) finds cooperatives lacking in supervising 
their members. For example, in the case of coffee sold by coopera-
tives, wage standards apply only to employees of the cooperatives 
and not to the suppliers. Specific standards regarding temporary 
workers hired by coffee producers who are members of the coop-
erative and supply Fair Trade coffee to the cooperative do not 
exist. The FLO (2006) report merely states: ‘where workers are 

Organization states: ‘FLO believes GMO crops are incompatible 
with Fairtrade.’11 It is extremely difficult to justify that statement.

As well as concerns over the standards that are imposed, 
concerns have been expressed about whether those standards 
are actually met in practice or whether they are meaningful. 
In many respects the requirements for the treatment of labour 
simply replicate industry norms, international standards and 
the countries’ own regulations (see ibid.). The only benefit Fair 
Trade could bring, where this is the case, is that of more active 
inspection and enforcement. There is no evidence that this is 
taking place. Weitzman (2006) found that four out of five Fair 
Trade coffee suppliers to a cooperative in Peru paid less than 
the legal minimum wage to workers, and such payments do not 
violate Fair Trade standards. Fair Trade promotional materials, 
however, have lured coffee drinkers into believing that Fair Trade 
guarantees farmers and workers a fair or living wage, which most 
consumers probably interpret to mean a wage at or above the 
legal minimum in the coffee-producing country.

Fair Trade relies too much on cooperatives

Fair Trade is criticised for its insistence on coffee and cocoa 
producers joining a cooperative (producer organisation) in order 
to be allowed to supply the Fair Trade market. It is felt that this 
discriminates against those satisfying other standards but who do 
not want to join a cooperative. It also means leaving out the vast 
majority of farm workers who work in corporate business organi-
sations. Furthermore, the poorest farmers are the least likely to 

11 http://www.fairtrade.net/faqs.html?&no_cache=1.

http://www.fairtrade.net/faqs.html?&no_cache=1
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It is true that there is evidence of corruption and mismanage-
ment within Fair Trade cooperatives. At the same time there are 
examples, albeit few, of successfully managed producer coopera-
tives that have benefited members in many ways, including in the 
marketing of their products. These few examples, however, must 
not distract Fair Trade’s proponents from recognising that, on 
balance, the restriction of cooperatives means that Fair Trade 
is not able to deal with the very poor unaffiliated producers or 
corporate farm workers; that poor management of the export 
process by cooperatives could consume much of the higher Fair 
Trade price before it reaches producers; and that the lack of 
democratic processes can hamper the ability to help small-scale 
producers.

Union Coffee provides an interesting statement about the use 
of certified Fair Trade coffee. The organisation has impeccable 
ethical standards but comments:

We buy specialist coffees of the highest qualities, we travel 
to farms, get our boots dirty and work closely with farmers. 
We spend time with them, stay in their houses and are 
engaged in continuous communication about how we can 
benefit together.

Over the years, our experience has demonstrated 
that we have made progress under our own hard work, 
accomplishing greater improvements in labour standards 
than by just buying Fairtrade certified coffee. In my opinion 
Fairtrade was not developed for a business model like ours.

The certified Fair Trade model is undoubtedly limited in its 
application. This might not be problematic were it not for Fair 
Trade’s efforts to exclude non-certified products in Fair Trade 
schools, parishes and so on.

casually hired by farmers themselves, the organisations [coop-
eratives] should take steps to improve working conditions and to 
ensure that such workers share the benefits of Fair Trade’.

Another criticism of cooperatives is that the social premiums 
come to them, and are often not redistributed in projects that 
directly benefit the producers. Murray et al.’s (2003) study of 
Latin American coffee cooperatives found that, rather than 
democratically choosing a community project to fund from the 
five-cent-per-pound social premium, cooperative leaders have at 
times made the unilateral decision to use the premium to cover 
operational costs. In Guatemala, an executive at Fedecocagua, 
the largest Fair Trade cooperative, admitted that after paying 
for the cooperative’s employees and programmes, nothing of the 
Fair Trade premium remained to be passed on to the individual 
farmer (Griffiths, 2009). Murray et al. (2006) also report that 
field studies on the working of cooperatives show the widespread 
lack of a clear understanding of Fair Trade among cooperative 
members. Fair Trade remained an abstract concept to many of 
them, while their knowledge of organic production was quite well 
developed. Most activities related to Fair Trade certification and 
marketing activities are carried out at higher levels in the coopera-
tives and with distant counterparts and not by producers. Kohler 
(2006) concurs that, if the cooperative is too big, it increases the 
distance between decision-makers and members.

Fair Trade organisations use cooperatives because they have 
traditionally been supplied by small-scale producers and so coop-
eratives can provide an affordable mechanism for Fair Trade 
participation. Also, cooperatives provide the kind of central 
management crucial to checking that the Fair Trade standards are 
actually being met.
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• That the benefits are in any way equivalent to the higher price 
paid by Northern purchasers so that Fair Trade is an efficient 
way for the better-off to help poorer producers.

• That the benefits are substantial and greater than the general 
improvement in living standards that has taken place in 
recent years in underdeveloped countries – especially in 
Central America.

• That there is no harm to poor non-Fair Trade producers that 
are not in the immediate locality of the Fair Trade producers 
– in particular, that there is no harm to those who take a 
decision not to participate in Fair Trade on grounds of cost 
and lack of organisational capacity, who may lose business 
from the expansion of Fair Trade.

• That the benefits identified in specific case studies can be 
generalised.

• That the benefits of Fair Trade cannot be realised in other 
ways.

These things may be impossible to prove but, meanwhile, 
some humility would be appropriate on the part of Fair Trade 
proponents. Essentially, the benefits of Fair Trade can only be 
taken on trust. Consumers may wish to purchase Fair Trade 
products because they provide certain guarantees about the treat-
ment of primary producers which those consumers subjectively 
value. It cannot be assumed, however, that those producers are 
better off as a result of Fair Trade. It should also be understood 
that the marketing undertaken by Fair Trade organisations is 
not dispassionate and that the benefits are likely to be ‘oversold’ 
without reference to the corresponding costs. This is, of course, 
the nature of any business organisation and, in that respect, Fair 

conclusion

Fair Trade is an alternative speciality market and trading channel 
that offers opportunities for some producers and workers to 
benefit. It also faces vexing issues, however, such as a disconnect 
between promotional materials and reality, the difficulty of really 
engaging economically disadvantaged producers and the costs of 
organising the Fair Trade system. Any serious advocate of Fair 
Trade should accept that there are many trading relationships in 
the free market system that can potentially benefit producers and 
workers; that free trade is not inherently inequitable; and that the 
benefits claimed by Fair Trade may also be available in other and 
at times less costly ways as well.

But the question remains: do the benefits claimed by Fair 
Trade’s proponents really accrue to the producers? Perhaps the 
most revealing study of the benefits of Fair Trade is that commis-
sioned by the Fairtrade Foundation itself (Nelson and Pound, 
2009). It is revealing both for what it finds and because it helps 
highlight the limitations of all published empirical studies of Fair 
Trade. Nelson and Pound examine 33 case studies undertaken by 
other academics – 26 of which were from Latin America and the 
Caribbean and just seven from Africa. Many of the case studies 
found some benefit in terms of an improvement in conditions for 
particular Fair Trade producers. In some cases, there are higher 
incomes, in others better credit availability, and so on. The hypo-
thetical benefits we have discussed here do seem to be available in 
practice. There are also signs of ‘knock-on’ effects from increased 
buyer competition that benefit non-Fair Trade local producers. It 
is striking, however, that no research – including this research – 
has been able to demonstrate the following:



f a i r  t r a d e  w i t h o u t  t h e  f r o t h

72 73

4  AlTeRnATIVes To FAIR TRAde

Introduction

Fair Trade is not the only initiative that labels products that claim 
to ensure particular ‘social’ standards – a number of charitable 
and non-profit organisations pursue what they describe as a 
socially conscious business agenda. Indeed, some companies that 
are profit-making but not profit-maximising may do so too. These 
initiatives normally define certain social, environmental or quality 
attributes and have monitoring mechanisms that economic agents 
along the product supply chain need to fulfil. The scope of these 
requirements varies greatly across different initiatives, with some 
providing more flexibility than others. The initiatives usually use 
some type of labelling, coding and certification to communicate 
visibly their social agendas to the general public and to increase 
public confidence in their activities. Governments and interna-
tional organisations are also engaged in promoting social stand-
ards, mainly in the areas of labour and environmental standards. 
The 2007 G8 summit in Heiligendamm agreed ‘on the active 
promotion of social standards, of corporate social responsibility, 
and on the need to strengthen social security systems in emerging 
economies and developing countries’.

In response to a growing demand from consumers an 
increasing number of business enterprises across the world now 

Trade organisations are no different.
The potential problems of Fair Trade may be oversold too. 

Some of the problems are theoretical and may apply only if Fair 
Trade grows substantially. There are certainly important chal-
lenges to the Fair Trade movement, however, which cannot be 
dismissed:

• Fair Trade does not tend to assist the poorest producers, the 
demand for whose product may actually fall because of Fair 
Trade.

