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1. Introduction 
 
Since 1980, the prices of tropical export crops have decreased sharply (Table 1). The ensuing 
impoverishment of farmers in the producing countries has stimulated violent conflict, flight into 
narcotic crops and increased emigration. Ecological damage, such as deforestation due to the 
decline of shade tree systems and the trend towards less sustainable farming patterns, has also been 
linked to declining returns from tropical agriculture.   
 
Table 1- Commodity price changes since 1980 taking inflation into account 
 
(Prices in US Dollars per metric ton) 

             
Commodity 

                         
1980 prices 

1980 prices 
adjusted for 
inflation 

                         
2005 prices 

2005 prices as 
percentage of 
adjusted 1980 
prices 

Copra        415        984        395      40.1 
Coconut oil        660        1564        625      39.9 
Palm oil        617        1462        625      42.7 
Sugar        254        602        190      31.5 
Cocoa        2832        6712        1506      22.4  
Coffee        3989        9454        2248      23.7 
Tea        1863        4415        1970      44.6 
Pepper        1974        4678        1550      33.1 
Jute        369        875        400      45.7 
Cotton        1675        3970        1146      28.8 
Rubber        1430        3389        1210      35.7 

 
(Goods bought for $1 in 1980 would cost $2.37 in 2005 = Federal Reserve Bank of Minneapolis) 

 
Price data – The Public Ledger 
 
N.B. The value of the US $ has fallen by 30% against the Euro in the last three years. For those countries purchasing 
imported goods in Euros, therefore, the price fall has been greater by this factor.  
 
Many policy makers have conceded that ‘something should be done’ about the tropical export crop 
disaster, but they have failed to come up with effective solutions. International commodity 
agreements for coffee, cocoa and sugar collapsed in the 1980s. Although the main cause was the 
opposition by OECD countries (Koning et al. 2004), western economists see it as proof that 
commodity controls cannot work (Hallam 2003). Also, they may hide behind the recent small 
recovery in the prices of some crops (in 2002 prices were even lower than in 2005) to argue that 
such controls are unnecessary. However, with the possible exception of sugar prices, which are 
influenced by the rise in oil prices, this recovery is due to incidental events, like war in Ivory Coast 
(cocoa) and harvest failure in Brazil (coffee), which are not likely to change the longer-term trend. 
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In recent years we have argued that new international commodity controls are needed (Robbins 
2003; Koning et al. 2004). These should include supply management to avoid the shortcomings of 
earlier schemes that did not control the underlying problem of overproduction. They should not 
rely on the co-operation of importing country governments, which have proven to be unreliable 
partners in past efforts designed to support tropical export crop prices.  
 
In theory, the solution is simple: producer countries could form a cartel, choose a desired price 
level, and limit their production to what demand absorbs at this price. Koning et al. (2004) proposed 
an arrangement based on individual farmer quotas and a temporary export tax which would be 
used to buy surpluses and quota room out of the market. Several commentators remarked that this 
would involve problems of free riding, rent seeking, abuse and evasion. Some contended that this 
would make supply management unfeasible (e.g. Burger & Ruben 2005). In this paper, we argue 
that there are no other solutions. We suggest countermeasures to control the problems that may 
arise from supply management arrangements and we discuss how broader support could be 
mobilised for such arrangements that would also improve quality, provide ecological sustainability, 
and improve social conditions for workers. 
  
2. Why tropical export crop prices declined 
 
Between 1980 and 2003, the prices of most tropical export crops fell to less than a quarter of their 
initial value. This was due partly to productivity increases, and partly to exchange rate devaluation 
in some countries which lowered their export prices in dollar terms. However, these factors 
probably explain no more than half of the decline in prices (see e.g. Gilbert & Zant 2001 for coffee). 
The falling price trend was largely caused by supply increasing faster than demand.  
 
