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Executive summary

The need for standards, with an accompanying certification system, in organic agriculture, causes problems for different players in the organic market. On the one hand, in the present situation extra direct costs (for inspection and certification) and indirect costs (related to production and marketing) can be expected as compared with a situation of increased harmonization. These extra costs can be expected both for producers and other players in the supply chain, such as processors, wholesalers and retailers. On the other hand, some exporters and producers in importing countries may be disadvantaged by a move towards increased harmonization. Consumers, especially in the importing countries, should be expected to gain with increased harmonization, when all effects have worked themselves through the system. 

This study set out to quantify the benefits from harmonization of organic standards and certification. The first part looks at the concepts involved with harmonization in the organic sector. The second part attempts to quantify the issues. As with most changes, gains and losses would not be evenly distributed, so an analysis of the changes due to harmonization includes not only the gains but also identifies the winners and losers. At this stage, only the wheat and coffee sectors have been included in the analysis.

With conservative assumptions, the extra welfare in the organic wheat trade, due to harmonization of organic standards and certification, is estimated at over US$ 0.4 million, or over 1 per cent of the total organic wheat trade. This estimate increases to around US$ 2 million, or almost 7 per cent of the organic wheat trade, if the indirect costs are assumed to be 10 per cent of the total output, with gains going to both producers and consumers in rather equal ways. For coffee, the conservative estimate of welfare gain is close to US$ 8 million per year (or over 7 per cent of the traded value of organic coffee), increasing to over 8 per cent assuming indirect cost of 10 per cent of output, with most gains going to consumers. 

Translating these figures into values for the whole of the organic sector, with the assumptions of farm-gate values being one third of retail values and conservative estimates of indirect costs, would lead to a range in annual gains between US$ 8 million (extrapolating from wheat only) or US$ 500 million per year (extrapolating from coffee only). This is a rather large range. It is difficult to know whether, if all commodities were included, the answer would lie somewhere between or outside those values. In addition, the effect on consumers and producers is different between the two - wheat producers capturing a much larger part of the gains made with harmonization than coffee growers.

These costs of harmonization are calculated on the basis of present trade, and would be higher if the trade had been larger – as can be expected if harmonization had been in place. In fact, it may well be that the real costs of non-harmonization are those of totally lost trade through, for example, experienced exporters not wanting to get involved in the complications of trade in organic products. The numbers are therefore more indicative than definitive. Care should be taken when drawing implications from these results.
1 Outline

Technical specifications for organic production differ between countries. Thus, it is inevitable that producers in some countries are confronted with additional costs when wanting to export. These additional costs reflect requirements of the importing country, which wants imports of the same or similar specifications as domestic production. This similarity can be achieved in a number of ways, such as through modification of standards
, certification and accreditation in importing or exporting countries or agreement between two countries on harmonization/equivalence of the existing systems
. Either way, there will be costs involved to reach a situation acceptable to both parties.

The question is then what is the best way to solve the situation of divergent standards and certification. Is the present situation optimal – where exporters adapt to the requirements of importers - or is a move towards harmonization more efficient, cost-effective and just? 

The reason for the multitude of organic standards and certifiers is historical, and doesn’t need discussing here. However, not many espouse one set of standards for organic agriculture all over the world. It is well recognised that regional differences in standards may be warranted on several grounds, such as soil type, climate, topography, resource availability, and cultural differences. Assuming that the existing standards and certification system in the exporting country are acceptable in meeting basic principles of organic agriculture, the extra costs of meeting different standards provide no or few extra benefits for producers or consumers, nor do they necessarily benefit public health, safety and the environment. In other words, in economic terms, these costs are ‘dead-weight losses’. 

When good reasons for regional standards and certification procedures exist, it seems logical to look for a way to make the system work best. However, different standards, certification and accreditation requirements can easily be used as technical barriers to trade. Domestic industries have an incentive to impose barriers to imports. When standards and certification are involved, making equivalence or compliance difficult may be one way to decrease imports. 

International bodies concerned with developing countries, such as FAO and UNCTAD, are interested in harmonization issues in organic agriculture in so far as organic agriculture promotes sustainable development in those countries.
 If harmonization would bring about an improvement in the situation for developing countries, while not compromising legitimate food safety concerns, then this is a worthwhile area for action. IFOAM, which is by definition interested in the development of organic agriculture worldwide, recognises that efficient ways of trade positively influence its goals. Non-harmonization of the organic certification requirements leaves the door wide open for inefficient ‘dead-weight losses’. Injustices can easily occur through the use of non-technical barriers to trade by the importing countries, especially if combined with non-transparency of the system. It may lead to increased input costs, or decreased access to markets. Although the cost of non-harmonization is felt by all producers, they are said to affect especially those with low incomes - a group of special interest to many. 

In this report we consider the difference in effects of the certification requirements as they are today (without harmonization) and how it could be tomorrow (with harmonization). First of all, we analyze – in Section 3 - from a theoretical point of view the different costs that exist without and with changes to the system. Subsequently, we set the scene for the second part of the report, quantification of costs. In Section 4, we set the scene for what is to be included - countries and crops and the reasons for inclusion. We look at countries with different organic certification systems and try to estimate the costs under different regimes (Section 5). Some of the costs are quantified; in particular the certification costs to farmers, but many of the indirect costs are not. In Section 6 we introduce a model that is then used in Sections 7 and 8 for the analysis of some crops. This enables analysis of the direction and relative magnitudes of the effects on world trade if cost cuts were encountered – as would be the case if harmonization would occur. In the last section, the different findings have been summarized and conclusions drawn.

For the second part of the report, the situations before and after harmonization are compared.
 The extra costs of certification, over and above having domestic/regional standards are estimated for some agricultural products – wheat and coffee. Other – non-tangible costs – are assumed and added to the input costs. We show that harmonization benefits producers and consumers generally, but some are made worse off through rising prices or increased competition. We identify likely winners and losers.

After explaining what this report sets out to do, it is perhaps prudent to include a few words on what it does not intend to do. As the aim is to focus on differences in costs ‘before’ and ‘after’ harmonization, no attention is paid here to costs to producers - or any people who need to adhere to organic specifications (certification) - that are not related to harmonization worldwide. Therefore, the fact that producers need to go through a learning process to be certified, or the volatility of the exchange rates or the vagaries of demand in the domestic or export market - though relevant to the success of exporting – is seen as not relevant in the context of this study. 

2 Background 

With products grown in organic and conventional agriculture being indistinguishable from one another for consumers at the retail level, products originating from one of these systems need to be labelled, which implies standards and certification. At present at least, the costs associated with differentiating the products are borne by the organic sector. The question to be tackled in this work is then not so much what the costs of certification are per se, but what are the extra costs due to the fact that different importing countries have each their own standards and certification requirements, both public and private.  

In many industries, international standardization is sought. Deshpande and Nazemetz (2003) divide the benefits and costs of standards and standardization into tangible and intangible items
. As this list is valid especially for products, not all points are necessarily valid for harmonization of a process, as organic agriculture is. Relevant items are shown in Table 3.1 for certification in the organic industry. 

The extra costs, as eluded in Table 3.1, can be divided into different categories. One is the administration of certification. With harmonization the cost includes the setting and maintaining of standards, the actual inspections and certification with, for example, development of an inspection manual, training of inspectors, etc. When no system of harmonization exists, this is expanded with information about the details of standards and certification requirements from other systems and making sure that people are certified according to these different requirements. 

Another group of extra costs is related to the appropriateness of the foreign standards on the domestic production system. It may be that, because of inappropriate standards in the situation without harmonization, there is extra yield loss. Another example is that, due to different regulatory conditions in the exporting countries, the importing country’s standards can’t be adhered to, and a potential exporter does not enter into international trade. 

The third category is related to marketing. For example, is extra storage needed to differentiate between the products to be sold in the different markets; does the extra paperwork mean delays? This is particularly important in connection with perishable products, which is an important component of current trade in organic goods.

Some of these costs are intangible, but can possibly be captured under the heading ‘risk’. In the course of this work, the size of the risk can be assumed, and sensitivity analyses done to find out how important each factor is. These last two categories  - appropriateness of standards and marketing costs - are treated under ‘indirect costs’ in this report.

Table 3.1: Effect of harmonization of organic agriculture 

	Without harmonization
	With harmonization
	Effect of harmonization

	Exporting countries
	
	

	Administration
	
	

	- domestic market: set own standards

- export: keeping up with a multitude of standards
	Setting and updating national/regional standards
	Less costs due to decrease in work, conflicts, and administrative errors

	Certify according to a multitude of standards
	Certify to one set of standards 
	Less paper work, travel,

required skills

	Extra training of inspectors/ evaluation officers
	Training of certification personnel
	Less training of certification personnel

	Many layers of accreditation
	Some accreditation 
	Less accreditation needed

	Production
	
	

	Use of foreign standards
	Use of standards appropriate to local conditions
	No loss of production or increased costs due to use of inappropriate standards

	Marketing
	
	

	Need for investments and operation of different storage facilities
	Need for investments and operation of one storage facility
	Need for less storage facilities

	Delay in marketing due to paper work needed
	Less delay in marketing
	Less delay in marketing, as less paperwork is needed.

	Chance of dependency on importer (many exporters to EU)  
	Less dependency on importer
	More flexibility in choice of importer

	Unequal treatment of exporters (e.g. exporters on the EU 3rd-country list compared with countries that are not on list)
	Increased competition
	More equal treatment

	Importing countries
	
	

	No need for consensus on practicalities of equivalence
	Need for consensus on what is equivalence
	More meetings etc.

	Increased paperwork on import certificates
	Decreased paperwork on import certificates
	Less paperwork, lower costs of certification, lower consumer prices for organic products

	Some protection of local producers
	Less protection of local producers
	Increased free trade (WTO consistent)

	Consumers: limited choice of products and relatively high price
	Increased trade, product diversity and decreased product prices
	Consumers: increased trade, product diversity and decreased product prices


Through these examples it is clear that it is sometimes difficult to differentiate between the costs of exporting per se on the one hand, and exporting to different countries with each their own requirements on the other hand. Only this last group of costs could be diminished through harmonization – the topic of this report. It is, obviously, more likely to encounter an increased number of problems the more different systems there are to which one needs to adhere.

Until now we have discussed only those exporters who would gain from harmonization. However, in any situation of change it is very rare that there are only winners, no losers. Those exporters who at present have a competitive advantage (for example, those countries that are on the EU’s third-country list as compared with those who are not) may well lose from an easing of EU import requirements for other exporters. In fact, with an improvement in export conditions for the worse-off group (which is the intent of harmonization), the competitive position of not only the currently better-off exporters deteriorates, but also that of domestic producers who produce primarily for the domestic market. Some countries may use organic import requirements as a means to protect their own producers – a non-tariff barrier.
 Of importance here is whether it is likely that these barriers occur with different frequencies or severity under the two different export scenarios – with and without harmonization. 

The importing countries will also be affected by increased harmonization, such as through less need for paperwork. However, it may be more difficult to reach consensus regarding acceptability of different standards and certification methods than previously, as there are more players with whom agreement will be necessary. An inevitable compromise between the players could even result in decreased demand for organic goods
, although an information campaign on the principles of organic farming may solve some of those potential problems.

In order to capture the effect of changing conditions on farm production and export, we can translate the extra problems with certification as an increase in farm production costs, and the benefits as a decrease. This influences the amount of organic produce that can be supplied to the international market at any given price. Lower costs of production means that more consumers buy, and therefore more can be supplied. 

The effect down the line is schematically captured in Figure 3.1. In this figure, farm inputs used in the production process (including certification costs) are seen as influencing the area farmed originally. Together with outside factors such as available technology, and domestic policies and institutions, this will affect yield (output per hectare, including both quantity and quality) and so total production. Both the production and the outside factors affect consumer prices, which influence not only expected farm-gate prices for the next year, but also give a signal to the farmer about what, and how much, to produce next year. Changes at any level – administration, production and marketing - have repercussions for the cost of the product, with effects on demand, product price, production and trade. Government regulation can also influence farm costs and willingness of farmers to take risks.
 These interactions can be rather complicated.

Figure 3.1: Interrelationship of supply and demand of a product
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The use of logos in a number of countries is a major difficulty facing developing countries in exporting organic produce to the EU (Kommerskollegium 2003)
. Although this is not related to legal requirements for imports of organic products into the EU, it does affect the sales possibilities for foreign produce. In other words, complying with the regulations of the importing country is not the only hurdle exporters of organic products face. Actual buyers may create a further barrier. 

Supermarkets are buyers of agricultural produce. They can be very powerful marketing institutions. They can effectively set their own standards or decide to sell organic produce only with a particular logo of a private organization. In many developed countries where organic consumption is making inroads, private standards and certification rules had been developed before legal institutions were put in place to handle issues of standards and certification. In the early days of wider commercialization of organic produce, supermarkets often dealt with these organizations, as consumers knew the logos, such as that of the UK Soil Association, the Bio-Suisse logo in Switzerland or the (governmental) AB Logo in France. So, for historical reasons, supermarkets often sell products with only the logo of one or more specified organizations.

This means that exporters must fulfil two requirements. First of all, the produce must be certified such that it can be legally imported into a country. In addition, certification by a particular private certifier may be required to expedite sales. Often, those standards are different and higher. Certification by just the particular domestic certifier may be sufficient to fulfil the regulations of the importing country when the regulator accepts that organization. However, a situation as described here may, and does, lead to the need of exporters to be certified by several different organizations – to be able to export to several different countries, even when they are within one customs unit such as the EU. Lack of co-operation between certifiers to expedite exports to different countries seems to be more the rule than the exception.

For example, Hungary is on the EU’s third-country list and can therefore export any produce certified as organic by certain designated organizations. One of those organizations, Biokontroll Hungaria KHT, mentioned requirements from supermarkets in different countries within the EU as a reason for having arrangements with different EU certifiers for exports to each of those countries. That is, one certification is not sufficient, but several different sets of requirements (standards and certification) need to be satisfied for the farmer to be able to export to those different countries within the EU.

In summary, the need for standards in organic agriculture, and the need for diversity in these standards worldwide, causes different problems for different players in the organic market. On the one hand, in the present situation extra direct costs (for inspection and certification) and indirect costs (related to production and marketing) can be expected as compared with a situation of increased harmonization. These extra costs can be expected both for producers and other players in the supply chain, such as processors, wholesalers and retailers. On the other hand, some exporters and producers in importing countries may be disadvantaged by a move towards increased harmonization. Consumers, especially in the importing countries, should be expected to gain, when all effects have worked themselves through the system. This is the case especially if the demand for organic produce is for organic produce in general, and doesn’t require specifications of any particular private logos.  

3 Setting the scene: countries and crops 

3.1 Reasons for inclusion

Ideally, an assessment of the impact of harmonization in organic agriculture would include all countries in which this management system is practised. However, this would mean an enormous task, for which neither time nor money is available at present. Nevertheless, much can be learned from looking at specific examples. It is therefore necessary to make a choice of countries and commodities to be included at this stage of the study.

The three main criteria for inclusion of countries are: 

-
representation from each continent; 

-
availability of general data; and 

-
availability of data about a particular crop. 

Originally, most of the inclusions concerned countries from which representatives were present at the inaugural ITF meeting in Nuremberg in February 2003.
 It was assumed that there was enough enthusiasm about organic agriculture in those countries for somebody to provide information for this study. 

For the choice of crops, several aspects are of importance. It was decided to start with a crop for which least problems were expected. One group of problems that makes analysis tricky is special institutional trading arrangements for a particular crop. This was a major reason for excluding sugar and bananas at this stage. In addition, it was considered an advantage that the researcher was familiar with the particular market, so that problems with the results were most likely to be picked up at an early stage. 

For these reasons, wheat was chosen as the first crop to be examined. This crop, apart from fulfilling two of the requirements (comparatively few world market regulatory problems and familiarity of the researcher), allows a review of certification in Argentina, Australia, Canada, Hungary, Slovakia and the USA. 

A second crop to be included was coffee. Production concerns different countries, mainly in Latin America and some in Africa, Indonesia and Papua New Guinea (PNG). Apart from the inclusion of different continents, many organic coffee growers are small farmers. The inclusion of both wheat and coffee would therefore possibly enable a wider range of implications to be drawn of the effects of harmonization, such as of differences between large and small farmers. 

A third crop, relevant for Asian countries, is rice. A fourth group, fruit and vegetables, is relevant for many exporting countries. For this report, no efforts have been made in these last two areas (rice and fruit and vegetables) as yet. The general tables and discussion may include some of the countries involved in growing rice. This information is left in this report, as it provides additional information about how certification and accreditation can work. It is also possible that an analysis of these, and other, markets is added at a later date.

A list of most of the included countries is shown in Table 4.1. In each country, a particular organization or trader was contacted. The particular respondent organization’s own estimate of its relative importance in the country is provided. As can be seen, all are substantial players in their country. 

Table 4.1: Interviewed organization and relative importance in country

	
	Organization
	Importance of organization

	
	
	

	Argentina
	ARGENCERT
	66% of total export quantity

	Brazil
	IBD
	80% of number of certified projects

	Costa Rica
	Eco-Logica
	65% of licences

	Mexico
	Certimex
	70% of organic cultivated area 

	Peru
	Bio Latina
	24 % of area under organic farming

29 % of certificates

	Colombia
	Bio Latina
	5 % of area under organic farming

	South Africa
	Afrisco
	Larger one of two organizations certifying for domestic market only

	Uganda
	Traders
	

	Tanzania
	Traders
	

	China
	OFDC
	40% of organic certified area

	Thailand
	Green Net
	55% of production. 

	Australia
	NASAA
	25-33 % of licences

	Switzerland
	Bio-Suisse
	98 % of producer licences

	Hungary
	Biokontroll  Hungaria KHT
	99% of all licences

	Slovakia
	Naturalis
	20% of production

	USA
	OCIA Int.
	

	Canada
	OCIA
	


Source: mostly from participating certification offices. For Peru: CONAPO (2002). 

Country characteristics

To provide some context for the work, Table 4.2 shows the size of the organic industry in terms of farm area, number of farmers, domestic and export market. 

Table 4.2: Size of organic industry
	
	Domestic market
	Export market
	Area under organic management
	Organic farmers

	
	(US$m)
	(US$m)
	ha
	%
	Number

	Argentina
	1.5
	30
	2,960,000
	1.7
	1,779

	Bolivia
	
	
	364,100
	1.0
	6,500

	Brazil
	30
	100
	841,769
	0.2
	19,003

	Costa Rica
	
	
	13,967
	3.1
	3,987

	Guatemala
	
	
	14,746
	0.3
	2,830

	Honduras
	
	
	1,769
	0.1
	3,000

	Mexico
	10%
	140
	215,843
	0.2
	53,577

	Nicaragua
	
	
	10,750
	0.1
	

	Peru
	
	
	130,246
	0.4
	23,057

	Colombia
	
	
	33,000
	0.2
	4,500

	South Africa
	20%
	80 %
	45,000
	0.1
	250

	Uganda
	
	
	122,000
	1.4
	33,900

	Tanzania
	
	
	55,867
	0.1
	26,986

	China
	150
	80
	301,295
	0.1
	2,910

	Thailand
	15.4 
	1.8 
	3,993
	0.02
	1,154

	Indonesia
	
	
	40,000
	0.1
	45,000

	Papua New Guinea
	
	
	4,265
	0.4
	

	Australia
	12
	26
	10,000,000
	2.2
	1,380

	Switzerland
	750
	1-5
	107,000
	10.0
	6,466

	Hungary
	
	
	103,672
	1.7
	1,116

	Slovakia
	
	
	49,999
	2.2
	84

	USA
	12,000
	
	950,000
	0.2
	6,949

	Canada
	
	
	478,700
	1.3
	3,510

	
	
	
	
	
	

	Total World
	
	
	24,070,010
	
	462,475


Note:

· Value of domestic and export market: US$ unless indicated differently (%).

· Estimates for area and number of farmers: SOEL (2004). Most data are from survey carried out early 2004. 

· % under ’area under organic management’ denotes % of total figures in  each country.  

-
Estimates of market size: mainly by respondent certification offices for 2003; others:

o
Mexico: Damiani (2001);

o
Thailand: estimate by Green Net/Earth Net (personal communications 2003), farm-gate values;

o
Australia: Domestic market: Wynen (2003) total minus export market, discussed in IFOAM (2003);
o
USA: ITC estimate for 2003. 

Those included in the table are mainly exporters. In total, more than half of the area under organic management, and close to half of the number of farmers are included in the table.  Some of the marketing figures are missing, as many countries did not have an estimate.

4 Certification and accreditation

4.1 General situation

The certification system is different in many countries, and costs are often related to the particular situation in a country. 

To certify organic produce for the domestic market, many countries have their own standards and certification organizations. Exceptions are usually developing countries. More details about the domestic certification situation can be found in Appendix 1. A summary is shown in Table 5.1, which provides information on the status of national organic regulations in the countries included in this study. 

Table 5.1: Kind of certification

	
	National Organic Regulation
	Remarks

	
	
	

	Argentina
	Yes
	

	Brazil
	Yes
	not fully implemented

	Costa Rica
	Yes
	

	Mexico
	Yes
	not fully implemented

	Peru
	No
	draft

	Colombia
	No
	

	South Africa
	No
	draft

	Uganda
	No
	

	Tanzania
	No
	

	China
	No
	draft

	Thailand
	Yes
	

	Australia
	Yes
	export only

	Switzerland
	Yes
	

	Hungary
	Yes
	

	Slovakia
	Yes
	

	USA
	Yes
	

	Canada
	No
	draft; only Quebec has implemented regulations


Source: certification offices and Commins (2003).
Of the 17 included countries, 10 have national legally binding standards and certification, while the rest do not. For two of the 10 - Brazil and Mexico - they are not fully implemented. In other South American countries, two of the four included – Argentina and Costa Rica - have organic regulations, while the other two - Colombia and Peru – do not. However, Peru is in the drafting stage. In Africa, government involvement in national standards is uncommon. Neither in South Africa nor in Uganda or Tanzania are national organic regulations adopted, although South Africa is in the process of doing so. The organic movements both in Uganda and Tanzania are working on private standards. In Asia, Thailand has national standards, while in China none are officially accepted. In the last group of countries in Table 5.1, Australia has a national scheme for export only (that is, the word ‘organic’ is not legally protected within Australia); Switzerland, Hungary, Slovakia and the United States have legally-binding national standards. Canada doesn’t have legally binding standards, except in the province of Quebec. 

The domestic situation is directly related to the possibilities of international trade. A simplified representation of the situation is shown in Figure 5.1. Certification by domestic organizations may allow exports to the EU, the United States and/or Japan – the major importers of organic food (situation 1 in Figure 5.1). If the exporting country’s standards and certification system is not accepted by the importer as equivalent, foreign organizations may be needed to facilitate exports. These can either accredit a local organization or authorise it to do the inspections (2). In the first case the local organization does the inspections and the certification, in the second case the certification itself is done by the foreign certifier, often in the country where the head-office is located. Alternatively, the foreign certifiers can do the inspections themselves (3), that is, the inspectors are then foreigners. Another option is to employ local inspectors without having an arrangement with a local certifier (4). Some countries, such as Argentina, only accredit foreign organizations if they have a local office. 

Figure 5.1: Different certification methods
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In Table 5.2 the situation is characterized for the different countries vis-à-vis the main importers, the EU, United States and Japan. In those countries where certification offices are the respondents in the survey, data in the table pertain to them, unless otherwise specified. For example, the first row indicates that Argentina is on the EU’s third-country list, and that at least one domestic certifier has accreditation from ISO65
, the United States and IFOAM. 