• The Fair Trade requirements may well reflect the subjective 
views of Western consumers and not the real needs of poor 
producers.

• It is not clear that the benefits Fair Trade claims are 
necessarily achieved in practice.

• Fair Trade can be restrictive in terms of the business models it 
endorses.

• Fair Trade may impose costs on producers who are simply 
trying to satisfy the whims of Western consumers.
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regard to coffee, for example, they take into account the degree 
of shade in coffee plantations. The Bird Friendly label is the most 
rigorous environmental certification scheme in the coffee sector, 
since it combines organic standards with shade cover and species 
richness. The Rainforest Alliance is a comparatively looser certifi-
cation scheme for coffee, cocoa, ferns, lumber, cut flowers, fruits 
and tea, which integrates environmental and social concerns. Its 
standards are often restricted to compliance with local laws, the 
adoption of good practices for management of agrochemicals 
and wastes, and keeping a minimum cover of trees. It should not 
be thought that compliance with local laws is a trivial matter – 
much forest that is destroyed is done so in contravention of local 
laws. Whereas the Bird Friendly certification targets numerous 
North American birdwatchers and bird lovers as supporters, the 
Rainforest Alliance aims to enlarge the impact of its scheme by 
encouraging its adoption among large producers, processors and 
a wide range of end users. It has a history of persuading large-
scale corporations to adopt the Rainforest Alliance label as a guar-
antee of pursuing better business practices to the benefit of their 
workers, producers and the environment. The market share of 
the initiatives is still very small though rapidly growing as tran-
snational corporations (TNCs) such as Lavazza, Kraft, Procter & 
Gamble and Chiquita Brands International have recently started 
to buy Rainforest Alliance certified coffee and bananas for some 
of their product lines. The price premium to producers under 
both the initiatives depends on the market context, but they claim 
that they have assisted producers to develop better farming prac-
tices, to grow better-quality produce, and to establish relation-
ships with buyers, thus enabling their produce to fetch higher 
prices.

pay attention to social and environmental conditions as part of 
their regular business activities: not always through specially 
labelled products. This attention of business enterprises is 
sometimes classified under the general rubric of ‘Corporate 
Social Responsibility’ – though this is not necessarily a helpful 
description. In recent years there has also been a rise in alterna-
tive models of ethical trading by companies. Loosely defined, 
ethical trading means the trading of a product where there is a 
par ticular concern in the supply chain over a particular ethical 
issue (or social standard), such as human rights, the environment, 
labour conditions and animal wellbeing, and where that product 
is chosen freely by an individual consumer. The interest in social 
standards is continuing, though at the same time questions are 
also being raised about costs, implementation and the real impact 
of ethical trading on suppliers. Some initiatives for promoting 
social standards have been more effective than others in achieving 
their goals.

This chapter discusses the emergence of a range of alterna-
tive initiatives for promoting social standards, their implications 
for producers, traders and consumers, and for the Fair Trade 
movement. All through this chapter it should be borne in mind 
that we are not arguing that this or that ethical standard is neces-
sarily a good thing (or even that it is genuinely ethical) – rather 
we are examining the way in which the market in standards has 
developed to respond to genuine consumer demand.

Private social labelling initiatives

The ‘Rainforest Alliance’ and ‘Bird Friendly’ are initiatives with a 
main focus on compliance with environmental standards. With 
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to gain market access at the producer level and as a marketing tool 
for retailers and roasters. Concerning the pricing scheme, the Utz-
foundation charges a very small administration fee to its members 
without interfering with market pricing. The price premium to 
coffee producers depends on the market context, but the founda-
tion claims that its assistance has helped producers obtain higher 
income and prices by improving their productivity and ability to 
better exploit and access the market.

Starbucks developed socially responsible coffee buying 
guidelines called Coffee and Farmer Equity (CAFÉ) Practices 
as part of its ‘Preferred Supplier Program’ in 2001.4 Starbucks 
sources sustainably grown and processed coffee by evaluating the 
economic, social and environmental aspects of coffee production 
against a set of criteria defined by the CAFÉ Practices. The Prac-
tices define sustainability as an economically viable model that 
addresses the social and environmental needs of all the partici-
pants in the supply chain from producer to consumer. Moni-
toring of Starbucks’ criteria is carried out by third parties and the 
costs are covered by producers. Producers participating in the 
programme, however, normally earn price premiums. Starbucks 
offers producers a premium over the market price based on a 
points system for environmental (50 per cent), social (30 per cent) 
and economic (20 per cent) criteria. The premium, though discre-
tionary on the part of Starbucks, is well known for being quite 
handsome (Tallontire and Vorley, 2005).

The Common Code for the Coffee Community (4C), launched 
in 2003, aims at becoming an industry-wide applied code.5 Its 

4 The CAFÉ Practices were developed in collaboration with Scientific Certification 
Systems (SCS), a third-party evaluation and certification firm.

5 www.sustainable-coffee.net. 

A brand of African coffee, ‘Good African Coffee’, which has 
been selling in the supermarkets since 2004, offers a variation 
of ‘Fair Trade’ to tap the lucrative niche market for ethically 
produced goods.1 The message it wishes to convey is that trade 
and not aid is the only strategy for African economic and social 
development, so it approaches the consumer for help through 
trade and not through charity in terms of paying a premium or 
making a donation. Good African Coffee attempts to satisfy 
consumers’ demand for ethical trading by: producing and selling 
the finest African coffees bought directly from the producers; 
training producers in conservation issues; encouraging organic 
farming methods; enabling producers to improve on their crop 
quality and farm productivity; and sharing its profits on an equal 
basis (that is, 50–50) with producers and their communities for 
local education and healthcare.

Utz Kapeh is a foundation based in Guatemala and the Neth-
erlands that was set up in 1999 by Ahold, one of the world’s largest 
retail chains, and which later on became an independent initia-
tive. Utz Kapeh means ‘good coffee’ in the Mayan language. The 
Utz-code for ‘Certified Responsible Coffee’ offers assurance of 
social, environmental and food safety standards in coffee produc-
tion, and also provides information to the consumer about exactly 
where their coffee comes from.2 It aims at mainstreaming certi-
fied responsible coffee through the adoption of the label by large 
retailers and roasters.3 By promoting its label, the foundation aims 

1 The coffee is made by the Good African Coffee Company created in 2003 in 
Uganda by a young entrepreneur, Andrew Rugasira. 

2 Utz Kapeh is also developing codes for cocoa, tea and palm oil  (http://www. 
 utzcertified.org, accessed 16 December 2008).

3 Douwe Egberts and Ahold, accounting for about 75 per cent of the Dutch market, 
have adopted the scheme for some of their product lines.

www.sustainable-coffee.net
http://www.utzcertified.org
http://www.utzcertified.org
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on the road towards sustainability and commit themselves to 
continual improvement. Further, the 4C approach is non-compet-
itive and can be used in conjunction with any other existing social 
standards.

The Sustainable Agriculture Initiative (SAI), created by 
major transnational food corporations in 2002, is a platform 
for the development of sustainable agricultural practices that 
are harmonised along the food chain (as well as in compliance 
with trade policies and regulations) through activities centred 
on knowledge-building, awareness-raising, stakeholder involve-
ment and technical support. The promotion of sustainable agri-
culture as both a long term-goal and a continual learning process 
is expected to enable local communities to better maintain their 
livelihood, safeguard their environment and improve their well-
being. For example, the Coffee Platform aims at improving the 
quality of coffee, reducing oversupply of coffee and protecting the 
environment, thus improving the livelihoods of sustainable coffee 
producers. The initiative draws on financial support from big 
firms and the international community: Ecom, Efico, Kraft, Nestlé, 
Neumann Kaffee Gruppe, Sara Lee, Tchibo and Volcafe are active 
members of the Coffee Platform. The participation of producers in 
the Platform is voluntary. Like the 4C, SAI can be used in conjunc-
tion with any other internal codes or any other standards.

In response to the proliferation of private social labelling or 
certification initiatives there have been some attempts at their 
merger, but without much success. When the national initiatives 
of Fair Trade created the FLO in 1997 it was thought that some 
of the existing socially concerned labels would merge with them. 
Again, when the 4C was launched in 2003, there was some discus-
sion about the social labels promoting ‘good practices’ converging 

basic element is the voluntary code of conduct covering 30 social, 
environmental and economic practices. The code used in the 
coffee sector guides all actors in the coffee supply chain – farmers, 
plantations, producer organisations, estates, mills, exporters and 
traders – on the way towards what it describes as more sustain-
able production, post-harvest processing and trading of coffee. 
Once the participants have eliminated ten practices they define 
as ‘Unacceptable’ in the code, they have to continually improve 
their practices in order to comply with the rest of the code. Actors 
who don’t exclude ‘Unacceptable’ practices cannot be members 
of the 4C. An independent third-party verification agency checks 
compliance with the code, emphasising the responsibility of all 
actors along the chain.

