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Foreword

It is both critical and urgent to move international
commodity markets toward practices that contribute
more effectively to Living Incomes and Living Wages.

Coffee is a clear example. The long-term price of
coffee in the futures market has remained roughly the
same for the last 47 (1) years, resulting in a massive
decrease in farmers’ purchasing power. Growing public
pressure has led to retailers and brands to rethinking
their pricing and sourcing strategies. Additionally, the
threat of future scarcity of coffee (especially arabica),
and climate change build a business case for the
coffee industry to leverage the full potential of their
business practices to contribute to work towards
Living Income (and Living Wage) in their value chain.

Since 2013, IDH has piloting business models in several
sectors including flowers, tea, fruits and cocoa to work
towards Living Wage and Living Income'. We recently
established IDH Farmfit, which provides technical
assistance and insights to improve farmer engagement
models to their full impact potential and de-risked
finance models to banks and businesses to scale these
models

We have proven that reducing the Living Wage gap is
possible when all value chain partners are committed
and agree on a joint roadmap of concerted, multiple
interventions. We have learned along the way that data
on Living Wage gaps per country and instruments to
identify the role of producers, off-takers and policy
makers to close the gap are cornerstones for success.
We have documented improvement in smallholder
livelihoods in many of IDH’s public impact reports.

Still the world is faced with ongoing poverty, especially
in rural agricultural communities in developing
countries. To mitigate rural poverty, we need to

think bigger, look beyond our individual interests

and work together. We need scale to accelerate and
mainstream. And scale comes from the commitment
and engagement of many.

1 https://www.idhsustainabletrade.com/?s=Living+wage

Against this background, we are very pleased with the
massive engagement from roasters, trade, producers
and NGO’s when we began convening this Taskforce
for Coffee Living Income in May 2019.

We are proud of the report in front of you. It is the
result of a collective journey to gather and interpret
the current data on coffee farmer income, and to
indicate how the Living Income gap can be closed with
innovative sourcing practices and enabling policies.

We sincerely want to thank all of the contributing
organizations mentioned on page 2 and New Foresight
as lead consultant. This report would not have been
possible without their valuable contributions of data
and insights.

Needless to say that this beautiful report is useless

if we don’t act on the recommendations and change
‘business as usual’. We trust the sector actors and
especailly the taskforce participants will hold each
other accountable for that. IDH is looking forward to
working together with all of you to make that happen.

Jordy van Honk

IDH Global Director Agriculture Commodities Coffee,
Cocoa & Tea
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Executive summary

Across the coffee sector, many coffee producers

and their families live well below recognized “living
income” benchmarks. The Task Force for Coffee Living
Income (TCLI) acknowledges this challenge and aims
to answer a pivotal question:

What are effective sourcing and pricing practices that
coffee companies can adopt to help close the living
income gap?

This report presents a framework for measuring the
living income gap in coffee and suggests a path
forward based on an analysis of data from a cross
section of coffee producers in Colombia. Task Force
members from across the coffee sector contributed
extensive supply chain data, and expert insights during
group meetings and bilateral discussions to develop
this case study. This unique sector-wide approach
has allowed the TCLI to evaluate the living income
of coffee producers across all market segments and
coffee qualities.

The TCLI has identified four distinct sourcing
archetypes represented in Colombia. The sourcing
archetypes are differentiated through four key
characteristics: market segment; sourcing relations
along the value chain; value chain structure; and
recognition of quality and sustainability. The four
archetypes range in the spectrum from conventional,
mainstream coffee to specialty coffee and are
termed Archetype 1- Conventional, Archetype

2 - Conventional with product value recognition,
Archetype 3 - High value consumer experience, and
Archetype 4 - Specialty. The study analyzes the living
income gap of producers supplying to each sourcing
archetype and across small, medium, and large
producers.

The results of the study suggest that most
conventional small producers (selling mostly into
archetype 1) face an insurmountable living income
gap that cannot be solved with technical assistance
and price support alone. For small producers with
more exposure to technical assistance, certification
or producing higher quality coffee (archetypes 2 and
3) the living income gap could be narrowed with a

mix of higher prices, improved sourcing practices and
policy support. Small producers of specialty coffee
(archetype 4) meanwhile earn a living income due to
higher yields and prices. In general, medium and large-
scale producers currently earn a living income.

This report is therefore a call to action for companies
and policy makers to work together to effectively
close the living income gap. 80% of coffee consumed is
produced by 25 million smallholders. Around 125 million
people worldwide depend on coffee for their livelihoods.
In Colombia, where these study focused, small coffee
producers represent 96% of the coffee-growing area.
Many of these farmers and their families struggle with
food security, health and education needs. This report
puts forward recommendations of sustainable sourcing
and pricing practices within each sourcing archetype
that companies are strongly urged to adopt in their
supply chains to close the living income gap. While
better sourcing and pricing practices can help narrow
the income gap, complementary policy initiatives will be
needed to help create conditions where producers can
achieve a living income.

“This study marks the beginning of a new
approach in the coffee sector. The current
definition of sustainable coffee must be
expanded to consider living income and set
producers on a path towards achieving that
and ensuring the future of coffee.”

CATALINA EIKENBERG,
HEAD OF SUSTAINABLE BUSINESS
NEUMANN GRUPPE, GMBH

It is hoped that the work presented in this report
can be replicated in other countries to spread the
impact across multiple origins. This will require the
development of standardized metrics for comparing
data among stakeholders and assessing costs of
coffee production across origins; sector collaboration

to ensure the comprehensiveness of studies and limit

data duplication; and a trusted, neutral third-party to
conduct the studly.

L | the sustainable
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Across the coffee sector, many coffee producers are
unable to earn sufficient income to support their
families and their businesses. Many of them live well
below recognized living income benchmarks. Though
a wide variety of interventions to improve livelihoods
have been made by governments, private sector and
civil society, poverty remains widespread.

The Task Force for Coffee Living Income (TCLI) aims
to answer a pivotal question with this report: What
are effective sourcing and pricing practices that
companies can adopt to help close the living income
gap? This report is the culmination of six months

of analyses and discussion focused on Colombia. It
provides a fact-based approach to estimating coffee
producers’ income and the size of the living income
gap. The report is based on contributions from a broad
spectrum of stakeholders and includes extensive
supply chain data submissions and expert insights
from task force meetings and bilateral discussions.

2. As of Oct 30 2019 where the market closed in at 99 US cents/Ib
GBE. As of 17 December 2019, the C price has risen again to 133.7 US
cents/Ib GBE.

3. Solidaridad (2018). Costos de produccion de café 2011-2018, p. 30.
International Coffee Organization (2016). "Assessing the economic
sustainability of coffee growing”
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Making living income a goal for the coffee
sector

A prolonged period of extremely low coffee prices

- often below the cost of production - over the past
two years has left many coffee producers with little to
show for their work, both in and outside of Colombia.
Since 2016, the global coffee price for Arabica beans
(the ‘C price) has decreased 30%.2 At the same

time, the cost of production for Colombian coffee
producers, for example, has remained constant, and
has even increased in some years.® This threatens the
economic viability of farming for producers who often
rely on coffee for over 70% of their annual income. This
has been intensified by a rise in the cost of living for
producers.

Due to the asymmetries of economic power, producers
remain the most vulnerable to the effects of low and
volatile prices, which threaten livelihoods and limit
long-term farm investments. Between 1982 and 2018,


http://www.ico.org/documents/cy2015-16/icc-117-6e-economic-sustainability.pdf
http://www.ico.org/documents/cy2015-16/icc-117-6e-economic-sustainability.pdf

DEFINITION OF LIVING INCOME

“The net annual income required for a household
in a particular place to afford a decent standard
of living for all members of that household.”

“Elements of a decent standard of living include:
food, water, housing, education, healthcare,
transport, clothing, and other essential needs
including provision for unexpected events”.

Source: Living Income Community of Practice (2019)

- J

the ‘C’ price dropped by 27%. In the same period,
roasted coffee in the U.S. experienced an average price
increase of 98%.4°

Next to the disproportional harm of low prices on
producers’ income, the high price volatility further

aggravates their position as the combination of low
general profitability and unpredictability of prices
makes coffee farming a (too) high risk sector for
producers to invest in, thus deepening the downward
poverty spiral. The price volatility is partly fundamental
(demand and supply related) but increasingly caused
by the dominant role of non-commercial speculating
by financial actors (See also Recommendation b in
section 5.1.2. b.).

There is a growing awareness of the overlap between
farmers’ capacity to earn a living income and
structural issues in the coffee sector.®

The Task Force’s effort to develop a data-driven
approach to living income and assuring the economic
sustainability of producers is a vital path for the long-
term sustainability of the coffee sector. The work

of the Task Force took place in the same period as
the preparation of the ICO London Declaration and
this report can clearly be seen as a contribution

to the call for action in the coffee sector outlined

in this declaration and signed by many of the TCLI

FIGURE 1: GREEN COFFEE WORLD MARKET PRICE (‘C’ PRICE) VS. CONSUMER PRICE INDEX:

RETAIL COFFEE IN U.S. CITY, ALL URBAN CONSUMERS
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4. Calculation based upon U.S. Bureau of Labor Statistics, Consumer
Price Index: Coffee in U.S. City Average, All Urban Consumers
[CUUROOOOSEFPOT1], retrieved from FRED, Federal Reserve Bank of
St. Louis

5. Macrotrends (Nov. 29, 2019). “Coffee Prices - 45 Year Historical
Chart”

2005 2010 2015

6. For example, the signing of the London Declaration in September
2019 by a large share of the coffee sector, explicitly mentions its aim
to “enable a living income for coffee producers” (London Declaration,
2019). A few months earlier, the 2nd World Coffee Producers Forum of
July 2019 addressed issues such as "growers’ economic sustainability”
and “the revenue of coffee growers” (WCPF, 2019).

. | the sustainable
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https://fred.stlouisfed.org/series/CUUR0000SEFP01#0
https://fred.stlouisfed.org/series/CUUR0000SEFP01#0
https://www.macrotrends.net/2535/coffee%20prices%20historical%20chart%20data
https://www.macrotrends.net/2535/coffee%20prices%20historical%20chart%20data
https://www.living-income.com/the-concept

participants.” See also the text box ‘Existing (coffee)
producer income initiatives’ on page 11 for an overview
of other initiatives on the topic.

Colombia in focus

The Task Force selected Colombia as the first country
to investigate due to its importance to global supply
as the 2™ largest Arabica producer. The coffee sector
in Colombia is well organized with a large number of
smallholder farmers, and wide availability of producer
and trade data.

More importantly, Colombia represents a key coffee
origin currently under threat due to the increasing
sector dominance of Brazil and Vietnam. Together,
these two countries represent 79% of the growth in
global production (Arabica and Robusta) since 1990/91
(see Figure 2). In 2018, the two countries represented
over 50% of global production, compared with only
30% in 1991.

“The Task Force for Coffee Living Income
provides valuable insights and was created
with the best of intentions, but we must
all acknowledge our role in creating these
conditions and dedicate ourselves to
addressing the challenges, power dynamics,
and sovereign imperatives of the public sector
actors on the producer side.”

RIC RHINEHART
SENIOR ADVISOR
SPECIALTY COFFEE ASSOCIATION

This market dominance threatens not only the
livelihoods of millions of coffee farmers in Colombia
and other countries, but also the future of a diversified,
high quality and equitable coffee industry as a whole.

FIGURE 2: GLOBAL COFFEE PRODUCTION (1990-2018), MILLION POUNDS GREEN BEANS
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7. The London Declaration, including signatories, can be found here:
https:/www.internationalcoffeecouncil.org/media/lL.ondonDeclaration.
pdf.
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The current trend toward concentration of production
among dominant origins needs to be reversed
through global trade interventions and public policy
for four reasons:

1. Brazil and Vietnam cannot offer the diversity
in flavor and quality that is required for
the consumer market. Roasters require a
diversified set of origins to develop the blends
they need.

2. Greater dependency on fewer origins increases
the risk of supply disruption due to climate-
related events, political upheaval, or economic
downturns.

3. Dependency on fewer origins threatens an
already unstable market with the potential for
even greater price volatility due to disruptions
in supply.

4. The development of economically viable
coffee production is vital to many countries’
efforts to combat extreme poverty.

Based on this, it is clear that current free market and
business trends must be corrected to strengthen

the economic viability of coffee origins around the
world. Voluntary Sustainability Standards (VSS)
represented a significant step forward by including
sustainability requirements across the whole value
chain by bringing producers with more sustainable
and often better agriculture practices into international
value chains. However, standards organizations do not
generally include (Living) Income in the definitions of
“sustainable”, hence they do not provide assurance on
the most important Sustainable Development Goal for
coffee: “poverty” (SDG 1).

Addressing the living income gap in Colombia is an
important first step to ensure the continued viability
and long-term sustainability of a diverse supply base
of origins.

TASK FORCE FOR COFFEE LIVING
INCOME

The Task Force Coffee Living Income (TCLI)
was convened by IDH, the Sustainable Trade
Initiative in April 2019, bringing together
important sector stakeholders, including
roasters, traders, producer organizations,
retailers and NGOs.

- J

The involvement of private actors

It is clear that the sourcing and pricing practices

of private sector actors play an important role in
addressing the living income gap. Retailers, roasters,
traders, exporters, producer organizations - every
actor in the supply chain - can improve their
contributions to closing the living income gap at the
individual producer level. The retail coffee market
generates revenues of more than 200 billion USD
annually, yet only 10% of this value (20 billion USD)
remains in producing countries.®

Private sector actors have an opportunity to leverage
their experience in the coffee sector with a drive
towards sustainable sourcing practices to instill
change at origin. Realizing this potential will require
effective and efficient interventions within individual
supply chains, and sector wide collaboration with a
common language based on facts and data. The role
of the public sector in both producing and consuming
markets is also vital to develop and implement
effective enabling policies, which should be developed
in an active dialogue involving private actors.

A fact-based approach

Effective interventions must be based on fact-
based, data-driven insights into farmer income
and the size of the living income gap. This should
be rooted in a clear understanding of the various
coffee sourcing models and economic status of

8 Panhuysen, S. and Pierrot, J. (2018). Coffee Barometer 2018.
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https://www.hivos.org/assets/2018/06/Coffee-Barometer-2018.pdf

different coffee farm types and allow for sector-wide
comparisons across countries and regions. Ultimately,
a shared understanding could translate into a clear
methodology that can be tailored to the sourcing
practices at hand providing value chain actors with
tangible corrective actions to reduce the living income
gap.

An industry-wide data-driven approach is currently
lacking. Although data on the cost of production

and living income are available, datasets are often
fragmented, relatively small, incompatible (for example
due to different metrics used or to different production
systems having highly variable data), or not widely
shared. Roasters, traders, farmer organizations, and
producing country governments all maintain their own
methods for data collection, and corrective actions
remain relatively ineffective and scattered. Moreover,
there is a growing debate around the ethics of farm
data management and ownership. There is no code
clearly establishing data rights, privacy and security
around farm data. Data gathered at farm level is

often used by traders and roasters in marketing the
coffee, but the added value of this information seldom
makes its way to the farm level. The lack of common
definitions and minimum reference levels of “farmer
income” hampers solid collective understanding of
how big the income gap is and how this can be best
closed.

“The Task Force for Coffee Living Income has
given us an opportunity to work collectively
on costs of production at farmgate level
and to share experiences among industry
players. There is a need for more alignment in
calculating costs and this will lead to solutions
that guarantee long-term profitability for
coffee farmers. We at Mercon have the needs
of coffee farmers, particularly smallholders,
at the heart of our business strategy, and
transforming small farmers into small
entrepreneurs is key to building a better coffee
world. ”

GIACOMO CELI
SUSTAINABILITY DIRECTOR
MERCON B.V.

the sustainable
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Sourcing archetypes

For the purpose of this report, the Task Force
expands on existing research, which usually focuses
on one segment of producers, to include four
different sourcing archetypes. Living income gaps
are assessed for each of these consumer market-
based sourcing archetypes, and sourcing and pricing
recommendations are tailored for each. Problems and
solutions are specific to each archetype.

The report consists of the following chapters.

O Chapter 2 describes the specific characteristics
and differences among the four sourcing
archetypes existing in Colombia.

O Chapter 3 introduces the concept of living
income and highlights how the concept
differs from traditional poverty measures.
Two living income benchmarks conducted
in Colombia form the basis of the living
income gap measurements in this study.

O Chapter 4 calculates the cost of production
and income for different Colombian producer
segments and the subsequent living income gap.

O Chapter 5 provides conclusions and
recommendations to private and public
sector actors to narrow the living income
gap tailored to each sourcing archetype. It
also offers lessons learned from conducting
the study and recommendations on how to
replicate the study across other origins.



Existing (coffee) producer income initiatives

SECTOR DIALOGUE

O

International Coffee Organization’s (ICO)
Sector Dialogues: The dialogues employ a
structured consultation process among high-
level decision-makers, sector stakeholders and
development partners, to identify and implement
innovative proposals that mitigate the impact

of low coffee prices on farmers and foster

the long-term sustainability of the sector.

Specialty Coffee Association (SCA): SCA
Coffee Price Crisis Response Initiative:
The SCA is compiling data and information
to create an in-depth understanding

of the coffee price crisis along with
recommendations for the coffee industry.

Living income Community of Practice (LICOP):
This alliance is dedicated to the vision of
thriving, economically stable, rural communities
in global food and agricultural supply chains.
The community supports and shares activities
focused on improving smallholder incomes to
enable smallholder farmers to achieve a decent
standard of living. It provides support to increase
the understanding of living income measurements
and the income gap, and to identify and discuss
strategies for closing the income gap.

Global Living Wage Coalition (GLWC): The
GLWC has established a single definition and

a widely accepted methodology to calculate

a living wage. The living wage benchmark
estimates established by GLWC members in
many countries and sectors enable industries and
companies to move toward paying a living wage.

