Response by Phil Sigley to questions posed by Trading Visions 

22nd April 2009

Aim of Q&A: “To put the Cadbury and Mars announcements in a broader context, quantify the overall figures and cash involved, and explore what it might mean for the cocoa and chocolate industry, for cocoa farmers and ethical consumers”.

This response is by Philip Sigley, Chief Executive of the Federation of Cocoa Commerce Limited. The views expressed in this email are my personal views.

Introduction

For a sensible debate to take place on the pros and cons of mainstream and niche commodity markets, the debate participant must retain a very open mind. All too often you will find critics of both approaches who base their views on stereotypes and misconceptions or out of a desire to convince others that big is bad and exploitative or that niche is a delusional “rip off” where the costs of compliance outweigh the benefits.

The Trading Vision brief states that the objective is to put the Cadbury and Mars announcements in a broader context and I am happy to give my view on this. As regards the overall cash involved and volumes which are the subject of the announcements, I will not comment as the sources of information are in the public domain and I presume those information items will emerge from other respondents.

I will focus upon the last part of the Trading Visions brief in giving my views on “what this means for cocoa farmers and ethical consumers”. I assume the intention of Trading Visions was to seek a response based on a wide interpretation of the term “ethical” rather than the Ethical Trading Initiative definition which is labour conditions related.

The Broader Context

I have said before that niche markets are a consumer choice and should be welcomed as part of a diverse and creative market place to satisfy consumer’s requirements. 

Niche markets are a double edged sword in terms of their contribution to progress by developing countries in addressing economic growth, poverty alleviation and the achievement of Millennium Development Goals.

On the one hand, it is clear that niche markets can improve conditions for those farmers who have the governance and infrastructural framework in which the compliance/certification requirements can be met, and if they are lucky enough to get the support of an international group within a closed supply chain arrangement which is long term in nature. 

On the other hand the niche markets can actually serve to delay real progress in achieving fundamental change in the conditions faced by poor farmers and commodity dependent countries by deflecting attention away from the issues of governance and local authority organisation which are vital for poor communities to progress to higher levels of sustainable economic growth.  This is not by design but more as an unintended consequence of the arguments advanced in support of some niche markets which may be based on ideas that have worked in middle income, more organised markets than is generally the case in the small holder context of cocoa. Are niche markets giving a false belief to consumers, governments and donors that the private sector can replace the state?

This may seem an unfair criticism - it is a difficult concept to articulate in a few words since this is not a cocoa specific issue and is further complicated by food security considerations and subsidised northern hemisphere farming. It is also connected with G8 and G20 commitments to developing countries and the failure hitherto to convert the many fine words targeted towards improving the lives of the poorest in the world into deeds via the development agencies of these major countries and their failure to embrace mainstream trade in this massive undertaking. 

It is also about where and how the £60 billion per annum of development assistance already given to developing countries is unsustainably used and by public sector failure to provide leadership in promoting mainstream business as part of the solution to fundamental change. The donors/development agencies are part of the problem and have to be part of the solution. I think mainstream and niche markets share concerns in this respect and therefore would benefit from working together rather than separately.

There is a substantial risk that my words here will be misinterpreted if sections of this note are taken in isolation and so I would ask the reader to consider this response in total. 

There are several small, brave companies who are pursuing a business model which helps to address farmer poverty and the fact that they have achieved success is more a testimony to the belief, drive and commitment of individuals as it is to the effectiveness of the model itself as a template for mainstream markets.

So what is the broader context:

1. 3 million cocoa farmers worldwide to produce 3.6 million tonnes

This equation is fundamentally unsustainable. These farmers are generally poor and commodity dependent.

2. Land planted to cocoa per FAO – approximately 8 million hectares

3. Productivity – a modest target would be 1 tonne per hectare but in reality it is around 400 to 600kg on average.

4. Crop losses due to disease and pests 30% to 40%

5. G20 spend on aid to developing countries - £60 billion – per DFID resource accounts – approximately 0.3% of GNI – target commitment is 0.7% of GNI – and on that basis will be more than £100 billion per year – where is it going? 

6. Government income is derived from VAT on chocolate (15% in UK) with a European/ World average of say 10-12%.

7. Government income is derived from taxes on employment and corporate profits of chocolate  companies 

8. Milk and sugar subsidies in EU and US are paid from public funds

9. How does a cocoa dependent farmer diversify into food crops when dumping of US and EU foodstuffs removes the incentive for the local business to develop? 

10. How can cocoa productivity be improved without affecting prices – more cocoa will be produced and alternatives need to be found for additional income streams – what will happen to the less productive unsupported farmers? Do the niche markets care? Do ethical consumers care?

11. International Development Agencies encourage industrialisation in developing countries to reduce commodity dependence – what happens if this strategy is not working? 