The code promotes what it regards as environmental sustain-
ability through reducing the use of hazardous agrochemicals and 
protecting tropical rainforests. It also organises support services 
for producers through networks that provide access to training 
programmes, promotes good agricultural and management prac-
tices, facilitates information exchange and strengthens the self-
organisation of farmers. It expects to improve producers’ income 
and living conditions through cost reductions, quality improve-
ments, optimisation of the supply chain, improved marketing 
conditions and better access to markets and trade credit facili-
ties. The trade and industry members of 4C commit themselves 
to buying increasing amounts of 4C coffee over time and cover 
with their membership fees the costs of third-party verification 
and the 4C support services. The 4C system does not use a logo 
or seal on coffee packs. What is unique about 4C is its flexible 
design and moderate entry level, which make it easily accessible 
for all actors, at the same time making sure that they embark 
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companies subscribe to the Social Accountability 8000 (SA8000) 
standard, which has been developed as a voluntary universal 
standard for companies interested in auditing and certifying 
labour practices in their facilities and those of their suppliers and 
vendors through an independent third party.

More than half of the world’s biggest companies reveal 
details of their environmental and social performance (Buck, 
2005). Accounting firm KPMG found in its study that 52 per 
cent of the 250 largest corporations published CSR reports and 
that they covered a much wider range of issues in 2005 than 
they had covered in 2002 (Grodnik and Conroy, 2007). Inde-
pendent agencies such as Calvert Financial Services now issue 
regular assessments of the social, environmental and governance 
performance of many companies. These assessments include the 
full range of activities from workplace and business practices, 
human rights behaviour and environmental responsibility to 
community relations (CSRwire, 2006).

The CSR policies of many companies also take the form of 
promoting alternative models of ethical trading. This is reflected 
in the proliferation of certification and product seals adopted by 
corporate entities (Busch and Bain, 2004; Hughes, 2005). Firms 
follow a range of mechanisms for imposing and auditing ethical 
trading standards. These efforts could be through self-regulation 
or first-party certifications, where firms use internal mechan-
isms for standard-setting and monitoring. They rely on their 
own brand reputations in assuring consumers of the validity of 
their CSR claims. To bolster the legitimacy of their claims, many 
corporations pursue stakeholder standard-setting and third-party 
certifications that shift responsibility for standard-setting and 
monitoring to stakeholders and outside agencies respectively.

within a 4C common code. So far this has not happened because 
most social labels claim that their objectives, operating mechan-
isms and target audiences are different. The proliferation of 
labels continues: there is talk about a low-air-miles label, a goods-
produced-without-child-labour label and so on.

The rise of corporate social standards

COM (2001) defines ‘Corporate Social Responsibility’ or CSR 
as ‘a concept whereby companies integrate social and environ-
mental concerns in their business operations on a voluntary 
basis’. It suggests that companies are responsible for their actions 
in a sphere wider than that covered by the mere profit-and-loss 
statement. Many major corporations around the world now 
seek to address issues of ‘social responsibility’. Given extensive 
concern over quality (including health) and safety issues as well 
as respecting the International Labour Organization Core Labour 
Standards, most companies have in place policies addressing 
these concerns. It is not the purpose of this monograph to go into 
the rights and wrongs of this agenda, and it certainly does not 
propose legislation in this field. The widespread development of 
CSR over the last decade or so, however, is relevant to the Fair 
Trade and ethical labelling movement.

In the UK the Ethical Trading Initiative’s (ETI) Base Code 
was developed by a consortium of companies and trade unions 
anxious to improve working conditions and human rights in 
the workplace. The ETI Base Code focus is chiefly on organised 
labour and workplace practices, but many companies go beyond 
this and have instituted policies addressing other trading and 
environmental conditions (Tallontire and Vorley, 2005). Many 
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a relatively price-inelastic demand (Creyer and Ross, 1997; Ellen 
et al., 2000; Mohr et al., 2001). Finally, as noted by Donaldson 
and Preston (1995: 67), some companies may embrace CSR even 
if it is not in the interests of their shareholders to do so. The basis 
of social responsibility for such companies is the recognition that 
‘the interests of all stakeholders are of intrinsic value, that is, each 
group of stakeholders merits consideration for its own sake and 
not merely because of its ability to further the interest of some 
other group, such as the shareowners’. This does, though, raise 
questions about corporate governance and the accountability of 
management to shareholders.

While studies of the effect of CSR on consumer purchasing 
preferences have been inconclusive, it is clear that a positive 
CSR reputation can be used to build brand loyalty and to market 
products that embody ethical and social values. These products 
will primarily appeal to consumers who are particularly sensitive 
to these values, and CSR can be a source of competitive advantage 
for companies marketing these products (Porter and Kramer, 
2006; Castaldo et al., 2009). Whatever the motivation for compa-
nies engaging in CSR, the fact is that CSR is now integral to many 
businesses and it is therefore wrong to assume that the ethical, 
environmental and health values are associated only with social 
movement groups. CSR has made it possible for these values to 
be transformed into key facets of corporate profitability, branding 
and marketing (Raynolds and Wilkinson, 2007).

Government-regulated social standards

Organic certification is an initiative for promoting sustainable 
environmental practices. It usually requires meeting rigorous 

A question frequently asked is why do companies engage in 
CSR? The reasons for this can be many. The highly visible brand 
names of large corporations create key pressure points for them. 
Most of them thrive on promoting their brand names, so building 
the brand is their main effort, and they seek to protect it. To the 
degree that the symbolic and financial value of global brands has 
risen over recent years, so too has corporate vulnerability to image 
damage (Lury, 2004). The Internet has created new mechanisms 
for virtually instant global awareness of charges of irresponsibility 
such as environmental and human rights violations (Conroy, 
2001; Grodnik and Conroy, 2007). Seizing this opportunity, 
NGOs and social movement groups at times pursue a powerful 
strategy of ‘naming and shaming’ – publicising corporate prac-
tices for not conforming with their social and environmental 
visions. Undoubtedly, this puts pressure on companies.

It would be wrong, however, to assign this as the main reason 
for companies embracing CSR. More important is the fact that 
companies operate within the market, and hence it is good 
business practice for them to respond to the social and environ-
mental preferences and concerns of consumers and civil society. It 
would seem that expectations with regard to corporate behaviour 
have increased, and it is in the interests of companies to respond. 
The fact that some consumers are willing to see beyond the quality 
and price of products and exercise preferences about other issues 
when buying products is perfectly reasonable, and the signals that 
companies receive cannot be ignored (Castaldo et al., 2009).

Some companies may embrace CSR policies to facilitate price 
discrimination. This arises because some consumers are ready 
to pay a higher price for products coming from companies they 
see as socially responsible, and these consumers may well have 
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elimination of all forms of forced or compulsory labour; the 
ef fective abolition of child labour; and the elimination of discrimi-
nation in respect of employment and occupation. A growing 
number of multilateral and bilateral agreements also refer to 
labour standards. The North American Free Trade Agreement 
(NAFTA), the Southern Common Market (MERCOSUR) and the 
Central American Free Trade Agreement (CAFTA) make refer-
ences to the international labour standards.

The US and EU bilateral trade and investment agreements 
already imply treatment-of-labour clauses. From 2009 the EU 
linked its new Generalised System of Preferences (GSP-plus) tariff 
preferences and development assistance to the implementation 
of the eight ILO fundamental conventions.7 Many international 
organisations, such as the Asian Development Bank (ADB) and 
the International Finance Corporation (IFC), have adopted the 
ILO fundamental conventions in their agreements. There are also 
multilateral protocols that exist in the area of the environment. 
These require commitments from participating nations to enforce 
environmental controls to achieve agreed pollution reduction 
targets. There is pressure from the international community on 
countries to conform to these protocols.

There has been an emergence of initiatives with different levels 
of commitments from governments for promoting certain social 
standards among business enterprises. The OECD Guidelines 
for Multinational Enterprises (Revision 2000) provide voluntary 
principles and standards for responsible business conduct in all 
the major areas of business ethics, including employment and 
industrial relations, human rights, environment, information 

7 The GSP is the system of preferential trading arrangements through which coun-
tries extend preferential access to their markets to developing countries.

standards for recycling wastes, reducing water pollution, chemical 
inputs and erosion and improving soil quality. Unlike other 
private labelling initiatives, organic certification is subject to a 
governmental process of regulation in many countries. In Europe 
organic food production and marketing have been strictly regu-
lated since 1993, when EC Council Regulation 2092/91 became 
effective. The regulation and its subsequent amendments set out 
the inputs and practices which may be used in organic farming 
and the inspection system which must be put in place. This 
regulation also applies to processing, processing aids and ingre-
dients in organic foods. All foods sold as organic must originate 
from growers, processors and importers who are registered with 
a government-approved certification body and subject to regular 
inspection.

There is little international harmonisation of organic stand-
ards, and this has led to a proliferation of organic certifying 
organisations. This means that if producers are to gain access to 
different foreign markets they may be required to adopt different 
organic certification seals. The adoption of organic certifica-
tion does involve costs, but it offers a premium to the farmer, 
depending on market interactions between buyers and suppliers.

When it comes to standards in the areas of the treatment of 
labour and the environment (such as in the context of climate 
change) government-established compulsory legal minimum 
standards are also in place. The International Labour Organi-
sation (ILO) Core Labour Standards have to be respected by all 
nation members.6 They include freedom of association and the 
effective recognition of the right to collective bargaining; the 

6 The ILO had 183 nation members as of December 2009.
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Steinrucken and Jaenichen’s (ibid.) points are valid, but there 
are questions to be raised about voluntary standards and their 
implementation.