World Coffee Producers Forum: The Forum

brings together coffee-growing nations to discuss
common challenges on revenue of coffee growers,
environment, climate and sustainability. In 2019,
the Forum also commissioned a landmark study by
Jeffrey Sachs on how to ensure economic viability
of coffee production to facilitate discussions

with other sector stakeholders (available here).

LIVING INCOME STUDIES

O

Fairtrade International: Assessing the costs
of production in seven origin countries to
establish living income reference prices

True Price: The True Price of coffee: True Price
calculates a ‘true price’ for coffee that factors
in all social and environmental externalities,
including living income and/or living wage
benchmarks in the countries they study.

Shift: The Sustainable Living Income Project:
The project will establish living income
benchmarks for three Arabica coffee producing
areas of Uganda based upon detailed farm
household surveys for 10,000 farming households
within the Great Lakes Coffee supply chain.

IMPACT STUDIES

O

O

ALIGN: ALIGN is a guidance tool for agri-food
companies working on the topic of living wage
and living income. It provides two functions: 1) A
source map where the user can access information
on living wage/living income either per country

or per commodity and 2) an action process as a
step-by-step guide for companies approaching
the theme of living wage/living income.

Evidensia: Evidensia is an open-source evidence
platform on the impacts of supply-chain
sustainability approaches that enables information-
sharing among sustainability practitioners.

ISEAL: Demonstrating and Improving Poverty
Impacts (DIPI) project. The project is running
2013-2019 and seeks to understand the
contribution that certification systems can make
to poverty alleviation and pro-poor development.

MARS: Farmer Income Lab. The Lab is

an incubator for insights on fundamental
levers most effectively contributing to
increasing farmer incomes and sustainable
sourcing strategies to leveraging these.

L | the sustainable
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https://trueprice.org/wp-content/uploads/2015/04/Assessing_Coffee_Farmer_Household_Income_Report_2017_updated.pdf
https://trueprice.org/consumer/
https://www.shiftsocialimpact.com/sustainablelivingincomes
https://align-tool.com/
https://www.evidensia.eco/
https://www.isealalliance.org/about-iseal/our-work/demonstrating_improving_poverty_impacts
https://www.isealalliance.org/about-iseal/our-work/demonstrating_improving_poverty_impacts
https://www.farmerincomelab.com/
https://sca.coffee/pricecrisis
https://sca.coffee/pricecrisis
https://www.living-income.com/
https://www.globallivingwage.org/
http://ccsi.columbia.edu/files/2018/04/Ensuring-Economic-Viability-and-Sustainability-of-Coffee-Production-CCSI-2019.pdf

To acknowledge the enormous differentiation in
market segments of the coffee sector and related
pricing and sourcing models, we classified coffee
buyers and producers organized in different sourcing
models into stylized “archetypes” according to the
particular end market they serve. The TCLI| analyzes
coffee across four (international) sourcing archetypes
functioning in Colombia, including Archetype 1
(Conventional), Archetype 2 (Conventional with
product value recognition), Archetype 3 (High value
consumer experience) and Archetype 4 (Specialty)
(see Figure 3).°

9. These archetypes have been designed for the case of Colombia;
however, it is assumed that the core segmentations apply across origins
and can therefore serve as the base for subsequent analyses in other
origins (see also chapter 5 on the replicability of this study to other
origins)
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Attention: We use the archetypes to better understand
the impact of sourcing models on farmer income for
various farmer segment. However in reality, coffee
produced by a farmer may serve a mix of very different
market segments and value chains (archetypes).

Members of the Task Force provided the majority of
the data for this study. Aggregation and classification
by sourcing archetypes respect the privacy of
individual companies and yields important insights
that cannot be gained by treating coffee as a

singular product. The four sourcing archetypes are
differentiated through four characteristics: market
segment; sourcing relations; value chain structure; and
recognition of quality and sustainability.



Market segment refers to how the
coffee is marketed and ranges from pure

commodity to specialty product.

Sourcing relations cover the nature of the
sourcing contracts between buyers and
producers, ranging from low visibility and short-
term commitments to high visibility (and hence

It is estimated that roughly 70% of the world’s coffee

production is sourced and marketed within sourcing

archetype 1. Coffee traded as archetype 2 represents

traceability) and long-term commitments.

Value chain structure refers to the complexity
and number of actors in the coffee value chain.

Recognition of quality and sustainability entails
the degree to which quality and sustainability
requirements and premiums result in additional

value creation with the coffee product.

roughly 20%, archetype 3 represents 6%, and
archetype 4 accounts for 4% of global production. The
percentages will differ for Colombia being a “high-
quality origin” with relatively less archetype 1.

FIGURE 3: OVERVIEW OF FOUR (INTERNATIONAL) SOURCING ARCHETYPES FUNCTIONING IN COLOMBIA

CHARACTERISTICS

Description

Market
segment

Sourcing
relations

Value chain
structure

Recognition
of quality and
sustainability

ARCHETYPE 1

Conventional

UL

(]

Coffee sold in ground
blend with relatively
minor brand premium
to end consumer.
Traded in long value
chain, via middlemen,
without any direct
relation with producers

and little to no

ARCHETYPE 2

Conventional with
product value
recognition

O

[

High volume - often
certified coffee - where
product qualities and
transparency are
(partly) being valued.
Roasters work with
selected traders, often
in longer-term

relationships.

ARCHETYPE 3

High value
consumer experience

UL

<

Aiming at single-serve
market segment,
importance is paid to
brand name and
inherent sustainability
strategy. Traceability
and long-term relations

play important role.

ARCHETYPE 4

Specialty

UL

<

Specialty coffee
catering high-value
niche consumer market,
mostly sold in coffee
shops. Roasters buy
directly from producers
or with minimal actors,
offering long-term

contracts and often

transparency. supporting on-farm
improvements.

PURE SPECIALITY PURE SPECIALITY PURE SPECIALITY PURE SPECIALITY
COMMODITY COMMODITY COMMODITY COMMODITY

SHORT- LONG- SHORT- LONG- SHORT- LONG- SHORT- LONG-
TERM TERM TERM TERM TERM TERM TERM TERM
SHORT VC LONG VC SHORT VC LONG VC SHORT VC LONG VC SHORT VC LONG VC
SEPARATE INTEGRATED SEPARATE INTEGRATED SEPARATE INTEGRATED SEPARATE INTEGRATED

Note: The chart organizes various coffee trading practices into logical archetypes. In reality numerous variations can be found of the archetypes and

their underlying characteristics. Individual companies are likely to find themselves sourcing among multiple archetypes.

. | the sustainable
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FIGURE 4: GLOBAL ESTIMATES OF GLOBAL VOLUMES OF THE FOUR SOURCING ARCHETYPES

ARCHETYPE 1 ARCHETYPE 2 ARCHETYPE 3 ARCHETYPE 4
Conventional Conventional with High value Specialty
product value consumer experience

recognition

0"\\ 09\‘ 0"\\ 05\\

6% 4%

20% I ‘

Note: The figures above are rough estimates based on interviews with industry representatives

DEFINITIONS OF TRACEABILITY AND TRANSPARENCY

Traceability: “The ability to identify and trace the history, distribution, location and application of products,
parts and materials, to ensure the reliability of sustainability claims, in the areas of human rights, labor
(including health and safety), the environment and anti-corruption.”

Source: UN Global Compact and BSR (2014) A guide to traceability

Transparency: "Transparency relates directly to relevant information been made available to all elements
of the value chain in a standardized way, which allows common understanding, accessibility, clarity and
comparison.”

Source: UNECE (2019). Transparency and Traceability for Sustainable Value Chains

BSR (2019) highlights that “supply chain transparency refers to the strategy of how to disclose supply
chain and sourcing information to stakeholders. Transparency is defined by what data you are going to

be transparent about, to whom, and how often, or when.” The ability to control and increase transparency
often lies with one actor in the supply chain, and it is therefore not a given that transparency claims lead to
greater spread of information among all actors in the supply chain.

the sustainable L
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Archetype 1
Conventional

Coffee sold as conventional often makes up ground
blends and is marketed with relatively minor brand
premium to the end consumer. It is traded in long
value chains, via middlemen, without any direct
relation with producers and little to no transparency.

Market segment: Coffee is commoditized with limited
differentiation in product characteristics, such as
quality. The end-product is often sold in blends with
beans that can be substituted with other washed, mild
Arabica origins. Retail prices are relatively low and
little value is created along the value chain, meaning
that FOB (Free on Board) and farmgate prices are low.
Coffee is often traded in bulk, with low margins.

Sourcing relations: Opportunistic relationships are
predominant in this archetype. Producers, middlemen,
cooperatives, exporters, traders, roasters, retail and
end-customers are seeking an affordable, functional
product with price as the predominant driver for the
transaction. Pricing at the producer level is based on
the prevailing ‘C’ price at the moment of delivery, which
subjects producer organizations and producers to high
volatility and uncertainty.

Roasters, traders, exporters and producer organizations
can utilize risk mitigation tools, such as futures and
options, to cope with price volatility. Unfortunately, due
to their atomized structure, individual producers are
unable to use these risk mitigation tools, which makes
long-term production investments nearly impossible.

Value chain structure: Traders work with middlemen -
sometimes multiple - to aggregate coffee, which results
in a lack of traceability. The involvement of middlemen
reduces the amount of value that eventually reaches
producers, who have limited bargaining power and are
largely price-takers.

ARCHETYPE 1 0\\
. -
Conventional -

Coffee sold in ground blend with
relatively minor brand premium to
end consumer. Traded in long value
chain, via middlemen, without any
direct relation with producers and
little to no transparency.

-0

PURE SPECIALITY

COMMODITY

o

SHORT- LONG-

TERM TERM
o—

SHORT VC LONG VC

0
SEPARATE INTEGRATED

Recognition of quality and sustainability: The quality
requirements that do exist are often minimal (primarily
physical appearance, defect count, and screen size).
Higher quality is neither recognized nor rewarded.
Sustainability efforts - if available at all - are separate
from the sourcing strategy, and roasters and traders

do not necessarily buy the coffee from the producers
they support with technical assistance programs. In this
archetype, sustainability does not enable producers to
create extra value within the supply chain.

the sustainable
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Archetype 2
Conventional with
value recognition of
sustainability

This archetype covers coffees that are often certified.
Product quality and traceability are partially valued,
and roasters work with select traders, often in longer-
term relationships.

Market segment: Coffee is differentiated by
certification and/or verification (Voluntary
Sustainability Standards, VSS), or value added to the
end-product warranting a premium. The associated
premium(s) can result in higher farmgate prices, and -
depending on the scheme - potentially a guaranteed
minimum price. Producers regularly obtain several
VSSs, which allows them to sell the coffee through
value-added channels and maximize their premium
potential. On the other hand, they are also increasing
their cost of production, since costs to implement
sustainable production practices and to obtain
certification are not cheap.

Sourcing relations: Assuring certified volumes

requires traders to establish separate supply chains (to
separate from conventional, non-certified coffee). The
increased investment in some cases results in longer
term relations with roasters and producers. Premiums
can provide producers with greater security and
incentivize investment in farm improvements (provided
certified coffee is also sold as such).

Value chain structure: Assurance requires increased
traceability and traders often rely on cooperatives as
an intermediary. Cooperatives can also be certified
and function as a certification vehicle for member
producers. Third-party auditors ensure that criteria are
met for certification and/or verification.

Recognition of quality and sustainability: Sustainable
production is integral to the added value in the end-
product. Transparency is not fully incorporated, and
the share of premium reaching individual producers

is unclear. The cost of obtaining VSS certification is
often borne by the trader or roaster, and sustainability
interventions focus specifically on helping producers to
meet minimum standard requirements.

the sustainable L
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ARCHETYPE 2 ON
(]

Conventional with
product value recognition

High volume - often certified coffee
- where product qualities and
transparency are (partly) being
valued. Roasters work with selected
traders, often in longer-term
relationships.

@
PURE SPECIALITY
COMMODITY
@
SHORT- LONG-
TERM TERM
@
SHORT VC LONG VC
@
SEPARATE INTEGRATED

“This report accurately sheds light on the
complexity of achieving coffee sustain-
ability, and the urgent need to ensure
farmer prosperity for the future of the
coffee industry. Some of the concrete
recommendations to increase farmer
incomes are being worked on by the
Global Coffee Platform with its members
through collective action initiatives and
public-private country platforms in cof-
fee producing countries. It also confirms
the value of the Coffee Data Standard
and its common indicators in enhancing
supply chain transparency and collab-
oration on data across our sector. We
look forward to taking this work to the
next level: it’s time for more action.”

ANNETTE PENSEL
EXECUTIVE DIRECTOR
GLOBAL COFFEE PLATFORM



Archetype 3
High value consumer
experience

Emphasis is placed on the brand name and the
inherent sustainability strategy in archetype 3, which
primarily serves the single-serve market segment.'®
Traceability and long-term relations play an important
role for traders and roasters.

Market segment: This coffee is marketed as a
premium product focused on consumer experience
and exclusivity. Consumption is convenience-driven
and consumed in coffee shops or at home in single-
serve machines. Roasters may be the retailer or act as
private label roaster. The main value add is in branding
and customer experience, where the company profile
is important. As a result, a larger share of the value
remains with the roaster/retailer.

Sourcing relations: Roasters require a steady supply
of high-quality coffees with a consistent flavor profile,
emphasizing long-term relationships. Traders and
roasters invest in producers and farmer organizations
to achieve quality and meet sustainability standards.
Producers are often included in roasters’ internal
verification systems.

Value chain structure: A shortened value chain
enables traders and roasters to have more input into
production. Traceability and information sharing are
high to enable storytelling for consistent branding.
Traders are responsible for interventions, but roasters
are often present on the ground to ensure verification
of company programs. Companies tend to work

via farmer associations or cooperatives to facilitate
delivery of services and ensure a reliable producer
base.

Recognition of quality and sustainability: Value chains
are designed to facilitate control over quality and
sustainability, both to provide a premium product and
to enable credible storytelling in branding. Programs
to improve quality and sustainability are integral to the
added value in the end-product and offer producers
the opportunity to improve their livelihoods.

10. Single-serve coffee is defined as coffee sold in a container for
coffee brewing only large enough to serve a single portion of coffee.
The container can be a capsule, pod, pad, or plastic cups. Single-serve
coffees are sold in a variety of qualities and price ranges. In this report

ARCHETYPE 3 0\\
(4

High value

consumer experience

Aiming at single-serve market
segment, importance is paid to
brand name and inherent sustain-
ability strategy. Traceability and
long-term relations play important

role.
@
PURE SPECIALITY
COMMODITY
@

SHORT- LONG-
TERM TERM
SHORT VC LONG VC
SEPARATE INTEGRATED

archetype 3 refers to the premium, high-value single-serve market.
Lower quality single-serve coffees would therefore fall under archetype
lor2.
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Archetype 4
Specialty Coffee

These coffees cater to the high-value niche consumer
market, mostly sold in coffee shops. Roasters buy
either directly from producers or through a minimal
number of actors, offering long-term contracts and
often supporting on-farm improvements to secure the
specific quality for future years.

Market segment: Coffee is branded as specialty or
gourmet coffee and commonly served in high-end
coffee shops. Roasters may also own retail outlets
themselves. Specialty coffee is often sold as single
origin and single farm focusing on the farmer group or
region and telling a story of the producer(s). Offering
is based on a single flavor profile and dependent on
supply, which can be limited. Low supply of production
in origin countries makes this an exclusive offering.
Relatively few points of sale drive up product value
and roaster offering is based on a ‘flavor catalogue’
and thus varies depending on the season.

Sourcing relations: Roasters utilize long-term
contracts to secure future supply. Multi-year
collaborations between roasters and producers are
required to maintain an offer of specific, unique flavor
profiles. Pricing is (relatively) detached from the C
price and based on cupping score, unigueness (special
preparation) and other quality features. Roasters and
traders invest in producers to increase the supply of a
product that has specific characteristics.

Value chain structure: A high level of traceability is

a necessity for roasters to secure supply of specific
coffee and to control quality. Volumes traded are low
and export is carried out in small lots. A short supply
chain enables a high level of transparency, enabling
information sharing on fair trading arrangements.

Recognition of quality and sustainability: Quality
is crucial for roasters and fully integrated across
the value chain. Services to promote sustainability
are financed through added value in the product
and aim to surpass certification and/or verification
requirements. Given the high-quality requisite, only
a portion of a producer’s coffee tends to fall within
this quality segment, which leaves producers to
sell remaining production through other sourcing
archetypes.

the sustainable L
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ARCHETYPE 4 0\\
. -
Specialty -

Specialty coffee catering high-value
niche consumer market, mostly sold
in coffee shops. Roasters buy
directly from producers or with
minimal actors, offering long-term
contracts and often supporting
on-farm improvements.

@

PURE SPECIALITY
COMMODITY

@
SHORT- LONG-
TERM TERM
o
SHORT VC LONG VC

@
SEPARATE INTEGRATED

“The analysis of the TCLI study is unique
in providing data that can answer some
of the most persistent questions that
plague coffee producers and industry
actors alike. Specialty actors should be
at once heartened by the revelation that
many smallholder farmers selling into
specialty value chains are capable of
achieving (and surpassing) living income
thresholds; but they should be cognizant
that producers do not fit neatly into any
single archetype. Success in specialty
coffee depends on the sustainability of
all other sourcing models.”

KIM ELENA IONESCU
CHIEF SUSTAINABILITY AND KNOWLEDGE
DEVELOPMENT OFFICER
SPECIALTY COFFEE ASSOCIATION
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Low income results from many interrelated factors;
there are no easy structural solutions to achieving

a living income. It requires a systemic analysis of

the root causes and long-term action by all key
stakeholders. In recent years great strides have been
made across other sectors, such as cocoa, to define
and measure minimum-acceptable standards of living
for smallholders. This has resulted in internationally
recognized approaches to calculating living income
benchmarks. Living income benchmarks provide a
common language and define a collective target for all
sector stakeholders.