Table 5.2. Accreditation status aiding exports

	
	EU 3rd- country list
	ISO65


	USA NOP accredited
	JAS accredited
	IFOAM accredited

	Argentina 
	yes
	ARGENCERT
	ARGENCERT, LETIS SA, OIA
	no
	ARGENCERT, OIA

	Brazil
	no
	IBD
	IBD
	no
	IBD

	Costa Rica
	yes
	state accredits
	Eco-Logica
	no
	no

	Mexico
	no
	Certimex
	no
	no
	no

	Peru/Colombia
	no
	Bio Latina
	Bio Latina
	no
	no

	South Africa
	no
	Afrisco
	no
	no
	no

	Uganda
	no
	no
	no
	no
	no

	China: OFDC
	no
	no
	no
	no
	OFDC

	Thailand
	no
	
	no
	no
	ACT

	Australia
	yes
	no
	BFA,NASAA
	yes
	BFA,NASAA

	Hungary
	yes
	yes
	no
	no
	no

	Slovakia
	no
	no
	no
	no
	no

	Switzerland
	yes
	IMO, Bio-Inspecta, SQS
	IMO
	no
	no

	USA
	no
	yes
	many
	yes
	many

	Canada
	no
	yes
	many
	yes
	many


Note: 

· USDA-accepted: see http://www.ams.usda.gov/nop/CertifyingAgents/Accredited.html 

· IFOAM-accredited source: IFOAM (2003,pp.72-73). Hungary is in the process of applying
In Table 5.3 the different systems of certification for the export market are grouped according to the status of national government legislation. In the countries where a ‘d’ is shown, at least one domestic organization is accredited to certify for exports to the particular importer indicated (EU, USA, Japan), as indicated in Table 5.2. This is of importance as, even if there is only one domestic organization that can perform that function, foreign involvement becomes less essential.

As can be seen in Table 5.3, most countries without national regulations are dependent on foreign certifiers for exports to the major importing countries. Exceptions are Brazil and Canada where at least one domestic certifier is accepted by the USA. Brazil (IBD) has also positioned itself better for the export market by being IFOAM-accredited.

For those with national legislation, the picture is a bit more mixed, and accreditation is more dependent on the importance of the market for the country. Although organic regulation is a must in the quest to be accepted by the EU on its third-country list, this is not a sufficient condition to be accepted. Of the included countries, the EU accepts only Argentina, Australia, Costa Rica, Hungary and Switzerland at present, and the others export their produce mainly via importers in the EU countries (Article 11.6). The United States and the EU are in the process of considering a mutual agreement for equivalency (Bowen 2003).

Table 5.3: Accreditation status aiding exports (by certifying method)

	
	EU
	USA
	JAS
	IFOAM accr.

	Countries with fully implemented national organic regulations

	Argentina 
	d
	d
	f
	d

	Costa Rica
	d
	d
	f
	d

	Thailand
	f
	f
	f
	d

	Australia
	d
	d
	d
	d

	Hungary
	d
	f
	f
	no

	Slovakia
	f
	f
	f
	no

	Switzerland
	d
	d
	f
	no

	USA
	d
	d
	d
	d

	Countries without fully implemented national organic regulations

	China
	d
	f
	f
	d

	South Africa
	f
	f
	f
	no

	Uganda
	f
	f
	f
	no

	Brazil
	f
	d
	f
	d

	Peru
	d
	d
	f
	no

	Mexico
	f
	f
	f
	no

	Canada
	f
	d
	f
	no


Note: 

d = at least one domestic certifier that can certify for the indicated market

f = foreign certifiers need to be involved for exports to the indicated market

no = no certifier accredited by IFOAM in that country at present 

In the US market, access for foreign traders is - in general - less of a problem than in the EU. The reason is that the accreditation of certifiers, not countries, is common under the National Organic Program (NOP). Presumably, this makes acceptance less complicated. Trade in most countries without US accreditation is, at present, not directed to the USA. This is probably partly due to a mixture of distance to the market (for example in Hungary and Slovakia, as compared with distance to EU) and availability of products at this stage. However, the situation could, of course, well change in the future.  

The Japanese market is not accessed directly by any organizations in the included countries, except by Australian, EU and US organizations. It is especially here that IFOAM accreditation seems valuable. For example, as the IFOAM accreditation system embraces the Multi Lateral Acceptance principle, acceptance of inspections of IFOAM-accredited organization by another IFOAM-accredited certifier (as happens in the case of, for example, the IBD being accepted as inspectors by NASAA, who then do their own reviewing and certification) is reasonably straightforward, and could be less costly than if carried out by Japanese certifiers. Another example is that Japan recognises IFOAM accredited and ISO65 certified organizations - in countries not accepted as equivalent – for re-certification purposes. That is, Japanese domestic certification organizations recognised by the Japanese Ministry of Agriculture, Forestry and Fisheries are allowed to accept these foreign organizations for inspection purposes. The Japanese certifier will then do the review and certification.

4.2 Direct costs 

Certification costs, including those for inspection, can be seen as input costs to farmers. The higher the costs, the higher the farm-gate prices required for the farmer to be willing to continue growing that product, ceteris paribus. 

In this section, we first look at the costs for the farmers to sell their produce as organic on the domestic market. This means that we look only at those countries that have domestic certification. The second step is then to look at the additional costs of certification due to extra requirements from importers.
As different importers have different requirements, the extra cost for the farmer over and above the certification for domestic purposes can be caused by extra work to be done by the domestic certifier.
 In that case the extra costs are indicated in this report under the domestic certifier. Another way in which to measure the cost of certifications for different markets is considering the cost of foreign certifiers over and above those of the domestic certifiers for those same markets. This is shown in a later section. 

4.2.1 Domestic market

In general, certification charges are based on several factors. One is the local situation, such as local labour costs and cost of transport for the inspector. Another factor on which to base domestic charges are the fees charged by different organizations of importance to the certification offices, those that accredit for export to their country, such as the EU, United States and Japan. Although it is interesting to consider the differences between the exporting countries in charges to the domestic certifiers (see Appendix 2), these costs are incorporated in the final charges to the licensee. In addition to these costs, the competitive situation may also be taken into account by an organization when deciding on its charges. For example, when it is the only organization certifying for a particular market, it may be able to charge more than when many competitors are in the market. 

The charges for inspection and certification (being allowed to use the logo of the certifying organization) can be calculated in several different ways. For the purpose of being able to estimate the costs before and after harmonization, it is important to have reasonably accurate cost data. In order not to overwhelm the reader, details about methods of charging by domestic certifiers are divided in groups of crops analysed in this report. Estimates are shown in Table 5.4 for those countries that export wheat, in Table 5.5 for coffee exporters, and in Table 5.6 for rice exporters. These data are then used in Sections 7 and 8, where the effects of changes in certification costs are estimated for wheat and coffee. Annual fees shown are those charged after the first certification, that is, excluding charges due to the effort of registering a new licensee.

Wheat exporters

For the wheat exporters, six countries have been included (see Table 5.4). 

Table 5.4: Domestic certification costs to wheat farmers (US$)

	
	Certifier
	Type of farm
	Annual fee

	
	
	
	Fixed fee
	Variable fees

	Argentina
	ARGENCERT
	Average 
	400
	0.7% of organic sales

	
	
	Small 
	150
	1% of organic sales

	Australia
	NASAA
	Average 
	282
	1% of organic sales >US$25,600

	
	
	Small 
	141
	

	Hungary
	Biokontroll (H) 
	Average
	7 per ha
	1% of organic sales

	Slovakia
	Naturalis
	Average
	1.1 per ha
	0.5 % of organic sales

	USA
	OCIA (Int.)
	Average
	380
	1.1% of organic sales

	 Canada
	OCIA 
	Average 
	410
	$0.31/ha arable land


Australia: exchange rate: US$ 1 = A$ 1.43 (29 August 2003) = C$ 1.31 (10 December 2003)

Hungary and Slovakia: exchange rate taken as Euro 1 = US$ 1 

In Argentina, national regulations were instituted with one of the aims being to qualify for the EU market. ARGENCERT is one of the certification organizations. It operates two levels of charges, one for average to large farms, and one for small farms. The larger farms have a higher initial charge (US$ 400 per farm as compared with US$ 150 for an average small farmer who is part of a group), but pay a lower percentage of the gross sales (0.7 per cent as compared with 1 per cent). 

Also in Australia, the first certifications under the national system enabled farmers to sell on the domestic market at the same time as to export to the EU (and some other countries). 

NASAA in Australia operates two systems. After the conversion period, the fixed annual fee is US$ 282, but there is a charge of 1 per cent on farm sales over and above approximately US$ 25,000. There is a cap on the certification fee of US$ 7,000. For those with sales of less than US$ 6,400 per farm, the ‘small-farmer’ scheme can be used. This can be accessed if there is a group of at least 5 farmers within a radius of 50 kms. As in Argentina, each farmer is certified separately. Also as in Argentina, EU requirements were mentioned as being a major reason for the development of that scheme. In both countries, the domestic certification can therefore not be separated from the EU market.

Certification costs in Hungary - by Biokontroll Hungaria – fall into two categories. The first is for the inspection and certification process itself. This cost is dependent on several factors, such as the size of the farm, type of land use (for example, arable or plantation) and number of animals. For example, for arable area the charge is approximately Euro 7 per hectare per year for an established farm, and Euro 10 for an arable farm in conversion. A typical wheat farm can be 100 to 200 hectares. 

The second charge is for the use of the logo and is a proportion (1 per cent) of the gross returns from the sale of the product on the organic market. No charges are made on produce sold on the conventional market. Traders pay 1 per cent on the value added, that is, the difference between farm gate price and export price. 

Naturalis, in Slovakia, charges separately for inspection and other certification. The charge for inspection is calculated according to the area of a farm - the charges are different for arable land, permanent grass stands, orchards or vineyards. For arable land it is Euro 1.10 per ha. Certification costs are 0.5 % of the farm-gate price of certified product sold as organic. Naturalis can only certify for products sold within Slovakia. For wheat exports, the Slovakian exporter employs Austria BG for certification (for costs see below).  

In the United States OCIA International charges US$ 495 for certification, and US$ 500 for inspection, with 0.5 per cent of the organic sales, or 0.1 per cent if the sales are over US$ 2 million. However, if a producer is certified via a local chapter, the fixed costs drop to a total of US$ 390 with a variable cost of 0.6 percent. In that case, the local chapter may put on their own variable fee, which could amount to another 0.6 per cent. 

In Canada, a number of certification schemes are in operation. The data in Table 5.4 are for certification by a chapter of OCIA International. Annual fees are charged for membership (US$ 228) and for an inspection, US$ 140 for an arable farm, plus US$ 42 if livestock is involved. A variable fee is then charged per unit of cash crop, such as wheat. Extra charges are made if certification is needed for exports to Japan. 

In summary, each certifier treats different sizes of farms in a different way. Argentina and Australia do this by lower initial charges for small farms; Hungary and Slovakia by charging per hectare and differentiating in those charges between uses of the land (enterprises). In Canada and the USA, no special arrangements are made for small farmers. 

In the four exporting countries where fixed charges per farm are charged, the amounts are rather similar for three of them – around US$ 400. Australia shows rather low fixed charges at below US$ 300 per farm.

Coffee exporters

Table 5.5 shows the certification cost for coffee farmers, for either individual farms or groups. 

In Brazil, the IBD charges per farm are calculated separately for the production process and processing process. Apart from the registration charges of between US$ 30 and US$ 300, the inspection costs are US$ 200 per day for a large farm, and US$ 100-200 per day for a group of farms. For an ‘average’ farm, one day is counted for the inspection and one day for writing the report each. That is, two days are charged for the production process, and two days if any processing needs to be certified. An average charge for travel was mentioned as US$ 300.

Table 5.5: Domestic certification cost to coffee farmer (US$)

	
	Certifier
	
	Original cost
	Annual fee

	
	
	
	per farm or group
	fixed
	% of gross farm sales

	Brazil
	IBD
	Average farm
	150+400+300
	< 0.5% of sales
	0.5 to 1 %

	
	
	Farm group
	100+300+300
	< 0.5% of sales
	max. 0.5%

	Costa Rica
	Eco-Logica
	Farm or group
	500-700
	200-250
	0.25

	Mexico
	Certimex
	Farm
	
	3-200
	

	Peru
	Bio Latina
	Small farm
	15-35
	40
	0

	Colombia
	Bio Latina
	Small farm
	20-50
	40
	0


With the report, the original cost to get certified as an organic farmer is around US$ 850 per farm. For a group of small farmers, the cost could be around US$ 700 and the cost per farmer then depends on the number of farmers in the group. 

The annual fees are calculated in one of two ways. The first way is as a fixed fee, and is calculated as a proportion (not exceeding 0.5 per cent) of past gross returns. The farmer, however, can choose to pay it as a percentage of next year’s returns, in which case the percentage payment is larger, at least for average farms, at between 0.5 and 1 per cent of gross returns. For small farms the percentage stays below 0.5. The actual values, both of the original certification and of the annual payments, are based on the prosperity of the farmer, that is, the expected capacity to pay.

In Costa Rica, Eco-Logica certifies mainly groups. Individual farmers pay around US$ 200 per year (after an initial certification fee of around US$ 600 in the first year), plus 0.25 per cent of the gross income. The same charges are paid by a group of farmers. Each farmer pays a part of the fee, and the cost per farmer then depends on the size of the group. For example, for a farmer belonging to a group of 50 farmers, the initial costs could then be US$ 10 per farmer, and thereafter US$ 4 or US$ 5 annually plus 0.25 per cent of gross farm sales.  

In Mexico, Certimex certifies groups of between 10-100 farmers for US$ 2,000 per year. When the numbers increase, the costs per farmer decreases. For example, for between 101 and 1000 farmers, the costs are between US$ 3,000 and US$ 4,000 per year, and for a group of over 1000 farmers, it is US$ 5,000 to US$ 6,000 per year. 

Bio Latina charge similar prices in Peru and Colombia, though not exactly the same. In Peru, the original cost is US$ 346 plus travel, and the annual fee is US$ 220 plus travel. These costs are the same whether they are for one farm or a group of farmers. No percentage is charged on the farm returns. In Colombia, the original costs are US$ 396 plus transport, and the annual fee is US$ 180 plus travel. The total figure of US$ 500 in Peru and US$ 700 in Colombia was given as representative for annual charges. For groups of farmers, this means that the total costs have to be divided over the number of farmers. A cost of US$ 40 per farmer is not exceptional. 

In summary, fees are charged differently in the different coffee-exporting countries. In some, such as Brazil, a percentage of the turnover is charged, with differences between average and small farms. In other countries, like Peru and Colombia, a fixed fee is charged, while in a third category (for example Costa Rica) a combination of the two systems is used, with both a fixed and variable charge.  Group certification, which reduces the cost to each individual farmer, is quite common.

Rice exporters

Domestic certification costs for farmers in some rice growing countries are shown in Table 5.6. 

In Thailand, the ACT certifies for the domestic market only. The original cost of certification is US$ 43 per farm plus US$ 4.55 per hectare. The annual fee is US$ 19 plus US$ 4.55 per hectare. Extra charges are levied when inspection includes fields used for other than crops, and for parallel production. In other words, the amount of the certification fee depends on the land area under organic management, apart from an initial fixed cost. This fixed cost is of a magnitude equivalent to 3 hectares of land under organic agriculture.

China is the only country with a flat fee of US$ 1,000-2,000 for the original cost, minus 20 per cent (that is, US$ 800-1600) thereafter. A scheme for small farmers allows the cost to be more than halved, US$ 500-800 for the original costs, and US$ 500 per year once the farmer has been certified. 

Table 5.6: Domestic certification cost to rice farmers (US$)

	
	Certifier
	
	Original cost 
	Annual fee1

	
	
	
	per farm or group
	fixed
	% of gross farm sales

	China
	OFDC
	Average farm
	1000-2000
	800-1600
	

	
	
	Small farm
	  500-  800 
	         500 
	

	Thailand
	ACT
	Individual farm
	43+4.55/ha2
	19+4.55/ha2
	


Thailand: exchange rate: US$ 1 = Bht 41.19 (29 September 2003).

In summary, Thailand charges by surface area, not by returns, as many countries do. China doesn’t charge any variable fee, which may be the reason for a relatively high fixed fee. 

4.2.2 Export market

1 Domestic certifiers

Many domestic certifiers can certify both for the domestic and export markets. Often, there is a basic fee for the domestic market, as shown above. These certifiers may or may not charge more for the export market. In some cases, such as in Argentina and Australia, national standards were formulated in the early 1990s with an eye on export possibilities to the EU, and domestic certification costs therefore reflect the costs of certification for export purposes to at least one country. 

In Argentina, there are several domestic organizations that can certify for the EU and US markets. No extra cost is charged for certification for the EU market. For export to the US market, ARGENCERT charges US$ 550 extra per project, which may include more than one producer or farm. The reason for this extra charge is that specific inspections need to be carried out, extra forms need to be filled out, etc. For the Japanese market, no extra costs are charged by ARGENCERT over and above what is charged for US exports, but re-certification, with extra costs, does occur by a Japanese certifier (see below). 

In Australia, certifications by state-accredited organic certifiers entitle producers automatically to export to the EU and some other countries. This is true also for export to the Japanese market. However, if a farmer or processor wants to export anything other than bulk (which can carry the certificate ‘Produced in compliance with JAS standards’) with a JAS label, ‘add-ons’ are called for, both in terms of work and to the basic fee. The extra cost is then US$ 150-250 for inspection and US$ 65-130 for review. The same principle is applied to export for the US market, for which organizations (including NASAA and a second certifier, the BFA) are accepted, rather than the Australian national scheme.  

Legally, no foreign certifiers are allowed to certify in Hungary. This means that, if farmers want to export with a specific logo from, for example, a certifier in one of the European countries, Biokontroll Hungary can inspect and send the report to the foreign organization, which then allows the use of its logo if certification is granted. This phenomenon occurs as some consumers are more interested in products certified by specific certifiers. Cooperation exists, amongst others, with KRAV, Bio-Suisse, UK Soil Association and Naturland. A similar arrangement with BCS serves farmers who wish to export to the USA, mainly herbs. Biokontroll Hungaria doesn’t charge more for these certifications, except for BCS’s, which is over Euro 100 extra per farm. Exact charges depend on several factors, such as turnover. 

In Slovakia, Naturalis can’t certify for the export market, and a foreign certifier is contracted directly by the exporters to certify farms for export.

In the United States, a farmer certified with OCIA International would need to pay an extra US$ 80 to be able to export to the EU and Switzerland – if there are no complications. Of this amount, US$ 60 is for export verification, and US$ 20 for an import certificate. For a farmer who wants to export to Japan as JAS certified, a total fee of US$ 1,500 is charged as a fixed cost. 

In Canada, certification by OCIA guarantees access to the US market. For export to the EU and Japan, similar prices are charged as those charged to farmers in the United States by OCIA International (see above). 

In Brazil, fees for certification for one extra market are charged as one day’s work for each stage (production or processing). For example, if the production process of a product needs to be certified for the EU, US and Japanese market, that will be four days – two for the EU, and one day extra for the United States and Japan each. If the processing is to be certified, that will be another two extra days over and above the certification for the EU. The cost is US$ 200 per day for a large farm, and US$ 100-200 per day for a group of farms. 
Since Bio Latina, in Peru and Colombia, is accredited by USA NOP, products certified by them can be exported to the United States without extra charges. 

In order for domestic certifiers to be able to certify for export markets, governments or the certifier in the exporting country incur costs to fulfil the importers requirements. If governments are charged by the importing country, they may or may not recoup recuperate these costs from certifiers. If not, the taxpayers pay the costs. Charges resulting from involvement in international trade, and incurred by respondent organizations, are shown in Appendix 2. These costs would be incorporated in the cost of the domestic certifier as described above. Included in the Appendix are the costs caused by the requirements of the foreign importers – here the EU, United States and Japan, and also those of IFOAM, as this scheme facilitates international trade of organic products in some way. 

In summary, five of the six wheat exporters have domestic certifiers that can certify for the export market, at least for some importing countries. Domestic certifiers in Australia and the United States can certify for all markets. Canadian growers can possibly make use of this, as there are several US organizations operating in the country. The Slovakian domestic certifier can’t certify for any export markets, and the two others (Argentina and Hungary) have less easy access to Japan (both) and the United States (Hungary).

For the three coffee exporters discussed here, Peru and Colombia have easy access to the USA, while it is less easy to be certified for the Japanese market. Brazil charges extra for each extra market for which a producer needs to be certified. 

2 Foreign certifiers

Private foreign organizations can go about certification of producers and others (processors, input industry, etc.) in several ways. The most used options are (see also Figure 5.3):

· to accredit a local certification office;

· to accept the domestic certification office as inspectors, but carry out the actual certification in the home office;

· to certify organic producers, processors etc. directly. This can be done:

a.) with local inspectors. The review and certification can then be done in the ‘home’ office;

b.) by certifiers going to the exporting country, and doing their own inspections, in addition to the inspection review and certification. 

Obviously, these different options have different price tags, and affect the cost to the farmer in a different way. 

Costs relevant for foreign certifiers may include accreditation costs, labour and transport. For example, an organization resident in the EU may be able to certify on the grounds of acceptance by its own government, for which it may or may not have to pay. Transport cost for foreign organizations may include international travel, depending on location of the inspector. Also the labour costs will depend on the country where the labour originates or lives.

In Table 5.7, the main certifiers who certify in developing countries are shown. Table 5.8 shows fees for private foreign certification schemes at time of enquiry (late 2003 – early 2004). 

Table 5.7: Foreign certification schemes operating

	
	ECOCERT
	IMO
	BCS
	SKAL
	SGS
	OCIA
	KRAV
	OTHER

	Argentina
	na
	na
	na
	na
	na
	na
	na
	na

	Brazil
	+
	+
	+
	+
	-
	+
	+
	OIA, FVO, KRAV

	Costa Rica
	na
	na
	na
	na
	na
	na
	na
	na

	Mexico
	
	+
	
	
	
	+
	
	Naturland

	Peru
	-
	+
	+
	+
	+
	+
	+
	

	Colombia
	+
	-
	+
	-
	-
	+
	-
	ICS

	South Africa
	+
	+
	+
	+
	+
	-
	-
	S.A. UK

	Uganda
	-
	-
	-
	-
	-
	-
	+
	

	China
	+
	+
	+
	+
	
	+
	
	QAI

	Thailand
	+
	-
	+
	-
	-
	-
	-
	Bioagricert

S.A.UK OMEC Japan

	Australia
	-
	-
	-
	-
	-
	-
	-
	no

	Switzerland
	-
	+
	-
	-
	-
	-
	-
	no

	Hungary
	-
	-
	-
	-
	-
	-
	-
	no

	Slovakia
	-
	-
	-
	-
	-
	-
	-
	Bio Garantie Austria

	Canada
	+
	
	
	
	
	
	
	


Brazil: for more complete details, see Fonseca (2003).  Switzerland: IMO is a domestic certifier

South Africa: ECOCERT and SKAL have local offices. Thailand: ECOCERT has a local office

na = not applicable 

+ = yes

- = no

Only those countries for which this information is relevant are included. All major certification schemes were asked for their fees in the different countries, but none of them responded or they responded negatively.  Hence, the table is somewhat patchy. Figures included were gleaned from people in the countries.  

In Argentina, Australia, Costa Rica, Hungary and Switzerland no foreign certification schemes certify for the export market. 

In Argentina, for access to Japan, ARGENCERT and some other organizations are authorised to do inspections for organizations that can certify for the Japanese market, such as JONA, QAI and ICS (Japan). ARGENCERT doesn’t charge extra for inspections for the Japanese market, but the Japanese certifiers charge approximately US$ 3,000 per certification. 

Table 5.8: Costs of foreign certification schemes operating (US$)

	
	ECOCERT
	IMO
	BCS
	SKAL
	SGS
	OCIA
	KRAV
	OTHER

	Brazil
	+
	+
	+
	+
	-
	+
	-
	OIA, FVO

	Mexico
	
	310/day
	
	
	
	
	
	

	Peru
	-
	+
	+
	+
	+
	+
	+
	

	Colombia
	+
	-
	+
	-
	-
	+
	-
	ICS

	South Africa
	1220/farm
	+
	<<Ecocert
	<<Ecocert
	+
	-
	-
	S.A. UK

	Uganda
	-
	-
	-
	-
	-
	-
	+
	

	China
	350-500/day

x1-4 days
	
	500/day

1-4 days
	+
	
	+
	
	QAI

	Thailand
	+
	-
	+
	-
	-
	-
	-
	Bioagricert

S.A.UK OMEC Japan

	Slovakia
	-
	-
	-
	-
	-
	-
	-
	440/day


+ = yes

- = no

<< = considerably less than…

In Slovakia only foreign certifiers can certify for the export market. Natural-Alimentaria is the only company that exports organic wheat. ABG (Austria Bio-Garantie) is the certifier, and charges 55 Euro per hour (maximum of 440 Euro per day). On an average farm, the work could be 2 to 3 days for inspection. This does not include other activities, such as report writing, transport etc., which could take another 1.5 days. Total costs, but excluding application costs, transport and export certificate costs, could therefore be 1760 Euro. Charges are paid by the exporter, but indirectly by the farmer, as this arrangement would influence farm-gate prices.