The proliferation of standards and labels raises many 
questions

The rise of voluntary social standards – or the privatisation of 
regulation and labelling – for a wide range of products, as a 
complement to government laws and regulations, is seen by some 
as an unnecessary evolution of the statutory regulatory frame-
work. Private sector bodies such as the EurepGAP, the Interna-
tional Social and Environmental Accreditation and Labelling 
(ISEAL) Alliance and the FLO are engaged in developing best-
practice codes for the design and implementation of social and 
environmental standards for the certification of agricultural and 
other products around the globe. They are advocates for volun-
tary standards as an effective mechanism for achieving positive 
social and environmental change – though these bodies do also 
campaign for statutory regulation.

Businesses and countries may regard private social standards 
and labels as an imposition by industrialised countries. There 
can be much tension involved in the development of standards 
and the indicators used to measure them: who are standards 
for? How and by whom are they created? How are they main-
tained? The strategies, codes and auditing methods of private 
standards setters impose costs on producers in the developing 
world. They may be regarded as reflecting the vision of Northern 
consumers and NGOs, and doubts are raised about their ability to 
involve Southern producers and consumers in the shaping of the 

disclosure, combating bribery, consumer interests, science and 
technology, competition, and taxation. The guidelines do not 
apply only to companies’ operations in their countries of origin 
but to their activities worldwide. They also encourage companies’ 
subcontractors explicitly to implement them. The guidelines, 
though not legally binding on companies, are legally binding on 
governments. Governments of adhering countries commit to 
promoting them among multinational enterprises operating in 
or from their territories. More and more countries have adopted 
them – they include all OECD countries and eleven non-OECD 
countries: Argentina, Brazil, Chile, Estonia, Egypt, Israel, Latvia, 
Lithuania, Peru, Romania and Slovenia (OECD, 2000).

Clearly, government-mandated standards might be an 
alternative to private labelling initiatives: indeed, government 
standards might crowd out private initiative. Steinrucken and 
Jaenichen (2007) do not favour widespread use of legal minimum 
standards as an alternative to voluntary standards for a variety of 
reasons. They argue that it is likely to lead to trade protectionism 
(for example, through lobbying by interest groups for standards 
to be imposed on products produced in another country). Also, if 
the government imposes standards then the costs of enforcement 
are borne by taxpayers and not by producers and consumers of 
relevant products. In the case of standards based on voluntary 
initiative, only those buyers who are willing to pay for the stand-
ards are charged with the additional expenses, and different 
standards can develop to meet different consumer needs.

There may also be a tendency for government standards to 
become mandatory (especially given the influence of protectionist 
lobbies) whereas, with voluntary initiatives, consumers still have 
the opportunity to buy products in the traditional market.
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in these different labels? This can cause a clash between schemes, 
and they may be blamed for being misleading (Murdian and 
Pelupessy, 2005). Some environmental or similar labels embody 
complex or profuse information that lay consumers are usually 
not able to process (Morris et al., 1995; Aldrich, 1999; Karl and 
Orwat, 1999). The Bird-Friendly and Rainforest Alliance labels 
share a common challenge of communicating a relatively complex 
property of coffee cultivation (shade) and its very relevant envir-
onmental implications to the general public. Even governments 
and civil society are at a loss when it comes to defining how social 
standards, laws and regulations relate to one another.

It is alleged that some social labels are void of any substan-
tial content but mislead consumers. Kohler (2006) feels that the 
ambiguity often arises from the use of terms such as ‘sustain-
ability’ or ‘responsibility’ or ‘fair’, which are vague enough to 
let people believe what marketing experts want them to believe. 
This is clear when examining the marketing rhetoric and pricing 
schemes of some of the most widespread labels. A flaw of the Fair 
Trade concept is that consumers cannot assess whether the ‘fair’ 
conditions claimed by it are respected (Gebben and Gitsham, 
2007) – or whether they are ‘fair’ in that they actually help the 
people they are intended to help without adverse consequences. 
A related problem is that the bureaucratic monitoring procedures 
involved in labelling may undermine the values the label seeks to 
promote.

Furthermore, there is no process of independent regulation of 
private social labelling initiatives – though standard contract law, 
consumer protection law and so on apply. There is an information 
asymmetry between the buyers and the sellers of social labelling 
products. Buyers need to trust the label and this trust is nourished 

standards. Consequently standards such as Fair Trade can be seen 
as a subtle form of protectionism. There is a fear that campaigning 
from social movement groups could result in the linkage of social 
standards to trade agreements, thus forming yet another non-
tariff barrier to entry into the European market, along with the 
existing technical and health barriers to trade (African Fair Trade 
Symposium Statement, 2006). Private labelling initiatives are also 
blamed for preventing developing countries from developing their 
own social standards and practices that are more relevant to their 
circumstances. Hughes (2004) identifies this as one of the main 
challenges facing voluntary labelling and regulatory schemes.

Private standards have also been criticised for altering tradi-
tional governance practices in rural communities by imposing 
paper burdens and externally designed procedures and prac-
tices (Mutersbaugh, 2002). For instance, if the standards include 
conditions that imply higher costs for employing labour, then this 
could result in a shift in the factor input combination in favour of 
a more capital-intensive production method.

Labels are supposed to be a way to discipline the flows of 
distorted information and manipulative images that are used in 
promotion campaigns and advertisements: they act as summary 
information that is certified by an independent source. But when 
labels themselves proliferate and are used as ad hoc marketing 
tools they can confuse consumers and undermine consumer confi-
dence in the labels (Lewin et al., 2004). Lately there has been an 
increase in competition between alternative labels. For example, 
it is common to find coffee with different social labels – Bird-
Friendly, Rainforest Alliance, the Starbucks code, the SAI code, 
Utz Kapeh, 4C and Fair Trade – on supermarket shelves. Are 
consumers really able to distinguish the information embodied 
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less similar result – it makes the brand more attractive and leads 
to a higher price for producers. Furthermore, as we noted earlier, 
the price premium actually received by Fair Trade producers can 
be far lower than is commonly perceived. Of course, there are also 
other ways producers can receive an enhanced price and profit for 
their produce, such as by moving into speciality brands of coffee 
that command a higher market price.

Steinrucken and Jaenichen (2007) report that business buyers 
of coffee and other products may also pay extra for labelled coffee 
just as end consumers will. The purchasing organisation could 
then generate extra profitability because the company obtains a 
positive image and their end consumers may be more willing to 
use the company. One example of this is the franchise company 
Starbucks, which pays more for coffee than the world market 
price. Some supporters of Fair Trade have suggested, however, 
that Starbucks is paying the higher price to assure future supplies 
of quality coffee, and that there is no premium involved. This 
would be conventional business practice. On the one hand, the 
criticism, if valid, is pertinent because it would mean that Star-
bucks was not making any additional sacrifice to help producers. 
On the other hand, though, it is a further demonstration that 
normal self-interested business practice leads to market outcomes 
not dissimilar to those that Fair Trade attempts to achieve.

The bottom line is that the use of labelled products and 
what may seem like the adoption of overtly socially responsible 
business practices are often simply good business practices 
for companies. Berndt (2007) finds that, in the case of coffee, 
companies such as Starbucks, Allegro and Peet’s are encouraging 
business practices that go a long way to improving the lives of 
small farmers by providing higher income from coffee production 

by the information they have about the initiative, by stories and 
media reports they read about it, by endorsements from various 
sources, by campaigning, by the accountability and transparency 
exhibited by the initiatives, and other considerations such as who 
retails the products (Castaldo et al., 2009). There is, however, 
little chance of verifying the claims.

Even systems offering a premium, such as Fair Trade’s, do not 
offer a much better scenario, particularly when it comes to the 
participation of small-scale farmers. According to Kohler (2006), 
standards always assist some producers while excluding others 
who are not in a position to access the benefits. Some would 
argue that these codes benefit a resourceful elite rather than the 
producers in general.

Fair Trade compared with other overtly socially 
responsible business practice

Fair Trade claims to be the only social label that offers a financial 
counterpart (premium) above the market price in order to help 
producers. The other social labels do not explicitly ask for a price 
premium for producers but claim to support them by building 
their capacity to compete and interact in the market. For example, 
coffee certified by organic and shade-grown labels (Bird-Friendly, 
Rainforest Alliance) is sold at a price above the market price; in 
turn, part of the enhanced price arises because of the higher 
transformation costs in these kinds of cultures, and part of it is 
because of the marketing advantages derived from using the label. 
Therefore, even if other labels do not specifically ask for a price 
premium, as in the case of Fair Trade, it must be recognised that 
the derived marketing advantage for producers leads to a more or 
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For example, some coffee millers in Costa Rica offer producers 
a pre-announced guaranteed minimum price and credit facilities 
for buying coffee, and if at the time of purchase the market price is 
higher, they pay the higher price. They are able to do so by offset-
ting their assumed price risk in the New York Board of Trade 
coffee futures market (Mohan, 2007a). This has helped them to 
develop long-term relationships with producers for an assured 
supply of coffee to the mutual benefit of the millers and producers. 
Similarly, it is not uncommon for grain traders to offer credit 
and/or minimum prices with assurance of purchase to farmers. 
Again, they are able to do so by hedging their assumed price risk 
through forward and futures contracts in the commodity deriva-
tive markets for these products. We should recognise that conven-
tional business relationships also offer mechanisms that can 
provide stability of income to producers.