The Beyond Chocolate Partnership in Belgium is an
example of the chocolate industry teaming up with

the Belgian government and civil society. Under the
partnership, all chocolate produced and/or sold in
Belgium must comply with a relevant certification
standard by 2025, and all cocoa growers supplying into
Belgium must earn at least a living income by 2030.

a living incgme for
-

-

Another example is the December 2019 joint position
paper from Barry Callebaut, Mars Wrigley, Mondelez,
Fairtrade, Rainforest Alliance, and VOICE Network
urging the European Commission to take legislative
action to ensure a fully sustainable cocoa supply chain
that delivers a living income to cocoa farmers.”

3.1 The concept of living income

The concept of living income goes beyond traditional
notions of poverty alleviation that focus on basic
subsistence and survival. The main difference between
a living income and poverty lines is the additional
income required for a decent standard of living. This
goes beyond traditional poverty thresholds to include
education, clothing, savings for unexpected events
(e.g. hospital visits), and an increase in access to

and consumption of more nutritious food. The living
income concept is based on international standards for
what constitutes a decent living.

1. “Joint position paper on the EU’s policy and regulatory approach to
cocoa.” (Dec. 2, 2019).

L | the sustainable
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DEFINITION OF LIVING INCOME AND
LIVING WAGE

Living Income: “The net annual income required
for a household in a particular place to afford a
decent standard of living for all members of that
household.”

Source: Living Income Community of Practice
(2019)

Living Wage: “Remuneration received for a
standard work week by a worker in a particular
place sufficient to afford a decent standard of
living for the worker and her or his family.”
Source: Global Living Wage Coalition (2019)

In both definitions, elements of a decent
standard of living include food, water, housing,
education, healthcare, transport, clothing, and
other essential needs, including a provision for
unexpected events.

Achieving a living income can derive from multiple
sources. In the case of smallholder coffee producers,
income can be earned through the sales of a primary
crop (such as coffee) and secondary crops, off farm
business (for example, laboring on other farms),
remittances, and consumption of food grown by the
household. These income sources combined equal the
total household income available to cover the costs of
a decent livelihood.

Figure 5 illustrates the concept of a living income
gap. The living income gap is the difference between
the established living income benchmark (see table

1 below for benchmarks in Colombia), i.e. the income
level required for a decent standard of living, and the
total household income. Thus, the living income gap
represents the additional income required to reach

a decent standard of living, as defined by the living
income benchmark.
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“Living income is an important topic for the cof-
fee industry, especially after the long period of
low prices we have seen recently. It is obvious
that the industry must ensure that farmers are

economically sustainable, which means that
they can earn an adequate income from coffee.
This report aims to address this key challenge
with concrete recommendations on different
actions to increase farmer incomes, especially
for smallholders who represent the great ma-
jority of producers and are most at risk.”

JUAN ANTONIO RIVAS
SENIOR VICE-PRESIDENT & GLOBAL HEAD
SUSTAINABILITY AND BUSINESS DEVELOPMENT
COFFEE OLAM INTERNATIONAL LIMITED

This study contributes to the living income discussion
by calculating the net income of coffee producers
for the different sourcing archetypes in Colombia.
The primary focus is on coffee income, but other
income sources are factored in. The majority of farm
revenues are derived from coffee and increases or
decreases based on the farmgate price and volume
sold. Farm costs are broken down into fixed costs and
variable costs, which include labor, harvesting costs,
land-related maintenance costs and others. Figure

6 illustrates the breakdown of income for a coffee
producing household.

Opportunity costs - most importantly household labor
- are not generally included in cost of production.
The amount of household labor is important for
understanding the true cost of production, however,
for comparison of living income benchmarks,
opportunity costs are omitted. Living income is a
monetary measure of an individual’'s access to a
defined bucket of goods, and costs reflect actual
cashflow. Omitting opportunity costs, like household
labor, avoids double counting of income and more
accurately reflects actual income.

It is important to note that a single producer can

sell coffee within several archetypes. For example,

a producer may sell majority of her coffee on
conventional terms, while part of the production is
sold as specialty coffee. For the purpose of this studly,
a given producer is allocated to the archetype in
which they sell the largest share of their coffee. It is
important to note that the farm income calculations
do not represent producers selling the entirety of their
produce within a given archetype. Section 6.1.1in the
annex provides further explanation of how data was
allocated among the four archetypes.


https://www.living-income.com/the-concept
https://www.globallivingwage.org/about/anker-methodology/

FIGURE 5: LIVING INCOME COMPONENTS ILLUSTRATED
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FIGURE 6: COFFEE FARM INCOME EQUATION
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3.2 Putting living income in perspective:
Comparison of living income
benchmarks against poverty measures

To date, three living income studies have been
conducted in Colombia: 1) True Price/Solidaridad in
Cauca, 2) CIAT/Sustainable Food Lab in Cauca, Caldas,
and Narifio, and 3) Fairtrade in Santa Marta. Of the
studies, only the True Price/Solidaridad study has been
formally released and published at the time of writing.
Table 1 provides a comparison of the three benchmarks
against relevant poverty measures in Colombia. All
benchmarks and poverty measures are adjusted for
the November 1, 2019 exchange rate between the
Colombian Peso and the U.S. Dollar.

Two of the benchmarks inform this study: True
Price/Solidaridad and CIAT/Sustainable Food

Lab (hereafter referred to as ‘the living income
benchmarks’). The two benchmarks are calculated

for some of the largest coffee growing regions in
Colombia and are considered representative for

the TCLI study. The third study was conducted by
Fairtrade in Santa Marta, primarily a banana-growing
region, and therefore not used in this study to measure
the living income gap. The CIAT/Sustainable Food Lab
study set the living income benchmark at 4,467 USD/
year for a four-person household, while True Price was
higher at 5,357 USD/year.? As a result, in this report the
living income benchmark is reported as a living income
range.

For reference, the World Bank international poverty
line for Upper Middle Income countries adjusted for
Purchasing Power Parity (PPP) in Colombia is 3,375
USD/4-person household. This is 1100-2,000 USD/year
lower than the living income benchmarks. The poverty
line is used in the next chapter on farm economics as a
milestone towards achieving a living income.

12. For an explanation of how the True Price and Solidaridad living
income benchmark was measured, see Brounen, et al. (2019). “The True
Price of Climate-Smart Coffee: Quantifying the potential impact of
Climate-Smart Agriculture for Colombian coffee”, Appendix E, pages
45-47.

the sustainable
22 I% trade initiative

Coffee Living Income Task Force

CONTEXTUALIZING: REGIONAL
DIFFERENCES IN COST OF LIVING

Results of the TCLI benchmarks will be
compared against the living income
benchmarks. It is important to bear in mind
that there are substantial differences in cost of
living across regions (departments) and urban
vs. rural areas. This is exemplified by the CIAT/
Sustainable Food Lab study that established a
rural living income benchmark in Cauca, Narifo,
and Caldas. The numbers below compare the
rural benchmark against equivalent benchmarks
for the capital cities of the three departments.

Rural living income (Caldas, Narifilo, and Cauca):
4,464 USD (15,169,056 COP)

Manizales (Caldas): 6,468 USD (21,948,732 COP)
Popayan (Cauca): 6,420 USD (21,791,628 COP)
Pasto (Narifio): 5,688 USD (19,300,944 COP)
All numbers are for a family of four for one year
(numbers are rounded).

For comparison purposes, the national poverty line in
Colombia set by the Government is broken into two
categories: ‘Monetary poverty’ (Pobreza monetaria)
and ‘Extreme monetary poverty’ (Pobreza monetaria
extrema).”® In 2018, the Monetary Poverty line was

set at 3,639 USD/year while the Extreme Monetary
Poverty line was 1,663 USD/year. Both rely on the
‘cost of basic needs’, which can be divided into two
components:™ food-related costs and costs for other
goods and services. It should be noted that in rural
areas, lower prices for food and goods generally result
in a lower cost of basic needs (see Table 1 ‘DANE’s
Rural poverty line’).

13. DANE (2018). “Pobreza Monetaria Y Multidimensional: Resultados”.
May 3, 2018.

14. Archivo Nacional de Datos (2018). “COLOMBIA - Medicién de
Pobreza Monetaria y Desigualdad 2017



http://170.238.64.38/index.php/ddibrowser/545/export/?format=pdf&generate=yes
http://170.238.64.38/index.php/ddibrowser/545/export/?format=pdf&generate=yes

£/'95¢' ddd

ov'slee = : «020'8=
L'l

‘ployssnoy/asn
Id M 1BUIMO||04 BYY SOAIB SIUL

U0/)AUWNSUOD) 818ALIH 40108 UOISISAUOD ddd

(2184 86ULYIXE JOD.TSN)

e|nuLIoy 8y BuIsn (ddd) Alided

‘SIsAjeue apIM-10308s [N} e Jussaidal
0} PapuUBIUl JOU SI YDdIyM Apnis SAI3eDIpUl Ue SI SIY] "Sulodu| BUIAIT
|edny yoead 03 BUIAl| JUSD9pP J0J 8Sealdul abejusdiad e snid aul| Ayisaod

JBMOd BUISBYDING [D0] 843 03 paisnlpe &g 03 Spasu siy] ‘pjoyasnoy
/dsN 020'8 = @|doad f,5Aep §92,dSN §'S Se Pajend|ed ag ued aul|

Arsnod gaa eyl ‘'sny Aep uad uosited yad SN S'G S| eIQUIO|OD Se yons

S81J3UNOD 8WODU| 3|PPIA J18ddn JoJ aul| Ajanod sueg plUOM YL ‘6l
71'562°C
1 dOD:ASN 40 6LOT 'L AON Jo 838l 8BURYIXe YANVO 843 BuIsn ‘gl
‘JuUsUIBINSEa|N
104 [BNUBIA (PIIOA 843 PUNOIY S8BRAN BUIAIT '(£10Z) J8XUY PUe Joyuy
995 ‘ABOJOPOYIDW JSXYUY Y} UO UOIFRULIOIUI 10Ul 10 Sleuwydusq
S1 ysi|ge3se 03 ABOJOpOoYIaW Jaxuy @43 sasn Apnis spediied ayl /|

[dnJ S, eIqUIOJ0D) SBSN geT POO4 |geUIRISNS pue |V[D ASAINS HANT
S, INVQ BUISN Pa12WIISE S| YJeWYDUSg aWOodU| BUIAIT [2iNy 8y 9|

‘seoAojduls

AQ 231e31s a3 03 pled xey A31Jnd8s [e|1D0S ayj Uo paseq sasuadxe
A3UN28s |B120S JO JunoWwe ay) sasn ABOJOPOYIaul JaxuUy ay) 1seljuod
u| "o|doad pako|duws-4|as JO aUIODUl BUIAIl 843 Ul PBISAOD 8Q OS|e [|IM

SpodU 8583 3By} YONS ‘'SSeuXdIs pue JuswAo|dwisun ‘Juaudadilal Joy
papesU BUIODUl 84N3Ny |eNoe ay3 BuIsn A}UND8S [B100S S81euUlllse 8dlid
anJ| ‘sesuadxe A31JNd8S |PIDOS JO UOIIR|ND|ED UO ABOJOpOoyIsW ay3
W04} SJa4Ip INg ‘ABOJOPOYIBW Jaxuy ayj sasn Ajuewld Apnis syl ‘Gl

‘uoipesnqnd uodn pajsnipe sq Aews

Sy leuyousq auwooul BUIAIl 843 10 Sainbly jeul) ey 1ybISei04MaN AGQ 8peul SUOISISAUOD 'B)el 8bueyoxe 40D dSN 6102 ‘| 4.2qQULAON YANYO 8yl BuIsn siejjog 'S 01 paisnlpe usaq arey sainseawl ||y .S9JoN

‘8lOC
‘e Ke|n "sopelnsey
:[eUOISUBWIPAINIAL A

‘8l0¢
‘c Kejy 'sopelnsay

[euoIsUBWIPIINIAL A

"BUILIODYI04
Apn3s "oulleN pue
‘eone) ‘sep|eDd Ul
sJeonpold 88)J0d
10J MJewyouaq
2WODUl BUIAIT
(6L02) g7l poo4

uonRduwnNsuod
9)eAld Yojoey
UOISJBAUOD ddd

IsnBny ‘doysyiom
WepJaiswy 101

‘BUILODY1i04
Apnis "oulieN pue
‘eone) ‘sep|ed ul
sJaonpold 88)J0d
10J Ylewyousq
BUWIODU|l BUIAIT
(6L02) ge7l Poo4

'99J40D UBIQUIOI0D)
J0OJ 24N3IN2LIBY
Heuws-s1ewl|D Jo
j1oedudl |eljusiod
8y} BulAynueno
990D 1ewsS
-91eWwl|D JO adlid

821nos

ajes abueyoxa 6/0Z
‘I AON 4104 pa3snipy GN

al(HH
xed $/asn) ainsesj

B1IRIBUO|N BZIQOd  BIIRIBUO|N BZ81q0d a|geuleIsng yueg plUOMA 1e uojejussald a|geuleisnsg anJl ayl (6102)
(8102) INvVA (8102) INVA pue 1vID Buisn paje|nojed speiiied pue 1vID ‘e 38 ‘usunoug
659'¢ 2991 VAN A ¢8l'8 VAS) A /5¢9'S

78/'95¢°CL Ov0'S9'S /2156 000'191'LL 801'98//C 950'69L'GL 000'06L'8L

(HH Xxed /sosad
ue|quio|o)) ainseal

8l0¢

aul|
Ayionod jeuoinieN

8l0¢

aul| Ayanod
SWaJIXd |rUOlIBN

8l0¢

aul| Ayenod
|einy s.INva

L10¢

S9143Unod
SWOdUI-3S|PPIA
Jladdn 104 auj|
Ayionod pajsnipe
-ddd jueg pjioM

8l0¢

pAaeujwiiiaid

(eye
ejues) apesypied

8l0¢

. oWodul Bul
1einy, ge’ pood
d|qeuleisns/IVvID

810¢-/10¢C juswainsesaw JO JedA

aPeplepl|os
/221d anay

SANIT ALIIAOG ANV SHIVINHONIG FINODNI ONIAIT NVIFINOTOD 40 NOSIIVAINOD 1 3719V.L

23

the sustainable
trade initiative

Coffee Living Income Task Force



The living income gap for most small conventional
producers in Colombia (0.5 - 5 ha) who sell into
archetype 1is too large to be solved with technical
assistance and price support from buyers alone

(see figure 8).2° According to available data, a small
average conventional producer would need to cultivate
12.4 hectares of coffee to reach a living income (see
figure 12). Even under a very optimistic scenario with
a simultaneous increase in yield from 910 to 1183 kg
GBE/ha (30%) and farmgate prices from 1.01 to 1.32
USD/Ib GBE, a producer would not earn above the
poverty line (see figure 11).

Producers with more exposure to technical assistance,
certification or producing higher quality coffees
(archetypes 2 and 3) could narrow the living income
gap through a mix of higher prices, good sourcing
practices, and public policy changes (See 5.1.2. for
examples). The small average producer of specialty
coffee (archetype 4) currently earns a living income
(figure 8).

20. Within this report, small farms are defined as farms with coffee in
production on O-5 hectares. Medium farms consist of farms between
+5 and 15 hectares. Large farms are considered above 15 hectares of
coffee production.
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The average archetype 2 producer could reach the
poverty line with a simultaneous increase in yield

from 1,325 to 1,590 kg GBE/ha (20%) and farmgate
price from 1.03 to 1.24 USD/Ib GBE. The average small
archetype 3 producer would reach the poverty line
with current yields of 1,530 kg GBE/ha and an increase
in farmgate price from 1.09 to 1.31 USD/Ib GBE; a living
income would require an increase in farmgate price to
1.53 USD/Ib or an increase of both yield from 1,530 to
1,836 kg GBE/ha (20%) and farmgate price from 1.09
to 1.31 USD/Ib GBE (see figure 14).

TCLI data shows that 32% of the archetype 2, 3 and

4 producers earn an income above the poverty line,
while 18% make a living income (see figure 9 and

table 3). The small average producers producing to
sourcing archetypes 2 and 3 seem to be within reach
of the poverty line, which can serve as an intermediate
milestone to a living income.

The TCLI data suggests that the average medium
archetype 3 and 4 producers earn a living income.
The average large producer within archetypes 2, 3,
and 4 all make a living income. This is primarily a
result of the considerably larger farm size. See results
in the annex in section 6.3 (figures 16 & 17). An average
medium archetype 2 producer faces a negligible living



income gap that can be closed with an increase in
farmgate prices from 1.03 to 114 USD/Ib GBE or an
increase in yields from 1,406 to 1,546 kg GBE/ha (10%)
(see figure 18). It is important to note that medium and
large farms represent just 4% of the total Colombian
coffee-growing area (across the four sourcing
archetypes).

The TCLI results are indicative of the conditions for
average producers and should only be used as an
indication. Section 4.4 provides sensitivity analyses
that test the robustness of the results under varying
combinations of yield and price. Chapter 5 also
discusses some general concerns with the data and
how to improve this in future replications of the TCLI
work.

Living income benchmarks are calculated for a four-
person household. A larger farm may need to care for
a larger family, which leads to a higher living income
threshold. The data does not provide the level of detail
needed to analyze this further.

Living Wage requires additional analysis: The TCLI
data did not include a level of detail to analyze
whether living wages were paid to laborers which, in
turn, would potentially increase the cost of production.

4.1 Coffee farm economics: Calculating
the farm income and living income gap

The farm P&Ls are based upon a mix of company
data, data from the FNC (National Federation of
Coffee Growers of Colombia)?' and the Colombian
government, and publicly available sources, such

as ICO and research reports. The main sources for

the archetype 1 data is the FNC'’s survey of 2,000
producers and publicly available sources. Archetypes
2, 3, and 4 are based on data provided by 11 traders
and roasters for producers within their supply chains.??