In Brazil, some foreign certifiers are reported as charging less than the domestic certifiers to clients of those certifiers, but more to others. 

In Peru and Colombia, there are a number of foreign certifiers. Although Bio Latina has no direct access to Japan, it has an arrangement with ICS for re-certification, like Argentina.

Most of Mexico’s exports go to the EU. Certimex inspects for IMO. In such a case, the expenditure for certification increases by 50 to 60 per cent. Charges are US$ 300 to 320 per day, with the initial administrative work and inspection being around 2 days work, which is carried out by Certimex. Other foreign certifiers include OCIA (for the US market) and Naturland.

Charges in Uganda can vary considerably, according to certifier and project. For example, in one place, 1600 cocoa farmers are certified for US$ 12,000 per year (including processing), and 2000 coffee farmers paid US$ 8,000 per year. This can still be a high percentage, as farmers may have small fields (0.5 to 1 acre), with possibly 80 kgs per field. Farm gate prices are about half world market prices. For organic quality, which is a combination of organic product combined with better quality due to improved management and timely delivery, a producer may receive a premium of 20-35 per cent. Many factors play a role in setting the charges, such as distance from centres, complication of cases, and for how many markets is being certified. 
In South Africa, farmers wanting to export must first find a market. As none of the domestic certifiers can certify for exports, finding a market means finding an importer in the country to which they want to export. In many cases, it is the importer who influences the choice of certifier to be engaged by the farmer. At present, ECOCERT charges farms just over US$ 1,200 per certification, down from almost double the amount they charged some farmers the previous year. The decrease in price is said to be due to heavy competition of other certifiers, such as BCS and SKAL, who are rumoured to be trying to get a share of the market. 

In China some foreign certifiers charge US$ 500 per day, and a typical inspection can take between 1 and 4 days, bringing the charges probably to between US$ 1,000-2,000. This is not much different from domestic charges. 

Bio-Suisse in Switzerland is not a certification organization, but a label organization. It has arrangements with domestic certifiers or label organizations in about 50 countries, which gather information about points of difference between the domestic standards and those of Bio-Suisse. If the outcome is satisfactory, the product can then use the Bio-Suisse logo. Bio-Suisse doesn’t charge the foreign certifier, but charges the Swiss importer 0.7 per cent for its service. The local certifier (in the exporting country) may well charge the farmer more for the extra service – of checking more points, and filling out more forms.  

However, the products can be imported into Switzerland without the private approval of Bio Suisse. An import authorization can be obtained from the Federal Office for Agriculture. Its cost is of 300 Swiss francs (about 200 US$), if no complications arise. Products which have been authorized for marketing in Switzerland can also be re-exported to the EU without extra requirements, because Switzerland and the EU have a mutual recognition agreement which covers also the equivalency of the import authorizations. For this same product to be allowed into the EU it would need another certification from an EU-accredited certifier. In Switzerland, organizations that can certify for exports to the EU include Bio-Inspecta, IMO and SQS.

In summary, in the wheat exporting countries, Australia and the United States need no foreign certifiers for exports to either of the three major markets. Canada benefits from having US certification organizations operating within its borders. However, the extra costs for exports to Japan from Canada and the United States are rather large (US$ 1,000 per farm). Australia charges US$ 300 extra for handling to both the United States and Japan. A domestic certifier in Argentina charges US$ 550 for extra handling for exports to the United States and Japan, but for exports to Japan, farmers needs extra arrangements (with a Japanese organization) which are rather expensive (US$ 3,000 per farm). In Hungary, the domestic certifier can handle exports to the EU, though EU customers often prefer certification by their own domestic certifiers. Biokontroll Hungaria then does the inspection for those certifiers for no extra costs. In Slovakia, a foreign certifier needs to do the certification for exports to the EU, which can be close to Euro 2000 per farm. Very little of the exports of these two last countries is shipped to countries other than the EU. In other words, certification by foreign offices can be rather expensive, ranging between US$ 2,000 (exports from Slovakia to the EU) and US$ 3,000 per farm (exports from Argentina to Japan). Domestic organizations tend to charge somewhat less (US$ 1,500 in the United States and Canada for exports to Japan). 

4.2.3 Summary

Comparing the costs of certification by domestic and foreign certification bodies shows that the differences between domestic organizations in the different countries are not all that large. Initial fixed costs in most countries stay mostly under US$ 500 per wheat farm, and can be considerably less for small farms. Variable costs are often around one per cent for organic sales. 

The difference in fixed costs between domestic and foreign certifiers seems somewhat more pronounced, while foreign certifiers don’t seem to pay much attention to small farmers and their particular problems. In addition, some may not charge any variable costs.  

The biggest cost, however, is possibly not so much the difference between the schemes, but the need to be certified by different certifiers. When these are all bodies with a relatively high cost, the total costs add up. The countries that are best off are those where the domestic organizations can certify for a number of different markets. Certification for a second or third market does cost farmers more than if they were exporting to only one market, but as long as they adhered to the most stringent standards to start off with (and therefore no extra costs are incurred such as for storage), there is an extra charge of perhaps US$ 200 to US$ 1,000 per year. This may constitute a small part of the extra returns to the farmer. The problem, however, is larger when the farmer needs to pay a relatively high sum to start off with and, if wanting to get into several markets, needs to get another foreign body for the next certification. This is especially the case when a buyer stipulates the requirement of certification by a private certification organization.

Competition seems to be a growing factor in the level of charges. In both South Africa and Brazil, comparisons of charges and the desire to keep within the boundaries of charges of other organizations, was mentioned as a reason of convergence between charges by foreign and domestic organizations. When foreign certifiers use local inspectors, certification charges can become quite competitive.

4.3 Indirect costs

Indirect costs can, potentially, be a large part of the costs of non-harmonization.  Most of the comments on indirect costs here reflect problems for producers, resulting in higher production costs and therefore higher prices. Issues at state level compound these problems. This results in less favourable conditions for consumers, with consequences for the total demand and expansion of the organic industry. We will first concentrate on some issues at farm level, and then proceed with some that appear at state-level. 

4.3.1 Farm level 

1 Inputs

In the previous section, we included extra certification costs. However, indirect costs can influence other farm input costs. Some countries gave examples of inputs that are prohibited by foreign certifiers. Prohibitions are based on the requirements of the standard-setting country or certifier, and don’t necessarily make sense in the particular exporting country. Some examples are as follows.

Peru mentioned that, although organic farms may want to use manure from non-organic farms, this is not allowed in foreign standards. This is despite the fact that the other farms are managed according to traditional principles, with little or no substances that are prohibited in organic farming. 

Several examples were given by a South African respondent of problems with differences in input use. One was the use of peat, which was reported as not being allowed by a foreign certifier. However, the situation of availability of peat in South Africa was considered to be totally different from that in the UK (the home of the certifier), and not seen as an environmental problem in the first named country. Another problem was related to chicken litter. If used as manure, it had to be proven that there were no genetically-modified products included. However, in South Africa the Department of Agriculture didn’t have the capacity to check this. A third problem was reported as the requirement to grow crops from organic seed (in 1999). The opinion of the respondent was that the market in South Africa is 10 years behind Europe, and organic seed was barely available. The cost of organic seed, for example of salad products, was estimated at 35 times the cost of the conventional seed. Especially this last reason was important in the decision of the respondent not to export organic products. 

In Australia, foreign standards don’t seem to have restricted the input use of organic farmers. However, there has been a question by some about the use of super phosphate (prohibited in organic agriculture), because of the extraordinary phosphorus-poor soils in Australia. 

In Hungary the standards of Biokontroll are perceived to be stricter than those in the EU, for example regarding the conversion period. Thus, the EU’s standards are not seen to be an impediment to the development of organic agriculture in Hungary. However, the issue of the requirement of organic seed was raised as worrying, but it was not seen as more or less inappropriate for Hungary than for the EU. Some problems are seen with requirements in the US standards. The first is the need of a buffer zone between conventional and organic fields, in particular on farms that are not structured such that a buffer zone is easy to include. Another issue of inconvenience, and increased costs, is the requirement for the composting of manure. 

There is a different side in the debate on harmonization and its effect on the competitiveness of producers in different countries than that mentioned previously. Above, examples were given of prohibitions by importing countries, making trade difficult for exporters. However, in the same way, domestic standards may prohibit certain substances that are allowed in other countries from which imports are accepted. For example, the prohibition of the use of copper in agricultural production in Denmark is a main reason why the organic fruit production is very limited in that country. However, imports of certified organic products, even though they are produced using copper, are allowed. These show un-fair trade conditions, according to the Danish organic fruit producers.

2 Yields 

A decrease in yields is, of course, the other side of problems with inputs. The costs of the allowable input can be higher than those of the non-allowable, or production drops. If, as a consequence, these inputs are used more sparingly, yields may suffer. 

An example of an inappropriate standard in an importing country affecting yield in an exporting country is that of the EU organic regulation that allows a maximum application of 170 kg of nitrogen per ha per year. It is based on European conditions where pollution with nitrogen is a problem. But in many countries the soils lack nitrogen, and it is impossible to cultivate with such a limitation. Vegetable production in desert land in Egypt, especially if it is greenhouse production, is an example of where problems can occur with this standard
. A similar situation was described for Brazil.

3 Marketing

Several aspects of marketing can be affected by non-harmonization of standards and certification of organic standards, certification and accreditation. One of them is storage, as producers may need to store produce in different places, depending on the market for which it is destined. However, no complaints about storage problems have come to light at present. 

A second issue is delays in marketing. For example, produce may be delayed on the wharf in the importing country without the importer being able to distribute it, when the right papers are not present. This may also occur with harmonization, but confusion over paperwork would be more likely without harmonization. This issue is often brought up in general terms. Some estimates are that, for every day delay in the port, the returns to the consignment decreases by one percent. The few responses that have been received on this issue for this report, such as from Brazil (IBD), don’t complain about delays in the market.  The nature of the trade will be important in this respect, as delays in the sale of vegetables and fruit are likely to have considerably worse consequences than for, say, grains.  

A third issue is the costs involved with the additional paperwork. In South Africa a respondent described the situation as over-zealous and getting worse. Mention was made of the fact that the EU, and especially the UK, want supervision down the whole marketing chain. The exporter has to provide paperwork and then pay the certifier. Suspicion of possible protection of own domestic producers was mentioned by several respondents. 

Canadian and US exporters complained about the fact that Bio-Suisse has recently started to require foreign producers to be put on a list of export to Switzerland at the time of certification. The complaint was that this is totally impractical for a number of reasons. One is that farmers often don’t know where they will market their produce at the time of certification. Another is that, if the harvest of a particular farmer is lower than expected, the exporter can’t replace produce from one grower with that of another.

What are the consequences of those problems? In South Africa mention was made that small farmers don’t have administrative skills, or money, to pay for export certification. In Canada one third of organic farmers in Alberta Province were reported to have stopped being certified organic for administrative reasons (‘too complicated to be worthwhile’). One explanation was that those operations that dropped certification were the smaller operations (TOS 2003). Of course, this all leads to less availability and trade in particular products.

Perhaps a high cost in general terms due to problems in marketing is the risks of something going wrong, such as delays in acceptance of imports, cancellations, etc. The fact that the risk is higher than with conventionally-grown products would influence the decisions of exporters to enter the trade (see below), with consequences for producers.

4 Conversion

The conversion period presents a problem for many, as certification costs are incurred although often no premiums are received during this time. This can be a major barrier to entry in many countries. 

It is felt by some that the conversion period instituted in organic standards is rarely, if ever, based on scientific criteria. They are also mainly set for conditions in temperate climate regions. There may well be a case for shorter conversion periods under tropical conditions, where the breakdown of materials can occur faster than under temperate conditions. 

In some African countries, having to go through a conversion period when the field has clearly not been treated with conventional inputs can be rather difficult to explain to potential organic producers. According to, for example, EU standards, a letter of the Ministry of Agriculture is needed to testify to the state of the field. In Europe, that may be useful, in Uganda that may not be the case. 

Another example of problems with the conversion was reported in Brazil. This situation was not related to different export markets and the need for different certifiers, but to group certification and the wish to change groups. In a situation where producers want to change from one to another group of certified farmers, they may find it difficult to prove that they have been farming organically for some time – and therefore can skip the conversion period. If the certifier of the first group refuses to release data of the farmer to the next certifier, a farmer may have to start all over again with the conversion period. This situation is not due to a lack of harmonization per se. However, it is likely that, with harmonization, less certifiers are needed and hence there would be less need to change certifiers. 

4.3.2 National level

1 Importing countries

Some costs are related to the country level. For importing countries, interests in harmonization stem from the desire to avoid duplication of work. Two levels can be distinguished (at least).

One is the original documents / import certificates which accompany or are related to consignments. Between countries where no complete equivalency regime exists, these documents serve to prove the authenticity of the consignment. They can, however, be abolished where there is full equivalency of the inspection system (as for example within the European Economic Area, where no such certificates are needed between Norway and the EU). Switzerland tries to convince the EU that these certificates could also be dropped between it and the EU, as a full coverage equivalency agreement exists.

The second is the import authorisation procedures. This is the most burdensome part of the problem. For some imports to Switzerland and EU Member states, for example, several kilograms of inspection reports have to be submitted by the importer, and then verified by the country’s authorities. 

These extra transaction costs are one issue that causes products to be more expensive to consumers. However, the more complicated the process, as is the case with a requirement for paperwork for each consignment, the more possibilities there are for misinformation by somebody in the marketing chain, leading to higher prices for consumers. This then causes loss of trade.  

2 Exporters

There are several problems facing exporters at a national level. One is the general state in the development of the industry. A second is the (in)compatibility of requirements from different importers.

State of development of the organic industry

Organic standards and certification is a process that has become more and more complicated over time. Although those organizations that started in the early days of developments in organic certification may be able to keep pace, certification organization that are at an early stage of development may not. They are more likely to find the complications of the requirements of all different rules and regulations all too difficult to master, and thus may not survive long after the start. This means that, in countries that are presently in the beginning stages of developing organic agriculture – as many developing countries are – domestic certification offices are less likely to develop than they did in countries that started, say, 10 years ago. These countries are then automatically more dependent on foreign certification, with financial consequences for local producers, and therefore competitiveness in the international market.

A second issue related to the stage of development is the ability to cope with the requirements of standards. Organic regulations have become tighter over time, and the organic industry has had time to adjust to it. For example, the requirement of the use of 100 per cent organic feed in the livestock sector has gradually been phased in in most countries over the last 10 years. In other words, farmers have had time to arrange their farm production system such that they could cope with it – both by adjusting their rotation system, and through creating a demand for feed to be supplied by other farmers.  An industry in the early stages of development may well have problems with adhering to such strict rules. The same is the case for seed requirements. Since recent times, many standards of developed countries specify that seed has to be used that originates from organically grown plants. This creates problems even in those markets that have been able to prepare for this for a number of years. Requirements of buying in only livestock of organic origin is another such problem for many developing countries, where this may be too difficult to source.  

Incompatibility of requirements

If a country has standards and certification equivalent to those of one importer, it may be almost impossible to be equivalent with those of another. For example, in the United States, parallel production is allowed, while it is treated very tightly in the EU. This is not, strictly speaking, incompatibility, as the problem could be solved by keeping to the standards with the most severe requirement in every case. However, if a producer adheres to that policy, production costs may be higher than they need to be.  
It is possible that existing legal requirements in one country cause problems if standards made in a different country are applied. As domestic standards are often adjusted to domestic regulations, using organic standards from one country (the importer) in a foreign country (the exporter) may well lead to insurmountable problems for the exporter. This is the case especially when the importer has no incentive to help solve the problem. For example, in South Africa, the requirement by a foreign certifier not to use chlorinated water in the packing house was in direct contravention to the domestic legal requirements. Regulations in South Africa stipulate that chlorinated water has to be used in such an environment. The potential exporter reported that, with this requirement from the certification office, exports of fresh fruit and vegetables were virtually out of the question. 

Although no other examples have come to light during the research for this report, it is not difficult to imagine that similar events can occur at other places. It is also likely that, with an international effort to harmonize standards, it would be easier to find solutions to such problems (between a private certifier and one farmer).

4.3.3 Summary

Indirect costs are the additional production, processing and marketing costs incurred in meeting the requirements of certification to second or third markets. These can cause final consumer prices to be relatively high, either by increased production costs or, if costs are prohibitively high or production methods are illegal, by reduced supply. 

These costs are difficult to quantify. The indirect costs may be zero if the first certifier is the most stringent in every respect, while the standards are appropriate for the particular country. But this is unlikely to be the case. The costs discussed here affect both producers and consumers and include:

· requirements that make inputs more expensive to farmers, and which are often established by importing countries for their specific conditions of climate, soil, agricultural practices and legal conditions;

· absence of technology or knowledge to carry out organic practices as required by importing countries.

4.4 Cumulative effects

As certain effects are cumulative, not only do higher prices (due to higher costs for the producer) inhibit buyers to purchase the product to some degree – depending on the price elasticity of demand – it also affects the dynamics in the market. 

One can imagine the situation where established exporters may not be willing to get into marketing organic products at all, which means that producers don’t have buyers. From the point of view of Ugandan exporters of conventional products, for example, the organic market may be too finicky for them to be willing to get engaged in this area and to take the risks. Such an exporter would see that, for example, Bio-Suisse in Switzerland does not allow air transport; France is very intent on ISO65 accreditation; the UK is particular about the conversion period. The trader may then decide that trading in this commodity is too risky, and refrain from entering this market.

Exporters are needed for producers to take the step to organic production. Without established exporters willing to take the risk there may be no export. Alternatively, there may be export with increased risk, as only inexperienced exporters are willing to take on the market. This would increase the risk of something going wrong, and hence increase the cost of export. This could be treated as an increase in input costs. 

With harmonization the dynamics of the organic international market are likely to change considerably as, for example, with low risk of non-availability supermarkets are willing to stock their shelves with products, processors are willing to have a special run for organic products, consumers can be more assured of availability and quality of the product, etc. 

4.5 Summary and conclusions

Quantification of all costs surrounding certification of organic farming has proven to be difficult. The direct costs were complicated enough, as each country or organization charges in a different way. However, the indirect costs have proven to be rather more difficult to catch in figures. Apart from the difficulties of quantification of the effects, there is this nebulous notion of cumulative effects. 

Increased complexity of the requirements for different markets (as is the case with non-harmonization) means decreased interest from importers and exporters, who are needed by producers to market their produce. The climate of possible problems with every consignment means that everybody along the marketing chain is less eager to engage in this trade, and it then becomes considerably more difficult to gain momentum.

Because of these practical problems with quantifying the effects, in our model, we have had to resort to a range of assumptions of costs, instead of using actual data for indirect costs. 

5 A quantitative analysis of harmonization status

5.1 Introduction

The purpose of this report is to estimate the likely effects of a greater harmonization of organic certification/accreditation. The effects on production and trade are rather difficult to estimate, as already alluded to in Figure 3.1. As so many factors have an influence on one another and – ultimately - on production and trade, it is advisable to employ a model, in which some of these interdependencies are captured. In this case it was decided to use GSIM, a static, single commodity bilateral trade model that distinguishes between imports from different sources (the so-called Armington assumption).
 

Ideally, we should include all organic trade in all countries. However, in order to do this, we would need detailed data on each agricultural industry in each country, something that far outstrips our capacity. It was therefore decided to start with wheat and coffee, and possibly add rice and vegetables and fruit at a later stage. An effort was made to include as many data as possible for these crops.  Nonetheless, data quality is an issue, and limits the conclusions that can be drawn from the analysis.

5.2 Theory

GSIM is used to analyse the impact of changes in certification costs on production and trade in organic products. The elements of interest in the organic trade – in this report - are the extra cost of certification due to non-recognition of third country’s standards and certification system as equivalent. GSIM provides a means of assessing the impacts of changes in certification costs on prices and trade. 

An assumption within GSIM is that imports from different sources are not the same but merely somewhat interchangeable. This means, for example, that Argentinean wheat exported to the European Union is not perceived to be the same as Canadian wheat. The essential data required for the model are bilateral trade flows between the countries of interest, that is, quantities traded and values of those goods, and the alternative costs of certification under differing arrangements.
 Other inputs include the responsiveness of production and consumption to changes in prices (elasticities, see Figure 3.1), but as these are unavailable for organic products they are borrowed from conventional markets. In this report, these parameters are subject to sensitivity analysis to identify the robustness of these results to the assumed values. 

Output from the model includes changes in trade flows, prices, benefits to exporters, gains to consumers and impact on taxpayers in each country.

GSIM is a single commodity model (for example, wheat) and hence potential linkages between other goods in consumption (for example, oats) or production (livestock) are ignored. It compares two situations at a point in time and does not attempt to show the transition from one state to another or to assess the costs of adjustment. The model is essentially a set of simultaneous equations in which export prices are varied to satisfy the requirement that global imports equals exports. There are no changes in stocks. The model is typically used to analyse the effect of reduction in tariffs, export subsidies and production subsidies or transport costs. In this case, it is used to analyse the effect of a change in certification costs, which can be treated as transport costs or tariffs. Changes that lower these costs encourage greater trade, a trade-creation effect. An increased trade flow as a result of reduced costs of certification has a diversion effect. Trade initially going to one source is partially diverted to another. All countries are affected by changes in one market through trade linkages. Given limitations in the data and the abstract nature of such models, the user should interpret the results with caution. 

To illustrate, imagine a hypothetical situation shown in the bilateral trade matrix in Table 6.1 with EU and US importing wheat from Argentina, Australia and each other. Importers are shown in columns, exporters in rows. 

Table 6.1 Hypothetical trade flows: wheat
	Exporters


	Importers

Argentina
	Australia
	EU
	USA

	
	kt
	kt
	kt
	kt

	Argentina
	0
	0
	200
	300

	Australia
	0
	0
	300
	200

	EU
	0
	0
	0
	100

	USA
	0
	0
	500
	0


Now imagine that a certification agreement between Argentina and the EU lowers the cost of Argentina supplying the EU by 5 per cent, but does not affect the price for which Australian producers can deliver wheat. The resulting percentage changes in trade flows may be as appears in Table 6.2.

The simulated results suggest that trade from Argentina to the EU increases by 13 per cent but there is a fall in exports to the USA, as Argentina has less wheat available for that market. Australia, who is displaced from the EU market, finds new opportunities in the USA. The major beneficiaries from these changes are Argentine producers and EU consumers. Producers are worse off in Australia (as they are forced out of the EU – its preferred – market) and both producers and consumers are worse off in the USA. American producers lose a market, while prices increase and consumers consume less.  
Table 6.2 Simulated trade impacts
	
	Argentina
	Australia
	EU
	USA

	
	%
	%
	%
	%

	Argentina
	0
	0
	13
	-5

	Australia
	0
	0
	-3
	4

	EU
	0
	0
	0
	1

	USA
	0
	0
	-1
	0


Now imagine that implementing the exacting EU standard nationwide raised the cost of production in Argentina by 2 per cent. The resulting increase in trade flows to the EU would be reduced to 11 rather than 13 per cent. The net benefits to both countries would be reduced accordingly. These hypothetical results illustrate that the interactions are complex but intuitive. 

5.3 Some underlying assumptions

In a study like this, where so many of the data are uncertain, it is important to know what kind of an effect changes in those data would have. 

One of the major unknowns in the area of cost without harmonisation is the indirect costs such as decreased yields due to inappropriate standards; increased need for storage space, etc. 

Another source of uncertainty is the responsiveness of consumers and producers to changes in prices. Such changes can happen for a number of reasons, including a change in volume. 

Finally, products from one country are assumed to be different from that of another, but it is not clear just how substitutable they are.

