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Agenda

Introduction to the Living Income Community of Practice and the concept of 
living income.

Main session – moderated by Tim

▪ Presentation on pricing strategies & supply management

▪ Experience sharing (Dairy sector)

▪ Q&A and discussion

Updates from the Living Income Community of Practice.



Share learning and  

facilitate

collaboration  

between actors

Identify and discuss  

strategies for closing  

the income gap

Increase understanding  

of living income  

measurement and the  

income gap

Implementedby

For more information and to join the community visit:  

www.living-income.com

Contact: livingincome@isealalliance.org

Living Income Community of Practice 
is an alliance of partners dedicated to 
the vision of thriving, economically 
stable, rural communities linked to 
global food and agricultural supply 
chains. 

The Living Income  

Community of

Practice  Objectives
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mailto:livingincome@isealalliance.org
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Pricing strategies and supply management

How to facilitate more smallholder commodity farmers to earn a living income?

Yuca Waarts, Niek Koning, Roel Jongeneel & colleagues

16 July 2020. Living Income Community of Practice 

webinar on pricing strategies & supply management
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Despite interventions, many farmers remain poor

8

Many commodity farmers are still poor, 

despite millions invested in 

interventions in the past two 

decades.

This data is from farmers, about half

of whom have been part in various 

interventions.

Household income increases of max 

30% is found in studies. While much 

larger increases (100-200% or even 

more) are required for all farmers to 

minimally earn a living income. 

Source: Waarts et al., 2019. White paper
Ghana: 2014 data. Ivory Coast: 2018 data. Kenya, 2015.



Three root causes: farm size, yield/ha, other income

9Source: Waarts et al., 2019. White paper
Ghana: 2014 data. Ivory Coast: 2018 data. Ghana: 2014 data. Ivory Coast: 2018 data. Kenya, 2015. 

In Ivory Coast and Kenya, 

the poorest farmers have 

the smallest farm sizes.

In Ghana, other factors, 

such as low yield per ha, 

are more important drivers of 

poverty than farm size.

Farm size is a structural 

factor underlying poverty 

as it cannot change easily.



Three root causes: farm size, yield/ha, other income

10
Source: Waarts et al., 2019. White paper
Ghana: 2014 data. Ivory Coast: 2018 data. Ghana: 2014 data. Ivory Coast: 2018 data. Kenya, 
2015. Maximum productivity levels from data

Huge yield gap, especially for 
the poorest farmers

In Ghana and Ivory Coast,

low mean yields per 

hectare are important drivers 

of poverty.

In Kenya, farmers with 

“relatively high” mean 

yield/ha still earn below the 

living income line because 

of small farm sizes.

Limited possibilities to earn 

much income from other 

sources than the commodity.



Price increase? No silver bullet for poverty alleviation

11
Source: Waarts et al., 2019. White paper

Even with huge price 

increase many farmers 

remain poor.

The poorest farmers 

benefit least due to low 

volumes produced.

Because of small farm 

sizes and/or low yield 

per hectare.

Stable/remunerative prices are vital to kick-start farm productivity growth, to: 

1: Raise farmer incomes and 

2: Let agriculture play its role as an engine of economic development (alternative income sources).



▪ Stabilizing/supporting agricultural prices is needed to correct 

market failure

● Price volatility

● Tendency towards oversupply.

▪ But stabilizing/supporting prices → a number of problems

● If countries do so unilaterally, it could backfire when buyers move to 

other countries with lower prices, decreasing exports & incomes

● Farmers react to higher prices by investing in production (leading to 

surpluses and pressure on prices)

● Higher prices incentivize expansion into forested areas and/or 

intensification on existing land → loss of biodiversity.

Price policies: the dilemma 

12



▪ Pricing policies require global supply management.

▪ Through global supply management, the supply of a 

commodity is controlled, to match demand, resulting in stable and 

remunerative prices.

▪ Elements of supply management approach: 

● Buffer stock

● National quotas

● Measures to limit production to national quotas

● Measures to discourage free riding by countries.

What can be done about this?

13



▪ Historical evidence: International commodity agreements for 

coffee, cocoa and sugar collapsed in the 1980s. Cause: opposition 

and dumping (sugar) by OECD countries. 

● Some say: proof that production controls cannot work...

▪ We think it could work for cocoa: few producing countries, main 

volume produced in West Africa, Ghana and Ivory Coast collaborate. 

▪ Examples:

● Dairy EU: 1984-2015. Quota system worked to create a stable EU 

internal market. 

● The international Coffee Agreement: 1962-1989: retained export 

quotas and successfully moderated the price fall until 1989.

Historical evidence

14



Dairy EU (1984-2015)

Why did it work?