Colombia is a smallholder-driven coffee sector. The
majority of coffee producers in Colombia possesses
very small farms. Figure 7 presents the distribution of
farm sizes by coffee growing area. Half of the coffee

21. In Spanish: Federacion Nacional de Cafeteros de Colombia

22. Data was not available for medium and large archetype 1 farms.
Majority of data for archetype 1is based upon publicly available
information which does not present data for medium and large farms
individually.

growing area consists of farms below 1 hectare while
farms sized one to three hectares represent another
38% of the total area. Medium and large farms (in this
study considered above five hectares) only account
for four percent of the total coffee growing area. The
results of the TCLI study should be considered in this
perspective, with majority of attention to the small
producers representing the grand majority of the
Colombian coffee sector.

4.1.1 Introduction to the TCLI data

Table 2 presents a summary of the main data points
used in the farm economic calculations. The numbers
represent averages. Figure 9 depicts an analysis of the
disaggregated farmer data.

FIGURE 7: DISTRIBUTION OF FARM SIZES BY
COFFEE GROWING AREA

1% — 39

8%

38% Above 10 ha

51to 10 ha
I 31to5ha
B 1to3ha
[l Below1ha

50%

Source: FNC (2019). Data provided via e-mail December 2019.
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TABLE 2: SUMMARY OF MAIN DATA POINTS, 2018-2019, AVERAGES

Archetypes 1 Conventional,

mainstream*

2 Conventional with
product value recogni-

3 High value consumer
experience

4 Specialty

tion (certification)

SMALL SMALL MEDIUM LARGE SMALL MEDIUM LARGE SMALL MEDIUM LARGE
Coffee farm size Ha 13 27 6.7 254 19 7.4 173 375 79 19
Kg
Yield GBE/ 910 1325 1406 1661 1530 1431 1358 1809 1689 1675
ha
Farmgate Usp/ 101 103 103 103 109 109 109 129 127 124
price*** Ib
. usD/
Variable cost b GBE 0.64 066 072 070 056 060 045 050 063 0.59
. usD/
Fixed cost b GBE 019 017 023 024 027 017 024 040 022 0.33
usD/
Total cost b GBE 0.82 0.83 0.95 095 083 077 070 090 085 0.92
Household
income from % 70%* 80 85 85 80** 85+ 85** 90 86 86
coffee

* For archetype 1 producers, no data was available for medium- and large-sized producers.

** Assumption by NewForesight based upon interviews with stakeholders and TCLI data on archetype 2 and 4.

*** Farmgate prices and premiums as of July 2019 were used. Prices are converted from Colombian Pesos to US Dollars using the November 1, 2019
exchange rate to compare against the living income benchmarks. The price is a combination of the base price, certification premiums, and quality
premiums. Prices are weighted averages accounting for a producer receiving different prices for different parts of her produce.

The data for sourcing archetypes 2, 3, and 4 mainly
represents producers dedicated to coffee production
as their primary source of income due to reliance on
company-provided data. The data in these archetypes
are based upon available company data and verified
through public statistics and interviews with sector
stakeholders. The reliance on company data is likely
to create a bias towards better-performing producers
compared to the average Colombian producer since
producers integrated into traders’ and roasters’
monitoring and evaluation systems are often more
dedicated to coffee production. The data is therefore
likely indicative of the better-performing producers
and may not be fully representative of the average
producer in Colombia.

The data suggest that small archetype 2, 3, and

4 producers have considerably higher yields than
archetype 1, which is below the national average
of ~1,150 kg GBE/ha. The higher yields are driven by

23. Labor is not necessarily paid living wages. This accounts for

both household and paid labor. A living wage covers the same basic
expenses to sustain a decent living, as explained for a living income
in chapter 3. While living income applies in the context of any income
earner (e.g. coffee producers), living wage only refers to the salary
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integration into sustainability programs, intensive
training on Good Agricultural Practices (GAP), and
support from traders and roasters. One nondisclosed
report by a trader finds that producers increased yields
by 15-20% three years after joining a sustainability
program.

Coffee represents in general 70-90% of total
household income for all producers. Income
diversification (non-coffee farm income and off-
farm income) is low. The high dependence on coffee
for income is likely an indication of data bias due to
the heavy reliance on company data for this study.
Other studies suggest that the average level of
diversification across Colombia may be larger: Vellema,
et al. (2015)?* finds that coffee, on average, ‘only’
accounted for 46% of household income in a sample
of certified coffee producers in Narifto. Another, non-
disclosed study found that coffee, as a percentage
of household income, ranged between 59% and 88%

obtained by hired workers (e.g. paid labor during harvesting). This is
especially relevant for medium and large farms with large amounts
of hired labor and would potentially increase their cost of production
considerably.



among a sample of certified producers in Caldas. The
assumptions made on diversification for archetype 1
and 3 have been tested and verified by traders and the
FNC.

4.1.2 Results of the TCLI data: Assessing the
living income gap

The data indicate that a living income gap exists for
the average, small producer within archetypes 1, 2,
and 3. Across all archetypes, net income of the average
small producers ranges from 707 to 6,514 USD. The
average small producer within archetype 4 is the only
one to reach a living income. Producers of archetype

2 and 3 earn 1,360 and 2,274 USD, respectively. The
living income gap is largest for the small average
conventional producer (archetype 1). Figure 8 presents
the P&Ls of small producers.

The large living income gap for the average small
archetype 1 producer is driven by a low average
farm size of 1.3 hectares and relatively low yields.
The increase in income among small producers across
archetypes is primarily driven by substantial increases
in yield and larger average farm size. For a small
average specialty producer (archetype 4) price is also
an important driver; she earns a relatively higher price
(1.29 USD/Ib GBE compared to 1.01 USD/Ib GBE in

FIGURE 8: P&LS FOR SMALL FARMS (USD/FARM)

COFFEE VARIABLE FIXED COST NET
REVENUES COST COFFEE
INCOME
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24. Vellema, W.,, A. Buritica Casanova, C. Gonzalez, and M. D’Haese
(2015).“The effect of specialty coffee certification on household

livelihood strategies and specialization.” Food Policy 57 (2015), p. 13-25.
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archetype combined with a farm size three times as
large as an average small conventional producer (3.75
ha vs 1.3 ha).

4.2 Assessing the severity of the living
income gap

There is a considerable variation in production costs
and profitability among regions and across individual
producers. As a result, some producers break even
while others struggle to cover their cost of production
at current price levels.

27% of the archetype 2, 3 and 4 producers across all
farm sizes earn an income higher than the poverty
line, while 18% make a living income. Table 3 presents
the number of producers breaking even, above the
poverty line, and making a living income.

This result is in line with other studies:

O Solidaridad/True Price (2019) find that
only 10% of smallholders in their sample
from Cauca earn a living income.

O UC Davis (2019)?5 finds that during the
2015/16 coffee year with average Colombian

farmgate prices of 112 USD/Ib GBE, 34% of
Colombian producers did not break even
on the cost of production. Farmgate prices
would need to be 1.23 USD/Ib GBE for 75%
of Colombian producers to break even.

In a study of Fairtrade producers, True Price found that
the Fairtrade coffee producers in Tanzania, Uganda
and Kenya, on average, earn less than the poverty
line.26 None of the Kenyan producers earned a living
income. In contrast, True Price found that 75% of Indian
producers and 50-65% of Indonesian and Vietnamese
producers in their data currently earn a living income.?”
The better performance of Vietnamese and Indonesian
producers is explained by the substantially higher
yields and relatively low costs of production.

4.3 Cost of production in a historical
price perspective

The TCLI results provide a snapshot of the living
income gap in Colombia during a period of very low
prices. Table 4 depicts the farmgate prices required
for the average small producer within each archetype
to reach a living income or the poverty line. The prices
required to reach a living income are found taking the

TABLE 3: ANALYSIS OF 1,295 PRODUCERS WITHIN ARCHETYPE 2, 3 AND 4

Number of producers Share above/below

Producers earning a living income 233 18%
Producers not earning a living income 1062 82%
Producers above the poverty line 471 27%
Producers not above the poverty line 884 73%
Producers breaking even 1030 80%
Producers not breaking even 265 20%

Note: The average of the living income benchmarks was used (4,992.5 USD) to calculate the number of producers earning a living income. The PPP-
adjusted World Bank poverty line was used to calculate the numbers of producers above/below the poverty line.

25. International Coffee Organization & University of California Davis
(2019) “Profitability of coffee farming in selected Latin American
countries - interim report”
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26. True Price adjusted the poverty line for Purchasing Power Parity

in the different countries in the study. True Price used the 310 USD
poverty line rather than the 5.50 USD poverty line used in this study
because the countries in the Fairtrade study are considered Low
Middle Income countries in contrast to Colombia which is considered a
High Middle income country.

27. True Price (2017)._“Assessing Coffee Farmer Household Income.
Commissioned by Fairtrade International.”



http://www.ico.org/documents/cy2018-19/Restricted/icc-124-6e-profitability-latin-american-producers.pdf
http://www.ico.org/documents/cy2018-19/Restricted/icc-124-6e-profitability-latin-american-producers.pdf
https://trueprice.org/wp-content/uploads/2015/04/Assessing_Coffee_Farmer_Household_Income_Report_2017_updated.pdf
https://trueprice.org/wp-content/uploads/2015/04/Assessing_Coffee_Farmer_Household_Income_Report_2017_updated.pdf

2018-19 data in table 2 on yields and cost of production
and calculating the price required to reach the living
income benchmarks. For example, a small archetype 4
producer will need a farmgate price of 116-1.22 USD/Ib
GBE to reach the living income benchmarks presented
in the previous chapter, based upon the farm size,
yield, cost of production, and level of diversification

as presented in the summary table. The living income
benchmarks used are the same for all producers but
some producers require a higher price because of
their smaller farm size, lower yields, and higher cost of
production.

Comparing the 2018-19 yields and cost of production
(see table 2 above) over the past 19 years, farmgate
prices have consistently been insufficient to achieve

a living income for a small average conventional
(archetype 1) producer. Table 5 features average
farmgate prices in Colombia over the past ten years.

It should be noted that cost of production may have
varied in that period. Yields fluctuated as a result of the

outbreak of leaf rust and the subsequent renovation.
Therefore the results are only indicative.

It is evident that small conventional producers, on
average, will be unable to achieve a living income in
the existing market-driven structure. Prices would need
to supersede the average price over the past ten years
to even reach the poverty line, and/or find alternative
sources of income to tap into.

Over the past 19 years, farmgate prices have
fluctuated between a low of 0.32 USD/Ib GBE in
August 2002 and a high of 2.45 USD/Ib in March
2011. The July 2019 price was at 1.01 USD/Ib. Figure 10
illustrates the volatility in Colombian farmgate prices
since 2000. The lower prices required for the average
small producer within each archetype (as stated in
Table 4) are plotted against the farmgate prices.

TABLE 4: FARMGATE PRICES REQUIRED TO REACH A LIVING INCOME OR POVERTY LINE FOR SMALL

AVERAGE PRODUCERS, USD/LB GBE

Archetype 1

Archetype 2

Archetype 3 Archetype 4

e/l G Small producer Small producer Small producer Small producer
Prices required to reach 2.48 - 2.83 163 - 1.80 143 - 156 116 - 1.22
the living income range

Prices required to reach 180 120 17 104

the poverty line

Note: The prices are calculated based upon the data presented in the summary data table.

TABLE 5: COLOMBIAN FARMGATE BASE PRICES (EXCLUDING PREMIUMS) (USD/LB GBE)

July 2019
1-yr average
3-yr average
5-yr average
10-yr average

Peak price (March 2011)

Farmgate prices (USD/Ib GBE)

1.01
0.96
1.06

110
128
2.45

The prices represent the base price and excludes any quality and certification premiums. Premiums paid were not available for all years.
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FIGURE 10: FARMGATE BASE PRICES (JAN 2000 - JUL 2019) AGAINST LIVING INCOME PRICE POINTS;

USD/LB GREEN BEAN EQUIVALENT

Legend: Prices required to reach living income

® Archetypel ® Archetype 2

® Archetype 3 ® Archetype 4
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Source: FNC (2019). Historical prices provided by the FNC. The prices represent the base price and excludes any quality and certification premiums.
Premiums paid were not available going back all years. Note: The prices required to make a living income shown represent the lower price level

shown in Table 4.

4.4 Robustness of results

The results above are robust to changes in the main
income drivers: yield, prices, and farm size. Changes
in the three variables do not significantly impact

the main conclusions of the chapter. There is a large
spread in the data, partially representing the large
heterogeneity of Colombian producers. This section
analyzes the sensitivity of the main results, testing the
robustness under varying combinations of yield and
prices.

4.4.1 Impact on living income from variation in
yield and farmgate price

It is unlikely that a small average conventional
(archetype 1) producer can earn above the Word
Bank poverty line under current conditions, let alone
the living income benchmark. Even in an optimistic
scenario of yields and prices being 30% higher than
the TCLI average, a producer would be unable to
reach the poverty line. Change would require the

the sustainable L
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development of other income streams or restructuring
small producers into economically viable producer
groups. Figure 11 depicts an analysis of the household
income for a small average archetype 1 producer
under varying combinations of yield and coffee prices,
holding all other variables constant.

The small average producers supplying the certified
and high value sourcing archetypes (2 and 3) seem
within reach of the poverty line as a steppingstone
to living income. The average archetype 2 producer
could reach the poverty line with a simultaneous
increase in yield from 1,325 to 1,590 kg GBE/ha (20%)
and farmgate prices from 1.03 to 1.24 USD/Ib GBE
(nearly a return to the ten-year average of 1.28 USD/
b GBE). The average small archetype 3 producer
already reaches such a vield level and it is therefore
not an unrealistic target. The average small archetype
3 producer would reach the poverty line with current
yields of 1,431 kg GBE/ha and a farmgate price increase
from 1.09 to 1.31 USD/Ib GBE. Reaching a living income
would require an increase in farmgate prices of from
1.09 to 1.53 USD/Ib GBE or a simultaneous increase


https://www.federaciondecafeteros.org/clientes/en/quienes_somos/119_estadisticas_historicas/

FIGURE 11: NET HOUSEHOLD INCOME (USD/FARM) FOR SMALL ARCHETYPE 1 PRODUCERS

—— Current level —— Poverty line e e ¢ |jving income

Yield (kg GBE/ha) (% change in yield)

ARCHETYPE 1
-20% -10% 10% 20% 30% 40% 50% 60%
728 819 1,001 1,092 1,274 1,365 1,456
0%
~ 10%
3.8
5t a 20% $2,508  $2,825  $3142
20c 30% 1.32 $1,848  $2191  $2534  $2,878  $3.221 | $3,564
[O)RSNY]
'Eg 8 40% 1.42 $2,138 $3247 | $3617  $3986
S
S 50% 1.52 $2,429
- 60% 1.62 $2,719
L 70% 1.72 $3,010

Note: The calculations are based upon the data presented in Table 2 for small producers.

Explanation: The numbers in the colored boxes show the household income (including non-coffee income). The horizontal axis shows variation in
yields, while the vertical axis represents variation in farmgate prices. The red boxes highlight the current levels used for the calculations in the rest of
the report. The blue boxes indicate the income above the threshold of the poverty line. The yellow boxes indicate the income above a living income.

in yield from 1,530 to 1,836 kg GBE/ha (20%) and
farmgate prices from 1.09 to 1.31 USD/Ib GBE. The
analyses for small archetype 2, 3, and 4 producers can
be found in the annex.

The findings are in line with similar smallholder
studies in other commodity sectors, including:

O  WUR (2019) finds that increases in prices will
be insufficient to lift Kenyan tea producers
to another income group due to low
productivity and small farm sizes. They found
that a 50% increase in farmgate prices for
tea producers in Kenya would only move
6% of producers above a living income.

O Ina study of cocoa in Cote d’lvoire and Ghana,
WUR (2019) also finds that there was no

28. Wageningen University and Research (November 2019). "A living
income for smallholder commodity farmers and protected forests and

biodiversity: how can the private and public sectors contribute?”
29. C. Alliot, et al (forthcoming)._“Distribution of Value and Power in
Food Value Chains.” Oxfam-commissioned research undertaken by
BASIC.

business case for lifting the poorest farmers
out of poverty (above the poverty line) as
productivity and farm sizes are too low.?®

O Alliot et al (forthcoming) find that the average
income of small-scale rice producers in Thailand
is 56% of the living income benchmark, while
small-scale banana growers in Ecuador earn
77% of the given living income benchmark.?®
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https://edepot.wur.nl/507120
https://edepot.wur.nl/507120
https://edepot.wur.nl/507120
https://lebasic.com/wp-content/uploads/2018/06/bp-german-supermarket-supply-chains-210618-en.pdf
https://lebasic.com/wp-content/uploads/2018/06/bp-german-supermarket-supply-chains-210618-en.pdf

4.4.2 Required farm size to reach a living
income

It is unrealistic that a small, average conventional
producer can achieve a living income. An average
archetype 1 producer would need to manage 12.4
hectares of coffee production under current prices to
reach a living income. Figure 12 depicts the required
coffee farm size to reach a living income under
different combinations of farmgate prices and yield
levels, holding all other variables constant. If yields
were 1183 kg GBE/ha, 30% above the TCLI average, a
producer would still require 9.4 hectares.?° If farmgate
prices were to rise from the five-year average of 1.01 to
111 USD/Ib GBE, while holding yields constant, then 8
hectares would be required.

The colored boxes in the following figures show the
required coffee farm size (hectares) to reach a living
income under different combinations of farmgate
prices and yield levels, holding all other variables
constant. The calculations are based upon the data
for small producers presented in table 2 above. On
the horizontal axis is variation in yields, while the
vertical axis represent variation in farmgate prices.
The red boxes highlight the current levels used for
the calculations in the rest of the report. There is no
dotted lines for poverty and living income similar to
the previous table because these show the farm size
needed to reach a living income.

FIGURE 12: HECTARES REQUIRED TO REACH A LIVING INCOME FOR SMALL ARCHETYPE 1 PRODUCERS

—— Current level

ARCHETYPE 1

0%

~ 10%
g-~8

sag 20%

20°c 30%
[ORSENY)

ra8 40%
£ 0

£ § 50%

60%

1 70%

Yield (kg GBE/ha) (% change in yield)

Note: The calculations are based upon the data presented in Table 2 for small producers.

