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standards that export-oriented growers and exporters in developing countries must meet in order
to access developed country markets. This is most evident in Western Europe where, for
instance, in the UK the seven largest retailers that account for over 70% of sales of fresh
produce all have codes of good (ethical) practice covering conditions of production. In the case
of food safety, these codes of practice follow EU legal requirements for due diligence. There is
also growing number of voluntary standards which retailers, importers and wholesale auctions
expect producers to meet, and there are strong indications that similar requirements are being
adopted in other developed economy markets. (See Annex 1.)

Il KEY ISSUES AND PRINCIPLES

Some argue that ethical sourcing (and ethical trade in general) is a form of non-tariff barrier to
protect home-country producers, and there is much debate about how such standards will be
regarded in the long term by the WTO. But given that developing countries rarely compete item
for item with Northern producers, it is at least as realistic to conclude that Northern retailers are
motivated by issues such as image management and the need to establish stable, sustainable
sources of supply. Furthermore, companies for a variety of reasons are seeking responsible
management practices as they come to accept the importance of managing the triple bottom-line
of financial, societal and environmental performance.

Establishing standards along the value chain, and the monitoring and verification of these
standards is an increasingly important part of supply chain management. These standards are
being informed by international best practice (WHO guidelines, ILO labour conventions, UN
conventions), by approaches to risk analysis and quality control (e.g. ISO 9000, HACCP), and
the experience of alternative trading (e.g. fair-trade and conservation driven trade).

International development agencies are taking a growing interest in ethical sourcing, be it
through funding (DFID contributes 50% of the total budget of the Ethical Trading Initiative, and
funds a significant part of the Natural Resources and Ethical Trade programme managed by
NRI), promotion or participation in partnerships. In some instances, the social and
environmental aspects of ethical sourcing mirror criteria some agencies have for grant or loan
provision.

Despite this, the developmental impact of ethical sourcing is largely unknown because the field
is relatively new. Some advocates argue that guaranteeing minimum social and environmental
standards will inevitably have a positive impact on developing countries. Others, such as those
who support fair-trade, with which ethical sourcing is often confused, say that ethical sourcing
will only have a positive long-term impact if it addresses perceived power imbalances along the
trading chain which lead to poor farm-gate prices.

One thing that seems clear is that unlike fair-trade which offers access to niche markets with
premium prices, ethical sourcing per se will not necessarily lead to higher prices for developing
country producers. The endorsement of ethical standards by the main European retailers and
traders, which is already well-advanced for European horticultural products, means that the
ethical markets will become the main market with the same expectations of price and quality
that apply today. There are signs that North America is moving in a similar direction, although
at present the focus is on the environmental impact of agricultural production.

There are critical questions that will need to be answered in order to assess the developmental
advantage of ethical sourcing. See Annex 2.
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lll. A Road Map

Ethical sourcing consists of the following elements:

1. Establishment of a standard for a particular element of the value chain.

2. Implementation of the standard, including monitoring and verification, promotion, and

arbitration

3. Compliance with the standard.

4. Use of the standard to inform purchasing decisions.

II1.1. ESTABLISHING STANDARDS

There are a large number of social,
environmental and food safety standards
that producers must meet. The most
widely used were developed
independently, although more recent
initiatives have started to recognize the
ethical links among them, and are starting
to view and manage the different
standards as an ethical package. The
European Retailers Group (EUREP), for
example, has developed a framework of
good agricultural practice that sets out
twelve core areas that bring social,
environmental and food safety criteria
together (see Tablel).

In some cases standards are based on
legal requirements in the consuming
country/economic bloc (e.g. EU food
safety requirements), although these in
turn may have been the codification of
best practices (e.g. EU legislation on
organic agriculture production and
processing is based on International

Table 1:
Areas covered by the EUREP framework
for good agricultural practice

Record-keeping

Site history and site management
Irrigation

Soil and substrate management
Fertilizer usage

Pesticide usage

Varieties and rootstocks

P N w e 0N

Harvesting

9. Post-harvest treatments

10. Waste and pollution management, recycling, reuse
11. Environmental issues

12. Worker health, safety and welfare

Federation of Organic Agriculture member [[FOAM] standards). For the most part, the
standards are ‘voluntary’ requirements built around international conventions and best practices
(e.g. WHO pesticide guidelines), although reference is often made to national law in the

producing country.