▪ “Urgency”: huge expenditures 

because increased exports with exp. 

subsidies → political acceptance

▪ The quotas → reduced surplus + 

surplus dumping → decrease cost of 

milk price support → maintenance of 

remunerative milk prices for farmers

▪ Sufficient administrative capacity 

to manage individual producer quotas

Why did it stop working?

▪ General shift in EU political

thinking (liberalization)

▪ Interests of agribusiness in 

exporting because of growing

market opportunities

▪ New Zealand benefited to

increase its global market share

▪ Free market redistribution of 

quotas → benefits leaked away to 

older farmers 15



International coffee agreement (1962-1989)

Why did it work?

▪ It successfully moderated the 

1980s price fall until 1989

▪ This was possible because it

combined buffer stocks with

national export quotas

Why did it stop working? 

▪ Withdrawal of support by 

importing countries 

▪ Dumping of extra-quota surpluses 

in non-member (East European) 

importing countries

▪ Rigidities in quota system 

hampering shift from robusta to 

arabica 

▪ Controversy on quota 

redistribution between countries 16

Unlike the cocoa agreement, whose export 
quotas were abolished in 1980 at the
insistence of importing countries



▪ Importance of political support

▪ Need for international coordination

▪ Redistribution of quotas should not entirely be left to free market

▪ Redistribution is possible within countries in different ways

● E.g. assign areas where land use focus is biodiversity conservation / 
reforestation

● Assign other areas where production should remain the same or can 
increase

▪ Need for effective production controls

▪ Need for flexibilities in the system

▪ The system should not depend on importing countries

What can we learn?

17



Conservation approach to cocoa supply management

18

▪ Goals: sustainable production and market organisation

▪ Requirements:

● Effective in spite of challenging administrative capacities

● Focus: impact farmers (raise farm-gate prices and incomes)

● Respecting the sovereignty of national governments

● Resistant to free riding

● Self-financing (cooperation of consuming countries is welcome, but 

the scheme should not depend on them)

● Appealing to consumers

● Addressing, where possible, sourcing requirements



▪ Producing country governments and farmers form an international 

organization with a secretariat and an own trading company

▪ Members agree on principles, including a minimum share for 

farmers in FOB prices

▪ Private stakeholders (industry & civil society actors) in producing 

and consuming countries are asked to cooperate and monitor the 

implementation

▪ Member countries designate no-clearing zones and 

diversification zones and make diversification plans to reduce 

production to meet national quotas

1 Preparation

19



▪ Developed together with farmers and community members

▪ Zones established

● Production zones → focus on cocoa production

● Incl. sustainability performance criteria based on standards. 

● Diversification zones → change in land use to other activities 

● No-clearing / reforestation zones → for forest and biodiversity 

protection

▪ Important: diversification can mean on-farm and off-farm diversification

Member country land use plans

20



▪ Producing countries impose a common export tax (on top of existing 

taxes) that is transferred to the international secretariat

▪ The revenue is used for three purposes

● One part is transferred to the organization’s trading company for 

buying up and destroying enough stocks and surpluses to move 

prices into a pre-agreed price band

● Another part is refunded to governments to finance diversification 

plan implementation under the supervision of the int’l. secretariat

● A third part is transferred to farmers’ associations for an 

organization drive among cocoa farmers

2 Transition phase

21



▪ The secretariat runs a buffer stock to keep prices within price band

▪ Governments and farmer associations negotiate farm-gate prices, 
respecting the pre-agreed minimum farmer share in FOB prices

▪ The secretariat transfers the export tax revenue to farmers’ associations for 
hectare payments to farmers

● Farmers must meet sustainability and labour standards to qualify

● Payments must be shared with sharecroppers and tenants

● Allocation is supervised by the international secretariat

▪ The price band and national quotas are adjusted to the evolution of global 
demand and production costs

● Based on pre-agreed formulas with objective indicators ascertained by 
the international secretariat

3 Post-transition

22



▪ Carrot: gradual transfer of quota rights from higher- to lower-cost 

countries

● Based on pre-agreed formula with objective indicators ascertained by 

the international secretariat

● Higher-cost countries receive diversification aid from a fund managed 

by the international secretariat and financed out of the common 

export tax and contributions from lower-cost countries

▪ Stick: The organization’s trading company uses the advantages it 

derives from its direct relationships with members for profitable 

market operations that undermine the prices of free-rider cocoa

4 Discourage free riding

23



Illustrative model calculation

24

Export prices (plus hectare 

payments) with supply 

management compared to 

export prices without supply 

management (US$/tonne).

Assumptions:

▪Programme introduced in 2014

▪Export tax $ 300 / tonne

▪4 years transition period



▪ How to ensure farmers / community members are represented 

enough in the design of the approach and land use plans

● For instance: not all farmers are member of an association

▪ Supply management could change volumes produced in certain 

areas or in a certain way, with possible implications for:

● Private sector sourcing strategies and supply chain operations

● The sourcing of raw materials with specific traits, such as quality or 

flavour

Important factors to be addressed

25



Supply management on its own is not enough

26

Important overall: zoom out & 
assess

•Talk to farmers: What are their 
needs, aspirations, wants and 
opportunities?