12.  Donor support programmes particularly those based on budgetary assistance do not monitor impact in sufficient detail to assess the effectiveness of aid use

13.  The mainstream markets are largely ignored by Governments – instead of engaging their views in the search for solutions, the tendency is for Governments to promote niche markets as the solution which avoids the need for them to really consider the broader development context. (the FCC has been working on this for some time and will continue to do so)

14.  Effective public private partnerships have so far eluded the mainstream markets despite our efforts

15. Farmers do not invest in their own communities whether by lack of the money to do so or the failure of or demands on the producing country economy to support investment in public goods as a basis for growth in the rural sector. This situation can be observed to prevail whether in a high cocoa tax or low cocoa tax country. The demands on the public purse are just too great for the economy as a whole.

16.  Niche markets have evolved because many consumers want answers and action to what can be perceived as injustice or exploitation of the weakest.  Mainstream markets encapsulate all sorts of market information and economic conditions from around the world in establishing prices and sources of supply. 

17. Mainstream is the framework within which all market participants operate to achieve their particular goals.

18.  Niche is unfortunately an easy way out for many in terms of a false sense of elimination of feelings of guilt or a sense that you are doing the right thing. It is easy for a consumer to go with the headline information without consideration of the realities and unintended consequences of his or her purchasing decisions.

To raise just two examples here:

1. If you switch to a niche product which has been supplied from a source which is considered more stable in economic or governance terms then what has happened to the farmer/supplier who you have cast aside?

2. If it costs more as niche markets seek to carry out and pay for functions that are really the responsibility of the state then do you find the price of the product less attractive as against other competing snack foods?

19. Complex or fragile states – Niche organisations tend to avoid these markets due to difficulties of certification and yet natural resources can be vital to such states emerging from conflict and other difficulties. Sensible public private partnerships involving the mainstream are a possibility, will deliver funds to the rural poor and would be good for development but probably not easily audited.

The thought process is complex and in some respects too much for the consumer who just wants to buy a product and feel good about it.

Niche markets have been good for building cooperative spirit and supporting communities. But so have the mainstream but in a much less demonstrative way simply because what we have to try and achieve is a solid platform which is “good for development” and from which all market participants can progress their interests.

Where it all starts to go wrong is in fact in the mainstream market criticism that arises from false and misleading claims from some within the niche markets whether in relation to “guilt free” or “child labour free” sourcing for example and for development agencies to have been easily convinced that the mainstream markets is able to take care of the need for public goods at rural community level just because of the claims of some small scale niche operators. 

Such claims from the niche markets and the activities of activists to undermine media-genic mainstream markets and large companies has the effect of  working against the interests of the poorest farmers who, as referred to in the example above, rely upon some form of mainstream network to receive any money at all. 

The FCC has a project “Facilitating the New Paradigm for Development Partnerships in Commodity Dependent Countries - Using technology to deliver Win Win Win Sustainable Solutions for agricultural commodities”. Through such partnerships funds for infrastructure and community strengthening at the local authority level is promoted as the way forward to build infrastructure necessary to growth and the vision of a positive future for commodity dependent communities but the scale of investment envisaged will be significantly higher as it is proposed that governments of producing countries and donors should be materially involved in delivering the public goods.

The effects of the certification announcements

My concern is that some villages/groups will benefit and some will not and that is why I hope both Mars and Cadbury will continue to support mainstream market efforts to secure funding for cocoa community infrastructure across the board on a pre competitive basis. These proposals will provide a much more comprehensive platform not only for the Mars and Cadbury activities but for those who would be prepared to take more ambitious steps if the public sector was working with the private sector to deliver a better environment for cocoa communities to operate within. 

What do the announcements of Mars and Cadbury mean for cocoa farmers?

Having written the section on the “broader context” for trading Visions the previous day I was on my way to the office assessing my priorities for Tuesday 21st April. These included including a meeting with SOS Children’s Villages in relation to our FCC/SOS Appeal for a children’s village in Yamoussoukro, and attending the Business Fights Poverty meeting at the Commonwealth Club in the evening entitled “Putting market access into practice: reaching the bottom billion through corporate supply and distribution chains” which features a Cadbury speaker. Also on my mind was how to fit in the answers to questions 6 to 8 for Trading Visions during the day.

Listening to Radio 4 a news item came on saying that the European Commission regarded the EU fishing fleet as too large and it needed to be cut to make it sustainable.

My thoughts turned to the 3 million farmers producing 3.6 million tonnes of cocoa with such a low productivity that the land committed to cocoa has, amongst other things, negatively impacted on biodiversity and exacerbated deforestation. Yet the tools for the farmer to do the job properly are available but not implemented. The comparison with EU fishing was obvious – but how to achieve sustainability in both cases, how to make the reductions? What happens to those who do not make the cut?

The so-called “Serenity Prayer” is something I recall from time to time and I do hope that I have sufficient wisdom to know the difference between what can be changed and what cannot i.e. those things we should just accept.