Because of the scarcity of data, values in this model have been taken from models used in conventional agriculture. It is, of course, likely that consumers of organic products respond differently to price changes than buyers of conventional products. One reason is that, in the conventional market, there can be many substitutes for a particular product, much more so than in the organic market. Thus, organic buyers may find it difficult to find suitable substitutes, and thus not be responsive to price rises. On the other hand, organic products are usually somewhat more expensive than the conventional ones, and at a higher level of price for the same product, the responsiveness by buyers may well be greater. A third factor is the loyalty of consumers to the organic product. Some will not change product out of principle or for health reasons. But more and more, buyers of organic products are not likely to be in one of those categories, and may-be easier frightened away by a price hike. For this reason the sensitivity of the elasticity of demand is tested at higher levels than those used in conventional products.

A difference in responsiveness by conventional and organic farmers to changes in farm-gate prices (elasticity of supply) could be explained by the ease with which organic farmers can move to conventional production if organic prices fall too drastically. Similarly, conventional farmers may be attracted to organic management with increasing prices for organic produce, but becoming an established organic farmer is more difficult than the other way round. Although it may-be more difficult, that basically means that there is a longer gap between the decision made and the availability of extra organic products. For these reasons the elasticity of supply is also tested for values higher than those used for conventional products.

The elasticity of substitution measures the similarity of products from different countries. For example, if the price of imports of Canadian wheat into the EU falls as compared with Argentinean wheat (due to more savings in certification costs in Canada with harmonization), would the buyers substitute wheat from Argentina with Canadian wheat? Some kinds of wheat are suitable for bread making, others for pasta or biscuits. If the quality of the wheat is similar, there is a much higher chance that substitution happens than if it has a completely different quality. It is assumed here that all wheat is grain used for bread making. The data have been tested on different values of sensitivity to similarity between countries. 

In conclusion, it is important to know what kind of effect a number of factors have on the stability of the results. If the results don’t differ greatly between the situation of a low and high responsiveness of consumers and producers to changes in product prices, drawing conclusions from the analysis is reasonably safe. However, if a change in the assumption about the level of response does indicate a large change in result, the conclusions to be drawn can be less definitive.

5.3.1 Parameter values

The changes in direct costs of certification are reasonably straightforward, and can be estimated quite accurately. As indirect costs are rather difficult to estimate, we have included different values, described in the next section.  

For the responsiveness of demand and supply to changes in product prices, the values used as default are shown in the next section. To test sensitivity to these values, the default values have then been doubled, and then doubled again. 

The default elasticity of substitution is 5, common in this type of analysis. It has been doubled to 10 as a reasonable alternative.  In addition, a third value of 20 is estimated, indicating great flexibility. In other words, with a small change in price, under this scenario buyers would switch from one to another country. This implies almost complete substitutability, a characteristic of raw commodities. 

5.4 Output

The tables show results for two measures, welfare and trade flows.

Welfare is made up of several factors. A change in the situation of harmonisation affects not only farmers through changing input prices, but also affects consumers to whom these input decreases may trickle through in the shape of lower retail prices. In this model no attention has been given to changes in revenue (for example, due to tariff revenue or subsidies) to governments due to changes in quantities traded. The output tables show welfare benefits not only to exporters, but also to importing countries. 

In addition to the countries’ welfare, a measure of change in trade is shown, both in financial and percentage terms. Although this measure is reported upon, it is not discussed, as the welfare figures seem more relevant.

6 Wheat

6.1 Input

Bilateral trade flows are presented in Tables 7.1 (quantities) and 7.2 (values) by country of destination for 2002.

	Table 7.1
	Export of organic wheat (tonnes)
	
	
	
	

	
	
	
	
	
	
	
	

	Exporter
	Destination
	
	
	
	
	
	

	
	USA
	EU
	Switz.
	Norway
	Japan
	RoW
	Total
	% 

	
	
	
	
	
	
	
	
	

	Argentina
	        -   
	     4'346 
	   1'535 
	        73 
	     -   
	       75 
	    6'029 
	      5 

	Australia
	        -   
	     4'241 
	   1'629 
	      425 
	 1'905 
	     966 
	    9'165 
	      8 

	Canada
	  13'500 
	   13'500 
	       -   
	        -   
	 1'500 
	   1'500 
	   30'000 
	    26 

	Hungary
	        -   
	   27'590 
	   3'951 
	        -   
	     -   
	        -   
	   31'541 
	    27 

	Slovakia
	        -   
	     7'500 
	       -   
	        -   
	     -   
	        -   
	    7'500 
	      6 

	USA
	        -   
	   20'000 
	 10'000 
	        -   
	 3'000 
	        -   
	   33'000 
	    28 

	TOTAL
	  13'500 
	   77'177 
	 17'115 
	      498 
	 6'405 
	   2'541 
	 117'235 
	    -   

	%
	11.5
	65.8
	14.6
	0.4
	5.5
	2.2
	
	

	Source: 
	
	
	
	
	
	
	
	

	Hungary: http://www.biokontroll.hu/english/index.html ('certifying 2002')
	

	Argentina: SENASA
	
	
	Canada: Canada Wheat Board
	

	Australia: AQIS
	
	
	USA: several traders
	
	

	Hungary: Biokontrol Hungaria
	
	Slovakia: wheat exporter
	
	

	CEE: estimate of Dutch trader
	
	
	
	
	
	


Six main exporters are represented. Actual data for quantities exported (next last column in Table 7.1) were obtained from different sources. For Eastern Europe they came from the certification offices and local traders. For the other exporters, figures originated from public agencies (Argentina, Australia and Canada) together with estimates by traders from those three countries and the United States and EU. The bilateral trade matrix balances to meet the requirement that total imports equals total exports.

There are five main importers plus all other importers, who are combined into the ‘rest of world’ group (RoW). A feature of the organic wheat industry is that the trade is dominated by imports into the European Union (66 per cent of quantity).  

The total organic wheat exports in 2002 amounted to an estimated 117,235 tonnes, which had an export value of just under US$ 31 million (see Table 7.2). This figure was obtained by multiplying the quantity (Table 7.1) with price estimates of local traders. Canada, the United States and Hungary each exported more than one quarter of the total, although a big part of the Canadian harvest went to the USA. That is, the net trade was closer to 100,000 tonnes, and the net export earnings closer to US$ 28 million. 

	Table 7.2:
	Exports of organic wheat (US$)
	
	
	
	
	

	
	
	
	
	
	
	
	

	Exporter
	Destination
	
	
	
	
	
	

	
	USA
	EU
	Switz.
	Norway
	Japan
	RoW
	Totals
	% 

	
	
	
	
	
	
	
	
	

	Argentina
	            -   
	   1'043'016 
	    368'376 
	   17'520 
	           -   
	  18'000 
	   1'446'912 
	    5 

	Australia
	            -   
	   1'335'947 
	    513'022 
	 133'825 
	   599'983 
	 304'291 
	   2'887'066 
	    9 

	Canada
	  3'240'000 
	   4'252'500 
	            -   
	         -   
	   472'500 
	 472'500 
	   8'437'500 
	   27 

	Hungary
	            -   
	   5'931'770 
	    849'547 
	         -   
	           -   
	         -   
	   6'781'317 
	   22 

	Slovakia
	            -   
	   1'350'000 
	            -   
	         -   
	           -   
	         -   
	   1'350'000 
	    4 

	USA
	            -   
	   6'100'000 
	 3'050'000 
	         -   
	   915'000 
	         -   
	 10'065'000 
	   33 

	Total
	  3'240'000 
	 20'013'233 
	 4'780'944 
	 151'345 
	 1'987'483 
	 794'791 
	 30'967'796 
	

	%
	            10 
	             65 
	           15 
	          0 
	            6 
	          3 
	
	


Source: from Table 7.1 and own calculations

A reduction in input costs (as both direct and indirect certification costs are) occurs with a switch towards harmonization. In order to analyse the effects of such a change, it is important to know the cost of the input relative to the total costs, here taken as the import cost including transport.

As shown in Section 5, certification costs are calculated differently in different countries, and are usually some combination of a flat fee plus an input-related (land) or output-related fee. To estimate costs it is necessary to have some estimate of farm size and income. For the purpose of this study, we have assumed that all wheat is exported from farms that produce 250 tonnes of wheat for export. The certification costs are based on the area needed for growing wheat, or returns obtained from the production (see Table 7.3). Assuming a total production of 250 tonnes per farm, and with information on a ‘typical’ yield and rotation system, the actual certification costs can then be calculated for such a farm. The fixed costs (those costs charged irrespective of the size or production of the farm) are apportioned to the share of land taken up with wheat. The variable costs in Argentina, Australia and the United States are the main certification costs - in the form of a percentage of gross income. In Canada and Hungary, the variable costs are charges per hectare in wheat. In Slovakia, the farm certification costs are dependant on the time it takes to certify the farm.  

	Table 7.3: Some assumptions for wheat production
	
	
	

	
	
	
	
	
	
	
	

	Exporter
	Production
	Yield
	Wheat
	Wheat
	Farm Size
	Price
	Total

	
	
	
	
	
	
	tonne
	Returns

	
	Tonnes
	t/ha
	ha
	%
	ha
	US$
	US$

	
	
	
	
	
	
	
	

	Argentina
	          250 
	1.8
	140
	30
	465
	         160 
	      40'000 

	Australia
	          250 
	2.4
	104
	19
	559
	         179 
	      44'800 

	Canada
	          250 
	2.0
	124
	31
	404
	         238 
	      59'542 

	Hungary
	          250 
	4.0
	63
	50
	125
	         179 
	      44'792 

	Slovakia
	          250 
	3.0
	83
	38
	223
	         153 
	      38'160 

	USA
	          250 
	1.9
	135
	25
	540
	         257 
	      64'300 

	Note: 'Price' = farm-gate price.
	
	
	
	
	


Source: own calculations

Figures in Table 7.4 under ‘direct costs’ for the major importers are obtained by using data in Tables 5.4 and 7.3 and information provided in Section 5. For example, with a yield of 1.8 tonnes per hectare and a rotation where 30 per cent of the total farm area is under wheat (see Table 7.3), an Argentinean farm that produces 250 tonnes of wheat for the EU market charges 30 per cent of US$ 400 in fixed costs, plus 0.7 per cent of the total organic wheat sales. The total of those apportioned fixed and variable costs is equivalent to US$ 400. In Canada, where a third of the farm is assumed under wheat, a typical fee would be US$ 137 for the fixed fee (for the wheat area) and US$ 340 for the variable fee (of US$ 0.34 per hectare under wheat + 0.5 per cent of the farm returns to wheat). The total would then be US$ 477 for 250 tonnes of wheat exported to the US market. 

	Table 7.4
	Certification costs without harmonization (US$/farm) 

	
	
	
	
	

	Exporter
	EU
	USA
	Japan
	Switzerland

	
	Direct
	Indirect
	Direct
	Indirect
	Direct
	Indirect
	Direct
	Indirect

	
	
	
	
	
	
	
	
	

	Argentina
	       400 
	          -   
	       950 
	       950 
	     3'400 
	     3'400 
	       400 
	       400 

	Australia
	       245 
	          -   
	       545 
	       545 
	       545 
	       545 
	       245 
	       245 

	Canada
	       557 
	       557 
	       477 
	          -   
	     1'840 
	     1'840 
	       557 
	       557 

	Hungary
	       885 
	          -   
	     1'310 
	     1'310 
	     1'735 
	     1'735 
	       885 
	       885 

	Slovakia
	       660 
	       660 
	     1'085 
	     1'085 
	     1'510 
	     1'510 
	       660 
	       660 

	USA
	       882 
	       882 
	       802 
	          -   
	     2'207 
	     2'207 
	       882 
	       882 


Source: own calculations

Figures for certification for the other markets have been estimated in a similar way. For Argentina, Australia and Hungary, the certification costs for the EU is the cost of domestic certification, as this enables domestic producers to export to the EU. There are extra costs – as mentioned in Section 5 – for exports to other markets, such as the United States and Japan. For Argentina, they are US$ 550 and US$ 3,000 for the United States and Japan, respectively. They have been included as an extra US$ 300 for Australia. As Hungary and Slovakia didn’t export wheat to the United States and Japan, the extra costs charged for exports to the United States are based on the average extra charges in Argentina and Australia. Charges assumed for exports to Japan are the average charges for all four other exporters, including Canada and the USA.

The effect of costs other than those of certification per se (the ‘direct’ costs) has been included as ‘indirect’ costs (also in Table 7.4). Quantification of these is extremely difficult. Several interviewees have been asked for their estimation of reduction in costs if all standards and certification were to be considered equivalent over the world. Estimates range from ‘very little’ (USA) to US$ 500 per farmer to US$ 10 per tonne (Canada) to 10 per cent of total product value. It is likely that costs differ between the different exporters and also according to the destination. As this is a crucial variable, different scenarios have been set up to show the range of possibilities. In Table 7.4 they are shown under the assumption that indirect effects are the same as the direct effects. The total of direct and indirect costs can then easily be expressed as a percentage of the total import costs (see Table 7.5). For example, certification costs in Argentina for exports to the EU amount to 0.6 per cent of the import value of the wheat.

	Table 7.5
	Certification cost without harmonization (% of import cost) 
	

	
	
	
	
	
	
	
	
	

	Exporter
	
	
	
	EU
	USA
	Japan
	Switz.
	RoW

	
	
	
	
	
	
	
	
	

	Argentina
	
	
	
	0.6
	2.7
	9.7
	1.1
	3.5

	Australia
	
	
	
	0.3
	1.3
	1.3
	0.6
	0.9

	Canada
	
	
	
	1.3
	0.6
	4.3
	1.3
	1.9

	Hungary
	
	
	
	1.4
	4.0
	5.3
	2.7
	3.4

	Slovakia
	
	
	
	2.3
	3.9
	5.4
	2.3
	3.5

	USA
	
	
	
	2.0
	0.9
	4.9
	2.0
	2.4


Source: own calculations

The next step is to estimate the costs after harmonization. Table 7.6 shows the same values as Table 7.4, except that they are adjusted to the expected costs when harmonization is implemented. The extra costs for certification for extra markets (such as the United States and Japan) have been eliminated, and the indirect costs are reduced to zero. Table 7.7 then shows the certification costs as a percentage of total value of imports. The ranges have now been reduced from a maximum of 9.7 per cent (from Argentina to Japan, see Table 7.5) to a maximum of 1.4 per cent (for Hungarian exports, see Table 7.7).

	Table 7.6:
	Certification costs with harmonization (US$/farm)

	
	
	
	
	

	Exporter
	EU
	USA
	Japan
	Switzerland

	
	Direct
	Indirect
	Direct
	Indirect
	Direct
	Indirect
	Direct
	Indirect

	
	
	
	
	
	
	
	
	

	Argentina
	       400 
	          -   
	       400 
	          -   
	       400 
	          -   
	       400 
	          -   

	Australia
	       245 
	          -   
	       245 
	          -   
	       245 
	          -   
	       245 
	          -   

	Canada
	       477 
	          -   
	       477 
	          -   
	       477 
	          -   
	       477 
	          -   

	Hungary
	       885 
	          -   
	       885 
	          -   
	       885 
	          -   
	       885 
	          -   

	Slovakia
	       660 
	          -   
	       660 
	          -   
	       660 
	          -   
	       660 
	          -   

	USA
	       802 
	          -   
	       802 
	          -   
	       802 
	          -   
	       802 
	          -   


Source: own calculations

	Table 7.7:
	Certification costs with harmonization (% of import cost)
	
	

	
	
	
	
	
	
	
	
	

	Exporter
	
	
	
	EU
	USA
	Japan
	Switz.
	RoW

	
	
	
	
	
	
	
	
	

	Argentina
	
	
	
	0.6
	0.6
	0.6
	0.6
	0.6

	Australia
	
	
	
	0.3
	0.3
	0.3
	0.3
	0.3

	Canada
	
	
	
	0.6
	0.6
	0.6
	0.6
	0.6

	Hungary
	
	
	
	1.4
	1.4
	1.4
	1.4
	1.4

	Slovakia
	
	
	
	1.2
	1.2
	1.2
	1.2
	1.2

	USA
	
	
	
	0.9
	0.9
	0.9
	0.9
	0.9


Source: own calculations

Elasticities of demand and supply employed in this report as default values are shown in Table 7.8. Sensitivity analysis is reported later to indicate how the benefits of harmonization vary with these elasticities.

	Table 7.8 Elasticities
	

	
	       EU
	     US
	      JP

	Wheat
	
	
	

	demand
	-0.60
	-0.09
	-0.25

	supply
	0.61
	0.50
	0.38


Source: ATPSM database, www.unctad.org/tab
6.2 Results

For results on welfare and trade, a number of different scenarios have been analysed, ranging from those assuming minimal costs of certification to those with considerably higher costs. 

For the first scenario, the only direct costs included are those charged to the farmer only, and no indirect costs. This is a totally unrealistic scenario, but it gives some feel for the minimal impacts of the change in harmonization. 

The next step is then to include some estimate of direct costs for other operators in the marketing chain, such as transport, cleaning, handling at the ports, etc. This is composed of fixed costs plus a percentage of the value added between farm gate price and import price. Many certification schemes charge some percentage of the product value, although the exact figure is debatable. 

The third step then is to include indirect costs.  As it has been totally impossible to put a reliable value on the indirect costs of certification, the third step involves four scenarios of indirect costs. The last part of the sensitivity analysis addresses the assumed responsiveness of producers and consumers to changes in prices.

6.2.1 Direct costs

1 Producer-only costs 

Under this scenario, direct certification costs are incurred only by producers, while no indirect costs are counted. The effects of the changes in these certification costs are shown in Table 7.9.  

As expected, reducing costs leads to a net gain to producers and consumers, in this case of around US$ 36,500 or 0.1 per cent of the total trade value of US$ 31 million. This estimate is called ‘total welfare’, which includes gains and losses to producers and consumers. Although, in total, there are net gains in welfare at this level of trading, those gains are by no means evenly distributed.  With this scenario, producers in Canada and the United States receive US$ 18,000 while producers in Australia are worse off by a total of US$ 4,500. This is because Canada and the United States face extra certification costs as compared with other countries, and reductions in these costs leads to Australia, with the lowest costs, being pushed out of the market at the margin. Wheat diverted on to the export market in the United States pushes up domestic prices slightly, making US consumers worse off. Consumers in importing-only countries are unambiguously better off from lower price as a result of a cost reduction measure. Total consumer gain is US$ 24,000, most of which is gained in Japan, caused by a drop in consumer prices. The results are driven primarily by the high level of initial certification costs in Switzerland and Japan.

	Table 7.9: Changes in welfare and trade with minimal direct costs (producers only)

	
	
	
	
	
	
	

	Exporter
	Welfare
	
	
	
	Trade
	

	
	Producer
	Consumer
	Total 
	Total 
	Total
	Total

	
	 surplus
	 surplus
	
	
	
	

	
	US$
	US$
	US$
	%
	US$
	%

	
	
	
	
	
	
	

	Argentina
	-162
	
	-162
	0.0
	-261
	0.0

	Australia
	-4'510
	
	-4'510
	-0.2
	-7'259
	-0.3

	Canada
	7'971
	
	7'971
	0.1
	12'835
	0.2

	Hungary
	-631
	
	-631
	0.0
	-1'016
	0.0

	Slovakia
	-123
	
	-123
	0.0
	-198
	0.0

	USA
	9'715
	-3'077
	6'638
	0.1
	15'643
	0.2

	EU
	
	2'342
	2'342
	
	
	

	Switzerland
	
	667
	667
	
	
	

	Japan
	
	23'615
	23'615
	
	
	

	RoW
	
	687
	687
	
	
	

	Total
	12'260
	24'233
	36'494
	0.1
	19'743
	0.1

	Source: own calculations
	
	
	
	
	


2 Supply chain costs

In the previous scenario, only the certification costs of the farmers are reduced with the ‘after-harmonization’ scenario. However, all other operations need to be certified also: transport, exporter, importer, packaging, etc. Calculations of those costs are rather complicated, and depend on a number of variables. An example of costs in Argentina can be found in Appendix 3. 

It is possible to give some very rough estimates of those costs, based on limited information and assumptions. Those made for the purposes of this study are that three more operations need to be certified before the produce arrives in the importing country. Many certification schemes charge a certain percentage of the value of the product. We have assumed here that this is 1 per cent of the difference in value between the farm-gate price and the price in the importing country – a figure charged both in Argentina and Hungary. The fixed costs are likely to be similar to that of a farmer, as that cost is often related to how much time is needed by the certifier in travel, inspection, report writing and reviewing. However, one exporter serves a number of farmers, so the cost here is assumed to be 10 per cent of the farmers’ costs. That is, one certifier serves ten producers. Another assumption made is that, with harmonization, the certification costs for the supply chain will, on average, be halved (see Tables 7.5 and 7.7 for comparable figures for producers). The results of this scenario are shown in Table 7.10.

	Table 7.10: Changes in welfare and trade with minimal direct costs (producers  and chain)

	
	
	
	
	
	
	

	Exporter
	Welfare
	
	
	
	Trade
	

	
	Producer
	Consumer
	Total 
	Total 
	Total
	Total

	
	 surplus
	 surplus
	
	
	
	

	
	US$
	US$
	US$
	%
	US$
	%

	
	
	
	
	
	
	

	Argentina
	2'059
	
	2'059
	0.1
	3'316
	0.2

	Australia
	-453
	
	-453
	0.0
	-729
	0.0

	Canada
	15'055
	
	15'055
	0.2
	24'241
	0.3

	Hungary
	12'960
	
	12'960
	0.2
	20'868
	0.3

	Slovakia
	3'904
	
	3'904
	0.3
	6'287
	0.5

	USA
	16'668
	1'580
	18'248
	0.2
	26'841
	0.3

	EU
	
	31'596
	31'596
	
	
	

	Switzerland
	
	7'410
	7'410
	
	
	

	Japan
	
	26'419
	26'419
	
	
	

	RoW
	
	2'055
	2'055
	
	
	

	Total
	50'193
	69'061
	119'254
	0.4
	80'824
	0.3

	Source: own calculations
	
	
	
	
	


In the case as described above, the total welfare would increase from US$ 36,500 (with farmers costs only included) to US$ 119,000 (including the supply chain certification costs) or 0.4 per cent of the total value of trade. Trade would increase by 0.3 per cent. These figures demonstrate the importance of the supply chain certification costs in comparison with the direct certification for farmers only. There are gains to all producers and consumers with the exception of Australian produces, who experience a small drop in total returns. This is due to the fact that they, already having relatively low certification costs, drop least in price with harmonization, and therefore become less competitive under the new circumstances. 

6.2.2 Indirect costs

Despite efforts to try to quantify the indirect effects of the plethora of certification organizations, no satisfactory quantification has been found. We have therefore needed to resort to showing the effects under certain assumptions. 

When making these assumptions, it is important to take into consideration the particular conditions of exporters. For example, several of the wheat exporters, Argentina, Australia and Hungary are on the EU third-country list, which should greatly facilitate exports to the EU. Indirect costs of wheat grown in Canada are possibly considerably lower for wheat exports to the US market than those from other markets. It also seems likely that indirect costs are somewhat related to the direct costs. On the other hand, when looking at the broader picture, farmers and other operations between farm-gate and consumers may have a number of problems due to non-harmonization. Examples are farmers not being able to find a market, or find a trader to do the marketing for them; and importers having less demand as supermarkets may be hesitant to get into the market for fear of unavailability of the product, etc. This would affect the indirect costs in general, and would be very difficult to apportion to specific countries. 

The first scenario in this section is therefore a minimal approach, trying to apportion minimal indirect cost somewhat to specific countries. The others are more generalised approaches. With each of these scenarios, for the direct costs, only those  to farmers are included, that is, not the rest of the supply chain. Comments are made in the text on the situation where the rest of the supply chain is included. 

1 Minimal scenario

In this first scenario the indirect costs from most countries for their exports to the EU are set at 0, except for Slovakia, the United States and Canada, where they are set equal to the direct costs. Indirect costs of imports into other countries are all set to their direct costs, except in the USA, where those from the United States and Canada are set to 0. These specifications are somewhat arbitrary, but encompass the notion that it is possible that there are few indirect costs incurred when special agreements exists, such as between the EU and the countries on their third-country list. It also assumes that, the higher the costs are to certify for a particular country, the higher the likelihood is that there are other barriers to imports. Table 7.11 depicts the results in this kind of situation. 