Some proponents of Fair Trade are concerned about some 
companies adopting a social label for only one or a few of their 
product lines in order to leverage their social reputation (Ransom, 
2005). This leads to a situation where consumers may believe that 
a company is generally following certain practices that are overtly 
socially responsible because of a reputation that is gained from 
practice across a small proportion of the product range.9 It can be 
argued, however, that the companies involved are simply trying 
to promote variety in their product lines. The use of social labels 
involves additional costs of inspection, certification and organisa-
tion of the supply chain. This may be attractive only to consumers 
of a few high-value niche brands.

Fair Trade and other social initiatives differ in regard to the 

9 Nestlé’s Partner’s Blend Fair Trade label coffee or Kenco’s Rainforest Alliance 
certified brand are examples of the product lines that are under social labelling.

as well as long-term and stable business ties between coffee 
producers and coffee companies. Even if the focus of the compa-
nies is promoting an excellent product that the consumer wants in 
a competitive market, or even if the motive behind the adoption 
of overtly socially responsible business practice is corporate and 
brand reputation, it is still good business for both the buyer and 
the producer. Overtly socially responsible business practice need 
not be at cross-purposes with long-run profit maximisation: 
competition, efficiency and social goals can complement each 
other in the long run. As Jeff Teter, president of Allegro Coffee, 
explains: ‘We have growers we have ongoing relationships with. 
We spend money back on projects in the growers’ community … 
We’re doing it because we feel it is the right thing. But it’s also 
good business.’

Fair Trade claims to be the only label that specifies a floor 
price for coffee and which explicitly encourages long-term rela-
tionships between buyers and producers to offer stability of 
income to producers.8 Although most other social labelling 
initiatives do not specify a floor price, they do commit them-
selves to long-term commercial relationship between buyers 
and producers. For example, the Utz Kapeh and the Starbuck 
Preferred Supplier Program offer stability to suppliers through 
longer-term contracts. Moreover, it is not uncommon for conven-
tional market buyers to enter into long-term contracts with sellers 
(producers) to ensure a stable flow of supplies, as well as a stable 
flow of income to the seller. Some of them even offer pre-financing 
to producers, which, in practice, is not different from Fair Trade’s 
facilitation of credit facilities.

8 Above we noted that Fair Trade’s claim of offering stability of income to produc-
ers was an exaggeration and impractical for producers.
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Despite this, Fairtrade rhetoric is often seen as an unreasonable 
smear campaign against high-end marketers and retailers who 
resist the Fairtrade model and seems to implicitly deny the exist-
ence of other labelled products. Global Exchange, an international 
human rights organisation and Fairtrade retailer, adopted this 
stance by declaring that almost all coffee that is not Fairtrade 
exploits producers and workers. Sometimes deeply partial state-
ments are made by advocates of Fairtrade: Booth (2008) says, ‘for 
example, in my own diocese – the Catholic diocese of Arundel and 
Brighton – I have been told that not to buy Fair Trade products 
is a sin worse than theft; that not buying Fair Trade products is 
making a deliberate choice to take from the poor; and that one 
should never buy products that appear to have the virtues of Fair 
Trade but do not have the official Fairtrade mark: this is actually 
stated on the diocesan website’.

The Whole Planet Foundation president Philip Sansone 
explains that Fairtrade farmers might receive some initial benefits 
from the programme, but other factors must also be considered 
when looking at the big picture of eliminating poverty. When 
Fairtrade advocates communicate the message to customers that 
products that are not labelled Fairtrade are based on the exploita-
tion of peasants by an unjust and exploitative economic system, 
that is simply untrue, deceptive and unfair to the vast majority of 
producers who market their products in the conventional market. 
The Foundation president finds no merit in buying Fair Trade 
products over an equally attractive competitive product, which 
probably costs less because it doesn’t support the ‘Fair Trade tax’.

In 2000, activist groups including Global Exchange launched 
an attack on Starbucks for exploiting farmers. Yet, given its 
size, Starbucks is likely to have done far more than Fairtrade to 

stringency of standards. The Starbucks code, Rainforest Alliance, 
the SAI code, Utz Kapeh and the 4C have very similar types of 
social, environmental and economic performance ‘minimum 
standards’. The standards are meant to exclude the worst prac-
tices and are generally set at a level so as to achieve minimum 
levels of good practice. This means that entry barriers are low and 
strong coordination and monitoring systems for ensuring compli-
ance of the standards are not required. On the other hand, Fair 
Trade and organic labels and to some extent the Bird Friendly 
label set more rigorous standards and target niche market 
segments. This requires a higher degree of exchange of informa-
tion, regulation and monitoring, as well as stronger coordination 
between producers and buyers to ensure compliance. In turn, this 
can mean that the reach of these schemes could be constrained 
in terms of the total number of producers (and the total volume 
of the product) who can feasibly be involved. Fair Trade is the 
only social labelling scheme that for some products, such as coffee 
and cocoa, requires that a producer cooperative acts as medium 
between producer and buyer. Other labelling schemes are open to 
producers, cooperatives and large estates.

Fairtrade10 ‘absolutism’

We have seen that there are a variety of standard market mech-
anisms as well as new breeds of labelled products that are trying 
to provide for consumers and producers particular characteris-
tics within the production process which are mutually beneficial. 

10 Here ‘Fairtrade’ rather than ‘Fair Trade’ is generally used because the critique 
specifically refers to officially labelled products of the Fairtrade Foundation or 
similar bodies in other countries.
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washed higher-quality coffee, on the other hand, was selling for 
more than $2.50 per kilo. In a truly remarkable achievement, in 
September 2007 importers paid as much as $55.00 per kilo for the 
best Rwandan coffee. A 2006 report to USAID notes that ‘approx-
imately 50,000 households have seen their incomes from coffee 
production double, and some 2,000 jobs have been created at 
coffee washing stations’ (ibid.: 14).

It is therefore both simplistic and populist to assert that the 
production and purchase of Fairtrade products somehow lies on a 
higher moral plane than other business activity or that it corrects 
inequitable trade. Berndt (2007) observes that such a claim is 
problematic also because Fairtrade is neither specific about what 
constitutes greater equity nor is the idea incorporated into its 
rules in a concrete and measurable manner. Moreover, promoting 
an overt social agenda is not unique to Fairtrade: as has been 
noted, several social movements and corporate entities also have 
an overt social agenda. While Fairtrade producers benefit from 
the alternative trade channel and the relationship with buyers, so 
do those involved with many other labelling movements or those 
who produce for niche markets. Furthermore, producers and 
workers in developing countries also benefit from conventional 
trading, and it is inappropriate on the part of Fairtrade enthusi-
asts to undermine this benefit for promoting Fairtrade.

Indeed, it would be legitimate to express concern about the 
‘market power’ of the various Fairtrade organisations. The Fair-
trade Foundation has persuaded many towns, schools, universi-
ties and parishes to become ‘Fair Trade’. There are a number of 
requirements that have to be passed. For example, schools have to 
do the following:

improve the lot of coffee growers in the countries from which 
it purchases coffee. Starbucks buys 2.2 per cent of the world’s 
coffee production and it fuels demand for high-priced speciality 
coffee.11 By focusing on quality, coffee outlets such as Starbucks, 
Costa, Allegro and Peet’s are encouraging business practices 
through entrepreneurship that can lead to much higher margins 
for farmers. This goes a long way to improving the lives of small 
farmers by providing long-term stable business ties between 
coffee producers and coffee distributors. Speciality and high-
quality coffee have always fetched above-average prices, and the 
speciality revolution has probably increased prices far more than 
any other movement (Howley, 2006).12 The Economist (2007) 
observed that investments in high-quality coffees in Brazil can 
increase a farmer’s profits by 50 per cent.

Boudreaux (2007) documents how the high-quality and speci-
ality coffee industry in Rwanda is helping to change lives because 
companies reward producers for supplying quality coffee through 
offering them prices above the market price for standard brands, 
together with longer-term contracts. Many buyers extend their 
activities to training producers to grow coffee that fetches a higher 
premium. It is common for them to send coffee experts to teach 
producers how to increase the quality of their crop. By growing 
such coffee, producers are earning more. In 2005, ordinary-grade 
Rwandan coffee sold for approximately US$1.30 per kilo; fully 

11 Ironically, Starbucks now markets Fair Trade coffee as one of its lines and is the 
largest purchaser of Fair Trade coffee in North America, although Fair Trade cof-
fee comprises only 3.7 per cent of the company’s purchases (Berndt, 2007). This 
percentage may have increased since the date of this study.