Oversupply means a supply level that depresses prices below the costs of the typical producer.1  To 
some extent, it is a general problem of agricultural markets (Schultz 1945; Koning 1994; Koning et al. 
2004). Since the late 19th century, new techniques have boosted the global supply of farm products. 
Farmers, as atomised producers, cannot adjust their supply to demand as large companies do, and 
labour mobility is not perfect enough to compensate for this. Individual farmers can only defend 
their incomes by adopting innovations, but these increase their production and reinforce the 
aggregate oversupply (Cochrane 1959). 
 
In the case of tropical export crops, these general causes of oversupply are exacerbated by more 
specific conditions. These include the reaction by developed countries to low international prices. 
These countries protect their farmers without combining this with adequate supply management.  
Where such protection extends to tropical export crops that developed countries can also produce, 
sugar, for example, this encourages developed country farmers to increase production. The ensuing 
dumping and import substitution further depress the world market prices of crops. The policies of 
the Bretton Woods institutions are another contributing factor. Since the 1980s, these institutions 
have pressured countries to expand the production of tropical export crops. At the same time, they 

                                                 
1 These costs include a normal remuneration of labour. Mainstream economists who deny the existence of chronic 
oversupply have a tautological conception of labour cost, in which this cost is derived from the remuneration of labour at 
the market clearing price and vice versa.  
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forced them to introduce deflationary policies and to reduce tariffs on imported food, which 
restricted the markets for their domestic food crop producers. Finally, the demise of the 
international commodity agreements played a role. Especially the collapses of the cocoa and coffee 
agreements which were followed by steep price falls. 
 
Market manipulation and monopsonistic practices by trans-national companies exacerbate the 
depressing effect of oversupply on producer prices. However, they are not the main cause of low 
and declining prices in international agricultural markets - indeed, the problems of chronic 
oversupply were already apparent when the trade and processing phases were much less 
concentrated than they are today. 
 
3. Inadequate strategies 

 
Some commentators contend that better strategies than commodity controls should be applied to 
improve the incomes of tropical export crop producers. Robbins (2003) surveys the main 
approaches: 
 
• Increase in productivity. Innovations that increase productivity raise consumer welfare by 

allowing prices to decrease. However, in the aggregate these innovations do not improve the 
relative incomes of producers, because they increase production and aggravate the problem of 
oversupply. 

• Diversification. Shifting to products with a more elastic demand (vegetables, flowers etc.) is a 
good solution for well-placed farmers within short reach of airports. Although these markets 
are expanding, they remain small, however. They have become saturated long before a 
significant proportion of tropical export crop producers have made this shift.2 

• Off-farm employment. In the longer term, economic development requires a massive shift of 
labour from farms to other sectors. However, this shift is too slow to compensate the forces that 
generate agricultural oversupply. Rather, in poor countries, the reallocation of labour is itself 
dependent on an improvement of farm incomes, because rural poverty, which represses 
domestic demand, is a major constraint on the growth of industries and services.3 

• New chain and marketing approaches. Many people have great expectations for agro-
industrial chains, value-added strategies and niche marketing to relax the squeeze on producer 
incomes. Indeed, these developments are robust trends in the agri-food sector, and many 
farmers are obliged to go along with them to remain in business. Yet the history of agricultural 
co-operatives and ‘vertical integration’ in developed countries gives little reason to expect that 
chain formation will solve problems of chronic overproduction. Chamberlin’s (1946) classical 
theory of ‘monopolistic competition’ already explains why product differentiation and niche 
marketing cannot improve producer profits. This theory was formulated in a classical 

                                                 
2 In fact, this is an old story. European farmers were already told to shift to livestock when grain prices fell in the late 19th 
century. The markets for livestock products were glutted after a few well-placed producers like the Dutch and the Danish 
had increased their livestock production (Bairoch 1976; Koning 1994). 
3 Besides, the deflationary policies that the Bretton Woods institutions impose on these countries further reduce the scope 
for off-farm employment to solve any problem of farm incomes (Patnaik 2004). 