	Table 7.11: Changes in welfare and trade with minimal indirect costs
	

	
	
	
	
	
	
	

	Exporter
	Welfare
	
	
	
	Trade
	

	
	Producer
	Consumer
	Total 
	Total 
	Total
	Total

	
	 surplus
	 surplus
	
	
	
	

	
	US$
	US$
	US$
	%
	US$
	%

	
	
	
	
	
	
	

	Argentina
	-2'124
	
	-2'124
	-0.1
	-3'419
	-0.2

	Australia
	-13'345
	
	-13'345
	-0.5
	-21'472
	-0.7

	Canada
	39'516
	
	39'516
	0.5
	63'642
	0.8

	Hungary
	-5'920
	
	-5'920
	-0.1
	-9'531
	-0.1

	Slovakia
	11'240
	
	11'240
	0.8
	18'108
	1.3

	USA
	70'193
	-15'241
	54'952
	0.7
	113'112
	1.1

	EU
	
	51'766
	51'766
	
	
	

	Switzerland
	
	30'067
	30'067
	
	
	

	Japan
	
	54'809
	54'809
	
	
	

	RoW
	
	3'407
	3'407
	
	
	

	Total
	99'560
	124'809
	224'369
	0.7
	160'439
	0.5

	Source: own calculations
	
	
	
	
	


In such a situation, the total gains to producers and consumers have risen to US$ 224,400 or to 0.7 per cent of total trade value. Producers in several countries lose, such as in Argentina, Australia and Hungary, all of which are on the EU’s third-country list. In fact, the reason why they lose is that they will gain less from harmonization than the other countries, so that they become less competitive. Their exports are than displaced by other the other exporters. Consumers in the United States also lose. If changes in costs to the whole of the supply chain are included, total welfare due to a change in harmonization conditions would be over US$ 300,000, or 1 per cent of total trade value (not in the table).  

When a general indirect cost equal to direct costs is assumed for all producers (including for all countries that are exporting to Europe, and Canadian exports to the USA), the welfare gains are over US$ 334,000, which is 1.1 per cent of the total international trade in organic wheat (not in the table). If the whole supply chain is included, this rises to US$ 416,000 per year, or 1.3 per cent of the trade (see Table 7.12).

	Table 7.12
	Welfare and trade results with indirect costs including whole supply chain

	
	
	
	
	
	
	
	

	Exporter
	Welfare
	
	
	
	Trade
	
	

	
	Producer
	Consumer
	Total 
	Total 
	Total
	Total
	

	
	 surplus
	 surplus
	
	
	
	
	

	
	US$
	US$
	US$
	%
	US$
	%
	

	
	
	
	
	
	
	
	

	Argentina
	3'990
	
	3'990
	0.3
	6'425
	0.4
	

	Australia
	-7'535
	
	-7'535
	-0.3
	-12'127
	-0.4
	

	Canada
	34'162
	
	34'162
	0.4
	55'018
	0.7
	

	Hungary
	68'656
	
	68'656
	1.0
	110'619
	1.6
	

	Slovakia
	12'768
	
	12'768
	0.9
	20'571
	1.5
	

	USA
	68'902
	12'377
	81'279
	0.7
	111'030
	1.1
	

	EU
	
	127'821
	127'821
	
	
	
	

	Switzerland
	
	30'240
	30'240
	
	
	
	

	Japan
	
	58'710
	58'710
	
	
	
	

	RoW
	
	6'583
	6'583
	
	
	
	

	Total
	180'944
	235'731
	416'675
	1.3
	291'536
	0.9
	

	Source: own calculations
	
	
	
	
	
	


2 Cost per farm

When discussing the indirect costs of non-harmonization, one trader suggested a minimum cost of US$ 500 per farm as a very rough estimate. In Table 7.13, the results are shown of a change in harmonization conditions where it is assumed that this is a realistic estimate. 

Gains from eliminating these costs amount to US$ 233,000. The assumption changes the distribution of costs and hence the distribution of gains as compared with the situation where indirect costs were related to direct costs. Producers in those countries that have relatively high direct costs (and consequently indirect costs that are high relatively to other exporters) now have a cost of US$ 500 allocated per farm. With harmonization, when the indirect cost is set to 0, there will be less reductions for those countries. US consumers gain at the expense of the Japanese, and producers in Australia, Argentina and Hungary now gain rather than lose (compare with Table 7.12). 

	Table 7.13: Changes in welfare and trade with fixed indirect costs per farm

	
	
	
	
	
	
	

	Exporter
	Welfare
	
	
	
	Trade
	

	
	Producer
	Consumer
	Total 
	Total 
	Total
	Total

	
	 surplus
	 surplus
	
	
	
	

	
	US$
	US$
	US$
	%
	US$
	%

	
	
	
	
	
	
	

	Argentina
	5'109
	
	5'109
	0.4
	8'228
	0.6

	Australia
	2'812
	
	2'812
	0.1
	4'528
	0.2

	Canada
	28'132
	
	28'132
	0.3
	45'304
	0.5

	Hungary
	27'097
	
	27'097
	0.4
	43'639
	0.6

	Slovakia
	6'824
	
	6'824
	0.5
	10'990
	0.8

	USA
	32'190
	8'207
	40'397
	0.3
	51'846
	0.5

	EU
	
	71'510
	71'510
	
	
	

	Switzerland
	
	16'770
	16'770
	
	
	

	Japan
	
	30'309
	30'309
	
	
	

	RoW
	
	3'922
	20'692
	
	
	

	Total
	102'164
	130'719
	232'882
	0.8
	164'536
	0.5

	Source: own calculations
	
	
	
	
	


3 Cost per tonne

A second estimate of indirect costs came from a trader who suggested that that cost may be around US$ 10 per tonne. An estimation of the impacts of removing such costs through harmonization can be seen in Table 7.14. 

	Table 7.14: Changes in welfare and trade assuming indirect costs (US$10/tonne)

	
	
	
	
	
	
	

	Exporter
	Welfare
	
	
	
	Trade
	

	
	Producer
	Consumer
	Total 
	Total 
	Total
	Total

	
	 surplus
	 surplus
	
	
	
	

	
	US$
	US$
	US$
	%
	US$
	%

	
	
	
	
	
	
	

	Argentina
	25'942
	
	25'942
	1.8
	41'822
	2.9

	Australia
	31'706
	
	31'706
	1.1
	51'118
	1.8

	Canada
	107'630
	
	107'630
	1.3
	173'446
	2.1

	Hungary
	136'707
	
	136'707
	2.0
	220'422
	3.3

	Slovakia
	34'300
	
	34'300
	2.5
	55'325
	4.1

	USA
	120'902
	53'932
	174'834
	1.2
	194'952
	1.9

	EU
	
	353'946
	353'946
	
	
	

	Switzerland
	
	82'363
	82'363
	
	
	

	Japan
	
	57'453
	57'453
	
	
	

	RoW
	
	17'093
	17'093
	
	
	

	Total
	457'187
	564'788
	1'021'974
	3.3
	737'085
	2.4


Source: own calculations
The total gain of harmonization under those conditions are estimated at over US$ 1 million per year, which is 3.3 per cent of total organic wheat trade. The gains are reasonably equally divided between producers and consumers but, once again, unevenly distributed within these groups. All players gain.

4 Cost per total product value

The changes in welfare and trade, under the assumption of the indirect cost being 10 per cent of the total value (as suggested by one interviewee) are shown in Table 7.15. In such a situation, the result of harmonization in total welfare gains are over US$ 2 million, 7 per cent of the value of trade. The gains are distributed in proportion to trade and are going mainly to the United States, Canada and Hungary. This would seem to be the upper bound of the possible benefits. 

If an indirect costs of non-harmonization of one per cent instead of 10 per cent of the import value of wheat is assumed, this would reduces the total gains to harmonization to close to US$ 250,000, or 0.8 per cent of total wheat trade value. 

	Table 7.15: Changes in welfare and trade assuming indirect costs (10% of production value)

	
	
	
	
	
	
	
	

	Exporter
	Welfare
	
	
	
	Trade
	
	

	
	Producer
	Consumer
	Total 
	Total 
	Total
	Total
	

	
	 surplus
	 surplus
	
	
	
	
	

	
	US$
	US$
	US$
	%
	US$
	%
	

	
	
	
	
	
	
	
	

	Argentina
	31'106
	
	31'106
	2.1
	50'160
	3.5
	

	Australia
	46'530
	
	46'530
	1.6
	75'067
	2.6
	

	Canada
	267'353
	
	267'353
	3.2
	431'427
	5.1
	

	Hungary
	212'517
	
	212'517
	3.1
	342'929
	5.1
	

	Slovakia
	41'162
	
	41'162
	3.0
	66'417
	4.9
	

	USA
	348'428
	124'900
	473'328
	3.5
	563'429
	5.6
	

	EU
	
	763'928
	763'928
	
	
	
	

	Switzerland
	
	180'510
	180'510
	
	
	
	

	Japan
	
	98'370
	98'370
	
	
	
	

	RoW
	
	36'312
	36'312
	
	
	
	

	Total
	947'095
	1'204'020
	2'151'115
	6.9
	1'529'429
	4.9
	

	Source: own calculations
	
	
	
	
	
	


5 Private logos

Although the discussion in most of this report has centred on certification in general, we include an example of the magnitude of costs of an additional certification for a private logo.

Exports to Switzerland generally provoke specific comments from traders. Although certification requirements per se are similar to those of the EU, if the produce is to be sold with a Bio-Suisse logo on it the extra costs to be paid by the exporter is 0.7 per cent of the total value. As Bio-Suisse accounts for approximately half of Swiss organic imports, the direct certification costs of produce to be exported to Switzerland have been augmented with half of the 0.7 a percent of the import values of the market. For the indirect costs, we have assumed a cost to the market of 1 per cent, which represents the requirement that farmers need to be put on the ‘eligible for Bio-Suisse’ list at the time of certification. This is bound to lead to losses, as demand can’t be satisfied if some farmers, who are originally contracted, have yield losses due to unforeseen circumstances such as adverse weather conditions.  

Gains calculated under these assumptions are calculated for the situation that seems most suitable, one where not only farmers bear indirect costs in a situation, but also the rest of the supply chain. It has also been assumed that indirect costs are related to the direct cost, a situation as shown in Table 7.12. The results of such a scenario are shown in Table 7.16.

	Table 7.16: Changes in welfare and trade assuming indirect costs for private logos

	
	
	
	
	
	
	

	Exporter
	Welfare
	
	
	
	Trade
	

	
	Producer
	Consumer
	Total 
	Total 
	Total
	Total

	
	 surplus
	 surplus
	
	
	
	

	
	US$
	US$
	US$
	%
	US$
	%

	
	
	
	
	
	
	

	Argentina
	5'909
	
	5'909
	0.4
	9'517
	0.7

	Australia
	-3'439
	
	-3'439
	-0.1
	-5'536
	-0.2

	Canada
	41'140
	
	41'140
	0.5
	66'259
	0.8

	Hungary
	75'661
	
	75'661
	1.1
	121'914
	1.8

	Slovakia
	13'965
	
	13'965
	1.0
	22'501
	1.7

	USA
	82'806
	9'683
	92'488
	0.8
	133'458
	1.3

	EU
	
	105'020
	105'020
	
	
	

	Switzerland
	
	93'653
	93'653
	
	
	

	Japan
	
	56'170
	56'170
	
	
	

	RoW
	
	5'513
	5'513
	
	
	

	Total
	216'042
	270'039
	486'080
	1.6
	348'112
	1.1

	Source: own calculations
	
	
	
	
	


Under this scenario the total welfare gains from harmonization increase to close to US$ 500,000 per year. All producers, except in Australia, gain. Also all consumers gain, as compared with no harmonization. The logo itself raises gains for Swiss consumers of US$ 93,000 compared with US$ 30,000 if no special arrangements for the logo were made. This situation should be compared with the last situation discussed under ‘minimal scenario’ where the gain with harmonization is estimated at US$ 416,700. That is, the extra requirements (for one importing country) as assumed under this scenario costs the players US$ 70,000 per year. Half of that is a loss to producers, and half to consumers.

This example only includes Switzerland at present. However, private organizations also in other countries (especially Soil Association UK) have been mentioned as being rather demanding. This can be translated in costs, and should be added to get the full picture. 

6.2.3 Elasticities

The sensitivity of the results to the reactions of consumers and producers to changes in product prices, and of the substitution effect between products, is also tested. That is, the importance of elasticities of demand, supply and the cross-product elasticities on producer and consumers is assessed.  After all, these values may differ between organic and conventional values (the only ones available at present), so it is worthwhile to check whether changing them from the present values would change the results a great deal. The most likely scenario is tested, that is, where both producers and other parts of the supply chain are involved, and with minimal indirect costs. We then test scenarios with higher values of elasticity of demand, supply and cross-product. First, the values are double, and subsequently they are doubled again. The results can be seen in Table 7.17. 

	Table 7.17: Results sensitivity analysis elasticities 
	

	
	
	
	 Default 
	 High 
	Extreme

	Composite Demand
	
	Conventional
	x 2
	x 4

	 Welfare 
	
	$
	          416'675 
	     416'288 
	        416'097 

	
	
	%
	                1.3 
	           1.3 
	              1.3 

	Global trade
	$
	          291'536 
	     400'866 
	        493'018 

	
	
	%
	0.9
	1.3
	         1.6

	
	
	
	
	
	

	Industry Supply
	
	Conventional
	x 2
	x4

	 Welfare 
	
	$
	          416'675 
	     417'707 
	        418'543 

	
	
	%
	                1.3 
	           1.3 
	              1.4 

	 Global trade 
	$
	          291'536 
	     261'189 
	        238'130 

	
	
	%
	                0.9 
	           0.8 
	              0.8 

	
	
	
	
	
	

	Substitution
	
	5
	10
	20

	 Welfare 
	
	$
	          416'675 
	     416'678 
	        416'691 

	
	
	%
	                1.3 
	           1.3 
	              1.3 

	 Global trade 
	$
	          291'536 
	     290'143 
	        287'763 

	
	
	%
	                0.9 
	           0.9 
	              0.9 


Source: own calculations

The first point to note is that none of the actual elasticities is very important from the point of view of global welfare, although that is not necessarily the case for actual trade. For example, increasing the elasticity of demand fourfold (that is, the demand will increase considerably with a small drop in price) means that producers can produce more without being penalised for that extra supply by a decrease in price. In such a case global trade almost doubles, even though total welfare (gains to both producers and consumers) barely changes. However, this disguises significant changes in producer and consumer effects, and between countries. For example, global consumer gains are US$ 110,000 instead of US$ 235,000, whereas producers are better off by US$ 125,000 compared with the standard assumption. That is, if the elasticity of demand for organic products were considerably higher than assumed, then more of the gains go to producers. In other words, as the elasticity of demand is likely to be higher for consumers of organic products than for those of conventionally-grown products, the benefits of harmonization to organic wheat producers are likely to be somewhat higher than estimated in this section. Those for consumers will then be lower.

With a higher elasticity of supply, the movement is in the opposite direction. With lower costs and prices, consumption increases, but the producers gain less from this. Producer gains are US$ 69,000 compared with US$ 181,000 in the standard scenario. This means that also the trade does not change a lot with harmonization if elasticities were higher than for conventional produce.

Changing the substitution between imports from different countries has a minimal impact. The result is that, when a combination is taken of all most extreme values, the effect is a more than doubling of global trade, but little change in global welfare. 

In summary, sensitivity analysis suggests that global welfare effects are not sensitive to elasticities (including those for demand, supply and substitution), although the trade effects can be sensitive to these parameters. On the other hand, welfare effects are in proportion to the direct and indirect costs. The greater the cost reductions, the greater the welfare gains. In other words, for a realistic picture to emerge from this report, it is important that the indirect effects are quantified as closely to the real values as possible. 

However, given the difficulties of quantifying the indirect effects, it is interesting to note that, even with conservative estimates of indirect costs, the effects of harmonization on exports are still in the hundreds of thousands of dollars. This effect can only increase with growth in trade over years (see ITC 2003). 

The analysis is undertaken on the trade conditions as existed before January 2003, when a new regime of quotas in the European Union was introduced. This new regulation is such that it makes imports of small quantities almost prohibitive. This analysis therefore can’t strictly be applied to the future, but it is meant to give an indication of the kind of changes that may occur when there is a movement towards harmonization of organic standards and certification. 

6.3 Summary

Several steps are taken in order to assess the cost of non-harmonization of organic agriculture. First of all, the actual costs - including direct and indirect cost related to the certification process – to the wheat industry are considered. 

Finding values of the direct costs of certification is difficult, as every organization has its own way of charging. Many combinations of fixed and variable costs are possible and costs differ according to farm size or output. To be able to compare the costs in each exporting country, an output of 250 tonnes of wheat was assumed per farm. Taking into account yields and rotation schedules common in each country, and actual farm-gate prices in 2002, this lead to likely estimates of certification costs for the wheat enterprise on the farm. 

Indirect costs were considerably more difficult to establish. They can include costs of loss of production, and marketing problems – difficult enough in themselves. In addition, they would also include nebulous things like lack of confidence by exporters of conventional products to diversify into organic products, and therefore no market for potential producer to sell the product. Given these difficulties, we had to resort to assumptions about the likely costs. This led to rather large differences in the estimates of annual welfare and trade gains.  

The results of the estimates are summarized in Table 7.18 for the most important options, as described in the sector, and displayed in the first 9 columns. For example, column 2 shows that direct costs for producers are assumed in all scenarios. However, only option 1 (that is, the first row) has that as its only assumption, resulting in net welfare gains of US$ 36,500 for the wheat market as it was in 2002. A more likely scenario, although more assumptions were needed, is when the rest of the market chain also gains from harmonization (option 2). In such a case, the total welfare gains are multiplied three-fold. They will be close to US$ 119,000 or 0.4 per cent of the total value of the international organic wheat market. The rest of the columns in the table are related to assumptions on indirect costs (options 3 to 11). 

Table 7.18 Summary of gains through harmonization under different scenarios
	Option
	Direct
	
	Indirect
	
	
	
	
	
	
	
	

	
	Producers
	Supply chain
	Minimal
	+Europe
	$500
	$10
	0.1
	Private 
	Private 
	Total welfare
	

	
	
	
	
	
	
	
	
	restrict
	logos
	           US$
	 %

	1
	1
	0
	0
	0
	0
	0
	0
	0
	0
	       36,494 
	0.1

	2
	1
	1
	0
	0
	0
	0
	0
	0
	0
	     119,254 
	0.4

	3
	1
	0
	1
	0
	0
	0
	0
	0
	0
	     224,369 
	0.7

	4
	1
	0
	1
	1
	0
	0
	0
	0
	0
	     334,060 
	1.1

	5
	1
	1
	1
	0
	0
	0
	0
	0
	0
	     307,056 
	1.0

	6
	1
	1
	1
	1
	0
	0
	0
	0
	0
	     416,675 
	1.3

	7
	1
	0
	0
	0
	500
	0
	0
	0
	0
	     232,882 
	0.8

	8
	1
	0
	0
	0
	0
	10
	0
	0
	0
	  1,021,974 
	3.3

	9
	1
	0
	0
	0
	0
	0
	0.1
	0
	0
	  2,151,115 
	6.9

	10
	1
	0
	0
	0
	0
	0
	0.01
	0
	0
	     246,259 
	0.8

	11
	1
	1
	1
	1
	0
	0
	0
	0.01
	0.0035
	     486,080 
	1.6


Note: 0 = not included in analysis, 1 or any other value = included in analysis

Source: own calculations

Including minimal indirect costs without counting the cost to the rest of the supply chain (option 3) almost doubles the welfare gain, as compared with option 2. An assumption of more generalized indirect costs across all exporters for all markets (option 4) augments this to 1.1 per cent or US$ 334,000 per year. The same options, but now including the costs to the rest of the supply chain (options 5 and 6) change the gains from harmonization to 1 and 1.3 per cent of trade value, respectively.  

Going back to assuming that only producers have reductions in costs with harmonization, and now also assuming a set figure for indirect costs per farm of US$ 500 (option 7), the gains are not that far from those under option 3. This is not surprising as this is a less refined variant of option 3, with indirect cost being independent of direct costs. The estimates of indirect costs of US$ 10 per tonne of wheat or 10 per cent of total farm gate value (options 8 and 9, respectively) mean considerably higher gains from harmonization, leading to gains of US$ 1-2 million, or between 3.3 and close to 7 per cent of the total value of trade. Option 10 then probes the returns to harmonization under the conditions that they reach only 1 per cent of costs of total value of farm output. The returns to harmonization then are less than 1 per cent.

An extra assumption was included to gauge the effect of private logos on exporters. Option 11 should be compared with option 6. Under the assumptions made in this work, the total loss of welfare due to the requirements from this one extra labelling scheme is close to US$ 70,000 per year in wheat only.  

Welfare gains are net gains, which hide much larger positive and negative effects in different countries and groups within countries. Thus, apart from the overall results, the effects on the different countries are also of interest, at least to the countries involved. As could be expected, the greatest gains of harmonization go to those countries that have a combination of high trade flows and high initial total certification cost. This means that, under many of the options of indirect costs, it is especially Canadian and US producers, and the Japanese and Swiss consumers, who gain. Hungary is a major exporter but trades essentially with one market (the European Union) and stands to gain little from measures that facilitate trade with second and third countries.

As no estimates of elasticity exist for organic produce, we resorted to using estimates used for conventional products. As there may well be good reasons to assume that the responsiveness of consumers and producers to price changes are different for organic consumers and producers, a sensitivity test was carried out to assess the importance of these parameters. The result is that global welfare was found to be not sensitive to reasonable values of these parameters, although trade flows do vary somewhat. A higher elasticity of demand for organic food than for conventional would also lead to more of the gains going to producers, instead of consumers. In addition, although the magnitudes of trade may change, the direction does not and the implications of the results are quite robust. 

In summary, the lowest value of welfare gains due to a change to total harmonization of organic agriculture is US$ 36,500 for the amount of trade existing in 2002 (option 1). A more realistic estimate, however, includes losses in the supply chain and indirect costs. Whether it is realistic to estimate this last category as being equal to the direct costs is debatable. If they were, the gains of harmonization would be close to US$ 0.4 million per year at present trade levels. However, it is generally considered in the industry that the indirect costs are considerably higher than the direct costs. Assuming them to be twice as high would increase the gain from harmonization to US$ 715,000 (not included in the tables). A threefold increase would lead to gains of over US$ 1 million. It is likely that the actual value is somewhere in between. 

7 Coffee

7.1 Input

Bilateral trade flows for coffee in 2002 are presented in Tables 8.1 (quantities) and 8.2 (values) by country of destination. 

	Table 8.1: Exports of organic coffee (tonnes) in 2002
	
	

	
	
	
	
	
	
	

	Exporter
	Destination
	
	
	
	
	

	
	 EU 
	 USA 
	 Japan 
	 RoW 
	Total
	% of total

	
	
	
	
	
	
	

	Mexico
	         9'715 
	          10'771 
	       646 
	       409 
	      21'541 
	38.0

	Peru
	         6'758 
	           5'172 
	       268 
	          -   
	      12'198 
	21.5

	Brazil
	           874 
	           1'063 
	     2'213 
	         55 
	        4'204 
	7.4

	Guatemala
	         1'566 
	           1'843 
	       492 
	         67 
	        3'968 
	7.0

	Colombia
	           514 
	              936 
	     1'679 
	           3 
	        3'132 
	5.5

	Nicaragua
	           984 
	           1'788 
	          -   
	         80 
	        2'851 
	5.0

	Bolivia
	         1'731 
	              197 
	         21 
	          -   
	        1'949 
	3.4

	Honduras
	         1'028 
	              193 
	          -   
	       288 
	        1'510 
	2.7

	CostaRica
	           107 
	              928 
	          -   
	          -   
	        1'035 
	1.8

	Indonesia
	         1'000 
	              361 
	          -   
	          -   
	        1'361 
	2.4

	PNG
	           408 
	                -   
	          -   
	          -   
	          408 
	0.7

	Tanzania
	           106 
	               26 
	          -   
	          -   
	          132 
	0.2

	Uganda
	           956 
	              239 
	          -   
	          -   
	        1'195 
	2.1

	RoW
	           585 
	              403 
	       286 
	          -   
	        1'274 
	2.2

	TOTAL
	       26'330 
	          23'921 
	     5'606 
	       903 
	      56'759 
	100.0

	Source:
	Central and South America: CIMS (2004), rest: traders
	


Thirteen main exporters are represented, most of them in Central and South America. Figures from those countries are obtained from CIMS
, and are likely to be reasonably accurate. Figures for other countries (in Africa, Indonesia and PNG) are from local traders and may be less reliable. The bilateral trade matrix balances to meet the requirement that total imports equals total exports. 