Explanation: The colored boxes in the following figures show the required coffee farm size (hectares) to reach a living income under different
combinations of farmgate prices and yield levels, holding all other variables constant. The calculations are based upon the data for small producers
presented in table 2 above. On the horizontal axis is variation in yields, while the vertical axis represent variation in farmgate prices. The red boxes
highlight the current levels used for the calculations in the rest of the report. There is no dotted lines for poverty and living income similar to the
previous table because these show the farm size needed to reach a living income.

30. According to studies by Technoserve and the Global Coffee
Platform, a yield increase of 20% should be attainable for the average
Colombian producer. The average Archetype 1 producer is only 1.3
hectares. Source: Global Coffee Platform (2018) “A Quick Scan on
Improving the Economic Viability of Coffee Farming” & Technoserve
(2014) “Colombia A business case for sustainable coffee production”
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https://www.globalcoffeeplatform.org/assets/files/Resources/Peru-Deliverable_vSent.pdf
https://www.globalcoffeeplatform.org/assets/files/Resources/Peru-Deliverable_vSent.pdf
http://www.sustainablecoffeeprogram.com/site/getfile.php?id=377

The pattern is similar for archetypes 2 and 3. The
TCLI data suggests that a small average archetype

2 producer has an average of 1.83 hectares under
production, but would require 7.9 hectares to make a
living income with current prices. Likewise, archetype
3 would need 5 hectares versus the current average
of 2 hectares in the TCLI data. (The analyses for small
archetype 2, 3, and 4 producers can be found in the
annex.)

4.5 Limitations of the study

It is important to note that these results represent
annual income. Coffee production is characterized
by seasonality, which may heavily affect even well-
performing producers. Though Colombia produces
coffee year around, each department has a primary
harvest, most often spanning April-June or October-
January, and a smaller, secondary harvest later in

the year. As a result, income from coffee during the
primary harvest months must be managed over the
rest of the year. This can impact cash flow and the
ability to buy required inputs for the farm or other
household expenditures. The task force did not collect
data on monthly figures, and further research would
need to be done to understand the impact of coffee
seasonality to ensure coffee producing families have
enough net income every month to meet basic decent
standard of living (living income).

The TCLI data provided little visibility on the
specific sources of non-coffee income, and more
research is needed to understand alternatives to
coffee production and the income earning potential
of smallholder diversification. Given the farm size

of smallholder producers, possibilities for on-farm
diversification are often limited. Income from other
sources, for example laboring on other farms or taking
a non-farm job, is required. Since the availability of
other income sources varies between regions, it is
important to better understand the income earning
potential of producers aiming to diversify.

The TCLI study only considers living income for

the coffee producer. Analyzing living wages for
laborers on the coffee farms was not possible due
to insufficient data. The TCLI data was not granular
enough to analyze whether living wages were paid to
laborers. Most data on the cost of production was only
provided as a total cost for harvest and non-harvest
labor, respectively, and therefore does not allow for
analyses of cost per workday. Further research is
recommended to investigate the extent to which
living wages are paid and its implication on cost of
production and producers’ competitiveness.

“The Living Income Community of Practice
appreciates the depth of analysis in the TCLI
report. The analysis and stakeholder process has
tangibly advanced the conversation on closing
income gaps in the coffee sector. We remain
committed to supporting the TCLI and the coffee
sector on methodological and process issues as
we move forward.”

CHRISTINA ARCHER
ON BEHALF OF THE LIVING INCOME COMMUNITY OF PRACTICE,
CO-HOSTED BY ISEAL, GIZ AND THE SUSTAINABLE FOOD LAB
LIVING-INCOME.COM
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This report, and the multi-stakeholder process that
supported its creation, contribute to the living income
discussion in the coffee sector by estimating the
living income gap in Colombia relative to various
sourcing models. The report is unigue in its approach
to identifying different sourcing archetypes and
illustrating how the living income gap differs per
archetype across the spectrum of coffee produced.
The report fundamentally aims beyond traditional
output-based development objectives like “training in
GAP” by adding Living Income as an outcome-based
reference target for sourcing and policy interventions.

The results of the TCLI analysis cover Colombia and
are based on data collected from trade and industry
players and sector representatives, however many of
the recommendations are applicable across countries
where low income jeopardizes the livelihoods of
farming families.

The research found that the living income gap for most
small conventional producers in Colombia selling into
archetype 1, who depend on coffee for the majority of
their household income, is too large to be solved with
technical assistance and price support from buyers
alone. Achieving a living income would require the

the sustainable
34 trade initiative

Coffee Living Income Task Force

development of other income streams or restructuring
small producers into more economically viable
producer groups.

For producers cultivating more sustainably produced
or higher quality coffee (archetypes 2, 3 and 4), the
living income gap can be narrowed through a mix of
higher prices, good sourcing practices and changes
to public policy as elaborated further in this chapter.
Acknowledging the large task of closing the living
income gap, especially for archetype 1 producers,
lifting producers above the poverty line could be an
intermediate target for companies.

This report is therefore a call to action for companies
to implement and scale sourcing and pricing
practices within their value chains that can narrow
the living income gap. This study in Colombia is based
on factual data assessments and can serve as a model
for ongoing sector-wide and country-specific data
gathering efforts and policy debates. The sourcing
and pricing options available to companies depend

on its sourcing model. In addition, pre-competitive
and sector solutions can be supported by all types

of companies regardless of the market channel they
operate in, which are noted as ‘all-archetype’ solutions.



This chapter organizes the solutions according to

the most relevant archetype of consumer market
segments to maintain consistency with the report,
without claiming an exc/usive causal relation between
the recommendations and the Archetypes.

Sustainable sourcing and pricing practices alone

are insufficient for resolving the systemic issues of
the coffee sector. They must be accompanied with
effective, complementary policy initiatives that can
create an enabling environment where producers
can earn a living income. Though there have been
important advances in sustainable sourcing practices
and producer incomes, these practices alone do not
guarantee that producers have the same overall access
to technology, infrastructure, education, credit, and
productive activities needed for an economically
sustainable coffee sector. Strong institutions and

a supportive policy framework are also necessary.

The second section (section 5.1.2.) provides input on
sector-wide policies needed to create a better (policy)
environment for a living income.

The report has been made possible with the strong
support of the TCLI partners who provided farmer and
pricing data, and participated in dialogue sessions and
bilateral talks from July to November 2019.3' The third
section (section 51.3.) offers key lessons for how the
sector can replicate similar studies in other origins.

5.1 Recommendations for closing the
living income gap

Table 6 presents an overview of the recommendations
explained in detail through the remainder of the
chapter. We have grouped each recommendation
under the most relevant archetype, however many

of the recommendations can be applied to multiple
archetypes. For example we can assume that
regardless the archetype, producers benefit from
professionalization in larger economic clusters and
from customer recognition of sustainable practices
and quality. We also want to stress that along with the
recommendations on sourcing and pricing practices,
the recommendations for enabling policies are a
necessary and crucial part of any effort to raise the
majority of smaller farmers out of poverty.

31. Measures have been taken to ensure compliance with competition
law.

Any of the actions recommended in this chapter must
be based on local stakeholder consultation to include
a comprehensive understanding of the contextual and
personal factors (e.g. culture, and producer-specific
needs and aspirations) that may impede adoption of
certain practices. Actions taken by a company, in a
sector or at the government-level should be guided
by an in-depth understanding of the economic and
social situation and potential of households and
producer groups. This will enable the design of more
effective interventions and policies with a higher rate of
success.3?

The sourcing and pricing practices recommended are
provided according to the relevant archetype. However,
one cross-cutting practice for all value chain actors,
including public policy, to consider is the promotion of
sector transparency3?® on the cost of production and
living income conditions (i.e. cost of a decent standard
of living, anonymized actual income estimates).

Increasing sector transparency on the costs of
production and living income contributes to improved
understanding of the costs of production and living
income gaps in origin countries.

“Achieving a living income is a shared
responsibility of all actors. Reliable data
and factual analysis is required to bring
transparency on the current situation and
define the strategies and investments needed
to build truly sustainable global supply chains
- where all actors benefit and are incentivized
to produce sustainably. Private sector actors
have the opportunity to leverage their buying
power/sourcing practices and investments to
set up effective and efficient interventions to
contribute to this goal.”

NOURA HANNA
GLOBAL LEAD
LIVELIHOOD
RAINFOREST ALLIANCE

32. Waarts, Y. et al. (2019)_"A living income for smallholder commodity
farmers and protected forests and biodiversity: how can the private
and public sectors contribute?”

33. Transparency is defined as "relevant information made available

to all elements of the value chain in a standardized way, which allows
common understanding, accessibility, clarity and comparison.” Source:
UNECE (2019). "Transparency and Traceability for Sustainable Value
Chains.”
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TABLE 6: SUMMARY TABLE OF TCLI RECOMMENDATIONS AND EXPECTED OUTCOMES

Cross-cutting for
all stakeholders,
both private and
public

Archetype 1
(Conventional)

Archetype 2
(Conventional
with product value
recognition)

Archetype 3
(High value
consumer
experience) & 4
(Specialty)

Good sourcing and pricing practices

Practice

1.

Increase sector transparency on the costs of production,
cost of living (living income benchmarks) and actual
incomes

Outcome

Improved understanding of the cost of production and
living income gaps
Enhanced bargaining power for producer

2. Increase public reporting and exchange on effectiveness of  « Informed decision-making on interventions
programs to improve farmer incomes.
1. Farmer organization professionalization: Offer targeted + Better access to markets
capacity building and financial support for improved coffee * Improved services to producers
and diversified income sources » Diversification options
2. Integration of producer support services (e.g. technical * Increased farm performance through best practices
assistance, financing, inputs) in sourcing
3. Implementation of price risk management practices » Mitigation of risks faced by producer
* Improved capacity for long-term investments by
producer
4. Roasters recognize sustainable practices and traceability and « Less downward pressure on differentials
support trading practices that reward these attributes with » Higher FOB prices
higher differentials
5. Preferred supplier status for sustainable coffee producers * Enabling the preferred supplier to receive a living
income or cost-plus margin
* Increased predictability and transparency
6. Ensure a minimum price related to a defined quality « Safety net for producer to avoid selling at a loss
7. Develop a new, producer-driven logic to set prices for » Greater benefits for producers
sustainable coffee adequately * Quality differentiation
8. Long-term contracts + Provision of predictability, stability and trust in sourcing
relationships
9. Engage in price transparency initiatives to develop a new * Provision of benchmark prices
price discovery mechanism for higher quality coffee « Enhanced bargaining power of producer
10. Flexible (living income) premium * Enhanced income for producer

Enhance traceability of coffee across the value chain

More market access for producer
Higher prices

etype-wide public-private enabling policies

Global level

Producing
countries

Consuming
countries

36 Id'l'\

a. Improve functioning of ‘C’ market to the benefit of producers * More stable prices
¢ Higher prices through enhanced differentiation based
on qualities and origins
b. Create a global price stabilization fund ¢ Short term safety net for producers in volatile low-price
periods
e Facilitate long-term investments
c. Enhance supply chain transparency and collaboration on data * Development of inter-operability
across the coffee sector * Facilitate direct income improvement
d. Avoid counter-productive taxes that redirect value from the ¢ |Improved distribution of value towards farmers

coffee producing areas or hamper the equitable distribution
of value along the supply chain

e. Develop Codes of Ethics on Farm Data Management with ¢ Harness benefits of data

national institutions * Protection of producers’ privacy and security
f. Invest in the national coffee sector to improve efficiency, * More efficient coffee production

infrastructure and organization ¢ Reduced gap between FOB and farmgate pricing
g. Support consolidation of smaller farms into larger farms ¢ Economically viable producers

or economically viable collaborative groups through
government-supported initiatives

. Adopt supply management and support economically non-

viable coffee producers to transition into other livelihoods

More resilient income
Improved livelihoods for non-viable coffee producers

Develop - in dialogue with the sector stakeholders (starting at
EU level) - standards on traceability, transparency and living
income that require importers and roasters to comply with

a minimum level of sustainability, gradually raising the bar of
sustainability

Minimum producer income secured

Encourage sector commitments to providing living wages for
hired laborers on coffee farms

Minimum producer and/or worker income secured
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A common language

There are few data-driven, fact-based insights into
the impact of low prices on the living situation of
coffee producers. The TCLI report has highlighted
substantial variation in the costs of production among
producers and cost of a living income across and
within departments in Colombia. The same can be
said for other origins and other sectors. The results

in this report were only made possible thanks to
strong contributions by important trade and industry
players, and sector representatives, such as the
National Federation of Coffee Growers of Colombia.
In other origins, publicly available data is more limited
and more sector collaboration is needed to align on
methodology for measuring living income gaps to
increase the common understanding of the challenge.

To improve the understanding of living conditions at
origin, the entire sector could benefit from collectively
agreed, standardized metrics on how and what to
measure for costs of production. A promising initiative
is the Global Coffee Data Standard (see text box).

Value chain actors are also strongly encouraged

to contribute to the work within the Living Income
Community of Practice. Companies could partner with
benchmarking organizations and (local) governments
to support living income benchmarking and
precompetitive sector baselines on actual incomes, as
done in the West African cocoa sector.3* Companies
also can cost-efficiently gain greater insights into
actual household incomes, including seasonal and
other income sources, through their existing data
collection processes. This collaborative approach
ensures that the benchmark can be used by all supply
chain actors, as well as other stakeholders in the area.
Section 5.1.3. provides more practical implementation-
focused recommendations to strive towards.

Informed decision-making

Improved and more informed insights into the size and
drivers of the costs of production and living income
gap faced by coffee producers can help companies
and organizations to develop more targeted and
effective interventions.

Increased transparency on prices, the costs of
production, income sources, and the cost of a decent
standard of living can also reduce the information

34. Living Income Community of Practice and KIT 2018. Benchmarks
and Income Gap Assessments: Ghana and Cote d'lvoire. https:/www.
living-income.com/papersandreports

4 N
THE GLOBAL COFFEE DATA STANDARD

The project is a collaboration among the Global
Coffee Platform, COSA, Rainforest Alliance, and
Waterwatch Cooperative, and funded by the
ISEAL Innovations Fund.

The aim is to streamline the collection of data
across the coffee sector, reduce data transaction
cost, and enable comparable reporting.

The project has two overarching objectives:

1. Define common denominators of
indicators and develop practical metrics to
operationalize the indicators so that they are
functional across origins and comparable
over time

2. Develop a technical standard for common
metrics to facilitate data interoperability &
exchange for collective impact reporting

Read more in the documentation
for the standard: http://datastandard.
globalcoffeeplatform.org/en/latest/index.html

asymmetry between producers and other value chain
actors. This enables producers to negotiate prices
from a more informed perspective. If producers know
their costs of production and the price they need to
achieve to cover their costs and make a living, they
will have a clear argument for asking for higher prices.
Without this clear argument, the producer will lose
the negotiation at the time of price setting. Building
public awareness of the living income gap will likely
also enhance the willingness of consumers to pay a
premium for their coffee.

Importance of two-way transparency

It is important to acknowledge that the ability to
control and increase transparency often lies with one
actor in the supply chain, and it is therefore not a
given that transparency claims lead to greater spread
of information among all actors in the supply chain.
Current efforts are mostly consumer-facing and not

. | the sustainable
Coffee Living Income Task Force I trade initiative 37


https://www.living-income.com/
https://www.living-income.com/
https://www.living-income.com/papersandreports
https://www.living-income.com/papersandreports
http://datastandard.globalcoffeeplatform.org/en/latest/index.html
http://datastandard.globalcoffeeplatform.org/en/latest/index.html

producer-facing. For example, buyers may share green
coffee prices with other buyers and customers, but

do not share information of prices along the value
chain with producers. It is important that any action or
claims to transparency also make useful information
available to producers and farmer organizations.

Concrete examples

O The International Coffee Organization (ICO) has
launched the Coffee Pledge to support a living
income for coffee producers. The campaign
aims to rally the voice of consumers to further
mobilize funds and the political backing needed
to address the price crisis. The ICO also aims
to secure commitments from industry and
governments to develop concrete solutions
for coffee price levels, price volatility and the
long-term sustainability of the coffee sector.

The banana sector provides a concrete example of
how transparency can lead to a sector commitment.
Dutch supermarkets have committed to a living wage
in the banana sector. An important tool used to trace
the commitment is the IDH Salary Matrix that enables
value chain actors to get an instant assessment of
their progress on salaries and enhancing the ability
of companies to track their progress towards living
wages. The tool allows the user to calculate the

gap between the current wages paid and the living
wage benchmark. This will serve as the baseline for
negotiating future wage increases.

5.1.1 Good sourcing and pricing practices for
companies

ARCHETYPE 1 RECOMMENDATIONS

1. Farmer organization professionalization: Offer
targeted capacity building and financial support

Professional, well-managed farmer organizations
tend to offer better access to markets and improved
services to their members. These organizations have
stronger internal management systems that enable
the provision of inputs and the ability to handle
larger loans, enabling pre-financing for inputs and
other services, as well as buffer savings. The benefit
to traders is that professional farmer organizations
tend to have a stronger membership base with less
side-selling, greater quality control, and they can
act as more reliable strategic sourcing partners

the sustainable
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GOOD PRACTICE - DEEP DIVE

Living Wage Salary Matrix -
IDH/Rainforest Alliance

The Living Wage Salary Matrix is an excel-
based tool that helps suppliers identify how

the remuneration and in-kind benefits they
provide to their workers compare to living wage
pbenchmarks. These insights allow suppliers to
track compensation improvement and increase
transparency with buyers. The living wage
benchmarks used in the tool are based on the
Anker methodology and benchmark studies
carried out by the Global Living Wage Coalition.

The initial pilot in 2019 includes the banana
sector in Costa Rica and Belize. The Salary
Matrix is currently being tested in other sectors,
such as tea and flowers.