 
Supply management for supporting the prices of tropical export crops  

 
 

6 



equilibrium framework, but we see no empirical evidence in the agri-food economy that 
suggests otherwise. 

• Fair trade and organic products. Fair trade and organic chains are important awareness- raising 
activities, which also help some farmers. However, it is an illusion to think that an extension of 
these niches could solve the problem of low prices – unless this includes the building of a 
producer cartel, which is the subject of this paper. In Section 8, we indicate how fair trade and 
organic chains could contribute to such a new arrangement. 

• Combating monopoly. Far-reaching concentration has increased the market power of 
transnational traders and processors. International anti-trust rules, transnational producer 
associations that negotiate prices and other conditions, and co-operative trade and processing 
enterprises that increase competition are needed to combat monopsonistic exploitation. 
However, as with fair trade and organic initiatives, it is a liberal illusion to think that such 
measures alone could remedy low prices of tropical export crops, which are largely caused by 
chronic overproduction. In Sections 7 and 8 we discuss what role anti-monopoly measures and 
trans-national companies can play in an international arrangement for supporting the prices of 
tropical export crops. 

• Trade liberalisation. Reducing OECD tariffs on processed products would allow processing 
activities to shift to producer countries. This is important for employment, but the effect on crop 
prices would be limited. Trade liberalisation will have very little effect on coffee and cocoa 
markets, which were effectively liberalised when commodity agreements collapsed. Ending 
OECD dumping of other crops could improve the alternative production possibilities for coffee 
or cocoa farmers somewhat, but this may be undone if import tariffs on domestic food crops are 
also reduced. Ending the open or disguised dumping of products like sugar, oilseeds or cotton 
may raise their international prices by something like 10 to 15 percent, but no more (Diao et al. 
2001; FAPRI 2002). Besides, the reduction of sugar tariffs would lower the prices received by 
poor countries that have preferential access to OECD markets. In any case, trade liberalisation 
will not end the chronic overproduction of farm products insofar as this is caused by market 
forces rather than government intervention. 

 
4. The historical struggle for supply management 
 
Supply management is the only way to remedy chronic oversupply in agricultural markets. 
Developed countries have applied supply management schemes since the 1930s, often after farmers 
had vainly tried to improve prices by producer strikes and withholding actions. Today, the EU has 
producer quotas for milk and Canada for milk and poultry. These countries have remedied 
problems of surpluses while allowing farm-gate prices to remain at remunerative levels. 
 
Supply management allows for the support of farm prices without causing import substitution or 
dumping. For this reason, the struggle for supply management soon gained an international 
dimension. The GATT (1947) allowed countries to use various instruments for protecting their 
farmers, but only if they also controlled their domestic production and export share. The issue of 
international commodity agreements also became connected with that of supply management. The 
first buffer stock agreements or export retention agreements that were concluded in the 1930s could 
not cope with chronic overproduction. The US Department of Agriculture, which advocated 
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commodity agreements at the time, concluded therefore that commodity agreements should 
involve supply management in order to be effective (Henningson 1981). 
 
While many farmers accepted supply management as a way to maintain remunerative prices, many 
traders and processors feared it would limit their turnover or raise the costs of their inputs. Under 
pressure from these sectors, OECD countries resisted commodity agreements that included supply 
management measures in the post-war period. By the same token, the US dismantled many of its 
domestic production controls in the 1950s. In the sugar and dairy sectors, this was in clear violation 
of the GATT article 11 because the US had quantitative restrictions on imports of these products. In 
the following years, the US increased its dumping of grains and soybeans without adhering to the 
GATT rules which forbade the use of subsidies to acquire more than an equitable share in world 
markets. In the EU, sugar refineries pressured governments to retain a right to opt out of sugar 
quotas. A subsequent increase in these quotas undermined the international sugar agreement. In 
the 1980s, the dairy industry resisted the introduction of milk quotas, which led to recurrent 
attempts to relax or abandon the system.4 Like the US, the EU increased its dumping of several 
staples, ignoring GATT guidelines on equitable market shares. 
 