A feature of the organic coffee industry is that the trade is dominated by exports from Central and South America from which 95 per cent of total export quantity originates. The total organic coffee exports in 2002 amounted to an estimated 57,000 tonnes. Almost two thirds was exported from Mexico and Peru. Indonesia and PNG, and especially Tanzania and Uganda are rather small exporters at present. 

There are three main importers. All other importers are combined into the ‘Rest of World’ group (RoW). Almost half of the imports go to the EU, and the rest is imported mainly by the USA with approximately 10 per cent of the total going to Japan.  

Some farm-gate prices were available, for example for Peru, Colombia, Costa Rica and El Salvador (CIMS 2004). Export prices (FOB (free on board)) were available for all Latin American countries from the same source. Values for farm gate prices are available for Mexico and Guatemala from a different source (Damiani 2001 and 2002). However, these values are for 2000, and prices have moved considerably over the last few years. Consequently, for those Latin American countries for which no farm-gate prices were available for 2002, the values were derived by taking the average percentage differences between farm gate and export prices of the four above-mentioned countries. Estimates for the non Latin American countries were obtained from traders. 

Export prices for the Latin American countries were obtained from CIMS (2004) and, for the other countries, from traders. Import values are obtained by adding a set value, different for each destination (EU, USA and Japan), to the export price. Under these assumptions, the total value of the organic coffee market is estimated at close to US$ 109 million (see Table 8.2). 

	Table 8.2: Exports of organic coffee (US$'000) in 2002
	
	

	
	
	
	
	
	
	

	Exporter
	Destination
	
	
	
	
	

	
	EU
	USA
	Japan
	RoW
	Totals
	% of total

	
	
	
	
	
	
	

	Mexico
	       17'565 
	          19'473 
	     1'168 
	       740 
	      38'946 
	          36 

	Peru
	       11'475 
	           8'782 
	       456 
	          -   
	      20'712 
	          19 

	Brazil
	         1'752 
	           2'132 
	     4'440 
	       110 
	        8'434 
	           8 

	Guatemala
	         3'590 
	           4'227 
	     1'127 
	       155 
	        9'099 
	           8 

	Colombia
	         1'246 
	           2'271 
	     4'071 
	           8 
	        7'595 
	           7 

	Nicaragua
	         2'038 
	           3'704 
	          -   
	       165 
	        5'907 
	           5 

	Bolivia
	         2'747 
	              312 
	         34 
	          -   
	        3'093 
	           3 

	Honduras
	         1'904 
	              358 
	          -   
	       534 
	        2'797 
	           3 

	CostaRica
	           263 
	           2'292 
	          -   
	          -   
	        2'555 
	           2 

	Indonesia
	         2'934 
	           1'215 
	          -   
	          -   
	        4'149 
	           4 

	PNG
	         1'372 
	                -   
	          -   
	          -   
	        1'372 
	           1 

	Tanzania
	           142 
	               36 
	          -   
	          -   
	          178 
	           0 

	Uganda
	           945 
	              236 
	          -   
	          -   
	        1'181 
	           1 

	RoW
	         1'189 
	              818 
	       581 
	          -   
	        2'589 
	           2 

	TOTAL
	       49'164 
	          45'855 
	   11'877 
	     1'711 
	     108'607 
	        100 

	Sources: farm-gate prices:       Peru, Colombia, Costa Rica : CIMS (2004) 
	

	
	
	 PNG, Indonesia, Tanzania, Uganda: traders 
	

	
	
	 Rest: extrapolated from other countries. 
	


Table 8.3 provides a picture of a coffee farm in the different exporting countries. Most organic coffee is grown on rather small acreage, mostly under 3 ha, with almost double that area in Indonesia and PNG. There is one rather large exception, Brazil, where organic coffee is grown on estates averaging over 30 ha under coffee. In many countries, yield is up to 0.5 tonnes per ha. Brazil, and also Honduras and Costa Rica, show close to double this figure. Given the returns per tonne, this means that returns from organic coffee per farm vary from as little as less than US$ 100 (in Tanzania) to US$ 36,600 (in Brazil). These are gross returns, from which no inputs have been deducted except those that are paid by the exporter.

On the basis of the production figures in Table 8.3 and with the information from Table 5.5 on domestic certification cost to coffee producers, certification costs per tonne are calculated.  For example in Mexico, with a ‘typical’ farm of 3.1 ha and a yield of 0.3 tonnes per ha, the total production per farm is 0.9 tonnes. Assuming a certification cost of close to US$ 30 per tonne of coffee (Damiani 2001), this brings the total certification cost to US$ 26 per farm. This is well within the ranges given by Certimex (see Table 5.5). A similar calculation for Guatemala (with a certification cost of almost US$ 43 per tonne) brings the certification cost to US$ 24 per farm.  For Brazil, a cost of 1 per cent of gross returns is estimated for total certification costs (see Table 5.5). In Costa Rica, the fixed cost per farm is assumed to be US$ 5, with farmers paying 0.25 per cent of their gross income (see Table 5.5). This calculation makes the certification costs in Costa Rica considerably lower than in the other exporters of organic coffee. As Bio-Latina (with headquarters in Peru) is active in Nicaragua, Bolivia, Honduras, El Salvador and Ecuador
, similar charges are likely in  those countries as in Peru. Countries included in RoW here are El Salvador, Ecuador and the Dominican Republic. They have been given similar charges. For Indonesia and PNG, the foreign certifier provided rough estimates of certification costs. For the African countries those data came from traders.

	Table 8.3: Some assumptions for coffee production
	
	

	
	
	
	
	
	
	

	Exporter
	
	Area coffee
	Yield
	Prod./farm
	Returns/tonne
	Returns

	
	
	(ha)
	(t/ha)
	(tonnes)
	(US$)
	(US$)

	
	
	
	
	
	
	

	Mexico
	
	3.1
	0.3
	0.9
	        1'100 
	        996 

	Peru
	
	2.9
	0.4
	1.1
	        1'048 
	      1'134 

	Brazil
	
	31.6
	1.0
	30.0
	        1'221 
	    36'619 

	Guatemala
	
	1.0
	0.6
	0.6
	        1'395 
	        797 

	Colombia
	
	0.8
	0.4
	0.4
	        1'413 
	        498 

	Nicaragua
	
	1.5
	0.6
	0.9
	        1'261 
	      1'124 

	Bolivia
	
	2.1
	0.5
	1.1
	          966 
	      1'097 

	Honduras
	
	3.0
	0.9
	2.6
	        1'127 
	      2'916 

	CostaRica
	
	1.0
	0.9
	0.8
	        1'804 
	      1'488 

	Indonesia
	
	5.0
	0.4
	1.9
	        2'038 
	      3'771 

	PNG
	
	5.0
	0.4
	1.9
	        2'038 
	      3'771 

	Tanzania
	
	1.1
	0.2
	0.2
	          494 
	          92 

	Uganda
	
	1.6
	0.4
	0.6
	          587 
	        342 

	RoW
	
	2.7
	0.2
	0.2
	        1'269 
	      4'203 

	Note: farm returns are at farm gate prices
	
	
	
	

	Source: area under coffee and yield in Latin America: CIMS (2004); other countries: traders


For exports to the USA, most Latin-American countries have organizations that are NOP-accredited. All countries can therefore export to the USA while using a Latin American certifier. Certimex, in Mexico, is not UNDA-NOP accredited, but inspects for a foreign certification agency. This means an increase in cost over and above the domestic prices of approximately 50 per cent, bringing the total amount to US$ 39 per farm – very close to the figure of certification in other countries. CIMS’s general estimates for the total certification costs per farm in Latin American countries was around US $ 40 - in line with the above estimates. One exception is Brazil, where conditions are obviously different for coffee exporters. Charges have been included as calculated above. Costa Rica had reported considerably lower costs per farmer (see Table 5.5). For actual values included for certification cost for exports to the USA for farms in Latin America, see Table 8.4 under the column indicating USA imports.

	Table 8.4: Certification costs to different destinations without harmonization (US$/farm)

	
	
	
	
	

	Exporter
	EU
	USA
	Japan
	

	
	Direct
	Indirect
	Direct
	Indirect
	Direct
	Indirect
	

	
	
	
	
	
	
	
	

	Mexico
	39
	39
	39
	39
	275
	275
	

	Peru
	60
	60
	40
	40
	280
	280
	

	Brazil
	500
	500
	500
	500
	3500
	3500
	

	Guatemala
	55
	55
	37
	37
	256
	256
	

	Colombia
	60
	60
	40
	40
	280
	280
	

	Nicaragua
	60
	60
	40
	40
	280
	280
	

	Bolivia
	60
	60
	40
	40
	280
	280
	

	Honduras
	60
	60
	40
	40
	280
	280
	

	CostaRica
	9
	9
	9
	9
	61
	61
	

	Indonesia
	57
	57
	38
	38
	266
	266
	

	PNG
	65
	65
	43
	43
	301
	301
	

	Tanzania
	7
	7
	7
	7
	51
	51
	

	Uganda
	3
	3
	3
	3
	24
	24
	

	RoW
	60
	60
	40
	40
	280
	280
	

	Source:
	Mexico and Guatemala: Damiani (2001; 2002)
	
	
	

	
	Uganda and Tanzania: traders. 
	Indonesia and PNG: NASAA
	

	
	Rest: see Table 5.5 or assumed values as for Peru
	
	


For exports to Europe, only Costa Rica has the third-country status of the coffee-exporting countries. For exports from Mexico to the EU, approximately 50 per cent extra is charged over and above the charges for the domestic market, as Certimex inspects for an EU recognised organization. These then are similar to the charges for exports to the USA. As foreign certifiers seem to be rather competitive in Brazil at present, charges reported by the BDI are here used for exports to the EU. For the other South American countries, exports to the EU have been increased by 50 per cent, as was the reported increase in price in Mexico where foreign certifiers were needed. Costs in African countries, and in Indonesia and PNG are assumed not to change with changes of destination of exports, as certifiers are foreign anyway. 

For Japan, most of the Latin American organizations are not accredited by JAS. In order to export to Japan, goods need to be re-certified. In Argentina, this cost was US$ 3,000 per farm, and this is assumed to be the same in all coffee-exporting countries that are not accredited. In those countries where groups are certified, this cost is assumed to be shared by the group, so that each member has considerably less costs than the US$ 3,000. The costs are totally dependent on the size of the group, and inclusion of any amount is therefore arbitrary. In this particular case, the costs to each farmer of exporting have been multiplied by 4.5, the same percentage by which the costs for a Brazilian farmer increases with exports to Japan.

The effect of costs other than those of certification per se (the ‘direct’ costs) has been included as ‘indirect’ costs (also in Table 8.4). As with wheat, it has not been possible to establish actual costs with any degree of certainty, so different scenarios have been set up to show the range of possible effects. In Table 8.4 the certification costs are shown under the assumption that indirect effects are the same as the direct effects. The total of direct and indirect costs are then expressed as a percentage of the total import costs in Table 8.5. For example, certification costs in Mexico for exports to the EU amount to 4.5 per cent of the import value of the coffee.

	Table 8.5
	Certification costs without harmonization (% of import costs)

	
	
	
	
	
	
	

	Exporter
	
	EU
	USA
	Japan
	RoW
	

	
	
	
	
	
	
	

	Mexico
	
	4.5
	4.5
	30.9
	13.3
	

	Peru
	
	6.1
	4.1
	27.9
	12.7
	

	Brazil
	
	1.6
	1.6
	10.8
	4.6
	

	Guatemala
	
	8.0
	5.3
	36.6
	16.6
	

	Colombia
	
	13.4
	9.0
	61.6
	28.0
	

	Nicaragua
	
	6.1
	4.1
	28.2
	12.8
	

	Bolivia
	
	6.2
	4.2
	28.3
	12.9
	

	Honduras
	
	2.3
	1.6
	10.8
	4.9
	

	CostaRica
	
	0.8
	0.8
	5.6
	2.4
	

	Indonesia
	
	2.3
	1.5
	10.5
	4.8
	

	PNG
	
	2.6
	1.7
	11.9
	5.4
	

	Tanzania
	
	10.5
	10.7
	70.5
	30.6
	

	Uganda
	
	1.2
	1.3
	8.4
	3.6
	

	RoW
	
	5.0
	3.9
	26.3
	11.7
	


Source: own calculations

The next step is to estimate the costs after harmonization. Table 8.6 shows the same values as Table 8.4, except that they are adjusted to the expected costs when harmonization is implemented. The extra costs for certification for extra markets (such as Japan) have been eliminated, and the indirect costs are reduced to zero. For Mexico, the costs have been reduced to the domestic level, as it is assumed that the local organization could now certify for exports to any destination. Similar percentages have been deducted in those countries where a 50 per cent mark-up was assumed for the EU market (most other countries except for Costa Rica – with its third-country status, and Brazil – for which extra costs were calculated as described above). For the other countries (in Africa, and Indonesia and PNG), it has been assumed that when certification can be undertaken by domestic offices certification costs would be cut in half. 

Table 8.7 then shows the revised certification costs as a percentage of total value of imports. For example for Mexico, the percentage costs have now been reduced from 4.5 to 1.5 per cent of import costs.

	Table 8.6: Certification cost to different destinations with harmonization (US$/farm)

	
	
	
	
	

	Exporter
	EU
	USA
	Japan
	

	
	Direct
	Indirect
	Direct
	Indirect
	Direct
	Indirect
	

	
	
	
	
	
	
	
	

	Mexico
	26
	0
	26
	0
	26
	0
	

	Peru
	40
	0
	40
	0
	40
	0
	

	Brazil
	366
	0
	366
	0
	366
	0
	

	Guatemala
	37
	0
	37
	0
	37
	0
	

	Colombia
	40
	0
	40
	0
	40
	0
	

	Nicaragua
	40
	0
	40
	0
	40
	0
	

	Bolivia
	40
	0
	40
	0
	40
	0
	

	Honduras
	40
	0
	40
	0
	40
	0
	

	CostaRica
	9
	0
	9
	0
	9
	0
	

	Indonesia
	19
	0
	19
	0
	19
	0
	

	PNG
	22
	0
	22
	0
	22
	0
	

	Tanzania
	4
	0
	4
	0
	4
	0
	

	Uganda
	2
	0
	2
	0
	2
	0
	

	RoW
	40
	0
	40
	0
	40
	0
	


 Source: own calculations
	Table 8.7: Certification costs with harmonization (% of import costs)

	
	
	
	
	
	

	Exporter
	
	
	EU
	USA
	Japan

	
	
	
	
	
	

	Mexico
	
	
	1.5
	1.5
	1.5

	Peru
	
	
	2.0
	2.1
	2.0

	Brazil
	
	
	0.6
	0.6
	0.6

	Guatemala
	
	
	2.7
	2.7
	2.6

	Colombia
	
	
	4.5
	4.5
	4.4

	Nicaragua
	
	
	2.0
	2.1
	2.0

	Bolivia
	
	
	2.1
	2.1
	2.0

	Honduras
	
	
	0.8
	0.8
	0.8

	CostaRica
	
	
	0.4
	0.4
	0.4

	Indonesia
	
	
	0.4
	0.4
	0.4

	PNG
	
	
	0.4
	0.4
	0.4

	Tanzania
	
	
	2.6
	2.7
	2.5

	Uganda
	
	
	0.3
	0.3
	0.3

	RoW
	
	
	1.6
	1.6
	1.5


Source: own calculations

Elasticities of demand and supply employed in this report as default values are shown in Table 8.8.
 

	Table 8.8: Elasticities for coffee
	

	
	
	
	

	Exporter
	
	Demand
	Supply

	
	
	
	

	Mexico
	
	-0.20
	0.65

	Peru
	
	-0.17
	0.42

	Brazil
	
	-0.20
	0.70

	Guatemala
	
	-0.10
	0.40

	Colombia
	
	-0.06
	0.23

	Nicaragua
	
	-0.17
	0.42

	Bolivia
	
	-0.17
	0.42

	Honduras
	
	-0.17
	0.42

	CostaRica
	
	-0.37
	0.75

	Indonesia
	
	-0.32
	0.12

	PNG
	
	0.00
	0.39

	Tanzania
	
	-0.25
	0.34

	Uganda
	
	-0.07
	0.29

	EU
	
	-0.14
	0.00

	USA
	
	-0.07
	0.00

	Japan
	
	-0.05
	0.00

	RoW
	
	-0.17
	0.42


Source: ATPSM database, www.unctad.org/tab
Most notable is the relatively high supply elasticity for Costa Rica and for Brazil, where lowland robusta coffee can be substituted for other crops. The demand elasticities in the major consuming countries are relatively low, implying that consumers are not very responsive to changes in prices, that is, decreasing prices don’t entice consumers to buy more. Hence, it will be consumers rather than producers who will capture most of the benefits of cuts in the costs of production – as harmonization is. One can easily imagine that consumers of organic coffee are more responsive to price changes than the elasticities imply. Reasons for this include that organic coffee prices are higher than those of conventionally-grown coffee, and may be at a range where people react differently to price changes than at lower ranges. In addition, there is a close (though conventionally grown) substitute available that is cheaper. If this were the case (that is, if consumers of organic coffee are more responsive to changes in prices that the values employed in this model), the balance of benefits would be more weighted in favour of producers with harmonization than shown in the results below. Sensitivity analysis is reported later to indicate how the impacts of harmonization vary with these elasticities.

7.2 Results

A number of different scenarios have been analysed to assess the effects of harmonization on welfare and trade. 

For the first scenario, the effect of harmonization has been estimated while only direct costs are included that are charged to the farmer and not to the supply chain. No indirect costs are included here. The next scenarios then include estimates of direct costs for other operators in the marketing chain (including transport, cleaning and handling at the ports). The third step is to include indirect costs, and the last part the analysis of the sensitivity to the assumed responsiveness of producers and consumers to changes in prices.

7.2.1 Direct costs

1 Producer-only costs 

The effects of harmonization of changes in the direct certification costs incurred by producers are shown in Table 8.9.  

	Table 8.9
	Changes in welfare and trade with minimal direct costs (producers)

	
	
	
	
	
	
	

	Exporter
	Welfare
	
	
	
	Trade
	

	
	Producer
	Consumer
	Total
	Total
	Total
	Total

	
	surplus
	 surplus
	
	
	
	

	
	US$
	%
	US$
	%
	US$
	%

	
	
	
	
	
	
	

	Mexico
	54'537
	
	54'537
	0.1
	89'995
	0.2

	Peru
	-21'277
	
	-21'277
	-0.1
	-35'100
	-0.2

	Brazil
	-328'234
	
	-328'234
	-3.9
	-540'634
	-6.4

	Guatemala
	10'843
	
	10'843
	0.1
	17'895
	0.2

	Colombia
	317'031
	
	317'031
	4.2
	529'134
	7.0

	Nicaragua
	-7'630
	
	-7'630
	-0.1
	-12'586
	-0.2

	Bolivia
	1'396
	
	1'396
	0.0
	2'303
	0.1

	Honduras
	-20'124
	
	-20'124
	-0.7
	-33'161
	-1.2

	CostaRica
	-8'142
	
	-8'142
	-0.3
	-13'434
	-0.5

	Indonesia
	-2'588
	
	-2'588
	-0.1
	-4'269
	-0.1

	PNG
	-421
	
	-421
	0.0
	-695
	-0.1

	Tanzania
	2'800
	
	2'800
	1.6
	4'637
	2.6

	Uganda
	-4'790
	
	-4'790
	-0.4
	-7'896
	-0.7

	EU
	
	459'305
	459'305
	
	
	

	USA
	
	142'622
	142'622
	
	
	

	Japan
	
	1'760'590
	1'760'590
	
	
	

	RoW
	-10'649
	72'889
	62'239
	2.4
	-17'558
	-0.7

	Total
	-17'248
	2'435'405
	2'418'157
	2.2
	-21'369
	0.0


Source: own calculations
The most striking characteristic of this scenario is that, with harmonization, trade decreases – marginally - although the total welfare increases by US$ 2.4 million. This welfare increase is totally due to welfare gains for consumers, who, with lower prices, pay less for their coffee. A low elasticity of demand assures that little changes in trade.

The net gains in welfare are by no means evenly distributed. Most of the gains go to consumers in Japan. The reason for this is that the largest changes in certification costs with harmonization are those that currently limit exports to Japan. 

In many countries producers lose. The gains in Colombia are because farm incomes from organic coffee are rather low (see Table 8.3). This means that certification costs without harmonization is a relatively large share of the farm returns. A change in costs will then cause a relatively large percentage change - a drop from 13.4 to 4.5 per cent with harmonization (see Tables 8.5 and 8.7). This is the case even though those costs are – in absolute terms – similar to those in other countries. The same is the case for Tanzania. The effect of harmonization on Uganda is negative, however, despite the low farm income. This is due to the reduction of the cost relative to the total returns from organic coffee. Brazil in particular suffers with harmonization under the assumptions as mentioned above, as its reduction in certification costs dropped only from 1.6 to 0.6 per cent (see Tables 8.5 and 8.7), which is a small amount on the large returns from coffee per individual farm. Under the conditions as assumed in the model, Brazilian organic coffee would therefore be replaced by that of other countries, as farmers from those countries have a larger cost reduction. The model does not take into account restrictions to expansion in production. 

2 Supply chain costs

The assumptions relating to the coffee supply chain are:

· post farm processing and distribution operations need to be certified before the produce arrives in the importing country; 

· the variable cost of certifying these operations  is 1 per cent of the difference in value between the farm-gate price and the price in the importing country;

· the fixed costs of certifying a supply chain operator are likely to be similar to that of a farmer; 

· one exporter serves 10 farmers, so the fixed cost is assumed to be 10 per cent of the farmers’ costs.

The results on welfare and trade of reducing these costs through harmonization are shown in Table 8.10.

Under this scenario, reducing costs in organic coffee (through harmonization) leads to an increased net gain to around US$ 3.5 million. This welfare increase is almost totally due to welfare gains for consumers, who, with lower prices, pay less for their coffee and consume (somewhat) more.

For producers in the main exporting countries, where the elasticity of supply is around 0.5, these decreases in prices mean a reduction in production, and therefore trade and returns. The one country where reduced certification costs already had a large impact due to a large relative reduction in farm costs (Colombia) also has a relatively low elasticity of supply. This has the effect that, with decreasing consumer prices, producers in this country decrease their production considerably less than in most other countries. In fact apart from Colombia, only four other countries (Mexico, Guatemala, Bolivia and Tanzania) increase their production, and Colombia does so by the largest margin, almost 8 per cent of its original trade value. This means that trade from other exporting countries is substituted. 

	Table 8.10
	Changes in welfare and trade with minimal direct costs (producers and chain)

	
	
	
	
	
	
	
	

	Exporter
	
	Welfare
	
	
	
	Trade
	

	
	
	Producer
	Consumer
	Total
	Total
	Total
	Total

	
	
	surplus
	 surplus
	
	
	
	

	
	
	US$
	%
	US$
	%
	US$
	%

	
	
	
	
	
	
	
	

	Mexico
	
	77'537
	
	77'537
	0.2
	127'953
	0.3

	Peru
	
	-2'807
	
	-2'807
	0.0
	-4'632
	0.0

	Brazil
	
	-361'174
	
	-361'174
	-4.3
	-594'780
	-7.1

	Guatemala
	
	26'822
	
	26'822
	0.3
	44'282
	0.5

	Colombia
	
	357'143
	
	357'143
	4.7
	596'932
	7.9

	Nicaragua
	
	-2'738
	
	-2'738
	0.0
	-4'518
	-0.1

	Bolivia
	
	5'288
	
	5'288
	0.2
	8'727
	0.3

	Honduras
	
	-23'642
	
	-23'642
	-0.8
	-38'948
	-1.4

	CostaRica
	
	-14'642
	
	-14'642
	-0.6
	-24'156
	-0.9

	Indonesia
	
	-13'345
	
	-13'345
	-0.3
	-21'996
	-0.5

	PNG
	
	-3'732
	
	-3'732
	-0.3
	-6'155
	-0.4

	Tanzania
	
	3'413
	
	3'413
	1.9
	5'656
	3.2

	Uganda
	
	-7'169
	
	-7'169
	-0.6
	-11'811
	-1.0

	EU
	
	
	831'065
	831'065
	
	
	

	USA
	
	
	452'076
	452'076
	
	
	

	Japan
	
	
	2'103'741
	2'103'741
	
	
	

	RoW
	
	-10'954
	94'068
	83'114
	3.2
	-18'060
	-0.7

	Total
	
	30'000
	3'480'950
	3'510'950
	3.2
	58'495
	0.1


Source: own calculations

For most producing countries the negative effect is not large, with the exception of Brazil. One reason for Brazil’s decreasing production is that, once again, the reduction of costs as a percentage of total farm returns is relatively small. In addition, Brazil shows a high propensity to respond with changing prices, which occurs due to increased competitiveness of coffee from other exporters. 