How it works:

1. Fill in the Excel matrix with data on
remuneration, in-kind benefits, and other
related variables

2. Obtain insight on the percentage difference
between current salaries and living wage
reference values; total in-kind benefits
granted by type of position; etc.

3. Set a first step to develop strategies that
reduce the living wage gap.

Success factors for replication:

* The supplier or company owner must have
a minimal level of insight into existing data,
such as remuneration.

The matrix is publicly available here.

\- J

for international buyers. Professionally run farmer
organizations tend to be more profitable, more
sustainable and have greater access to markets and
finance. These factors have a positive impact on
farmer organizations’ members. More professional
farmer organizations are also less likely to experience
corruption or mismanagement. As these organizations
mature, they often are able to build new market
opportunities in other crops or services for their
members.



https://www.change.org/p/international-coffee-organization-support-a-living-income-for-coffee-farmers-sign-the-coffeepledge?recruiter=998120441&recruited_by_id=ee9e6140-c4c1-11e9-8fed-1d3a903ef84c&utm_source=share_petition&utm_medium=copylink&utm_campaign=petition_dashboard&utm_content=bandit-starter_cl_share_content_en-gb%3Av2
https://www.change.org/p/international-coffee-organization-support-a-living-income-for-coffee-farmers-sign-the-coffeepledge?recruiter=998120441&recruited_by_id=ee9e6140-c4c1-11e9-8fed-1d3a903ef84c&utm_source=share_petition&utm_medium=copylink&utm_campaign=petition_dashboard&utm_content=bandit-starter_cl_share_content_en-gb%3Av2
https://www.idhsustainabletrade.com/news/banana-retail-commitment-on-living-wage/
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It is important that value chain actors support capacity
building to identify and develop strong management,
and carefully consider how to engage with farmer
organizations at different levels of professionalization.

In April 2019 the IWA29 Professional Farmer
Organization - Guidelines were adopted as an

ISO standard providing a standard framework for
rating agencies to measure performance towards
professionalization of farmer organizations. There

is currently one company delivering assessments
benchmarked against the IWA29 standards.
SCOPEIinsight, partnering with the International
Finance Corporation, has developed a standardized,
data-driven approach that helps farmer
organizations and agribusinesses reach a higher
level of professionalism. Certified assessors conduct
assessments of the farmer organization, collecting data
and business intelligence. With this data, a tailored
capacity building program is created that helps
improve internal management, operations, financial
management, sustainability and other elements.
Successful implementation relies on a minimum
degree of stakeholder alignment between the farmer
organization and related value chain actors (e.g. strong
relations between the trader, financial institution

and farmer organization).?®* Companies can tap into
resources like SCOPEinsight and others through the
AMEA Network - Agribusiness Market Ecosystem
Alliance, which brings together 26 organizations
working to accelerate farmer organization
professionalization and incentivize service quality
improvement.

2. Integration of producer support services
(e.g. technical assistance, financing, inputs)
in sourcing: Roasters and their supply chain
partners should encourage, recognize and reward
sustainability interventions that are integrated
into sourcing operations.

The data suggests that producers that have been
exposed to sustainability programs make a better
living, not only due to the small premium related to
certification, but because of the exposure to Good
Agriculture Practices that result in better yields and
access to markets. Traders - often supported by

35. SCOPEInsight (2019) https://scopeinsight.com

36. Services can for example be training, access to inputs (fertilizer,
crop protection, planting material), access to finance, farmer group
organization and capacity building, transportation of produce, etc. See
also the example of BLOOM.

“Jacobs Douwe Egberts is aware of the impact
low futures prices in coffee are having on
smallholder farmers around the world. That
is why we have joined forces with the ICO,
governments, NGOs and the industry to
address the systemic challenges faced by these
producers. Through the JDE Common Grounds
program, we aim to directly reach 500,000
smallholder farmers by 2025, promoting Good
Agricultural Practices for a more profitable and
sustainable future.”

NADIA HOARAU-MWAURA
SUSTAINABILITY DIRECTOR
JACOBS DOUWE EGBERTS

roasters - can establish supply chain structures that
deliver services3® to producers in a cost-efficient

way that yields a return on investment in the long
term. Integration requires value chain actors to make
contractual agreements with producers to supply
them with relevant professional services ahead of and
during the season, in return for producers selling their
produce to the service provider (often a trader) after
harvest. The access to services enables higher income
and helps producers to overcome issues of cashflow
and financing of inputs.

Producer support programs - in the form of packaged
service delivery - can increase the performance of
farms.3” Service packages can include a wide range

of support, such as training on Good Agricultural
Practices, financial management and focused
investment, provision of fertilizer and crop protection,
access to finance, and support for crop diversification.
Effective service delivery can increase yields,

improve quality, enable premiums, and improve farm
resilience. The provision of improved services from
producer organizations, traders, roasters or others can
ultimately be self-financing with producers as clients.
Potential benefits include revenues from service
payments, increased loyalty, increased volume per
producer (leading to potential sourcing efficiencies),
and improved quality. Intermediaries (for example
middlemen, lead farmers, entrepreneurial youth) can
be employed to deliver services, lowering the running
costs, while creating local jobs.

37. Sustainable Trade Initiative Service delivery models: https:/www.
idhsustainabletrade.com/approach/service-delivery-models/.
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3. Price risk management scheme: Enable
cooperatives to mitigate the risks that producers
face due to price volatility by creating price risk
management schemes.

Cooperatives or farmer organizations can protect
their memlbers from price volatility by offering them
price risk management instruments, such as futures
and options. This approach only relates to limiting the
impact of price volatility (and its knock-on effect of
selling coffee during a low ‘C’ market price situation).
It is not designed to increase the producer’s business
case for negotiating higher prices in a low-price
scenario. These instruments should be used to protect
farmers in volatile markets while at the same time
enabling them to profit from rising prices.

Moreover, greater security on future prices enables
producers to take a long-term perspective and
undertake investments that involve higher short-

term costs (e.g. land renovation, machinery) that
could generate higher revenues in the long run. These
investments are often critical to improving their
practices to reach consumer market segments that
require sustainable practices and higher coffee quality.

Engaging in price risk management tools requires
extreme discipline, professionalization, and knowledge.
There is therefore a large risk for farmer organizations
to engage with these tools. There are a few key
requirements to make price risk management schemes
successful.

O The cooperative needs a high level of
professionalization and support from committed
partners (also see Recommendation 1 -

Farmer organization professionalization).

O Furthermore, financial support may
be necessary to build the capacity of
cooperatives as the implementation and
investments require extreme discipline,
commitment and knowledge.®

O As cooperatives mitigate their price risk with
futures contracts, they are aided by longer-
term sourcing relations that build trust among
members and buyers that coffee sales will
be sold at an acceptable level in the future.

38. USAID (2019) Coffee and Cocoa Price Risk Management
(CC-PRM), Retrieved from: (Acc. 11 Dec. 2019)
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Coffee trader Sustainable Harvest offers trainings to
cooperatives on how to adopt these mechanisms, see
Textbox.

GOOD PRACTICE - DEEP DIVE

Managing price risk through forward
contracts and call options: The case of
Sustainable Harvest

Sustainable Harvest is a specialty-grade green
coffee importer that helps cooperatives in

Latin America to hedge price risk by combining
forward contracts and options. Currently,
between 40-50% of their contracts with a
timespan longer than three months are traded
with this mechanism.

Cooperatives that participate in the mechanism
use a ‘variable sale’, which is a combination

of a forward price-to-be-fixed (PTBF)
contract and call options. The PTBF contract
allows cooperatives to agree on a price with
Sustainable Harvest within a specified period,
while the purchasing call options through a
Sustainable Harvest account enable them to
benefit of potential subsequent price increases.
In this way, the call option works as an insurance
for cooperatives.

Sustainable Harvest provides financing to

the cooperatives, to access the options to
cooperatives. In addition, it offers cooperatives
training, information and analysis on markets
and derivatives. Sustainable Harvest covers

its own price risk by investing in futures and
options on the New York Stock Exchange.

In order for this mechanism to be effective,
cooperatives need to be strong and
professional, having a good understanding of
the farmer economics and their own financials.
Furthermore, there needs to be a willingness
from buyers and/or importers (in this case,
Sustainable Harvest), to subsidize the cost of
options, as contract defaults would impact
trading activities significantly.

Source: USAID (2019), “Coffee and Cocoa Price
Risk Management (CC-PRM)”, see link.
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4. Roasters recognize sustainable practices and
traceability and support trading practices that
reward these attributes with higher differentials.

This requires an internal company shift away from the
mainstream practice of rewarding buyers who push
down prices (differentials) using all available buying
mechanisms and positions. This is a free business
choice and the economic viability of this approach
depends on the company’s position on margin
flexibility, public commitment to living income, and the
expected return from higher brand premium from the
consumetr.

In common practice, the buyers’ main focus is to
negotiate the lowest price possible for the desired
quality. Some buyers might be measured against

this logic and remuneration schemes would evaluate
performance on “cheap” differentials. Roasters who
are willing to undertake this recommendation will need
to review their remuneration logic for coffee buyers to
streamline incentives and avoid constant pressure on
differentials. The impact of this recommendation can
be quite fast. Less downward pressure on differentials
can lead to higher FOB prices. It would then need

to be assessed if the higher FOB results in higher
farmgate prices.

This methodology can result in higher prices for
farmers of archetype 1 and 2. It is crucial to design a
traceability and transparency system to evaluate how
the higher differentials are reach individual producers.

ARCHETYPE 2 RECOMMENDATIONS

5. Preferred supplier status for sustainable coffee
producers

Roasters and retailers can confer preferred supplier
status onto mainstream contracts, thus prioritizing
firms that focus on social responsibility and ensure

a living income or at minimum a cost-plus margin to
producers in their supply chain, provided that they also
meet all other requirements. Preferential treatment
could be based according to a point system associated
with level of inclusion and of economic or socio-
environmental sustainability of producers. Preferential
purchase relations may allow a measure of flexibility

to adapt production and price levels over time to
achieve the stipulated level of social responsibility.

The preferred supplier approach in sourcing has
proven to be very effective in addressing sustainability
challenges at the production level in many agriculture

and non-agriculture sectors (like electronics and
apparel). Caution should be taken that the preferred
rating system makes clear that simply excluding the
poorest farmers is not an acceptable strategy.

6. Minimum price: Ensure a minimum price related
to a certain quality that covers producers’
average costs of production, thereby providing a
safety net that protects producers during volatile
market periods.

A minimum price, in combination with a guaranteed
off-take of the coffee at this price, increases
predictability and security, enabling producers to
engage in long-term investments that enhance
profitability. Conversely, instituting minimum prices
could incentivize more producers to enter the coffee
sector and thus exacerbate the current oversupply and
pricing pressure throughout the coffee sector. While
companies should seek to improve the livelihood of
coffee producers, there is also a need at a policy level
to introduce supply management (see more under
section 5.1.2.).

Two concrete examples of how minimum prices

can be established are certification and a cost-plus
pricing model. A minimum price can be defined by
certifications for a certain quality and/or origin of
the product. For example, Fairtrade certification
guarantees a minimum price of 1.40 USD/Ib FOB for
washed Arabica*® plus a 0.20 USD/Ib social premium
to cooperatives whose members meet a set of social
and environmental criteria. The minimum FOB price
however does not assure that individual producers
receive a certain farmgate price. The share of the FOB
price that individual producers receive differs widely
across and within origins. The Fairtrade Premium is
an amount on top of the minimum price paid directly
to the producer organization for investment in
community, environmental or organizational projects
and priorities. It does not recognize price distinctions
for differences in quality or distinctions in the cost of
production among different regions.

39. Fairtrade minimum price of 1.40 USD/Ib plus a social premium
of 0.20 USD/Ib to the cooperative is added to the price, resulting in
a total price of 1.60 USD/Ib. Prices are slightly different for natural
Arabica and washed/natural Robusta. In addition, Fairtrade offers a
price differential of 0.30 USD/Ib for organic production.
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Another method to ensure a minimum income for
producers is with cost-plus pricing contracts that pay
a pre-determined margin above the average cost of
production. This model requires the establishment of
average costs of production differentiated by origins,
and an agreement among the value chain actors to
ensure that the risk is shared. For buyers, the main
risk in the cost-plus pricing model is that prices rise
above the pre-determined price, which can result in
producers side-selling to other buyers who pay market-
conforming prices. One way to circumvent this risk is
paying a flexible premium (see recommendation 9).

Producers also carry a risk as some origins have higher
costs of production than others. Engaging in cost-
plus pricing contracts can limit their competitiveness
compared to lower-cost origins unless there are other
distinct features, such as quality, that differentiate the
coffee and increase the willingness of buyers to pay a
higher price.

Specialty coffee trader Caravela uses a cost-plus
pricing model for select contracts in agreement with
the roaster. Caravela has undertaken studies of the
costs of production in the seven Latin American
origins from which it sources, enabling the company
to establish average costs of production in each origin.
Understanding the costs of production provides

an objective way to determine the FOB prices

and guarantee a minimum level of profitability for
producers.4°

7. Develop a new, producer-driven logic to valorize
sustainable coffee more adequately

The sustainability practices currently in place,
including Voluntary Sustainability Standards (VSS),
are not sufficiently adequate instruments to valorize
sustainably produced coffee. The philosophy of VSS is
that roasters and retail can commit to buying certified
coffee for prices that reflect the certified status of

the product. Producers would receive a certification
premium for all their certified coffee leading to higher
incomes and are thus incentivized to enhance their
production of sustainably produced coffees.

However, in practice these mechanisms are
predominantly buyer-driven and implemented by
roasters and retail. The effects of VSS have therefore
been mixed, rendering certified producers unable to
receive higher incomes for their coffee. Offtake of

40. Caravela (2019)_“Why and How to Estimate Costs of Production in
a Coffee Farm?”
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certified coffee is not guaranteed as there is currently
an over-supply of certified coffee so that producers
are not selling all their certified coffee at the premium
price.

For instance, if certain higher qualities are needed

to be certified, the lower qualities produced will
automatically be certified too (as a producer cannot
certify only certain parts of the qualities being
produced on their farm) which consequently leads

to an oversupply of certified coffees. Because of the
‘mainstreamization’ of standards, or the expansion

of certified coffee from Archetype 3 and 4 channels
to high volume Archetype 2 brands, premiums for
producers have decreased. This in turn has reduced
the economic incentive for producers to raise their
sustainability practices, as certifying their coffee

has now become financially less attractive. The
current buyer-driven certification mechanisms are
disconnected from other features that differentiate
coffee, such as origin and quality distinctions.
Moreover, the definition of “sustainably” produced
coffee does not include a reference to (Living) Income
and so VSS’s do not provide any assurance on the level
of producer income.

One solution that could bring the valorization of
sustainability in coffee to a new level is the introduction
of a producer-driven logic. Producers and traders

of a specific origin collectively agree upon a set of
origin-specific sustainability KPIs (e.g. on traceability;
GAPs), that are coherent with targets that are aligned
across the coffee sector. Instead of buyers controlling
the price and standards of sustainable coffee, it is

the producers and traders who set the terms and

price premium to the buyer. As these KPIs would be
determined in collaboration between producers, (local)
governments and traders in a specific region, they
could include a premium scheme that differentiates
among qualities of coffee.

One example that contains elements of the proposed
producer-given sustainability scheme is NKG BLOOM,
which has agreed on a long-term collaboration with
producers to offer a set of services and impact
financing. Together with producers in Uganda,
Colombia, Mexico, Honduras and Kenya, BLOOM aims
to set the terms of sustainability and to sell this coffee
at a premium to roasters and retailers.


https://caravela.coffee/project/costs-of-production/
https://caravela.coffee/project/costs-of-production/

8. Long-term contracts: Roasters and traders could
engage in longer term, multiple year contracts
with producers and/or farmer organizations.

Longer term contracts provide greater stability and
allow producers to plan activities over a complete
harvest cycle at minimum, which enables forward-
looking investments in production. Longer term
contracts are assumed to provide predictability,
stability and trust in the sourcing relationship between
producer and buyer. It reduces overall price risk to

the producer and enables them to obtain access to
credit and develop a long-term mindset to conduct
investments that may have high upfront costs.
Roasters can benefit from greater supply chain
management, direct and secure access to certain
qualities, and the option to associate their brands with
positive reputational characteristics.

Long-term contracts are found to be most effective as
part of a portfolio strategy: one share of total supply
is secured in long-term contracts, and another share is
acquired through short-term contracts. For the buyer,
such a portfolio ensures reduced pricing volatility and
secured supply, while also maintaining the ability to
buy elsewhere when short-term needs arise.¥

Longer term supply contracts are a standard
improvement step in many sectors that struggle with
low producer income (e.g. in cocoa, tea, apparel).

ARCHETYPE 3 & 4 RECOMMENDATIONS

The recommendations for archetype 3 and 4 are
merged because the good practices applicable to
the archetypes are similar and most often only differ
in scale and maturity. For all recommendations, it is
recommended that companies seek opportunities
to make value chains more inclusive of vulnerable
smallholders since often only the most advantaged
producers can access these markets on a consistent
basis.

9. Engage in price transparency initiatives to
support development new price discovery
mechanisms for higher quality coffee.

Higher quality and specialty coffees are - to a large
extent - priced against the ‘C’ price, the market
reference price for commodity coffee. As the

41. Clay, J. (2018)_“How Long-Term Contracts can Help Drive More
Sustainable Agriculture.”

TCLI data suggests, production of higher quality
coffees requires greater investment by producers.
Properly acknowledging this increase in production
cost requires decoupling price discovery from the
commodity system. Traders and roasters may want
to consider joining sector initiatives to establish new
benchmark pricing for specialty coffee.

Initiatives already exist where roasters publish the
prices that they have paid for the coffee they sell,
including the share of the retail price that was paid to
the producer. This benchmark pricing provides traders,
roasters, producers and cooperatives with reference
prices to determine fair prices for high-quality and
specialty coffees. A greater understanding what their
coffee is worth allows producers to negotiate fairer
prices and a larger share of the value created.