The agro-industrial interests that resisted a multilateral organisation of markets were also the main 
thrust behind the agricultural reforms in the Uruguay Round and the Doha Round. These reforms 
were called ‘liberalisation’ and the international commodity agreements were the first victims of 
this rhetoric. In the US and the EU, however, ‘liberalisation’ really involved a shift from open to 
disguised dumping by substituting direct payments for price support. The introduction of 
‘decoupled’ payments allowed the US to abandon the last remnant of domestic supply 
management (the set-aside program) and allowed the EU, to continue its dumping of grain in spite 
of the reduction of export subsidies. Direct payments are only feasible for rich countries. The rest of 
the world is obliged to accept the dismantling of supportive agreements for its export crops and to 
reduce the protective tariffs that protect its farmers against cheap imports.5

 
It is often said that supply management involves problems of evasion, free riding, and rent seeking. 
Such problems indeed exist. However, the issue is confused because those who oppose supply 
management for other reasons strongly exaggerate these problems in order to reject the whole 
approach as impracticable. One author of this paper remembers being a secretary of a group of 
Dutch farmers that, in the 1970s, advocated a quota system to control growing dairy surpluses. The 
dairy industry fiercely resisted the idea, and the group was bombarded with arguments that quotas 
were entirely unfeasible, that the idea was a bureaucratic nightmare, and that it required placing a 
policeman behind every farmer. This continued until the mountains of butter and milk powder 
caused a budgetary crisis in the EU and the system was introduced overnight. 
 

                                                 
4 The Dutch-French research team that informed the European Commission’s recent agricultural policy reform identified a 
small tightening of the quotas as an option that scored favourably on most policy aims. Nevertheless, the European 
Commission found it politically inopportune to consider this option, and suppressed it in the policy version of the research 
report. 
5 Developing countries had lower reduction obligations in the Uruguay Round Agreement and least developed countries 
were exempted from production obligations altogether, but the World Bank and the IMF have pressured many countries to 
refrain from using this room as a condition for the renewal of loans. 
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It should also be remembered that, in the 1930s, several developed countries had quota systems 
that operated with small farms, decentralised trade and processing structures, and with no recourse 
to modern information technology. Nevertheless there is no denying that multilateral supply 
management by tropical countries, many of which have sizable small-scale farming sectors, failing 
infrastructures and weak governance, will pose special problems. Moreover, it will not be easy to 
bring the many different countries that are producing various tropical crops into line. Below we 
survey the various associated problems and propose solutions to reduce them to tolerable 
proportions. 
 
5. Achieving co-operation between producer countries 
 
5.1 How to discourage free riding? 
 
For most tropical export crops, production is spread over tens of countries. A cartel of producer 
countries could therefore raise prices even if one or two middle-sized producers do not choose to 
participate. Individual countries would be tempted to benefit from the arrangement without 
curtailing their own supply, however. This leads to what game theorists call a social dilemma: all 
producer countries would benefit from a general control of production, but because free riding is 
attractive to each individual country, it might nevertheless not be achieved. 
 
How could this dilemma be overcome? The first objective would be to ensure that a careful and 
thorough diplomatic effort is made to convince each country of the interest that all have in an 
agreement that improves their export earnings and the incomes of their producers. Political 
scientists have demonstrated the vital significance of face-to-face contact between stakeholders for 
creating enough trust in each other’s commitment to be able to cope with social dilemma’s (Ostrom 
1998). 
 
To facilitate this diplomatic process, market model-based tools could be made to allow 
representatives to explore supply control arrangements. This would both demonstrate the 
advantages that an arrangement would have for all countries and allow representatives to 
experiment with modalities for balancing the divergent interests of the countries concerned. 
Colleagues of us are currently working on such a tool for the international coffee market. 
 