•What income levels do farmers have in 
your area?

•Different farmer types need different 
type of support

•Address behaviour change 

•Share data / methodologies

Farmers earning LI or with 
potential for LI in their current 

situation

• Focus on yield improvement

• Deliver services also for on-farm 
diversification

• Connect price increase to supply 
management

• Implement land use planning to 
increase farm size without human rights 
violations. Based also on climate change 
forecasts

Farmers with no potential for 
LI in their current situation

• Focus income diversification: on-farm 
but also off-farm (employment) →
people moving out of agriculture

• Focus on food security & other resilience 
aspects

• Connect price increase to supply 
management

• Implement land use planning to 
increase farm size without human rights 
violations. Based also on climate change 
forecasts

Collaboration between public sector, private sector, NGOs, research,    coops & local population

Focus of today!



Thank you!

For more information, please 

contact:

Yuca Waarts: 

yuca.waarts@wur.nl

27
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Canada’s Dairy Supply 
Management System

Jason Erskine, Canadian Dairy Farmer & Regional Milk Board Representative

Don Seville, Sustainable Food Lab







PROCESSING

450 PROCESSORS  

NATIONALLY

80% - 85 % OF MILK

MARKETED TO 4

PROCESSORS



HISTORY

• 1960s/1970s farmer concerns

• Milk farm gate prices way too  low

• Over supply issues (no guaranteed market)

• Farm gate price fluctuations



Government of 
Canada put in 
place a supply 
management 

system

• Management system created in the early 1970s
in an effort to reduce the surplus in production
and ensure a fair return for farmers.

• In 1970, the National Milk Marketing Plan came 
into effect to control supply, with the federal  
government and the governments of Ontario 
and  Quebec, the two largest provinces, signing
on.



3 PILLARS OF SUPPLYMANAGEMENT

PRICE

• CPI, COP

PRODUCTION CONTROLS

• Continuous Daily Quota (CDQ)

BORDER CONTROLS

• Restrict imports to negotiated agreements





Under the Canadian Dairy Commission Act, the CDC's legislated 
objectives are:

• to provide efficient producers of milk and cream with the  
opportunity to obtain a fair return for their labour and investment;  
and

• to provide consumers of dairy products with a continuous and  
adequate supply of dairy products of high quality.

CDC strives to balance and serve the interests of all  dairy 
stakeholders - producers, processors, further  processors, 
exporters, consumers and governments.



Farmer Representation

Canadian Milk Supply Management Committee

• Farmers (provincial boards), Processors, CDC

• Oversight by Provincial Government Ministries
of  Agriculture

Dairy Farmers of Canada (DFC)

• National policy, lobbying and promotional programs

• All provincial boards are members



Benefits of the System

POSITIVES

• Stable price.
• Being a price setter instead of just a price taker.
• Known volume of milk that you can market at the 

start of the year.
• Market growth and disruptions are evenly shared 

amongst producers.
• Decisions are made from the bottom up.
• A strong sense of community.
• Strong lobby when dealing with government as 

we speak with united representation.
• Efficient transportation system as the Milk Boards 

are in charge of delivering the milk to the plants.
• Shared funding for marketing and dairy food 

education programs.
• Lenders enjoy the revenue security in the supply 

managed sectors



Drawbacks of the System

NEGATIVES

• You no longer directly own 
and control your milk.

• More management needed to 
produce milk evenly through 
the year.

• Restricted growth, has been 
less than 2%.



Questions?



Poll statements for guiding discussions

42

1. Farmers needs and wants: How to take farmers needs, wants and aspirations into 

account in policy design such as in supply management?

2. Increase production: Would farmers still be able to decide whether to increase cocoa 

production or not if a supply management approach is in place? 

3. Admin challenges: The admin capacity and financial burden cannot be compared to 

the system in Europe, how to ensure the benefits are not negatively affected by the 

costs of the supply management approach? 

4. Decrease demand: Will, if the FOB price increases, final products become much more 

expensive, which decreases demand, and therefore margins of traders, processors and 

manufacturers?

5. New producing countries: What if new countries, which are not member of the 

supply management agreement, want to start producing cocoa?



1. Farmer needs and wants

43

How to take farmers needs, wants and aspirations into account in policy design 

such as in supply management?

Involve farmers and community members in decision making through a participatory 

community/regional level engagement/organisation processes, trying to link with already 

existing processes. “How” to do this is something that can only be designed for a specific 

country/locality as institutions and structures etc. differ. 