12 Jeff Teter from Allegro Coffee puts it: ‘To get great quality coffee, you pay a lot 
more than what the Fair Trade floor prices are. One hundred percent of what we 
bought was more than $1.41 … It’s not the Fair Trade price; it’s much higher.’
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arguably these two are still the most well known. Also there 
has been a rise of approaches to overtly ethical trading and the 
development of CSR practices within large corporations. To the 
extent that these initiatives promote particular social and environ-
mental practices that are attractive to consumers and beneficial 
to producers they should be welcomed. They are not, however, 
without their costs, and they face limitations and challenges. It 
should also be kept in mind that government regulations also 
exist to promote social standards, particularly in the areas of 
labour and environment.

Fair Trade is a private social labelling initiative of this type 
that promotes a particular social agenda while providing certain 
types of financial infrastructure for producers. Arguably, it is pref-
erable to state-sponsored standards that can lead lobby groups to 
pressurise governments to use them for protectionist purposes to 
the serious detriment of poor producer countries. It is certainly 
simplistic to assert that Fair Trade somehow lies on a higher moral 
plane as compared with other social initiatives, or that it neces-
sarily lies on a higher moral plane than normal business practices. 
Furthermore, there are no objective and substantial studies that 
estimate the benefits and costs of different initiatives. Moreover, 
the emergence of these initiatives should not distract us from 
the fact that conventional trading too can promote socially 
responsible practices, including the furthering of the interests 
of producers and stakeholders through long-term relationships 
based on mutual respect, and that it can do so without some of 
the costs and limitations of the private labelling initiatives. We 
should also be aware that institutions that promote private label-
ling initiatives have their own self-interest – marketing statements 
should not necessarily be taken at face value. It is legitimate for 

• commit to selling, promoting and using Fairtrade products as 
much as possible;

• ensure that students learn about Fairtrade in at least three 
subjects in each of two year groups;13

• take action for Fairtrade at least once a term in the school and 
once a year in the wider community.

Whether a school should be taking action to partially educate 
its pupils in such subtle and subjective areas of economics is a 
matter which we will not pursue. The requirement to commit to 
selling and promoting Fairtrade products (that is those labelled 
by FLO), however, is a requirement across schools, parishes and 
so on. Fairtrade is actively seeking a monopoly on those products 
it certifies to the exclusion not just of non-certified or non-labelled 
products but also of other labelling movements that claim a 
special ethical status, such as the Rainforest Alliance. If Rainforest 
Alliance products, for example, are not to find it more difficult to 
find a place in Fairtrade schools, towns and parishes, producers 
will have to sign up to multiple labelling schemes at considerable 
explicit and implicit expense.

conclusion

In recent years there has been an emergence of a large number 
of initiatives to promote overtly ‘socially responsible’ produc-
tion and for the trading of products. In particular the food sector 
has witnessed a proliferation of private social labelling initiatives 
that extend beyond organic production and Fair Trade, though 

13 Unsurprisingly, this is from materials provided by the Foundation or its support-
ing bodies.
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5  FAIR TRAde As A lonG-TeRm 
deVeloPmenT sTRATeGy FoR THe 
GloBAl soUTH

1. ‘Fairtrade is a strategy for poverty alleviation and sustainable 
development. Its purpose is to create opportunities for 
producers and workers who have been economically 
disadvantaged or marginalized by the conventional trading 
system’ (Fairtrade Foundation).1

2. ‘Seven million disadvantaged producers, workers and 
their families are benefiting from Fairtrade’ (Fairtrade 
Foundation).2

3. ‘The fact that Fairtrade has allowed producers to transform 
their lives also shows that the current system of trade is not 
working. The price of coffee didn’t plummet in recent years 
simply due to oversupply: oversupply was created when 
dozens of countries were forced to move into cash crops as a 
condition for loans from the World Bank. The price of sugar 
hasn’t hit rock bottom simply because of an oversupply: 
oversupply was created by trade rules allowing huge subsidies 
to be provided to American sugar producers’ (Fairtrade 
Foundation).3

4. ‘It is the claim that free trade is the only way to tackle poverty 

1 http://www.fairtrade.org.uk/SearchResults.aspx?searchterm=strategy+for+po
verty+alleviation. 

2 http://www.fairtrade.org.uk/get_involved/trade_justice.aspx. 
3 Ibid. 

consumers to question the claims of the different labelling initia-
tives (Rainforest Alliance, Bird-Friendly, Fair Trade and so on) 
– some of these will have specific and more easily verifiable aims 
attractive to particular consumers; others will have more diffuse 
aims.

http://www.fairtrade.org.uk/SearchResults.aspx?searchterm=strategy+for+poverty+alleviation
http://www.fairtrade.org.uk/SearchResults.aspx?searchterm=strategy+for+poverty+alleviation
http://www.fairtrade.org.uk/get_involved/trade_justice.aspx
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Many Fair Trade proponents, however, believe the movement 
to be a long-term movement to assist the development of poor 
countries. Fair Trade is not regarded as a niche market beneficial 
to some producers or consumers: it is regarded as underpinning 
the process of development in the underdeveloped world. This 
objective is stated, for example, on the FLO’s website (section 
entitled ‘Our Vision’): ‘We believe that trade can be a fundamental 
driver of poverty reduction and greater sustainable development, 
but only if it is managed for that purpose, with greater equity and 
transparency than is currently the norm.’5 The World Fair Trade 
Organisation (WFTO) website posts the ‘Charter of Fair Trade 
Principles’, which claims, ‘Fair Trade is fundamentally a response 
to the failure of conventional trade to deliver sustainable liveli-
hoods and development opportunities to people in the poorest 
countries in the world’6 (emphasis added). It seems that the FLO 
marketing literature has hit home. The TNS CAPI OmniBus 
survey showed that over 90 per cent of those recognising the label 
believed that Fair Trade represents an improved development 
strategy compared with free trade.7 The quotes from the Fairtrade 
Foundation at the head of this chapter show the ambitions that 
the Foundation holds for Fair Trade and the perceived limitations 
of existing trade policy. This chapter critically discusses whether 
Fair Trade is a development strategy.

5 FLO website, http://www.fairtrade.net/our_vision.html.
6 WFTO website, http://www.wfto.com/index.php?option=com_content&task=

blogcategory&id=11&Itemid=12.
7 This survey is highlighted in the Fairtrade Foundation press release ‘Awareness 

of FAIRTRADE Mark leaps to 70%’, 10 May 2008. 

that renders it nonsense in the real world of extreme global 
inequality. Those of us who have had the privilege of seeing 
and hearing at first hand the difference that Fairtrade makes 
to poor communities are not going to be persuaded otherwise 
by the rehashing of simplistic economic theories’ (Fairtrade 
Foundation).4

Introduction

Fair Trade claims to be a distinctive market-based mechanism 
with an explicit provision for the redistribution of income to 
primary product producers in developing countries. This claim 
has been criticised: questions can be raised about the high cost 
of the Fair Trade mechanism and its capability to target margin-
alised producers and workers given its complex requirements; 
there are concerns that much of the gain from the Fair Trade 
price premium goes to the Fair Trade bureaucracy rather than 
to the producer; and there are strong objections that Fair Trade 
campaigning distorts the benefits for producers and workers from 
conventional international trade and other market mechanisms.

Notwithstanding the above-mentioned limitations, Fair Trade 
is now an integral part of the market system and is probably here 
to stay. It is an alternative speciality market trade channel within 
the market system that offers more choices to certain producers 
and workers and possibilities for some of them to avail themselves 
of extra benefits from relationships with buyers and a captive 
market of price-inelastic consumers. This, in many respects, is 
similar to organic or other social labelling initiatives.

4 http://www.fairtrade.org.uk/press_office/press_releases_and_statements/
feb_2008/response_to_adam_smith_insititute_report.aspx. 

http://www.fairtrade.net/our_vision.html
http://www.wfto.com/index.php?option=com_content&task=blogcategory&id=11&Itemid=12
http://www.wfto.com/index.php?option=com_content&task=blogcategory&id=11&Itemid=12
http://www.fairtrade.org.uk/press_office/press_releases_and_statements/feb_2008/response_to_adam_smith_insititute_report.aspx
http://www.fairtrade.org.uk/press_office/press_releases_and_statements/feb_2008/response_to_adam_smith_insititute_report.aspx
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Trade is one channel by which greater consumer information 
can be communicated, though we should beware of Fair Trade 
absolutism.

Another criticism of the way international trading rela-
tions are structured is that significant elements of value-added 
sequencing, in which substantial profits may accrue, tend to occur 
outside the immediate production area. As a result the producer 
of primary products cannot capture the added value that is 
captured by others farther up the product development chain 
(Farnworth and Goodman, 2006). For example, current estimates 
suggest that coffee-producing countries capture a mere 10 per cent 
of the value of the global coffee market, which is worth upwards 
of $80 billion a year (Oxfam, 2002). Specifically, as a recent docu-
mentary about the coffee industry in Ethiopia shows (Black Gold, 
2006), of the £14 paid for a pound of speciality coffee at the super-
market, 59 pence is the maximum that would go to the Ethiopian 
farmers for the raw coffee beans (Castle, 2006). Again, the Fair 
Trade model does little to alter this, though it does something.