Participating in price transparency initiatives requires
roasters to have knowledge of the value chain,
including the prices paid at different stages. In longer,
less transparent value chains, roasters and traders can
collaborate to identify the price points along the chain.

A few examples contributing to greater sector
transparency already exist:

O A group of coffee roasters and traders has
initiated The Pledge, an initiative to create a
common code for transparency reporting in
green coffee buying. Signatory companies
commit to a goal of full transparency for all of
their coffee. The aim is to ensure a sustainable
supply of coffee by working towards a
living income for producers. Signatories are
required to submit data on the producer/
producer organization, the FOB price paid,
the quality of the coffee, the lot size (volume),
the length of the trading relationship, and
the percentage of transparent coffees in
relation to the total volume of coffee (in
lbs./tonnes) sold in the stated year.

O The Specialty Coffee Transaction Guide
provides an alternative reference price for
specialty coffees with the aim of decoupling
specialty coffee from the ‘C’ price. The guide
uses contract data donated by 38 roasters
and traders, which is anonymized and
aggregated. The guide provides information
on industry pricing behavior, including
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https://www.transparency.coffee/pledge/
https://www.transactionguide.coffee/en/revised
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https://medium.com/the-markets-institute/long-term-contracts-c0ccc09dbbc9

recent FOB prices based on lot size, quality,
and origin. The guide serves as a tool to
both producers and exporters, importers,
roasters to determine relevant prices.

O Specialty coffee roasters that register at
Transparent Trade Coffees (TTC) provide price
transparency for green coffee purchased. TTC
publishes aggregate average green prices
(GPP*), and the effective return to origin (RTO*)
percentage for consumers to understand how
much value makes it back to producers.

O Fair Trade Proof is a cooperative of 23
independent roasters in the United States that
is committed to Fair Trade as a ‘long-term
partnership between roasters and producers’.
Central to this partnership is their website
where roasters publish specific information
from all specialty coffee contracts they
make with the 69 individual producers and/
or cooperatives in Latin America, Africa and
Southeast Asia. This includes prices paid
per green pound, volume, quality etc.

10. Flexible (living income) premium: Ensure a
premium is paid on top of the market price of a
product to contribute to living income

A flexible premium can ensure a minimum standard

of living - ideally a living income - while minimizing
value chain actors’ risk exposure to side-selling. A
flexible premium can be determined in line with the
strategic goals of the value chain actors. The benefit to
roasters and retailers is a clear, communicable impact
contributing to a living income at farm-level, which
provides a marketing value-add to the end-product.

The premium is based upon the difference between the
prevailing market price and a pre-determined target
price based on a recognized living income benchmark
for the particular country or region. The target

price can be set ahead of the season guaranteeing
producers a secure income. This reflects the price that
should be paid for the producer to achieve a living
income, under a set of agreed assumptions. These
could include a level of productivity or household
income from non-coffee sources. The assumptions

are made to balance the trade-off between buyers
‘subsidizing’ inefficient producers and creating an
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incentive for professionalization. The assumptions

are often above the current levels of (inefficient)
production, and as such, the premium does not
necessarily ensure a net living income for the producer.

Offering a flexible (living income) premium should
be a win-win for both producer and company. While
the advantage for the producer is clear, companies
must ensure that they have a strong business case
for offering the premium. One successful example

is Tony’s Chocolonely. This chocolate manufacturer
has successfully turned from being a niche chocolate
producer (archetype 4) into an archetype 2 or 3, while
becoming the largest chocolate bar producer in the
Netherlands. See more on the Tony’s example in the
text box.

“Ensuring a living income for smallholder
farmers is a key long-term strategic focus
for the Nespresso AAA program. This
report highlights the complexities and
the opportunities that can aid progress
towards that goal.”

PAULO BARONE
HEAD OF COFFEE SUSTAINABILITY AND
ORIGIN DEVELOPMENT
NESTLE NESPRESSO S.A


http://transparenttradecoffee.org/transparentcoffees
http://www.fairtradeproof.org/
https://tonyschocolonely.com/nl/nl

GOOD PRACTICE - DEEP DIVE

Tony’s Chocolonely: Flexible living income
premium and long-term contracts

Chocolate manufacturer Tony’s Chocolonely
strives to help producers earn a living income,
by offering a premium of 15-20% above the
market price. Producers are able to achieve a
living income if they meet a set of assumptions.

Impact: In the 2017/2018 season, the Tony’s
premium in Ivory Coast was 400 USD/ton,
while in Ghana it was 175 USD/ton. These
amounts were paid on top of the Fairtrade
premium of 200 USD/ton. In 2018 the average
farmgate price in Ghana was 1,410 USD/ton.

Scale: Tony’s has grown to become the largest
brand of chocolate bars in the Netherlands. In
2018, Tony’s purchased 7106 MT of cocoa beans
from 5 cooperatives (5,021 producers) in Cote
d’lvoire and Ghana.

HOW IT WORKS:

« Tony’s pays the total price (farmgate +
Fairtrade premium + Tony’s additional
premium) to the cooperative selling the
cocoa, which is distributed amongst
producers.

* Each year the premium is re-calculated,
based on prevailing farmgate prices and the
Fairtrade premium.

¢ The premium paid to farmers is calculated
ahead of the season according to a fixed set
of variables and assumptions. For a cocoa
producer from Cote d’lvoire, this would mean
the following (obtained from the Tony’s living
income model:

* The costs of living are taken from living
income benchmarks for Cote d’lvoire that set
by the Living Income Community of Practice
and based on a family of 8 people.

* The costs of farming are assumed to be 418
USD per ha + 250 USD fixed cost per farm

* The productive farm size is 4.4 ha. This
is based on the viable farm size that can
employ the available family labor

» The realistically achievable yield is 800 kg/
ha, based on correct use and amount of
inputs and good agronomical practices

« Other income generated by the farming
household through food production, sales of
other crops and services is assumed to cover
25% of cost of living.

Note: In practice, few producers will be able to
meet these assumptions and will therefore not
actually reach a living income. For example,
the average yield of cocoa in both countries

is around 400-450 kg/ha; other income
typically makes up 10-40% of total income;
and household size may vary significantly
from the benchmark. Tony’s therefore work
with cooperatives on long-term contracts of a
minimum of five years while providing capacity
building to ensure continued improvement of
producers.

IVORY GHANA
COAST
Family size 8 6
Cost of living $2.49 $2.16
Business costs $2,216 $1,062
(net) Farm size 4. 2.74
Productivity target 800 800

Income from other activities $1,745 $1183

Living Income
Reference Price $2.20 $2.10
(per kg)

Source: Information obtained from Tony’s Annual Report 2018-2019 (2019)
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11. Traceability: Enhance traceability of coffee as
a steppingstone to greater market access and
higher prices for producers.

Traceability can allow a greater share of the price
differentials to be transmitted through to producer
organizations and individual producers. Traceability
allows roasters to establish brand confidence and

add value via consumer marketing. This does not
directly result in a higher price to producers. Roasters
would need to couple traceability with other efforts to
empower producers.

Counter Culture Coffee has demonstrated how
traceability can add value across the value chain.

The roaster sells specialty coffee that is traceable to
specific producers, which are sold at a higher price
than non-traceable coffees. The increased traceability
has allowed the company to engage in longer term
relations with the producers coupled with support
services to increase the quality. A statistical analysis
has shown how using traceability to market its coffees
with name designation and credentials not only allows
a higher retail price, but also leads to a significantly
higher FOB price, higher quality coffee, and longer
term relationship between Counter Culture Coffee and
the producers.

The majority of traceability initiatives in smallholder
agro-commodities have been at a small pilot scale thus

4 N
GOOD PRACTICE - DEEP DIVE
Counter Culture Coffee: Five main credentials were identified driving price
Name designation and credentials premiums: Awards won by the farm, both currently
and in the past;
Counter Culture Coffee (CCC) markets some of
its coffees with name designation and credentials, * Elevation of the property where beans were
allowing a higher retail price and value distribution. grown;
CCC focuses on relationship-specific investments «  Specific location of the farm, which indicates
where it invests in producers with its partner micro-climate conditions:
traders to improve quality over time and enable S .
) C P d Y ) Processes used to convert cherries into dried
differentiation based on credentials
coffee beans;
IMPACT: *  Amount of growing experience
A study of CCC'’s retail coffees showed that coffees
. . NAMED
sold with credentials of the producers had several BLENDSS GROWER DIFFERENCE
benefits (see table): (N=178) (N=115)
* Higher FOB: Increase in average FOB price of AngigBGgréce $3.56 $5.21 15164+
$1.64 (a 46% premium) compared to blended ( )
specialty coffee. NB it is uncertain how big a Avg. Quality 85.0 87.0 +2.0
share is transferred to producers. score points points points
* Longer term relationships: Producers Avg. Quality 9,865 8,324 -1.541
experience additional security working longer Purchased pounds pounds pounds
with the same roaster (1.9 years longer on Avg. Length - 3.9 years 5.8 years 119 years
of Relationship
average)
* Quality improvement over time: Thanks to “Significant at p<0.01
long-term relations and investment, producers
experience higher prices and improved ability Source: Transparent Trade Coffee (2018). “Naming
to market themselves as a single-producer Growers: Exploring the Pricing Implications for Green
coffee Coffees”.
N\ J
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https://counterculturecoffee.com/
http://transparenttradecoffee.org/insights/naming-growers-exploring-the-pricing-implications-for-green-coffees
http://transparenttradecoffee.org/insights/naming-growers-exploring-the-pricing-implications-for-green-coffees
http://transparenttradecoffee.org/insights/naming-growers-exploring-the-pricing-implications-for-green-coffees

far. A promising larger scale project to be launched in
2020 is a Starbucks-Microsoft partnership to develop a
blockchain-based supply chain tracking system making
Starbucks’ coffee digitally traceable (the company
already has full internal traceability through C.A.F.E.
Practices). Starbucks is also developing a mobile app
that will allow consumers to track the supply chain
journey of the beans. Starbucks is undergoing studies
to understand how this greater supply chain visibility
can benefit farmers..

Traceability can effectively be combined with
transparency and living income premiums (as
mentioned under archetype 2). In 2018 Fairfood
began logaing all transactions from tree to plate in
their coconut supply chain. They then piloted the sales
of coconuts for a price that guaranteed a living income
for coconut producers in the Philippines. See text box.

5.1.2. Public-private policy dialogue and
enabling policies

This section presents the outcomes of task force
dialogues held from June to October. The task force
identified some of the most pressing public policies
in producing and consuming countries that affect the
ability to create an enabling environment for higher
producer incomes. The task force found consensus
around a few key policy areas with high potential
impact.

GLOBAL LEVEL

a. Improve the functioning of the New York and
London ‘C’ market in favor of producers by
increasing and stabilizing the ‘C’ price. Extreme
volatility and fluctuations could be reduced by
limiting the speculative behavior of financial
funds that aggravates price peaks and troughs.
Re-establishing the connection between price
and coffee quality could increase prices by
more accurately acknowledging quality and
origin differences. This measure is specifically
urgent for archetype 1 and 2 coffees, which
are primarily traded according to ‘C’ market
prices. Follow up: The Global Coffee Platform
is facilitating dialogue with the Intercontinental
Exchange (ICE) to increase knowledge and
understanding of how coffee exchanges work
as price discovery mechanisms and the role of

4 )
GOOD PRACTICE - DEEP DIVE

Fairfood: Living income premiums in the
coconut sector through blockchain

In 2018, Fairfood logged all transactions from
tree to plate in their coconut supply chain
using blockchain technology. Coconut sales
were piloted at a price that guaranteed a living
income for coconut farmers in Indonesia.

Impact: 55 coconut producers in Indonesia
received a premium per nut of approximately
€0.60 on top of the market price of €0.36.

Scale: The pilot project was conducted with
1,000 coconuts from 55 producers in Indonesia.
Recently Fairfood began a similar project

in coffee with the exporter Caravela, and

in nutmeg with Dutch company Verstegen.
Although the pilots are relatively small, it
provides insights into the potential applications
of blockchain technology and scalability across
sectors.

The blockchain enables producers to register
their harvest via SMS and then sell their produce
to the farmer organization. Prices along the
value chain are tracked and immutable, enabling
both the producer and consumer to see all
prices along the value chain. Consumers can to
scan the nut to see which producer cultivated it,
and for what price.

There is no direct relation between blockchain
and higher prices. Nonetheless, the two-way
transparency that it enables, strengthens the
ability of the producer to compare prices paid
and obtain a stronger bargaining position.

In addition, the increased attention from
consumers, NGOs and other stakeholders
pushes buyers to perform better.

Sources: Fairfood (2018). “Berekening eerlijke
prijs per kokosnoot” and Provenance (n.d.). “The
Fairfood Coconut”.
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https://fairfood.nl/en/beanthere/
https://fairfood.nl/wp-content/uploads/2018/01/170725-Berekening-premie.pdf
https://fairfood.nl/wp-content/uploads/2018/01/170725-Berekening-premie.pdf
https://www.provenance.org/stories/fairfood-test-the-search-for-fair-coconut;
https://www.provenance.org/stories/fairfood-test-the-search-for-fair-coconut;
https://stories.starbucks.com/stories/2019/knowledge-is-valuable-coffee-journey-going-digital-for-customers-farmers/
https://fairfood.nl/en/fairtech/uniek-blockchainproject-leefbaar-inkomen-indonesische-boeren/
https://fairfood.nl/en/fairtech/uniek-blockchainproject-leefbaar-inkomen-indonesische-boeren/

futures markets, with the goal of enhancing the
coffee futures contracts (Arabica and Robusta)
as genuine and effective price discovery tools.

b. Set up a global price stabilization fund that
provides a safety net for producers in times of
low-price periods. This fund would subsidize
producers when coffee prices are low while
creating a buffer fund when prices are high. It
will also enhance producers’ ability to invest
in capacity (e.g. by renovating aging farms
and cultivating improved varieties) and in
measures that mitigate the effects of climate
change. Follow up: Some leading trading
companies have publicly stated the need for
such a prize stabilization fund amongst others
during the 125th Session of the International
Coffee Council in London on 23 September
2019. Such a fund would require sector-wide
collaboration to enable a level playing field,
while being managed by an independent
secretariat*? Further dialogue between ICO and
international roaster and trade representatives
on this topic seems a logical next step

c. Enhance supply chain transparency and
collaboration on data across the coffee
sector. This could include fostering and sharing
collected data with commonly agreed metrics of
farm economics, development of inter-operable
digital systems (i.e. enabling different computer
systems and software to exchange and make use
of collected data in one common system), and
a data tool to better compare farm-economics
and facilitate income improvement. Follow
up: VSSs and the Global Coffee Platform are
working on these themes already and alignment
between them would be a good step forward.

d. Avoid counter-productive taxes that redirect
value from the coffee producing areas or
hamper the equitable distribution of value
along the supply chain. There are numerous
examples of government tax policies in
producing and consuming countries that could
be reduced, resulting in improved producer

42. Varieties of the global price stabilization fund have been suggested
in 2019, including the ‘global coffee fund’ in the report published by
Jeffrey Sachs, among calls for a safety net from other traders such

as OLAM, and a ‘multi-stakeholder funding mechanism’ mentioned in
the_London Declaration on the long-term sustainability of the coffee
sector.

43. AidEnvironment (2018). “Ensuring a German coffee tax exemption
benefits producers”
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incomes. For example, in Germany, 45% of the
coffee retail price is captured by the government
through special taxes. The potential value of
such an exemption is high (USD 2,13/kg GBE;
equivalent to 70% of ICO’s 5-year average price
for Arabica of USD 3,05/kg GBE*3). Reducing
these taxes would have the potential to channel
value back to the producers. Tax reduction

can also be leveraged to enhance sustainable
procurement practices by exempting companies
from these taxes if their coffee has been
sustainably produced. Follow up: In the EU, living
income and living wage has already received

a significant amount of attention in political
debates. It would therefore be logical for the

EU Commission to take the lead as a political
front-runner among consuming countries.

Develop a Code of Ethics on Farm Data
Management. The code can consider current
issues of limited data ownership, better
control of access to and use of data, data
rights, privacy, security and whether farm data
should be considered ‘personal’ or not. The
code would be voluntary and non-binding.
Worldwide three major codes of conduct
currently exist on the use of agriculture data:
The US American Farm Bureau Federations’
Privacy and Security Principles for Farm
Data, the New Zealand Farm Data Code and
the EU Code of conduct on agricultural

data sharing by contractual agreement.

PRODUCING COUNTRIES

Follow-up on the below recommendations would
be most appropriate on a country-by-country basis,
initiated by individual local governments.

Invest in the improvement and efficiency of
infrastructure and organization of the national
coffee sector to reduce the gap between FOB
and farmgate prices. Governments should
prioritize infrastructure that eases collection
and transportation of coffee, as well as support
the professionalization of producers and
enhance the capacity of farmer organizations
(marketing, price negotiation, service provision,
hedging). Traders and roasters that source
coffee from these countries can support these
types of investments by strengthening and
collaborating with national coffee organizations.