The development of the standard (its principles, criteria and indicators) can be a lengthy process.
The Assured Produce standard for integrated crop management in the UK took three years to
develop. The aim is to create an auditable standard that can be applied to different farms, pack-

houses and processing units.
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There are two main types of standard: those that apply to a company’s own operations and those
of its suppliers (e.g. Unilever, Tesco, J Sainsbury); and those that apply to a particular sector or
aspect of operation. For instance, the MPS and Flower Label Programme standards for cut-
flowers, the UK Banana Group standard, or the SA8000 social accountability standard. The key
difference is that the former standards are in-house whereas the latter are international, third
party standards.

The early standards were developed in the North, but there are a growing number of national
standards in the South such as the Kenya Flower Council, the Zimbabwe Horticulture Promotion
Council, Florverde (Colombia), and Zambia Export Growers Association. In both the North and
the South, development of credible standards has required extensive consultation between
private sector and NGO stakeholders.

Initially, it was expected that standards would be linked to labeling initiatives in order to
establish unique selling points. Today, except in niche markets with price premiums, labeling is
rarely used, and many companies committed to ethical sourcing have done little to publicize
their involvement to the consumer (see Promotion below).

The plethora of standards, sometimes requiring that individual farms are certified against similar
criteria several times over, has led to a growing interest in standardization or harmonization.
Certain international standards and their various certification bodies and other agents have a
commercial interest in promoting their particular standard as the international norm, but
retailers, primary marketing organizations and producers are all reluctant to go down this route.
Furthermore, if a single commercial, voluntary standard became an absolute requirement to sell
to a particular market, this could be interpreted as a barrier to trade.

The solution to this could be common protocols, harmonization and equivalence where one
standard is recognized as being substantially equivalent to another. The most advanced
initiative of this kind in agriculture is Europe where social and integrated crop management
standards of different European countries are being brought in line with a common European
protocol. COLEACP is pioneering a similar initiative in Africa and the Caribbean.

Given this trend and the presence of international standards, is it worth countries or regions
developing their own standards? The answer is yes, not least because it allows key local issues
to be addressed, and encourages developing country stakeholders to play a more active role. But
the following conditions need to be borne in mind:

e The standard needs to be recognized in the market place.
o The standard must not ignore the principles under-pinning international good practice.
e The standard needs to be promoted in the market place.

e Development and implementation of the standard requires a multi-stakeholder approach
involving not only the industry but also civil society organizations and government.

e Separate bodies need to be set up for administering the standard (custodianship) and
verifying appropriate producer use of the standard (certification) with careful regard for the
fact that multiple standards could create redundant and costly certification burdens.

National standards to date have tended to begin with trade organizations bringing together social
and environmental experts to agree on the content. This has led to the establishment of some
form of multi-stakeholder trustee body to oversee the development and administration of the
standard. There are examples of this approach in Costa Rica (bananas), Zimbabwe (vegetables)
and Kenya (cut-flowers).
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Whatever standard is used, buyers are increasingly insisting on independent monitoring and
verification of the standard. Different approaches are being tested, ranging from third party
auditing of each farm to verification of a sample of farms chosen from farms that have been
subject to first party audits(e.g. by a trade organization). Third party auditing of all farms is
expensive and tends to turn auditing into a test rather than a learning experience. First party
auditing without any third party verification is easily criticized for lack of rigor, but in the best
cases does make the process affordable to smaller producers and helps educate farms rather than
just test them.

II1.2. IMPLEMENTING STANDARDS

Custodian Bodies

Once initial standards have been established, the challenge is to apply them. Each standard has
a custodian body responsible for overseeing the development of the standard and its
implementation. The custodian body may be a company (for in-house standards applicable only
to a company’s own supply chain), a trade organization or an independent body.

In-house custodianship is the most common (e.g. Unilever and the Commonwealth Development
Corporation), but some of the most interesting initiatives in developing countries are those
where multiple stakeholders are coming together to act as custodians of a standard. To give but
one example, the Zimbabwe Horticulture Promotion Council (HPC) developed its own code of
practice, but is realizing that the quality and credibility of the code requires the involvement of
more than just the industry. HPC is now considering establishing a trustee body comprising the
industry, social and environmental NGOs, trade unions and the government which would act as
custodians. Similar approaches are being developed in other developing countries, and reflect
what has happened in others sectors such as forestry.