The solution to this problem is structural transformation. 
This should include the removal of trade barriers but also the 
creation of better conditions for general economic development 
within poorer countries so that they can migrate up the value 
chain and so that labour, in general, becomes more productive. 
In fact, there is a positive trend of growing vertical integration in 
commodity markets because of market liberalisation and globali-
sation (Krivonos, 2004; Mohan and Russell, 2008). This has 
improved producers’ access to international markets and has also 
encouraged, depending on the comparative advantage, greater 
value addition nearer the production area. Berndt’s (2007) study 
of Guatemalan and Costa Rican coffee farmers finds that some 

does Fair Trade really counteract the so-called social 
problems caused or revealed by international trade?

The growth of international trade and globalisation is widely 
accepted as being instrumental in promoting development and 
prosperity across the world, but it also attracts criticism from 
anti-globalisation protesters for causing certain social problems. 
At times Fair Trade campaigners and supporters offer Fair Trade 
as a solution to some of these problems. An argument put forward 
against international trade is the lack of transparency in inter-
national commodity chains. It is posited that the consumer is 
making consumption choices based on imperfect information, 
and that commodities sold in the marketplace are made to appear 
independent of the people and the environments that produced 
them. This invisibility of the components of the production chain 
permits, it is argued, the persistence of socially unjust practices, 
such as the use of slave and child labour in the harvesting of cacao, 
documented in West Africa and in the Ivory Coast in particular 
(Tiffen, 2002).

Fair Trade labelling could potentially provide some addi-
tional information about the product or the production process. 
This reduces monitoring costs for buyers and also enables some 
suppliers of products to demonstrate their skills and standards 
of production. There are also other ways of preventing such 
practices. For instance, governments and civil society play an 
im portant role; the packaging and labelling of products also 
provide information to buyers depending on the legal disclosure 
requirements in the country in question. A positive trend is that 
with globalisation (Internet, travel, media) instances of such prac-
tices attract prompt international exposure and pressure. Compa-
nies are increasingly sensitive to such pressure. Nevertheless, Fair 
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Fair Trade and general economic development

Even if we accept Fair Trade’s ability to generate some extra 
benefits for producers and workers, we have to consider that 
the demand for Fair Trade products is only a limited part of the 
overall demand for primary products, so the transfer sum avail-
able for redistribution is relatively small. The small share of Fair 
Trade in the overall market limits it to a selected few producers 
who themselves sell only a fraction of their production to the 
Fair Trade market. As noted earlier, despite impressive growth 
in recent years Fair Trade represented only about 0.01 per cent of 
total food and beverage industry sales worldwide in 2008. Even in 
the UK, the top Fair Trade consuming market, Fair Trade labelled 
produce made up less than 0.5 per cent of food and non-alcoholic 
drinks sales in 2007 (Beattie, 2008). Coffee is the most important 
Fair Trade commodity, yet its share is surprisingly small even for 
the top Fair Trade coffee-supplying countries. For example, Costa 
Rica produced, on average, nearly two million 100-pound bags of 
coffee each year from 2000 to 2006. Of that, less than 2 per cent 
was sold as certified Fair Trade coffee; Guatemala’s sales of Fair 
Trade coffee during this period constituted an average of 2.2 per 
cent of its production (Berndt, 2007).8

The impact of Fair Trade is limited not only by the move-
ment’s size but also by its narrow scope. The costs and other 
difficulties in becoming Fair Trade certified are constraints on 
the expansion of the Fair Trade market and its ability to target 
the poorest. Therefore, as Fair Trade campaigning and visibility 

8 Even if we consider all ethical consumer labels we find that they too benefit few 
producers. Despite the positive attitudes of consumers to ethical consumption, 
most ethical brands and ethical-label products have a market share of less than 1 
per cent (MacGillivray, 2000). 

small farmers have invested in their own ‘micro-mills’ so they can 
capture the profits of this second step in the coffee supply chain.

It is also argued that ‘upstream’ actors in buyer-driven chains 
– the end users and the supermarkets – exert economic and 
quality control over the entire chain to the detriment of down-
stream stakeholders. For example, owing to their power, end users 
and supermarkets are able to pass the costs of demand in stability 
on to producers. In so doing, they shift economic risk down the 
commodity chain to small-scale farmers and workers. Labour 
costs are driven down and many of the non-wage costs of employ-
ment are avoided (Barrientos and Dolan, 2006). Here again, Fair 
Trade can do little to help where these problems are caused by the 
structural nature of the economies concerned. If labour produc-
tivity were generally higher in poor countries then labour would 
migrate out of the production of primary products and into other 
economic activity. This would raise the price that buyers would 
have to pay for the labour element of primary products.

Yet another criticism of international trade is that it brings 
about increased competition and that this worsens the economic 
conditions of the weakest participants in international trade, 
particularly the marginal producers in the Third World (Stein-
rucken and Jaenichen, 2007). Even though this is highly debat-
able, Fair Trade does not improve the situation as the niche 
speciality market does not focus on the poorest producers.

Fair Trade is responsible for the creation of an additional 
speciality trade channel, and the institutional system that goes 
with it probably justifies its claim of promoting a useful social 
agenda. Fair Trade should restrict itself to this claim and nothing 
beyond.
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and market information to primary producers, which has bene-
fited many of them and allows them to make better produc-
tion and marketing decisions. There are also possibilities for 
improving producers’ access to futures and options markets to 
enhance their ability to manage risks arising from variability in 
price, exchange rates and output.

Therefore, Fair Trade should recognise that it is one of the 
mechanisms for improving the lot of poor farmers and that it has 
limited scope. There are other, often more efficient, mechanisms 
for achieving this objective. Fair Trade’s support for marginalised 
producers, workers and producer and worker unions, or stimulus 
for producers to reorganise the production process in a socially 
more acceptable manner, may be worthy ideals, but its propo-
nents should not campaign against or devalue what economists 
such as Jagdish Bhagwati, Dani Rodrik and Alan Deardorff see as 
opportunities that international trade offers for development and 
for improving the conditions of producers and workers in devel-
oping countries.

Most of all, Fair Trade should not take the focus away from 
dealing with the real, long-term solutions of extending free trade 
and the depth of the market economy. Indeed, given the limited 
scope of Fair Trade, the main key to reducing poverty is likely to 
come from other policies to promote development and to remove 
obstacles to enterprise and trade.

During the recent process of globalisation absolute poverty 
has decreased dramatically. In China, 300 million people have 
been pulled out of ‘dollar-a-day’ poverty in the last decade. It is 
inconceivable that this would have happened without China’s 
participation in the process of globalisation and free trade. The 
prospects for other poor countries today depend to a large extent 

improve, we should not fall prey to picturing it as a panacea to 
the problem of poverty in underdeveloped countries. At best 
it is a small part of the solution and should not distract from 
more comprehensive approaches to poverty reduction. More 
importantly, Fair Trade should not undermine the benefits from 
conventional international trade. A report prepared by Ellis and 
Keane (2008) for the Overseas Development Institute, a London-
based think tank, says that there are many exports through 
conventional markets that are of significant benefit to developing-
country producers and which benefit poor farmers to the same 
extent as exports carrying the Fair Trade mark. The products 
are not always labelled as Fair Trade, however, as they may not 
qualify for existing ethical labelling schemes. The report points to 
a study of green beans purchased from Guatemalan producers by 
the US retail giant Costco, which benefited poor farming families 
but were not covered by any of the ethical trading labels (ODI, 
2008).

Furthermore, there are many efficient mechanisms within the 
free market system that can offer special benefits to producers. 
For example, in the coffee sector some companies have begun 
to reward producers for supplying sustainable coffee by offering 
them prices above basic market prices and by offering credit facili-
ties and longer-term contracts. Some producers and producer 
cooperatives have entered into partnerships with companies to 
capitalise on the scale and expertise of private export companies. 
A study of Costa Rican coffee mills suggests that such partnerships 
have increased prices paid to farmers. At the same time, vertically 
integrated multinational mills had a similar effect (Ronchi, 2002, 
2006).

Also, mobile phones and the Internet provide updated price 



f a i r  t r a d e  w i t h o u t  t h e  f r o t h

110

f a i r  t r a d e  a s  a  l o n g - t e r m  d e v e l o p m e n t  s t r a t e g y

111

It should be added that as well as material living standards 
improving measures of life expectancy, literacy, infant mortality 
and more or less every other measure of wellbeing are all 
improving (see Norberg, 2005).

The Fairtrade Foundation claims that Fair Trade assists 
7 million producers, workers and families.9 This monograph 
does not seek to undermine that claim nor does it seek to deni-
grate the importance of Fair Trade as a potential trade channel 
for par ticular producers. This number is a drop in the ocean, 
however, compared with the huge numbers that have been lifted 
out of poverty as a result of economic liberalisation and the deep-
ening of free trade. Free trade, economic liberalisation and good 
governance are the keys to substantial reductions in poverty to a 
much greater extent than the Fair Trade movement can ever be.

Agricultural trade liberalisation

Henderson (2008) opines that a better solution for consumers and 
Third World producers and workers is to abolish all remaining 
trade barriers, particularly in agriculture. Trade barriers drive 
down the net price that foreign producers receive. Many devel-
opment economists have for years stressed that trade liberalisa-
tion has immense benefits that cannot be discarded under the 
guise of so-called problems caused by or anomalies of free trade. 
For example, developed-country subsidies and protectionism in 
agriculture are particularly galling for those countries that have 
tried to make market reforms work, only to see their producers 
undercut by subsidised goods in the ‘free’ world market. The 

9 http://www.fairtrade.org.uk/get_involved/trade_justice.aspx. 

on them ensuring that the basic conditions of good governance 
exist so that a market economy can flourish.