I also reflected on the work I did last year in preparing the paper on the “New Paradigm for Development Partnerships” the idea for which was based on other work I had been doing to identify sustainable funding mechanisms for the mainstream markets and to a very brief presentation from Jean – Michel Severino, the CEO of the Agence Française de Dévéloppement, “A New Paradigm in Overseas Development Assistance”. This remains work in progress for FCC.

How can 3 million cocoa farmers ever be sustainable? – it cannot unless you accept the market as it is and therefore must accept also that the millennium development goals cannot  be achieved based on the income from cocoa alone which will simply not be sufficient for every cocoa farmer and his family in the way the market is structured. Who funds the diversification into non cocoa areas and what areas will they be?

My biggest fear is that the Cadbury and Mars announcements further convince developed country governments and donors that niche markets are the solution and gives a basis for such governments to continue to avoid significant contact with the mainstream markets on sustainable solutions.

I will try and explain in the Ghana context.

Ghana has around 180 district assemblies (i.e. local authorities) of which 65 or so involve cocoa. I visited one of these district assemblies to do some detailed work on infrastructure provision - what was the level of planning and reporting and was the funding from central government funds and internally generated funds adequate? I was surprised to find a lot of detail and prioritisation within the District Assembly Head Office and the form of reporting had the distinct feel of the hand of DFID and/or EU.

Bear in mind that cocoa farmers do not pay taxes to the local authority directly. The cocoa is sold to the state marketing mechanism and the farmer gets a price which is a percentage of the fob price and the difference between the 2 goes to public coffers to support the Ghanaian economy.

I then moved to the infrastructure gaps in that district assembly and found significant differences between the needs as expressed by the councillors (assemblymen) and the current level of provision – schools, health, water and sanitation, roads etc. This district assembly was probably much wealthier than many others and less dependent on cocoa. 

If countries are to emerge from low income to achieve middle income or better, this will be driven by infrastructure and investment in the capacity of the country via its productive communities. Where there is an over dependency on the one or two commodities which form the backbone of the economy, then you risk creating negative effects for the sustainability of those markets if the producers do not benefit from their labours in an equitable way. Where is the vision of a positive future?

It is precisely in these situations (and within the rural agricultural economy context) that I had thought international development assistance was intended to be used -  to secure the future for as many farmers (cocoa or otherwise as we are talking markets generally) as are needed for a sustainable market for that commodity in that country and by assisting the developing country government with strengthened local governance and infrastructural capacity to help achieve the MDGs. Such interventions would help communities to develop rural diversification schemes that should be carefully integrated with the changes in the markets where there is both an over-dependency and a threat to sustainability. Strengthening farmers to bargain with buyers and to gain access to markets are also key considerations.

So not to dwell too long on this – the underlying point to be considered in the Mars/Cadbury announcements is what is the economic framework and wealth of the economy of the country where the proposed activities are based and what is likely to be the impact of the interventions?

For those farmers fortunate enough to be included in these programmes there will be improvements in their standards of living. But let us consider also the likely consequence of closer manufacturer/farmer relationships. Those in the closed supply chain will be assisted to be more productive and cocoa will be the main thrust of their activities as they are in a cocoa supply chain. 

I mentioned in the broader context section of this debate that, according to the FAO, 8 million hectares are planted to cocoa in the producing countries. We need about 3.6 million tonnes and if, by adopting best practice models, productivity of say 1 tonne per hectare is achieved then potentially we have a massive cocoa surplus. Accordingly alternatives have to be found for cocoa farmers in a joined up plan which must be a public private partnership and cannot be achieved by private sector intervention alone.

The Fairtrade Foundation website states “Fairtrade standards go further in seeking to support the development of disadvantaged and marginalised small-scale farmers and plantation workers.”

Ghana has in recent times enjoyed stability and growth. The marketing board system also provides much of the support needed in relation to the traceability aspects of Fairtrade. The combined effect of these factors means that the Cadbury initiative will make some farmers within a stronger cocoa origin even stronger and more productive.

The temptation is there for others to follow the example – and if all take the option of Ghana then potentially, with the 1.7 million hectares planted to cocoa, significant increases in the wealth of Ghana farmers would be achieved. However, where would the increase in Ghana production be off set? Perversely the impact of these initiatives is to create “disadvantaged and marginalised small-scale farmers” in another country or maybe even in Ghana.

Could we see significant world over-production of cocoa and consequent price declines, the impact of which would be minimised by farmers operating under the fair trade banner?

From a mainstream cocoa market point of view the Cadbury and Mars announcements do not affect the need for fundamental change in the need for effective public private partnerships. 

The route that I am exploring is an “across the board” pre competitive mechanism for all cocoa origins to participate in which leads to a seamless connection between the consumer and delivery of infrastructure at origin – the consumer is clear that his or her purchase is “good for development”. The mechanism will also provide a framework within which local communities will be strengthened in the development of their private sector and will be better equipped to manage their local economies including management of diversification and contribution to food security within national plans and structures which are supported by development agencies and partners. 