Continual Improvement

Common to most standards is the principle of continual improvement where the standard is
subject to review and modification. One of the challenges that custodian bodies are coming to
terms with is the need to move from international standards to ones that also reflect local
diversity in terms of socio-cultural and environmental conditions. This becomes even more
important as global companies, with ever improving supply and transport logistics, can
customize or adapt products to meet local tastes and preferences.

II1.3. Complying with the standard.
Auditing

However, a bigger challenge is to make the standards efficient, effective and affordable.
Standards must provide a common basis for measurement across different production units in
order to be auditable. Each criterion has to be measured using common indicators, often
requiring production units (farms, pack-houses, processors) to adopt detailed record-keeping
systems which in turn assume levels of management expertise and literacy that may not be found
on small farms.

The development of indicators is partly left to the auditors. At present, there is no uniform
approach to auditing. In some cases, each production unit must be audited by an independent
audit team which might spend several days at the production unit and is paid for by that unit.
Where the audit team is skilled and qualified, this helps ensure the credibility and quality of the
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standard, and producers often benefit from the advice they receive. But the hire of such teams is
only affordable by the largest producers, and there are question-marks over the use of accredited
auditors for examining social issues where qualitative data may be more informative than
quantitative data.

Some retailers and primary marketing organizations carry out their own audits at no direct cost
to the production unit, but as the range of issues becomes more complex increasingly they are
looking to others to provide this service. Another approach is for production units to conduct
self-audits using guidelines set out by the standard’s custodian body. Alternatively, some
national trade associations which promote their owns standards offer to audit their members’
farms. In both of these cases, an independent auditing team is often invited to verify the internal
anditing process by auditing a random selection of production units. This approach is more
affordable, encourages a greater sense of education--rather than of being tested--amongst
producers, and in countries where there are not yet enough trained auditors _provides a
practicable way to introduce standards. However, there are many critics of the approach who
argue that it lacks the credibility of international auditing.

Regardless of who is doing the auditing, the audit process is similar, consisting of:

. a pre-audit visit where potential problems are identified and corrective action
recommended

. the audit visit where the production unit is inspected by the audit team

o feedback on the audit (normally to management) where areas of compliance and non-

compliance are made known. There are differing degrees of non-compliance, and for
some criteria non-compliance may not mean failing the audit, although failure to adopt
remedial action may result in failure in the future.

Units that fail are normally given a period of time to meet the standard. Commercial auditors
are not allowed to provide advice on corrective action if a production unit fails the audit, but
trade associations and in-house auditors or advisors may make recommendations. Units that
pass the audit are then subject to regular inspections to check their continuing compliance,
typically every six or twelve months

Arbitration

Producers can normally contest the result of an independent audit; for instance, by taking their
case to the standard’s custodian body or another, agreed upon body. However, as labour and
human rights issues increasingly become part of the ethical sourcing package, questions arise
about how workers, neighbouring communities and other non-management stakeholders can
contest a decision. SA8000, originally adopted by manufacturing industry but now being piloted
for agriculture, provides a channel for workers to contact the custodian body if they dispute any
of the findings. The effectiveness of this practice has yet to be assessed. Furthermore, SA8000
allows other stakeholders such as civil society organisations to contest an audit team’s findings.

II1.4. Using the standard to inform purchasing decisions

A standard needs to be recognised, by buyers, by producers, by the accreditation and auditing
industry, and to an extent by consumers, This can involve considerable cost and effort, and
economies of scale in promotion is one advantage that international standards have over national
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ones. The Kenya Flower Council is one of the few developing country standards that has
promotional activities in Europe.

Labels indicating a product as meeting a particular body’s standards are the most readily
identifiable form of promotion. Organic produce in Europe, for instance, bears the label of the
IFOAM accredited certification body that has verified production of that particular product.