7.2.2 Indirect costs

The first scenario in this section is a minimal approach, trying to apportion minimal indirect cost to specific countries. The others are more generalised approaches. With each of these scenarios, the direct certification cost to only the farmers are included, that is, not the rest of the supply chain. Comments are made in the text on the situation where the rest of the supply chain was included. 

1 Minimal scenario

In this first scenario the indirect costs are assumed to be similar to the direct costs. Only for Costa Rica for its exports to the EU are these assumed to be 0, as this is the only country with third-country status for its imports into the EU. Table 8.11 depicts the results in this kind of situation, where the supply chain is not included. 

Under this scenario the total welfare gains are almost US$ 6.8 million, all of which go to the consumer. Producers in some more exporting countries than under the previous scenario gain, but they gain less in total. Brazil is an even larger loser. 

	Table 8.11
	Changes in welfare and trade with minimal indirect costs
	

	
	
	
	
	
	
	

	Exporter
	Welfare
	
	
	
	Trade
	

	
	Producer
	Consumer
	Total
	Total
	Total
	Total

	
	surplus
	 surplus
	
	
	
	

	
	US$
	%
	US$
	%
	US$
	%

	
	
	
	
	
	
	

	Mexico
	47'598
	
	47'598
	0.1
	78'543
	0.2

	Peru
	21'465
	
	21'465
	0.1
	35'423
	0.2

	Brazil
	-632'271
	
	-632'271
	-7.5
	-1'039'618
	-12.3

	Guatemala
	86'979
	
	86'979
	1.0
	143'780
	1.6

	Colombia
	651'866
	
	651'866
	8.6
	1'100'833
	14.5

	Nicaragua
	2'371
	
	2'371
	0.0
	3'912
	0.1

	Bolivia
	13'426
	
	13'426
	0.4
	22'171
	0.7

	Honduras
	-57'833
	
	-57'833
	-2.1
	-95'057
	-3.4

	CostaRica
	-44'121
	
	-44'121
	-1.7
	-72'776
	-2.8

	Indonesia
	-49'719
	
	-49'719
	-1.2
	-81'708
	-2.0

	PNG
	-14'612
	
	-14'612
	-1.1
	-24'058
	-1.8

	Tanzania
	6'891
	
	6'891
	3.9
	11'468
	6.5

	Uganda
	-22'613
	
	-22'613
	-1.9
	-37'133
	-3.1

	EU
	
	1'748'960
	1'748'960
	
	
	

	USA
	
	1'095'973
	1'095'973
	
	
	

	Japan
	
	3'776'748
	3'776'748
	
	
	

	RoW
	-20'119
	172'993
	152'874
	5.9
	-33'149
	-1.3

	Total
	-10'692
	6'794'673
	6'783'981
	6.2
	12'632
	0.0


Source: own calculations

When the supply chain is included in the assumptions, the welfare gain increases to US$ 7.9 million (not in the tables), almost all of it in consumer gains.

2 Cost per output

Rather than assume that indirect certification costs are related to the direct costs, for this scenario it is assumed that the indirect cost is 10 per cent of the total farm-gate value. In the next scenario we assume it is 1 per cent. 

In the first case, an indirect cost equivalent to 10 per cent of total exports, makes the gains from harmonization close to US$ 9 million (see Table 8.12), and in the second case – 1 per cent of output value - just over US$ 3 million (see Table 8.13). 

	Table 8.12
	Changes in welfare and trade assuming indirect cost (10% of production value)

	
	
	
	
	
	
	
	

	Exporter
	
	Welfare
	
	
	
	Trade
	

	
	
	Producer
	Consumer
	Total
	Total
	Total
	Total

	
	
	surplus
	 surplus
	
	
	
	

	
	
	US$
	%
	US$
	%
	US$
	%

	
	
	
	
	
	
	
	

	Mexico
	
	297'681
	
	297'681
	0.8
	491'432
	1.3

	Peru
	
	116'248
	
	116'248
	0.6
	192'007
	0.9

	Brazil
	
	-258'164
	
	-258'164
	-3.1
	-425'385
	-5.0

	Guatemala
	
	67'989
	
	67'989
	0.7
	112'344
	1.2

	Colombia
	
	332'097
	
	332'097
	4.4
	554'576
	7.3

	Nicaragua
	
	30'331
	
	30'331
	0.5
	50'093
	0.8

	Bolivia
	
	19'539
	
	19'539
	0.6
	32'276
	1.0

	Honduras
	
	520
	
	520
	0.0
	858
	0.0

	CostaRica
	
	36'034
	
	36'034
	1.4
	59'472
	2.3

	Indonesia
	
	90'123
	
	90'123
	2.2
	149'779
	3.6

	PNG
	
	30'478
	
	30'478
	2.2
	50'508
	3.7

	Tanzania
	
	5'088
	
	5'088
	2.9
	8'448
	4.8

	Uganda
	
	9'953
	
	9'953
	0.8
	16'456
	1.4

	EU
	
	
	2'976'876
	2'976'876
	
	
	

	USA
	
	
	2'508'694
	2'508'694
	
	
	

	Japan
	
	
	2'360'171
	2'360'171
	
	
	

	RoW
	
	16'265
	159'630
	175'894
	6.8
	26'868
	1.0

	Total
	
	794'181
	8'005'371
	8'799'551
	8.1
	1'319'733
	1.2


Source: own calculations

In this particular example, in the first case most countries gain. For the consumer welfare, the emphasis now shifts away from Japanese consumers, as the high indirect costs – which apply to all three importers – means that those in Japan now are relatively close to those of the other two importers. Hence, with harmonization, Japanese consumers gain less.  

Producers gain almost US$ 0.8 million in welfare, while trade is increased by US$ 1.3 million. Brazil is the only loser. Once again, this is due to relative, rather than absolute values. 

When the same exercise is repeated with more moderate figures, such as with an assumed indirect cost of 1 per cent of the farm-gate returns, the result is more moderate, as can be expected (see Table 8.13). 

Now, the total welfare gains are just over US$ 3 million, or 2.8 per cent of the total trade, with most of  the gains going to consumers, especially the Japanese.

	Table 8.13
	Changes in welfare and trade assuming indirect cost (1% of production value)

	
	
	
	
	
	
	
	

	Exporter
	Welfare
	
	
	
	Trade
	
	

	
	Producer
	Consumer
	Total
	Total
	Total
	Total
	

	
	surplus
	 surplus
	
	
	
	
	

	
	US$
	%
	US$
	%
	US$
	%
	

	
	
	
	
	
	
	
	

	Mexico
	79'922
	
	79'922
	0.2
	131'890
	0.3
	

	Peru
	-6'913
	
	-6'913
	0.0
	-11'406
	-0.1
	

	Brazil
	-320'932
	
	-320'932
	-3.8
	-528'629
	-6.3
	

	Guatemala
	16'816
	
	16'816
	0.2
	27'756
	0.3
	

	Colombia
	318'630
	
	318'630
	4.2
	531'834
	7.0
	

	Nicaragua
	-3'662
	
	-3'662
	-0.1
	-6'042
	-0.1
	

	Bolivia
	3'287
	
	3'287
	0.1
	5'425
	0.2
	

	Honduras
	-17'972
	
	-17'972
	-0.6
	-29'619
	-1.1
	

	CostaRica
	-3'528
	
	-3'528
	-0.1
	-5'821
	-0.2
	

	Indonesia
	7'136
	
	7'136
	0.2
	11'781
	0.3
	

	PNG
	2'809
	
	2'809
	0.2
	4'636
	0.3
	

	Tanzania
	3'040
	
	3'040
	1.7
	5'035
	2.8
	

	Uganda
	-3'248
	
	-3'248
	-0.3
	-5'356
	-0.5
	

	EU
	
	708'455
	708'455
	
	
	
	

	USA
	
	377'278
	377'278
	
	
	
	

	Japan
	
	1'820'171
	1'820'171
	
	
	
	

	RoW
	-7'836
	81'482
	73'646
	2.8
	-12'922
	-0.5
	

	Total
	67'548
	2'987'387
	3'054'934
	2.8
	118'562
	0.1
	


 Source: own calculations

7.2.3 Sensitivity analysis 

Elasticities for coffee have been estimated but these relate to conventional coffee. Organic coffee elasticities may differ. To assess the importance of this we examine the impacts of harmonization under alternative elasticity values. In Table 8.14, the most likely – but conservative - scenario is tested, that is, where both producers and other parts of the supply chain are involved, and with minimal indirect costs, that is, indirect cost equivalent to direct costs.  The default elasticities are multiplied by two and four to assess the sensitivity of the results to these values.

Global welfare is not sensitive to either the demand, supply or substitution elasticities, although the distribution of welfare depends on these values. Furthermore, the value of trade is sensitive to assumed elasticities, although that is not necessarily the case for actual trade. For example, increasing the elasticity of demand fourfold (that is, the demand will increase considerably with a small drop in price) means that producers can produce more without being penalised for that extra supply by a decrease in price. In such a case global trade increases more than thirty-fold (from 0.1 to 2.5 per cent of trade value), even though total welfare (gains to both producers and consumers) barely changes. In effect, all but five producer countries gain with an increasing elasticity of demand, but even in this situation, of the US$7.9 million gain in welfare from harmonization, only US$ 1.6 million is captured by producers and US$ 6.3 million by consumers - as opposed to US$ 33,000 and US$ 7.8, respectively, in the standard scenario (not shown in the table).

	Table 8.14: Sensitivity analysis elasticities
	
	

	
	
	
	Default
	High
	Extreme

	
	
	
	conventional
	x2
	x4

	Composite Demand
	
	
	
	

	Welfare
	
	$
	7'874'068
	7'882'483
	7'902'973

	
	
	%
	7.3
	7.3
	7.3

	Global trade
	
	$
	86'291
	1'155'432
	2'716'022

	
	
	%
	0.1
	1.1
	2.5

	Industry Supply
	
	
	
	

	Welfare
	
	$
	7'874'068
	7'897'322
	7'920'020

	
	
	%
	7.3
	7.3
	7.3

	Global trade
	
	$
	86'291
	-20'229
	-125'915

	
	
	%
	0.1
	0.0
	-0.1

	Substitution
	
	
	
	

	Welfare
	
	$
	7'874'068
	7'895'996
	7'943'439

	
	
	%
	7.3
	7.3
	7.3

	Global trade
	
	$
	86'291
	-851'410
	-2'677'290

	
	
	%
	0.1
	-0.8
	-2.5


Source: own calculations

With a higher elasticity of supply, the movement is in the opposite direction, at least for the effect on trade. With lower costs and prices, consumption increases, but the producers gain less from this. Producers lose marginally with harmonization (US$ 22,000) compared with gaining US$ 33,000 in the standard scenario. There is also a marginal decrease in total trade after harmonization (US$ 126,000) with an increasing supply elasticity.

Changing the substitution between imports from different countries has a minimal impact on welfare. However, this disguises the fact that it would cause all countries to decrease their trade considerably with the exception of Colombia. The overall effect on trade would be a considerable decrease of trade after harmonization (by over US$2.7 million).  

In summary, sensitivity analysis suggests that global welfare effects are not sensitive to elasticities (including those for demand, supply and substitution). However, both the elasticity of demand and of substitution affects producers. With higher elasticities of demand, as is a reasonable thought, producers would gain, though a four-fold increase with which they would gain US$ 1.6 million would probably prove too high. An increase in the possibility to substitute coffees from different countries would generally lead to losses for producers. However, it is not clear why these values would be different between buyers of organic and conventionally grown coffee. 

7.3 Summary

For coffee, finding values of the direct costs of certification was difficult and in some cases we have had to resort to assuming that some countries had similar costs to others for which data were available. To be able to compare the costs in each exporting country, a picture of a typical farm was obtained, for which certification costs then were found, mainly from local certification organizations. 

Indirect costs were assumed very much along the lines as explained in the previous – wheat – section. The results are summarized in Table 8.15 for the various options according to the assumption about different scenarios. 

	Table 8.15: Summary of gains through harmonization under different scenarios
	

	
	
	
	
	
	
	
	
	

	Option
	Direct costs
	Indirect costs
	
	
	Total welfare

	
	Producers
	Supply
	Minimal
	+Europe
	%Value
	Private 
	
	

	
	
	chain
	
	
	
	restrictions
	
	

	
	
	
	
	
	%
	
	(US$'000)
	%

	1
	1
	0
	0
	0
	0
	0
	      2'418 
	2.2

	2
	1
	1
	0
	0
	0
	0
	      3'511 
	3.2

	3
	1
	0
	1
	0
	0
	0
	      6'784 
	6.2

	4
	1
	1
	1
	0
	0
	0
	      7'873 
	7.2

	5
	1
	0
	0
	0
	0.1
	0
	      8'800 
	8.1

	6
	1
	0
	0
	0
	0.01
	0
	      3'055 
	2.8


Note: 0 = not included in analysis, 1 or any other value = included in analysis

Source: own calculations

The first option indicates the bare minimum gains from harmonization, when no certification costs are counted for any other operation than the production process, and no indirect costs are present – both assumptions being rather unrealistic. Even in this case, the welfare gains are around 2 per cent of total trade. When the supply chain is included the welfare gains increase to US$ 3.5 million (option 2), or over 3 per cent. When indirect costs are included as equivalent to the direct costs, the gains from harmonization increase again – to over US$ 6.5 million without supply chain certification costs (option 3), and almost US$ 8 million with costs to the supply (option 4). The last two options in the table show the effect of harmonization when the indirect costs are related to returns from farming, assuming an indirect cost of 10 per cent of farm returns in option 5, and 1 per cent in option 6. The results vary between US$8.8 million, or over 8 per cent of total trade, and US$ 3 million, or close to 3 per cent. In this analysis the effects of private logos have not been specified as yet.

One of the major findings in this work is that the major gains from harmonization would go to consumers, not to producers. However, elasticities have been used which apply to conventional agriculture. If the elasticity of demand for organic product is indeed higher than that for conventionally-grown products, more of the benefits would flow to producers. However, even with an assumption of a four-fold increase in elasticity (which is not a likely scenario) producers would still only increase their welfare with US$ 1.6 million after harmonization. A higher elasticity of substitution than used in this model, would prove detrimental to producers. However, there is no reason to assume that this would be actually the case in the organic coffee market.  

In summary, the lowest value of welfare gains due to a change to total harmonization of organic agriculture on the coffee market is around 2 per cent of the coffee value. A more realistic estimate includes losses in the supply chain and indirect cost. Whether it is realistic to estimate this last category as being equal to the direct costs is debatable. If it is, the gains of harmonization would be close to US$ 7 million per year, or over 7 per cent. At the assumption of indirect cost of 1 per cent, the gains from harmonization would be close to 3 per cent. 

8 Implications and conclusions

This study was undertaken to estimate the potential change for the organic industry if organic standards and certification/accreditation were harmonized. The expectation is that, with harmonization, organic agriculture would expand worldwide due to lower costs and less risk for producers and traders. As with most changes, gains and losses would not be evenly distributed, so an analysis of the changes would include not only the gains but would also identify the winners and losers. 

In order to do such an assessment, several steps needed to be taken. First of all the actual costs were established. These costs encompassed both the direct cost related to the certification process, and also the indirect cost, here defined as all those that are not related to certification per se, including problems in production and marketing, lack of confidence of exporters, and other links throughout the distribution system.

Although the study is about gains in trade through harmonization (that is, quantities of product or value of total trade), a more interesting figure is that of welfare – which is included in this study. The reason why this is a more interesting figure is that it includes the gains and losses not only to producers (exporters), but also to consumers through price fluctuations. 

The direct costs were difficult enough to compile, but they were easy as compared with the indirect costs. A lot of effort was made to estimate some indirect costs, but in the end we had to resort to assumptions about what the costs could be, per farm, per output or per farm returns. 

With assumptions on indirect costs being as diverse as they are in this study, a rather large range of values of welfare gains per year can be expected.  For wheat, net annual gains of between US$ 36,500 and US$ 2 million are calculated, but the most likely range at present trade levels is considered to be from US$ 400,000 upwards, or over 1 per cent of the value of the total organic wheat trade, per year. Gains of over US$ 400,000 are calculated for a possible, but conservative, scenario: direct costs for both the producers and the rest of the supply chain, and indirect costs equal to the direct costs. However, if the indirect costs were higher than the direct costs, as many in the industry suggest, the gain of harmonization would be over US$ 700,000 if they were double, or over US$ 1 million (over 3 per cent) annually if they were three times as high. With a cost of 10 per cent of the output value, a saving of over US$ 2 million (or almost 7 per cent) is calculated with harmonization. Those possibilities should not be discounted, as different scenarios show those, and higher, gains. These estimates do not reflect the costs of obtaining a private logo. Inclusion of just one scheme in one country suggested a cost in the wheat industry of US$ 70,000 extra, where less than 15 per cent of world trade is imported into the country.

For coffee, the conservative scenario (direct costs for both the producers and the rest of the supply chain, and indirect costs equal to the direct costs) would result in a gain of almost US$ 8 million, or over 7 per cent of the traded value. Indirect costs being double or triple those of direct costs would lead to figures of gain in total welfare of over US$ 12 million and US$ 16 million, respectively. An indirect cost of 10 per cent of output would result in a gain of almost US$9 million, or over 8 per cent.

The total gain of harmonization is not the only issue in the debate about the advisability of such action. It is important to realise that a large part of the changes is in distributional gains. As shown in Sections 7 and 8, some countries or groups will gain more from harmonization than others. Gains can be expected especially by those exporting countries with high trade volumes and high original costs associated with non-harmonization. It would also be most relevant for those who have been on the outside of the special treatments before harmonization (such as countries without third-country status in the EU).  Conversely, the losers would be those exporters who have suffered least from non-harmonization in the past. This may be of specific interest to developing countries, which generally have most difficulties with certification for the export market. 

In the organic wheat industry, exporting countries with most gains are mainly the USA and Canada. As far as consumers are concerned, it is those in Japan and Switzerland in particular who would reap most benefits from harmonization. In the coffee industry, with present assumptions of price elasticities of demand and supply, the big winners of harmonization are consumers. Depending on the exact assumptions of indirect costs and elasticity of demand, gains made by producers are rather small. Also in this commodity, producers in some exporting countries gain more than others, such as Colombia, Mexico, Bolivia and Tanzania. Brazil loses under every included scenario. Of the consumers, gains go to especially the Japanese under most scenarios.

Effects not quantified in this study are those suffered by domestic producers in the importing countries, and consumers in the exporting countries, who may be facing lower farm-gate prices and higher domestic prices, respectively. Especially this first group (producers in importing countries) may be of great importance in the debate on harmonization, as private certification organizations (with private logos) in importing countries may well prove to be large obstacles in the future debate on harmonization. Protection of domestic producers is often mentioned by exporters of organic produce as an important reason of the existence of private logos in importing countries.

These estimates, however, do not answer the question posed in this study - whether harmonization of standards and certification/accreditation is worth pursuing. In order to answer that question, one needs some indication of the gains for the total organic market, not only of the wheat and coffee market, and of the costs of reaching harmonization. The last issue is outside the remit of this study. But is it possible to provide some estimate of the first issue – the cost of non-harmonization to the total organic market? At this stage we can only perceive of a very rough estimate, in great need of refinement. 

Figures needed to answer the question include those for the value of the total organic market in farm-gate prices, and the percentage of organic wheat and coffee in this market. 

Once again, no directly relevant data are available. But some data can be derived. The total organic market, for example, could be derived from the estimate of the total retail value of all organic products (ITC 2003) – a forecast of US$ 24 billion in 2003.
 This is the retail value - not the product as it is sold at the farm-gate. Assuming an average increase in value of 300 per cent
 would mean a farm-gate value of the total organic retail market of around US$ 8 billion. This figure is used here, although it is realized that it is rather arbitrary.  

To arrive at the percentage of organic wheat and coffee in this total organic market, it is necessary to know the percentage of international organic wheat and coffee trade (figures that are available from this study) in the total organic wheat and coffee market. 

For the EU wheat market Hamm et al. (2004) found, with a production in 2001 of 1,834,000 tonnes, net imports (imports minus exports; these include intra-EU trade) to be 233,000 tonnes. This is 13 per cent of the total organic wheat market in the EU (including both human and animal consumption). As two thirds of organic wheat imports are into the EU (see Table 8.1) this figure is bound to be higher in the EU than in other countries. An estimate of between 5 and 10 per cent seems therefore reasonable. With the value being 5 per cent, the value of the total organic wheat market would be US$ 620 million, and with 10 per cent this values would be US$ 310 million. Assuming the international trade of organic wheat to be 7.5 per cent of the total organic wheat market would lead to a total organic wheat market value of US$ 413 million. This is just over 5 per cent of the total organic market of US$ 8 billion. 

For coffee, the percentage is rather easier to assess. CIMS (2004) estimates that over 90 per cent of the organic coffee production in Latin America in 2002 was exported. If the same figure is assumed for the whole world, it would make the value of the total organic coffee market around US$ 115 million or almost 1.5 per cent of the total organic market. 

Taking then the last step in the path of estimating the cost of non-harmonization, we turn to the organic wheat and coffee markets. In wheat, under option 6 (with the whole of the supply chain included, and indirect costs equal to direct costs, see Table 7.18) the gains from harmonization were over US$ 400,000 per year - around 0.1 per cent of the total organic wheat market (including domestically consumed and internationally traded wheat). Assuming similar conditions in the rest of the organic industry, this would lead to a total gain of around US$ 8 million per year. At this stage, this is seen as a possible, though conservative, estimate. With indirect costs of 10 per cent of the output (option 9) and a gain of US$ 2.2 million per year in organic wheat trade (which is around 0.5 per cent of the organic wheat market), this would represent over US$ 41 million per year. 

For coffee, with the same assumptions of producer and chain involvement, the figures are completely different. Here, option 4 in Table 8.15 (similar to option 6 under wheat, with the whole of the supply chain included, and indirect costs equal to direct costs) the gains of harmonization were over US$ 7.8 million per year, which is around 7 per cent of the total organic coffee market. Translating this to the total organic market, this would result in a gain of almost US$ 550 million, mostly going to consumers. Indirect costs of 10 per cent of the farm revenue would increase this figure to over US$ 600 million annually. 

In short, with conservative assumptions, the extra welfare in the organic wheat trade, due to harmonization of organic standards and certification, is estimated at over US$ 0.4 million, or 1.5 per cent of the total organic wheat trade. This estimate increases to around US$ 2 million, or 7 per cent, if the indirect costs are assumed to be 10 per cent of the returns from wheat growing, with gains going to both producers and consumers in similar ways. For coffee, the conservative estimate of welfare gain is close to US$ 8 million per year, with most gains going to consumers. Translating this into values for the whole of the organic sector, with the assumptions of farm gate values being one third of retail values and conservative estimates of indirect costs, would lead to a range in annual costs between US$ 8 million (extrapolating from wheat only) or US$ 500 million per year (extrapolating from coffee only). This is a rather large range. It is difficult to know whether, if all commodities were included, the answer would lie somewhere between or outside those values. In addition, the effects on consumers and producers is also rather different between the two commodities - where wheat producers capture a much larger part of the gains made with harmonization than coffee producers.