Indeed, as is noted in Griswold (2009), for nearly the whole of 
world history until 1800, about 80 per cent of the world’s popula-
tion lived on a subsistence income or below. Then, in 1800, the 
first phase of globalisation began and, after 150 years, the propor-
tion of the world’s population living in dire poverty halved. In the 
second phase of globalisation, beginning in 1980, the proportion 
of the world’s population living in dire poverty halved again – this 
time in just 25 years. These achievements resulting from the exten-
sion of the market economy based on freer economic exchange 
and the expansion of global trade have been immense. Also 
notable is the expansion of the global middle class in the recent 
phase of globalisation (see Das, 2009) – this is important because 
there has been huge growth in the number of people in formerly 
very poor countries who are able to afford not just the necessities 
of life but also consumer durables and other luxury items while 
having some income left over to save. For example:

• 70 million people have entered the $6,000–$30,000 a year 
income band each year in recent years.

• The global middle class is likely to expand to include over one 
billion now-poor people in developing countries over the next 
twenty years.

• Defining ‘middle class’ at a lower level of income – those 
earning between $2 a day and $13 a day – the middle class 
rose from 33 per cent of the world’s population in 1990 to 
49 per cent in 2005 (this implies 1.2 billion people pulled 
out of poverty – mostly in countries that have embraced 
globalisation).

http://www.fairtrade.org.uk/get_involved/trade_justice.aspx
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market-distorting agricultural policies. These policies exacerbate 
poverty in countries and regions such as sub-Saharan Africa, 
where people are heavily dependent upon agriculture.

It is wrong to think that trade protectionism in agriculture 
is primarily a developed-country problem – agriculture is also 
plagued by trade barriers in developing countries.10 If developing 
countries want to maximise the benefits to their agricultural 
producers and workers, they need also to free up their own agri-
cultural markets, particularly for those agricultural products (such 
as coffee, tea, cocoa, rubber, coconut oil and palm oil) that offer 
opportunities for the expansion of South–South trade (Mohan, 
2007b). For instance, the countries in sub-Saharan Africa would 
benefit greatly from a lowering of the trade restrictions that they 
impose against each other (Panagariya, 2005).

conclusion

The four quotes at the top of the chapter sum up, to a consider-
able extent, the achievements of and contradictions within the 
Fair Trade movement.

There is no question that Fair Trade will help some producers 
– and it may help build more general business capacity that 
improves the prospects for development more generally within 
the communities within which it operates. It is a strategy for 
development that may well help 7 million or more people in this 
way. It is not, however, a poverty panacea or general long-term 
development strategy. As we saw in Chapter 4, it is also the case 

10 The trade barriers in agriculture in developing countries include widespread use 
of non-tariff restrictions such as import bans, licences or canalising through state 
agencies (Bureau et al., 2006).

subsidies paid to EU and American farmers directly disadvan-
tage small-scale farmers in underdeveloped countries (Nicholls 
and Opal, 2005; Mohan, 2007b). They cause overproduction and 
a lowering of commodity prices. For some commodities such as 
sugar and cotton it becomes difficult for small-scale farmers to set 
the terms of trade.

There has been a proliferation of impediments to agricultural 
trade in both developed and developing economies. According to 
Aksoy and Beghin (2004), most rich countries impose high tariffs 
on key domestically produced agricultural products. On top of 
this, the farming sector in the developed world is able to wring 
remarkably generous levels of financial support by way of export 
subsidies and domestic support measures out of their govern-
ments. This protectionism is one of the main reasons that devel-
oping countries have failed to keep or increase their share of world 
agricultural exports (Binswanger and Lutz, 1999; Jean et al., 2005; 
Anderson and Martin, 2005).

OECD (2006) calculates the Producer Support Estimate 
(PSE) as a measure of overall protection provided to agriculture. 
The PSE includes both border protection and financial support 
provided to farmers, expressed as a percentage of gross (support-
inclusive) farm receipts. From 2000 to 2003 the PSE was 34 per 
cent in the EU, 20 per cent in the USA, 58 per cent in Japan and 
just 4 per cent in Australia. The high PSE values show the level of 
protection afforded to agriculture in most developed countries. 
The PSE values are an average for all agriculture products, which 
means that the protection afforded to certain individual products 
such as milk, meats, grains and sugar is even higher (OECD, 2005).

Therefore, when it comes to fair trading practices the 
developed world should lead by example and eliminate its 
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At the same time, opponents of Fair Trade would do well to recog-
nise that it is a niche market mechanism – based on free choice 
– that can provide help for particular producers in particular 
circumstances. Nevertheless, it is legitimate, of course, to assess 
the empirical evidence on the extent of the good (or harm) it does.

that other labelling initiatives compete in the same space.
It is not ‘fair’ on the part of Fair Trade or its enthusiasts to 

promote Fair Trade by undermining conventional international 
trading practices. On the contrary, they should recognise that 
conventional trade and certain free market business mechanisms 
also further the interests of producers and stakeholders through 
long-term relationships based on mutual respect. Indeed, the 
capacity for market liberalisation and free trade to lift people out 
of poverty is an order of magnitude greater than the capacity of 
Fair Trade. Furthermore, the Fair Trade movement uses strong 
language to criticise free trade (as in the fourth quote above) while 
complaining (quite rightly) that existing practices mean that the 
world’s trading system is not free in certain important respects 
(as in the third quote above). At the same time, the Fair Trade 
movement campaigns, in effect, for poor countries to keep their 
restrictions on trade. These lines of reasoning – which are not 
entirely inconsistent but which are difficult to reconcile with the 
economic evidence – have made it more difficult for the Fair Trade 
movement to obtain general approval from free market econo-
mists, despite the arguments of Chapter 2 that it is essentially a 
free market mechanism. This is a pity.

The proponents of Fair Trade would do well to recognise 
the speciality market characteristics and the costs of Fair Trade, 
rather than pitch it as a counterweight to the so-called evils of 
international trade, deregulated markets and the vagaries of the 
market. Analysts and commentators would then see it from a 
different perspective, and many of their suspicions and criticisms 
surrounding it would fade away. Fair Trade would not then be 
seen as undermining the immense potential of free market trade 
for improving the economic conditions of producers and workers. 
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benefit consumers, producers and workers, and at times in less 
costly ways compared to Fair Trade. It also has the potential to 
squeeze out other labelling initiatives that are effective in deliv-
ering particular social objectives that are desirable to Western 
consumers.

There are no objective conclusive studies that estimate the 
benefits and costs of different initiatives. In any case, the emer-
gence of these initiatives should not distract us from the fact that 
conventional trading too can promote socially responsible prac-
tices, including the furthering of interests of producers and stake-
holders through long-term relationships based on mutual respect. 
This can happen without some of the costs and limitations of the 
private labelling initiatives. Whether Fair Trade actually assists 
poor producers is an empirical matter. As such, better research on 
the extent to which Fair Trade helps the really poor and how much 
of the price enhancement reaches the producer would be welcome.

It is important to recognise that the scope of Fair Trade is 
limited. This also holds for other social labelling initiatives. As a 
speciality market movement Fair Trade has a role to play. It has 
succeeded in forming a small niche market for producers who 
possibly capture more of the final retail value of their products. 
Therefore, it can help certain producers and workers in partic-
ular circumstances. Fair Trade is not, though, a general, global, 
long-term development strategy. It should not distract us from 
the wider issues of trying to facilitate good governance and trade 
liberalisation. With regard to trade liberalisation, this should 
include the removal of trade barriers against primary products in 
the West (supported by the Fair Trade movement) as well as the 
removal of South–South trade barriers (on which the movement 
is at best ambiguous).

6  conclUsIon

Our analysis of the theory and practice of Fair Trade shows 
that it is an alternative speciality market trading channel that 
operates within the free market system. It exists because it satis-
fies the subjective preference of some consumers who are willing 
to support it by paying a premium for Fair Trade products. Fair 
Trade offers opportunities for some producers and workers 
in developing countries to benefit in terms of income genera-
tion, organisational capacity-building and resilience to external 
shocks in specific situations. It also faces serious practical issues, 
however, and is not without its costs and limitations.

The organising and managing of the Fair Trade process 
involves costs of inspection, certification, campaigning for Fair 
Trade products and maintenance of the Fair Trade bureau-
cracy. Consequently, a major proportion of the Fair Trade price 
premium is eaten up, and therefore the net premium actually 
received by producers is lower than is commonly perceived. The 
capability of Fair Trade to target marginalised producers is also 
questionable as its complex entry requirements make it difficult 
for them to participate and benefit from it. Furthermore, the Fair 
Trade promotional campaigns tend to convey the impression that 
free trade is inherently inequitable and anything not carrying the 
Fair Trade mark was unfairly traded. This is inherently wrong 
because it fails to recognise that other trading relationships 
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