Not all products are labeled for the consumer. The MPS label for cut flowers, for example, is
only used at the Dutch flower auctions. Indeed, major retailers make little or no attempt to
promote the use of standards to consumers, and the vast majority European consumers are
unaware of the integrated crop management standards that have been a feature of horticultural
production for most of the 1990s. There are a number of reasons for this, each one of which
challenges the simplistic argument that companies enter into ethical sourcing because they seek
a price premium. In part, the standards are a way of complying with food safety due diligence
requirements which demand that, in the event of a breach in food safety, the retailer must be able
to show the conditions under which a product was stored, transported, packaged and grown.
Monitoring for due diligence has produced instruments that can be adapted to show the social
and environmental aspects of production, and thereby provide a means with which companies
can protect their reputations (for instance, if challenged in the media about the conditions of
workers on supplying farms). Another reason for using these instruments is the recognition of
switching costs involved every time one changes suppliers, and that the cost of monitoring may
be offset by savings realized from more stable supplier relationships. A more cynical
observation is that with the current high prices consumers are prepared to pay for organic
produce, it is not in retailers’ (or the organic movement’s) interests to publicise the high
standards employed in conventional agriculture as this might lead to consumers who are only
food safety conscious turning away from organic counters in stores.

IV. BEST PRACTICE

Given the lack of objective analysis of actual impact, especially from an international
development perspective, it is difficult to say what constitutes best practice in ethical sourcing.

It can be argued that the values reflected in ethical sourcing are elements of sustainability, and
that the long-term value of this approach should be assessed by the contribution it makes to
bringing about not only a more stable but also a more holistic and ethical approach to doing
business that values social and environmental impact, and helps to restructure North-South
relations.are

Nobody would claim that ethical sourcing as it stands today is able to deliver this type of global
change, and some would even claim that international trade itself is not a sustainable system.
Development practitioners need to decide what they want from ethical sourcing: do they want to
develop it as a means of being competitive in the market place, or as a catalyst for making a
more substantial contribution to sustainable livelihoods?

If the aim is to be competitive, the challenge is to develop or adopt ethical sourcing standards
that are recognised by overseas markets. This involves deciding what standard to adopt
(national or international), building the institutional framework to oversee the use of that
standard, and promoting the standard both to producers and buyers. Possible roles for
development practitioners in this process include:
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. Drawing on development experience to inform auditing and verification systems.

. Helping to identify and involve the full range of stakeholders.

o Encouraging the use of participatory approaches in the development and implementation
of standards.

J Identifying policy constraints and finding ways to address these.

. Promoting standards amongst potentially marginalised local stakeholders (e.g. women,

children, ethnic minorities), so that they take full advantage of the opportunities created.

There are roles within this for government. Achieving maximum benefit from ethical sourcing
depends, to some extent, on a favourable policy environment. Howeyver, it needs to be
recognised that in many countries industry is suspicious of government involvement as too
bureaucratic, and prone to create obstacles rather than solutions. Therefore, having government

accepted as a partner may take time.

It also needs to be recognised that meeting ethical standards is not a guarantee of market access.
If producers do not meet requirements in areas such as quality, supply, quantity and price, they
will not be able to export regardless of their social or environmental performance. Therefore,
development practitioners should consider complementary programmes in these areas.

Successful adoption of such standards can make a contribution to international development
goals, but development practitioners may wish to push the boundaries of what can be achieved.
If one looks, for instance, at the contribution current approaches to ethical sourcing make to the
elements of sustainable livelihoods as defined by DFID and UNDP, there are clearly areas that
ethical sourcing does not address (Table 2). But as the Table shows, there is potential for using
the government-private sector-civil society partnerships that ethical sourcing brings about to
achieve a greater developmental impact. Indeed, development practitioners may want to regard
standards/codes of practice as part of a process and not an end in themselves. As the limitations
of codes of practice on their own are recognised, their importance as a catalyst for development
and change becomes more apparent. Thus codes of practice, by using tools and a language with
which business is already familiar, can act as a catalyst for bringing a widening group of private
sector, government and civil society stakeholders together to identify and develop solutions for a
Jarger, more complex range of issues than can be addressed through a single standard.

Therefore, it is useful for development practitioners to look beyond what is needed to make a
standard work, and consider how to optimise the potential that partnerships can bring.

Table 2.

» For a more detailed description of sustainable livelihoods, see Carney, D. ed. (1998) Sustainable
Rural Livelihoods: what contribution can we make? London, Routledge
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