In summary, the first part of this study looks at the concepts involved with non-harmonization in the organic sector. The second part attempts to quantify the issues. Most of the data on actual trade and costs of certification was not readily available, much of it does not exist. Indirect costs were not available at all and, in the end, were assumed. This makes the results rather tentative. However, what can be concluded is that there are significant costs to non-harmonization, although not always – or not only – to producers. 

Because so much of the second part of this report is based on assumptions and is therefore fraught with uncertainty, the question could be asked whether it would be better not to publish that part. However, it was considered that much of the data in this report could also be of interest in other work and that, with examples used in this report, the task of assessing areas in which data are needed (another issue high on the list of priorities in organic agriculture), is made easier.  

These costs of harmonization are calculated on the basis of present trade, and would be higher if the trade had been larger – as is expected to be the case if harmonization was in place. In fact, it may well be that the real costs to non-harmonization are those of totally lost trade through, for example, experienced exporters not wanting to get involved in the complications of trade in organic products. The numbers are therefore more indicative than definitive. Care should be taken when drawing implications from these results.
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Appendix 1: Organic standards and certification in selected countries

Argentina has state laws that require all organic produce sold as such to be certified.  Relevant legislation is SAGyP No. 423/92 (for plant production), National Law No. 25.127 (plant and animal production), and SENASA No. 1286/93 (animal production). All certification bodies (13 in 2002) are registered by the Ministry of Agriculture (SENASA), but most only to certify on the domestic market. Only 3 organizations (ARGENCERT, OIA and LETIS) can certify for the export market. These certification bodies are also USA NOP accepted, and two (ARGENCERT and OIA) are IFOAM accredited. Exports into Japan are organised via alternative arrangements. For example, ARGENCERT is accredited by Japanese certifiers  (JONA, ICS Japan, QAI) to inspect farms in Argentina), though the certification occurs by the Japanese certifier. 

ARGENCERT certifies 60 per cent of exports to the EU, 77 of those to the United States and 95 per cent of exports to other countries. This implies that it certifies two thirds of the total export market of plant products. OIA certifies most of the rest of production to be exported to Europe, though also Letis is accredited to certify for exports to Europe. Foreign certifiers wanting to operate in Argentina must register as certification agencies in Argentina, for which they need a permanent structure in the country. Up until now, this has not occurred. This means that all certification is carried out through Argentine organizations, accredited by SENASA. All certifications are individual certifications, no group certification are acceptable in Argentina (Serrano 2002). This is different from many, if not all, Latin American countries. 

Brazil does have ‘Norms’ for organic agriculture, though they are not implemented. Brazil is not on the EU third-country list. Its exports to Europe are therefore organized through certification by foreign companies. IBD, the main co-operator for this report, is the largest domestic certifier in Brazil. It has approximately 650 projects (including 3800 producers, and traders). Some of these are co-operatives. There is a total number of approximately 3,000 small farmers involved. IBD is USA-NOP and IFOAM accredited. IFOAM accreditation was obtained at the time when ISO65 was not of relevance for imports into the EU. Countries such as Denmark and Sweden would accept products certified by IFOAM-accredited organizations. Some importers find the IFOAM accreditation still important.  At present, it is of special importance for Brazilian growers as, with the Multi Lateral Agreement (MLA) between IFOAM accredited organizations, exports to Japan can be facilitated (re-certified) by IFOAM accredited members who are approved by JAS, such as NASAA (see below). 

The Costa Rican government has adopted national standards (which are ISO65 compliant). Certification according to the national standards of organic produce on the domestic market is also mandatory. Costa Rica has been on the EU third-country list since early 2003. For EU-export purposes it has accredited 2 certifying organizations, Eco-Logical and BCS. Eco-Logica, the main domestic certifier that estimates doing 65 per cent of the certifications, is accredited by the USDA. 

Eco-Logica certifies mainly groups. These are based on an Internal Control System, where Eco-Logica may check 20 to 100 per cent of the farmers of the group. This rather resembles the situation where E-L accredits the group to do certification.

Although a norm for organic agriculture was approved in Mexico in 1997 (NOM-037-FITO-1995), this is not a legal requirement for the marketing of organic produce. It also was not sufficient for exports to the EU, so that foreign certifiers had to be employed to certify (Damiani 2001). At present, inspectors of domestic certifiers, in particular Certimex, are used in the process. 

Since 1997, an organization that combined one certifier each from four Latin American countries, including Peru and Colombia, decided to merge into Bio Latina (The Organic Standard, Sept. 2003).
 The organization works according to the Basic Rules of IFOAM for Organic Agriculture, the EC Regulation 2092/91 "Organic Agriculture" and the US Regulation "Organic Foods Production Act" (www.biolatina.com). 

Bio-Latina is ISO65 accredited, and also has a USA NOP accreditation for crops and handling. At present, it is not yet IFOAM accredited. Exports to Japan are via re-certification with the International Certification Services (ICF) in the USA.

In El Salvador, organic coffee production has been taking place since 1993. Organic Crop Improvement Association (OCIA) from the United States (Damiani 2002) certified the initial organic exports. Although domestic certification organizations use locally developed standards, no national standards protect the word ‘organic’. 

The certification process in Guatemala follows the same pattern as in many other developing countries. For the first exports of organic produce foreign certifiers were used. But in 1993 a local certifier (Mayacert) set up, which also carried out the inspections for the foreign certifier (Damiani 2002). These last organizations were still needed to expedite imports.   

In South Africa, the two certifiers, Afrisco and the BDOCA, certify for the domestic market. They both certify according to the draft standards (drafted in the late 1990s). There is, therefore, no legal requirement for produce sold as organic in South Africa to be certified. However, as the two supermarkets that sell organic produce, Woolworth and Pick and Pay, only accept certified produce, in practice most - if not all - produce labelled as organic is likely to be organic. All certification needed for the export is carried out by foreign certification organizations, some of which have a South African office (for example, Ecocert and SKAL). 

Afrisco is in the process of getting ISO65 accreditation, which is done with GTZ assistance, and expected to be acknowledged in August 2003. If so, Afrisco will then amalgamate with ECOCERT International, and run as an ECOCERT branch office in South Africa. In that way, they have access to all expertise in all markets, though it will be owned for 51 per cent by ECOCERT International (head-office in Germany). IFOAM accreditation was not sought, as it would be far too expensive (estimate of US$ 7-9,000). 

Uganda has no national certification scheme. Its exports are certified by foreign certification organizations only, although there are several domestic inspectors. 

In the P.R. of China, the Technical Norm on Organic Food came into effect in 2001. These Norms are the minimal standards according to which the certification offices need to certify to be able to get national accreditation. The Accreditation Committee for Organic (Food) Certification (ACOC) was installed under the State Environmental Protection Administration in 2002. Its task is to accredit organizations that want to certify organic producers, processors and traders, either for the domestic or for the export market. At present, there are 5 national certifiers accredited by ACOC. The OFDC is a main certifier, with 40 per cent of certifications. 

The P.R. of China is not on the EU list of third-country for the purpose of export to the EU, and the OFDC is not ISO65 certified. All exports to the EU, United States and Japan are certified by foreign bodies, the main ones of which are: Ecocert, OCIA (USA), IMO, BCS, KRAV, QAI (USA) and JONA (Japan). All have local offices with local inspectors, but they may also bring out foreign inspectors in some cases. Evaluations of the inspection reports are usually carried out in the foreign countries. 

In Thailand, a National Organic Regulation is in place. The Thai Ministry of Agriculture has started an organic certification scheme (Organic Crop Institute - OCI) but these certifications are only applicable to domestic market. In summary, there are basically two systems for export certification:

· ACT certifies producers and traders. The product is then re-certified by EU certifiers for each country. This is the model Green Net (one of the main exporters) use.

· Foreign certifier certifies producers and traders where they export, e.g. Bioagricert certifies rice export to Italy. If product is sold to other EU countries, it will be re-certified. 

The Australian Quarantine Inspection Service (AQIS), as part of the Department of Agriculture, administers national standards since 1992. Any organic exports from Australia need to be certified by one of the AQIS
 accredited organizations. These national standards came into existence in response to the realization that exports to the EU would soon need to be certified according to standards acceptable to the EU. Prior to this, standards were available from, and certifications were carried out by mainly three organizations, since the mid 1980s. The national standards were set up with extensive input from, and in agreement with those organizations. The domestic situation is a bit like in South Africa, however, where the word ‘organic’ is not protected legally. Although it is not legally punishable to sell any product under the organic label, most if not all traders will only accept certified produce as organic. 

Australia was one of the first countries to be accepted on the EU’s third-country list, and was also accepted by JAS as being equivalent.
 However, this still means that anything sold in Japan in any other shape than in which it is imported (such as in small bags of wheat instead of as a container-load) will need certification from a Japanese certification organization. Several Australian organizations have USA NOP accreditation. 

In Switzerland, most of the producers (98 percent) are certified by Bio-Inspecta according to Bio-Suisse standards. Other certification schemes are active in Switzerland. IMO certifies also processing and trade, apart from producers. SQS certifies only processing and trade.  

In Hungary, regulation on organic agriculture was adopted in 1999 (Government Decree 140/1999), with additional regulations from the Ministry of Agriculture and Rural Affairs and the Ministry of Environmental Protection (2/2000). Until recently, Biokontroll Hungaria KHT was the only certifier accredited by the Hungarian authorities to certify in Hungary. Though a second certifier has started up recently, Biokontroll still certifies over 99 per cent of the licensees. 

Earlier, in 1995, Hungary was accepted on the EU third-country list by way of accrediting Biokontroll Hungaria KHT, which is still the only organization in this position. BH has been accredited for EN45011 (ISO65), but not yet by the United States in the NOP (though application is in progress), nor for the JAS. Also accreditation by IFOAM is in progress. The reason for this last application is that Biokontroll Hungaria expects to find cooperation with the other certifiers easier when accredited by IFOAM. The provision of multilateral mutual recognition between accredited organizations is a major consideration.

Approximately 85 per cent of all organically produced goods are exported. Very few products are exported to other countries than the EU and Switzerland. Those that do are certified by BCS – mainly herbs for the USA.

Slovakia has national legislation on organic agriculture. Naturalis is the only certifier accredited by the inspection institute ÚKSUP (Central Control and Testing Institute for Agriculture) to certify in Slovakia for the domestic market. UKSUP is the official certification authority in Slovakia, and administers the law that spells out requirements of evidence, registration, inspection, and certification for the purpose of the certification of organic farms, producers, and of import and exports. Naturalis is not accredited for ISO65, by USDAP, JAS or IFOAM. Foreign certifiers, including BioGaranti (Austria) and Ecocert certify all exports. 

The USDA’s Organic Food Production Act was implemented in October 2002. It details provisions for the production and handling of organic products in the USA. Products that are labelled ‘organic’ need to have been certified by a USDA National Organic Programme (NOP) accredited organization. At present, for exports to the EU, most of products are exported under EU Provision 11.6. The EU and United States are in the process of working towards equivalency (Bowen 2003). Japan accepts USA NOP as equivalent to JAS. This implies that US certifiers accredited by NOP can export to Japan.

The Canadian General Standards Board has published a national organic standard, but this is only voluntary. There are as yet no legal requirements but Agriculture and Agri-food Canada is currently in consultation with the organic sector concerning this issue. Only the province of Quebec has mandatory regulations.  

Canada is not on the EU third-country list, and exports to EU under Provision 11.6. This means that farmers have to fill in an affidavit to state that they comply with the extra requirements for the EU market. This then needs to be signed by their certifying agency, and kept on the files of the produce buyer, for auditing purposes. 

Quebec’s organic certification scheme has been accredited by the USA, as have several private organizations, such as: 

· COCC

· OCPP/Pro-cert Canada (Saskatchewan)

· OPAMC (Manitoba)

· QCB Organic Inc (Alberta)

· Saskatchewan Organic Cert. Ass.

· OCIA International, local chapters.

· OCIA International and QAI operate in Canada and have JAS recognition.

Appendix 2: Charges for export possibilities

Costs passed on to respondent organizations in exporting countries by public bodies in importing countries are shown in Table A.1.

Table A.1: Charges by public bodies in importing countries that facilitate exports (US$ per organization per year)

	
	EU 3rd- country
	ISO65


	USA-NOP accredited
	IFOAM-accredited
	Total

cost
	Total number 

	
	
	
	
	
	
	licences
	farmers

	Argentina
	1,500
	5,500
	2,000
	8,000 
	17,000
	600
	300

	Brazil
	na
	5,000
	1,000
	7,600
	13,600
	650
	3,800

	Costa Rica
	500 
	0
	2,000 
	na
	2,500
	
	

	Mexico
	na
	0
	na
	na
	0
	
	34,862

	Peru/Colombia
	na
	4,000
	800
	na
	4,800
	
	

	El Salvador
	
	
	
	
	
	
	

	South Africa
	na
	6,000 
	na
	na
	6,000
	
	

	Uganda
	na
	na
	na
	na
	0
	
	

	Tanzania
	
	
	
	
	0
	
	

	China
	na
	na
	na
	6,000 
	6,000
	
	

	India
	
	
	
	
	
	
	

	Thailand
	na
	na
	na
	7,500
	7,500
	
	

	Australia
	10,800
	na
	
	11,250
	23,250
	870
	600

	Switzerland
	0
	na
	na
	na
	0
	
	6,000

	Hungary
	0
	3,800
	na
	na
	3,800
	1,516
	995

	Slovakia
	na
	na
	na
	na
	0
	97
	80


Note:  charges as reported by responding bodies (see Table 4.1)

na
not applicable

Australia: 
EU: estimated as A$ 7,500 + A$ 43,000* 0.25 (= percentage of producer certifications). IFOAM: estimated as for Argentina, adjusted for number of licences. Exchange rate as at 29-8-2003.

Japan: 
Re-registrations of exports to Japan are not shown here.

South Africa: ISO65 is Euro 6,000. Exchange rate has been taken as US$ 1 = Euro 1.

Switzerland: (Bio-Suisse) expected accreditation by IFOAM soon. Expected joining fees: Euro 10,000-20,000. Annual fees thereafter: Euro 2,000-5,000

USDA NOP charges: not charged at present. Figures under this heading indicate expected payments in the future.

Cost due to EU compliance is passed on in totally different ways in countries on the third-country list. In Argentina and Costa Rica, there is a nominal charge to the respondent organizations. In Australia the total cost is recuperated by the government, resulting in considerable costs to each accredited organization. It should be noted that the figure quoted for NASAA of approximately US$ 10,000 covers all costs of government involvement in organic issues – not just for EU purposes, although that was the original focus.

Charges to certify for ISO65 vary between US$ 3,800 (Hungary) and US$ 6,000 (South Africa). Responses to the question on USA NOP were somewhat confusing, and it was not clear whether some people were actually charged US$ 2000, or expected to have to pay that amount of money in the future. For organizations accredited by IFOAM, charges varied between US$ 6,000 and US$ 8,000. Australia didn’t indicate a figure, but was estimated to pay over US$ 11,000.

Although separate charges for services by different importing countries are noted in the table, it may-be best to look at the total, and estimate the cost per licensee. Argentina and Australia (assuming an IFOAM charge similar to that of Argentina) seem to have the highest values, but they also have a number of licensees such that the cost per licensee may not be much higher than US$ 30 per licensee. This seems a small amount when seen as a percentage of the total farm costs, at least for average or large farms.  It should be noted that, as the costs are not borne only by producers but also by others certified (such as processors, input enterprises and exporters), these costs thus calculated are an over-estimation. The total number of licensees, growers and non-growers, are shown in the second last column in Table A.1.

Appendix 3: Cost of certification of supply chain – an example from Argentina

Usually, the operations for the supply chain other than the farmer are transport, storing/cleaning, transport, export (with a stay in the exporting port), ocean freight, importer (with a stay in the importing port). 

If the producer is also the exporter, it is simple because the intermediate operations are subcontracted, there is no change in title (or ownership) of the product, and there will only be an inspection in the storage/cleaning unit. Usually grain exports are done in containers that are reported at the time of requesting the final certificate (there is no need of certificates of the intermediate steps). Thus, the cost of the certification includes: 

· the annual fee: US$ 150;

· two or three inspections (two at the farm and one to the store/cleaning operation) at US$ 150 per inspection (plus travelling expenses of the inspector, let's say an average of US$ 40 per inspection, depending of where the facilities are located);

· one transactional certificate fee: up to 1 per cent of the amount invoiced by the exporter to the importer. Since the exporter is the producer himself, there is no change of title of the product, and only one certificate - the export certificate - is needed.

Nevertheless, if the producer sells the product to a middle-man (say, a storage and cleaning facility) and this one sells it to the exporter, then there are three changes of title, and three certificates are needed. The number of inspections may not vary (two for the farm, one for the storage/cleaning operation; at the most an extra inspection may be needed at the export port). In this case there is a fixed administrative cost per certificate of US$ 7 (seven), and the one per cent is charged only to the last operator of the chain (the exporter); no charges for the producer or the middle-man, except the US$ 7 per certificate. 

In the case where there is a need of more than one certification to export to different markets, things get complicated. If the market of destination is within the EU there is no need of further certifications, since ARGENCERT certificates are accepted by any member of the EU. But if the EU importer wants to have the merchandise covered by a specific seal of a specific local certification agency (say Soil Association in the UK, or KRAV in Sweden, etc.), if that certification agency is IFOAM accredited, ARGENCERT's certificates are (in principle) accepted by the certification agency of the importer. I say "in principle" because almost always there are additional requirements that must be met by the producer/exporter. For example, one of the IFOAM members has some 15 pages of additional requirements that must be met, and ARGENCERT must certify that those requirements are met. Which may mean that the producer must know from the beginning that he/she wants to sell under the seal of that particular organization, and ARGENCERT must verify that those additional requirements were met (which means that additional inspections may be needed, which, in turn, implies more cost). 

In case of Switzerland, ARGENCERT has an agreement with Bio-Suisse (the most widely recognized Swiss labelling organization) by which ARGENCERT's inspections under the Bio-Suisse standards are accepted through documentary review, and the importer can have its product covered under the Bio-Suisse seal. Special inspection forms are needed covering Bio-Suisse standards requirements, but ARGENCERT does not charge extra for this service.

The case of Japan is very similar. Through an agreement with one of the certifiers accredited by the Japanese Ministry of Agriculture (MAFF) Japan accepts ARGENCERT's inspections under the Japanese standards, and they grant the use of the JAS (Japan Agriculture System) seal. ARGENCERT does not charge extra for this service; the producer/exporter/importer pays the Japanese certification agency their certification fee (which is usually higher than ARGENCERT's certification fees).

In the case of the USA's NOP (National Organic Program), this is a completely different certification system. ARGENCERT is NOP accredited and issues directly the NOP certificates. In this case the operator pays a flat fee of US$ 400 for the annual NOP certificate (inspection cost and certificate fees included). Nevertheless, if the operator wants also the Argentine transactional certificate (which they usually wish because of some Argentine tax advantages), they must be also be certified under the Argentine System (equivalent to the EU system) and, therefore, the normal costs of the Argentine-EU certification stated above have to be paid. 

Archived at � HYPERLINK "http://orgprints.org/00003110" ��http://orgprints.org/00003110�  
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� The word ‘standards’ is here used as an umbrella word, and encompasses both governmental regulations and private standards. Legally binding national standards may also be called ‘regulations’. 


� The notion of harmonization and equivalence has been treated extensively in other papers in this series. For the purpose of this paper the word ‘harmonization’ is used to indicate a move towards convergence of two different systems, encompassing both standards and certification, and the recognition of this by other parties. 


� Also for the TBT (Technical Barriers to Trade Agreement within the WTO) international standards and harmonization are of great importance. Governments of developing countries may see assistance with the development of the organic certification system as a way of assistance to develop the export market. 


� At this stage, no effort is made to differentiate between different possibilities of harmonization, equivalence and mutual recognition. Nuances to such a system may be incorporated in subsequent versions, when other work on this issue is closer to completion.





� 4 See: http://www.okstate.edu/ind-engr/step/WEBFILES/Papers/Global_Harm_body.htm.





� The main components of the WTO TBT Agreement include: non-discrimination; avoidance of unnecessary obstacles to trade; harmonization; equivalence; mutual recognition; and transparency.


� For instance, consumers in the UK, knowing that a ring in pigs' noses is allowed in the Danish organic standards, may perceive that organic pig meat produced in Denmark is not really organic. This would affect buying behaviour/demand (B.Thode Jacobsen, Bio Service, Denmark, pers. comm., April 2004).


� For example, taxing producers for the off-farm effects of some inputs – such as pesticides - influences the cost price of the farm products. Regarding risk-taking, organic farming has been recorded as having fewer extremes in yields. Government intervention to support farmers in exceptional climatic conditions could be interpreted as insurance for conventional farming, which allows the producer to continue to take risks. 


� Kommerskollegium (2003) describes other impediments to developing country exports. These include: determining which methods and substances are not allowed in organic production that may be inappropriate for developing countries; no provision for group certification; and requirement of government involvement in the exporting country.





� See http://www.unctad.org/trade_env/test1/meetings/ifoam2.htm.





� The International Organization for Standardisation Guide 65 ‘General requirements for bodies operating product certification systems’.


� However, this can be difficult to assess, and possibly not accurately, as the first (domestic) certification may also be bound up with export standards. 


� Example from B.Thode Jacobsen, Bio Service, Denmark, personal communication, April 2004.


� Example from B.Thode Jacobsen, Bio Service, Denmark, personal communication, April 2004.


� M.F. Fonseca, researcher in Brazil, personal communication, April 2004.


� From: Patrik Aebi, Head of Promotion of Quality and Sales, Swiss Federal Office for Agriculture, personal communications, April 2004.





� The author thanks David Vanzetti for his assistance with this section.


� GSIM was developed by Joseph Francois of the Tinbergen Institute and CEPR and H. Keith Hall of the U.S. International Trade Commission. The model is documented in a memo by these authors entitled ‘Global Simulation Analysis of Industry-Level Trade Policy’, October 2002. See also Francois, J.F. and H.K. Hall, “Partial Equilibrium Modeling,” in J.F. Francois and K. Reinert, eds., Applied Methods for Trade Policy Analysis:  A Handbook, Cambridge University Press: Cambridge, 1997.


� Including direct certification costs, and indirect costs of the implementation of inappropriate standards, such as inappropriate input use, decrease in yields, marketing costs and cumulative effects. 


� In this case it ignores the effect on taxpayers, who are usually included in this measure, for example through tariff revenues. They would be expected to rise as imports increase, and there may be implications for export subsidies and domestic support. They have been ignored here.





� Centro de Inteligencia sobre Mercados Sostenibles, Costa Rica.


� Agro-Eco, the Netherlands, personal communication, March 2004.


� CIMS does not report any extra costs for the Japanese market over and above those incurred for being certified for a second market (which, in their estimation, is approximately 30 per cent).


� These elasticities, taken from ATPSM, are derived from unpublished FAO data relating to conventional coffee. The FAO estimates were modified to reflect the medium term time horizon implied in these simulations.


� The estimated range of US$ 23-25 billion was a forecast. For this figure, the Euro was assumed to be equal to the US$. Changes in the exchange rate alone would mean that the higher figure is more likely than the lower end of the range. 


� For some products the actual value could be lower, such as for those with little processing (for example for milk, meat, raw vegetables and fruit); for others this value would be higher.





� Those included are: Biopacha (Bolivia), Bio Muisca (Columbia), Cenipae (Nicaragua) and Inka Cert (Peru).





� There are 7 national certification organizations. Accreditation is given according to destination. I.e. not all are accredited for export to each importing country.


� Australian standards were accepted with the exception of a few inputs. Producers will need to sign that they have not used them if they want to receive approval of export to Japan. 


� See: � HYPERLINK "http://www.ams.usda.gov/nop/NOP/TradeIssues/Japan.html" ��http://www.ams.usda.gov/nop/NOP/TradeIssues/Japan.html�, and Bowen (2003).


� Although no charges have been made yet to the private certification bodies for getting Australia accepted as JAS-equivalent, there has been heavy involvement from public institutions, such as Austrade – an institution with the specific task to promote Australian exports - to accomplish this. Some expect that this, in the future may well lead to increased charges to the private certification schemes.





� By Laura Montenegro, ARGENCERT	
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