Support consolidation of smallholder producers
into larger farms or economically viable


https://www.fb.org/issues/technology/data-privacy/privacy-and-security-principles-for-farm-data
https://www.fb.org/issues/technology/data-privacy/privacy-and-security-principles-for-farm-data
https://www.fb.org/issues/technology/data-privacy/privacy-and-security-principles-for-farm-data
http://www.farmdatacode.org.nz/
https://www.fefac.eu/our-publications/good-practices/25459/
https://www.fefac.eu/our-publications/good-practices/25459/
http://ccsi.columbia.edu/files/2018/04/Ensuring-Economic-Viability-and-Sustainability-of-Coffee-Production-CCSI-2019.pdf
https://www.prnewswire.com/news-releases/olam-coffee-ceo-calls-for-price-stabilisation-fund-300927910.html
http://www.ico.org/documents/cy2018-19/pr-306e-london-declaration.pdf
http://www.aidenvironment.org/wp-content/uploads/2019/02/German-coffee-tax-exemption-options_Aidenvironment.pdf
http://www.aidenvironment.org/wp-content/uploads/2019/02/German-coffee-tax-exemption-options_Aidenvironment.pdf

collaborative groups through government-
supported initiatives to overcome the systemic
issue of their inability to achieve a living income.
Small farms of 1.3 ha inherently result in poverty
if coffee is the dominant source of income. For
many producing countries this is clearly a tough,
politically sensitive, nut that needs to be cracked
by the governments of producing countries and
calls for coffee sector reform. We recommend
engaging actors in the international coffee
sector in country-level public-private dialogues.

h. Adopt supply management practices and
support economically non-viable coffee
producers to transition into other livelihoods**
to avoid exacerbation of over-supply as other
stakeholders promote a living income. There
is also a need for governments to support
diversification of remaining coffee producers
to reduce vulnerability to price volatility, build
income resilience, and provide more consistent
cash flow. Land restoration and agro-forestry
should be promoted in the process.

CONSUMING COUNTRIES

Follow-up on the below recommendations: In the EU,
living income and living wage has already received a
significant amount of attention in political debates.

It would therefore be logical for the EU Commission
to take the lead as a political front-runner among
consuming countries.

i. Work with sector stakeholders (starting at EU
level) to develop standards on traceability,
transparency and living income that require
importers and roasters to comply with a
minimum level of sustainability, gradually
raising the bar of sustainability. Coffee
that does not comply with the required
level of sustainable production cannot
enter the consuming country/countries.

j- Encourage sector commitments to living
income for producers and living wages for
hired labor on coffee farms. Adherence to local
labor laws ought to represent a core aspect of
sustainable coffee contracts. Coffee contract
provisions could include compliance criteria for

44 Coffee is not the only sector in which these types of measures are
recommended. In the cocoa sector, it is increasingly being recognized
that there is no business case for supporting small producers to reach
a living income relying on cocoa production alone. Rather, these non-
viable producers or other livelihoods.

national labor and ILO codes - including living
wages paid to farm labor - as a requirement for
demonstrating progress towards sustainability.
These conditions cannot be resolved by
voluntary coffee contracts or the price
producers receive for their product and require
adequate national legal protections and social
programs that impose industry commitment.

5.1.3 Recommendations for future replication
of study

The TCLI report makes important contributions to
the living income discussion using fact-based insights
into the livelihood of coffee producers to estimate
the size of the living income gap, a prerequisite

for driving improvements in farmer income. The
report is the result of a broad sector effort to shed
light on producers across the spectrum of coffees
produced and retailed. The work would not have been
possible without the strong support of trade and
industry players and sector representatives providing
information and farm data from their supply chains.

This report has contributed to the discussion of
living income in light of the current coffee price
crisis. However, more work is needed across origins
to gain greater understanding of the extent of the
issue. To encourage further studies of a similar
character, this section provides lessons learned and
recommendations on how to emulate this study.

Replicating the TCLI work in other origins is
important for designing effective and efficient
interventions related to global trading and policy
practices that impact multiple origins. There is a

need for greater sharing of findings on effective and
ineffective interventions among countries and across
commodities. Comparable studies on the severity of
the living income gap are required to prioritize origins
for interventions.

Lessons learned

Individual stakeholders possess a wealth of information
and data, but it is rarely put to use for public, sector-
wide learnings. From the TCLI work, it became clear
that there are hurdles to overcome to make better use
of the data. These are:

O The majority of data, both publicly available

and company data, is not standardized
and contains varying levels of granularity.
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This made it difficult to compare all data
received, and substantial work was needed
to adjust data and make it comparable.

Most data do not capture all of the cost
categories needed to accurately calculate
the costs of production and/or the data is
captured at an aggregate level with little
visibility of cost drivers. One major finding of
the TCLI study was that there are considerable
concerns with the available data. Text box 1
below describes the data concerns further.

Existing literature tends to focus on one
specific producer segment or value chain,
which makes comparison of results difficult
across producer segments. NewForesight
undertook a review of existing literature on
the topic of costs of production and living
income in coffee. The literature review found
little insight into how costs of production
differ among types of producers and
qualities of coffees. Combined with a lack
of comparable studies, results from various
studies were difficult to outright compare.

The use of company data is very sensitive
and participation of a critical mass of sector
stakeholders is important. Sharing data and
publicizing results of living income gaps is
perceived as a reputational risk for many
companies. The Task Force was successful
because of the critical mass of traders and
roasters contributing to and supporting the
initiative, as well as the creation of sourcing
archetypes that limit the traceability of
results back to any individual company.

The study established four sourcing
archetypes that served as a basis for tailored
recommendations and decreased company’s
sensitivity to data sharing. The sourcing
archetypes helped to group traders and
roasters, limiting the traceability of a given set
of results. This decreases the reputational risk
and provides sector-wide insights applicable
to different consumer market segments.

The study initially aimed to provide insights
into the value created and value distributed
within each sourcing archetype, but this proved
impossible. The purpose was to provide greater
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overview of the value distribution along the
value chain to facilitate a fact-based discussion
on shifting more value towards producers and
producing countries. In the beginning of the
study, traders, roasters, and retailers were asked
to provide transaction data, but halfway through
the study the idea proved practically impossible.
The trading of coffee in both the physical and
terminal markets (futures and options) makes it
difficult to trace the price of a coffee. Secondly,
most roasters have a wide range of blends that
include Colombia as a portion of the blend.

To overcome this, one would need to choose

a specific roasted product and determine the
share that is from Colombia, and then trace

this specific portion. In addition, retail prices of
comparable bags of coffee vary significantly
among countries. ICO data“*® suggests that

2017 retail prices ranged from 3.40 USD/

Ib roasted coffee in France to 7.67 USD/Ib
roasted coffee in ltaly.#¢ One could choose

to focus on a retail product in one specific
country, but this would decrease the reliability
and applicability to coffees retailed in other
countries. Finally, creating such an overview
within the context of the task force could be
considered an infringement of competition

and in violation with anti-trust regulations.

Recognizing these issues, it is recommended to
consider the following in replication of this study:

1 Establish standardized common metrics
to compare data among stakeholders and
assess costs of coffee production across
origins. Companies and organizations collect
data according to their own definition of cost
categories. Agreeing on standardized metrics
and definitions can allow for easier comparison
of data. Moreover, as a study of this type is
replicated in other origins, it is important to
keep in mind the inherent production level
differences that influence the cost structure.
Costs of production vary considerably across
origins, as well as processing techniques (wet/
dry) and cultivars. Moreover, in some countries
producers partially process the coffee on the
farm, whereas other origins sell the coffee as
cherries, which result in different cost structures.

45 International Coffee Organization (2017). "Retail prices of roasted
coffee in selected importing countries. Historical Data on the Global
Coffee Trade”

46 The European Union average is 5.23 USD/Ib roasted coffee.



http://www.ico.org/historical/1990%20onwards/PDF/3b-retail-prices.pdf
http://www.ico.org/historical/1990%20onwards/PDF/3b-retail-prices.pdf
http://www.ico.org/historical/1990%20onwards/PDF/3b-retail-prices.pdf

Agree on cross-sector guidelines on data
collection to compliment standardization
of common metrics. Higher quality data

is required, and any efforts to streamline
data would benefit from best practice
guidelines. This could include information
on data collection methods, statistical rigor,
quality benchmarks, key questionnaires,
and data analysis and visualization.

Sector collaboration is needed to ensure the
comprehensiveness of studies and limit data
sensitivities. The Task Force benefitted from
the strong sector contributions of traders and
roasters in all market segments, allowing the
Task Force to analyze the impact across different
sourcing models. Furthermore, the contribution
of company data conserved resources that
would otherwise have been needed to conduct
field studies making the study more time
efficient. The downside to this approach is

the potential bias in the data, which highlights
the importance of including other sector
stakeholders, such as the National Federation of
Coffee Growers of Colombia and civil society.

There is a need for a trusted and neutral
third-party to conduct the study. The task
force study was conducted under strict
confidentiality agreements on the condition
that data would only be shared in aggregate
form once a critical mass of data was collected
from multiple stakeholders. This, combined
with the use of sourcing archetypes, limited
the sensitivity around providing company
data. An important aspect of having a neutral
third party conduct the work was the ability to
have several conversations with stakeholders
to align on data requirements. Companies and
organizations have provided data at varying
levels of granularity, and a pragmatic approach
was required to arrive at a comfortable

level of detail in the data for all parties.

TEXT BOX 1: DATA CONCERNS

In the research for the TCLI report, several
concerns about publicly available studies and
company data were noted:

¢ Inconsistent and/or unspecified use of
processing stages (e.g. dry parchment, GBE
and roasted coffee) when describing data,
leading to uncertainty about the numbers

e Lack of clarity on what aggregated data
includes (e.g. cost of materials with/without
application/labor cost)

¢ Small or unspecified samples that are
unrepresentative of the population

¢ Use of average numbers that mask
the heterogeneity of the population -
Moreover, using averages will be biased
by the distribution of producers that tend
to be skewed towards a majority of small
producers.

+ Data based on a lack of reliable records
of costs and revenues - Most sources did
not describe how data was recorded and
collected. The accuracy and completeness
of the raw data received varied and data
cleaning was required.

¢ No specification of regions of data
collection or quality of coffee produced
- Costs of production differ substantially
across and within departments in Colombia,
partially due to differences in the quality of
coffee produced and partially due to regional
differences in the cost of living.

* No clear data on data collection - The cost
of production has increased substantially in
Colombia over the past decade, primarily
due to changes in oil prices, which influence
input costs and increases in cost of hired
labor. Use of older data will therefore have to
be adjusted to current prices or risk skewing
the results.

e Stating the cost of production in U.S.
Dollars rather than Colombian Pesos - The
Colombian Peso has experienced substantial
depreciation against the U.S. Dollar in recent
years. This makes it inaccurate to compare
the 2017 costs of production in U.S. Dollars
to 2019 costs of production stated in U.S.
Dollars. One would need to use the cost of
production in Colombian Pesos and adjust
both numbers using the same exchange rate.

J
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6.1. Farm economic methodology

6.1.1 Allocating farm data to the sourcing
archetypes

Most producers produce a mix of different qualities,
supplying to more than one sourcing archetype. Farm
data was linked to associated archetypes based upon
conversations with company staff and data analyses.
For company data, we have worked with company
staff to identify which archetype they believe a certain
farm cluster belongs to. The publicly available data is
linked to an archetype based on the characteristics

of producers described and the quality of coffee
produced.

In some cases, the data could not be allocated to a
specific archetype based on conversations with the
company representatives. In those cases, the data was
analyzed further. Figure 13 demonstrates how farm
data was allocated to the sourcing archetypes.
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FIGURE 13: DECISION TREE FOR ALLOCATING FARM DATA INTO ARCHETYPES

Data received

Is the data clear and useful?

Seek clarifications
with data contributor

Clean data

Does the source (company representative or report) clearly
articulate an associated archetype?

Assign data
to an archetype Does the data clearly represent an

associated archetype?

Analyze the data:
Which archetype is most prevalent in the producer data?

Assign data
to an archetype

Al A2 A3 A4 Result
Producer 1 0% 25% 5% Al
Producer 2 20% 30% 10% A2
Producer 3 0% 40% A3
Producer 4 10% 15%

In the cases where farm data has been analyzed to
allocate it to a sourcing archetype, the main criteria
for allocation have been quality and certification. The
SCA cupping score was used to create a common
measure to categorize coffee quality. When data
contributors provided data using different quality

Sourcing archetype
1

Cupping score Below 80

Sourcing archetype
2

classification, conversations were held to apply an
approximate cupping score. The table below explains
how the two criteria relate to the sourcing archetypes.
The division was not mutually exclusive, and in a few
cases allocation has been done at the discretion of
NewForesight.

Sourcing archetype Sourcing archetype
3 4

Below 82 82-84 +84

Certification No

Yes Yes N/A
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6.2 Sensitivity analyses for small
archetype 2, 3, and 4 producers

6.2.1 Net household income for small producers

The following figures show analyses of the household
income for small average archetype 2, 3, and 4
producers under varying combinations of yield and
coffee prices, holding all other variables constant.
The calculations are based upon the data for small
producers presented in table 2 in chapter 4. The
numbers in the colored boxes show the household
income (including non-coffee income). The horizontal
axis shows variation in yields, while the vertical axis
represents variation in farmgate prices. The red boxes
highlight the current levels used for the calculations
in the rest of the report. The blue boxes indicate

the income above the threshold of the poverty line.
The yellow boxes indicate the income above a living
income.

the sustainable L
54 I% trade initiative | Coffee Living Income Task Force



FIGURE 14: NET HOUSEHOLD INCOME FOR SMALL ARCHETYPE 2, 3, AND 4 PRODUCERS
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6.2.2 Hectares required to reach a living income

The colored boxes in the following figures show the
required coffee farm size (hectares) to reach a living
income under different combinations of farmgate
prices and vield levels, holding all other variables
constant. The calculations are based upon the data
for small producers presented in table 2 in chapter 4.
On the horizontal axis is variation in yields, while the
vertical axis represent variation in farmgate prices.
The red boxes highlight the current levels used for
the calculations in the rest of the report. There is no
dotted lines for poverty and living income similar to
the previous tables because these show the farm size
needed to reach a living income.
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FIGURE 15: HECTARES REQUIRED TO REACH A LIVING INCOME FOR SMALL ARCHETYPE 2, 3, AND 4
PRODUCERS

LEGEND —— Current level

Yield (kg GBE/ha) (% change in yield)

ARCHETYPE 2

0%
10%
20%
30%
40%
50%
60%
70%

(USD/Ib GBE)

Farm - gate price
(%increase in price)

Yield (kg GBE/ha) (% change in yield)

ARCHETYPE 3

0%
10%
20%
30%
40%
50%
60%
70%

(USD/Ib GBE)

Farm - gate price
(%increase in price)

Yield (kg GBE/ha) (% change in yield)

ARCHETYPE 4

0%
10%
20%
30%
40%
50%
60%
70%

Farm - gate price
(USD/Ib GBE)
(%increase in price)

L | & the sustainable
Coffee Living Income Task Force I trade initiative 57



6.3 Farm P&Ls for medium and
large farms

The following figures present the farm P&Ls for the
average medium and large producers. The calculations
are based upon the data for medium and large
producers, respectively, presented in table 2 in chapter
4.

The TCLI data suggests that the average medium
archetype 3 and 4 producers are making a living
income. The average large producer within
archetypes 2, 3, and 4 all make a living income. This is
primarily a result of the considerably larger farm size.
An average medium archetype 2 faces a negligible
living income gap that can be closed with a 10%
increase in farmgate prices or yields (see sensitivity
analysis further below). It is important to bear in mind
that medium and large farms represent a minority of
Colombian coffee production.

FIGURE 16: P&LS FOR MEDIUM FARMS (USD/FARM)

COFFEE VARIABLE FIXED COST NET
REVENUES COST COFFEE
INCOME
MEDIUM
ARCHETYPE 2 18,597
26,844
(6.7 HA) 2202

MEDIUM 14,721
ARCHETYPE 3 26,863 N DU 4,220

(7.4 HA) | I -
.............................. 7,922
18,516
MEDIUM
ARCHETYPE 3 37,395 [ R
(7.9 HA) 6,640 BN
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FIGURE 17: P&LS FOR LARGE FARMS (USD/FARM)

COFFEE VARIABLE  FIXED COST
REVENUES cosT
LARGE 66,520
ARCHETYPE 2
(25.4 HA) hojeler
23,171
LARGE 25,143
ARCHETYPE 3 60,735 [ LA
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41,094
LARGE ------
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aswHAY e

NET
COFFEE
INCOME
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COFFEE INCOME
INCOME

1,481 9,872
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6.4 Sensitivity analyses for medium and
large farms

6.4.1. Net household income for medium
producers

The following figures show analyses of the household
income for a medium average archetype 2, 3, or 4
producers under varying combinations of yield and
coffee prices, holding all other variables constant. The
numbers in the colored boxes show the household
income (including non-coffee income). The horizontal
axis shows variation in yields, while the vertical axis
represents variation in farmgate prices. The red boxes
highlight the current levels used for the calculations
in the rest of the report. The blue boxes indicate

the income above the threshold of the poverty line.
The yellow boxes indicate the income above a living
income.
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FIGURE 18: NET HOUSEHOLD INCOME FOR MEDIUM ARCHETYPE 2, 3, AND 4 PRODUCERS
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6.4.2 Net household income for large producers

The following figures show analyses of the household
income for a large average archetype 2, 3, or 4
producers under varying combinations of yield and
coffee prices, holding all other variables constant. The
numbers in the colored boxes show the household
income (including non-coffee income). The horizontal
axis shows variation in yields, while the vertical axis
represents variation in farmgate prices. The red boxes
highlight the current levels used for the calculations
in the rest of the report. The blue boxes indicate

the income above the threshold of the poverty line.
The yellow boxes indicate the income above a living
income.
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FIGURE 19: NET HOUSEHOLD INCOME FOR LARGE ARCHETYPE 2, 3, AND 4 PRODUCERS
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6.5 Conversion rates

Standardized conversions were used to convert and
compare data received from contributors. All figures
from before 2019 have been converted to U.S. Dollars
using the November 15t 2019 exchange rate of OANDA
to convert from between the Colombian Peso (COP)
and the United States Dollar (USD). The exchange rate
used is 1USD = 3,341 COP. The following conversion
rates were used for the study:

Conversion table

Currency

1USD 3,341 COP

Mass

1 pound (lb) 0.454 kg

1 carga 275.578 Ib (125 kg)
1arroba 275 1b (12.5 kg)

1 bag 132.267 pounds (60 kg)

Coffee processing

1lb GBE 2 Ib dried cherry (0.908 kg)
1lb GBE 1.25 Ib parchment (0.568 kg)
1lb GBE 0.84 Ib roasted coffee (0.381 kg)
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