Note that not all farmers are member of a producer organisation so also non-organised 

farmers should be included. As should community members who are not farmers, because 

also changes in land use could have implications for their work and life as well. Include 

plantation staff through worker’s unions in the process, in case of plantations. 

Note: proper farmer/community engagement/organisation processes for designing 

production management and land use policies are not quick and easy processes and should 

avoid human rights violations.



2. Increase in production

44

Would farmers still be able to decide whether to increase cocoa production or not 

if a supply management approach is in place? 

Farmers who focus on producing cocoa could still increase production. The idea of our 

proposed process is to identify zones in which cocoa production is possible, and other 

zones where cocoa production is banned (and farmers are supported in diversification). 

Such zoning could be adjusted after several years to reflect changing demand for cocoa.

The system we propose does not work with individual farmer quota that should be 

monitored (whether people produce the quota amount or more). Rather, it establishes 

production zones and diversification zones: whether farmers adhere to the agreements can 

be monitored through using satellite data connected to ‘on the ground’ validation and 

conversations with the farmers.



3. Admin challenges

45

The admin capacity and financial burden cannot be compared to the system in 

Europe, how to ensure the benefits are not negatively affected by the costs of the 

supply management approach? 

The cost of such a system is always a concern. In our proposed approach, the 

implementation costs can be rather limited because there are no individual farmer quota to 

be monitored. In the coffee and EU dairy sectors the costs of the system was not a reason 

why the systems stopped working. 



4. Decrease demand

46

Will, if the FOB price increases, final products become much more expensive, 

which decreases demand, and therefore margins of traders, processors and 

manufacturers? 

If the FOB prices increase, it is expected that the consumer prices do not increase much 

because the prices farmers receive are currently a small proportion of the consumer prices. 

Demand is not likely to decrease with small price increases. With larger price increases 

demand could indeed decrease. 



5. New producing countries

47

What if new countries, which are not member of the supply management 

agreement, want to start producing cocoa?

The advantages of being a member to the supply management agreement should be bigger 

than the advantages of being a “ free rider”. 



• Development needs policy

• Price increases alone will not work

• Supply management is not perfect, but it does provide stability for farmers

• Webinar on calculating living income reference prices with examples from the private 
sector on August, 27th

Take home messages

Programme for sustainable agricultural supply chains and standards27.07.2020Seite 48

Outlook



Pricing Strategies to close the 
Gap: 

Part 1 : Supply Management
(Moderated by WUR/GIZ)

July 16th

Pricing Strategies to close 
the Gap: 

Part 2 : Methodologies
(Moderated by GIZ)

Aug 27th

A Faster Way to 
Benchmarks: Reference 

Values
(Presented by Ankers)

July 8 4pm CEST

Focusing on Company 
approaches

(Moderated by 
Sustainalytics)
Sept 16th 2020

Measuring & Developing a LI 
Strategy-in Cotton industry 

(Laudes Foundation)
(Moderated by ISEAL)
Aug / cmc week 31st

Measuring Income: Review 
of guidance to measure AI 

and Income gap
(Moderated by ISEAL)

Oct

Focus on Standard Systems 
Approaches

(Moderated by ISEAL)

ST
R

A
TE

G
IE

S
M

EA
SU

R
EM

EN
T

FAQ Doc: Actual Income 
Measurement

3. Guidance on AI measurement in 
absence of 1° data

Survey: Company approaches

Upcoming Activities

1. Guidance on AI measurement 
(COSA)-May 2020

2. Guidance on Gap 
Measurement (KIT)

FAQ Doc: Benchmarks-May 
2020

SC
 A

C
TO

R
S

Focus on Producing 
Countries: LI Concept in 

French
(Moderated by GIZ)

Q2,2020 Q4,2020

Financing Pathways to 
Living Income 
(Moderated by 

IDH+SFL)
June 29th



Stay informed!

Living income
www.living-income.com

Mailing list: http://eepurl.com/gMKLgT

Linkedin group: 
https://www.linkedin.com/groups/13784101/

Living wage
https://www.globallivingwage.org/

Questions? Email us at:
livingincome@isealalliance.org

Tobago hillside © Jerry Rabinowitz, 2002, Rainforest Alliance

TOOLS to support 
organisations in developing 

their strategies to closing 
the income gap.

ALIGN is a guidance tool for 
agri-food companies aiming to 
reduce complexity around the 
topic of living wage and living 

income.

Evidensia is an evidence 
platform that aims to make it 

easy for sustainability 
practitioners to work with 
evidence on the impacts of 
supply-chain sustainability 

approaches.

http://www.living-income.com/
https://www.globallivingwage.org/
mailto:livingincome@isealalliance.org
https://align-tool.com/
http://www.evidensia.eco/


Thank You!

Cocoa, Ivory Coast © Marco Garofalo for Fairtrade