A next step for creating trust could be an agreement on how to monitor the restriction of 
production in each country. Geodata infrastructure could play a role in this.6 For some crops, the 
cultivated area could be monitored by satellite imaging. There has been rapid progress in this 
technology and costs are declining significantly. In other crops, such as cocoa and coffee in 
smallholder shade tree systems, GIS mapping and spot checks by a supranational secretariat might 
be more helpful.  
 
Furthermore, the chances of producer countries achieving successful co-operation would  increase 
substantially if the countries that join the arrangement were to get advantages from it that free 

                                                 
6 We thank Hugo de Vos for informing us on this subject. 
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riding countries could not. Such selective incentives have played a critical role in overcoming social 
dilemmas in other forms of collective action (Olson 1965). (For instance, the growth of farmer 
unions was partly due to the exclusive access that their members had to certain marketing and 
insurance services.)  
 
To some extent, such a selective incentive will arise automatically. Historical experience shows that 
international commodity controls entailed a segmentation of the world market.  Commodities were 
traded from countries that were members of the arrangement in the main market segment but those 
commodities from free rider countries were traded in another segment at a price discount. This 
discount arose because member countries preferred to deal with international traders that did not 
trade with free riders and major consumers did not wish to take the risk of being dependent on 
potentially unreliable supplies from a limited number of free rider countries. In addition, the 
volatility of prices in the free rider segment was normally higher than in the main segment, where 
the application of supply quotas led to a certain price stabilisation. An example of this phenomenon 
can be found in the gem diamond market where producers outside the De Beers cartel are obliged 
to sell in a discounted and unpredictable market. Other examples include the markets of several 
minor metals (cadmium, selenium, indium and bismuth) during the 1960s when the ,so called, 
producer price system was in operation (effectively, a cartel of the major producers). 
 
Both the discount and this greater price volatility in the free rider segment of the market were 
incentives that discouraged free riding. In practice, however, these factors were often outweighed 
by the benefits that free riding had for individual countries. Nevertheless, we think that it is 
possible to enlarge these incentives so that they would make it more attractive for countries to join 
the agreement. Rather than passively watching those speculative actions by free riders which 
undermine their collective efforts, member countries could adopt a dynamic approach to make the 
market outcomes less favourable for free riders. To this purpose, the international secretariat of the 
control arrangement could establish its own trading company and hire experienced and 
trustworthy traders and managers who share the aims of the arrangement. (Such staff members 
could be recruited from the ranks of traders and managers who have worked with fair trade 
companies.) This trading company could act as a broker and sales agent for member countries that 
wish to make use of its services. In addition, it could undertake other trading activities in the 
markets for the crop and for derivatives based on the crop. The company’s relationships with the 
international secretariat and with several member countries would give it superior market 
intelligence. Also, it could grant traded options with limited risks because they could be 
underwritten by member countries. The company could use these advantages for making 
transactions that were profitable. Trading strategies could be adopted which would also have the 
effect of increasing the price discount and volatility of the free rider market. For example, the 
company, using its advantage in market intelligence, might take the opportunity to unexpectedly 
buy or sell free rider coffee, in short-term periods of free rider market shortages or gluts and sell or 
buy back these supplies profitably. This would have the effect of increasing the uncertainty in the 
free rider market. Several other types of market ‘guerrilla’ tactics would be available to the 
company using more sophisticated derivatives strategies to achieve these objectives.  
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5.2 Low-cost and high-cost countries 
 
Contradictions between low and high cost producing countries have also often hindered agreement 
on commodity controls in the past. For a country that can produce a crop at a lower cost, it may be 
less attractive to participate in an arrangement in which national quotas are fixed. In the absence of 
quotas, such a country would normally be able to increase its share in the world market. By 
entering a fixed quota arrangement, it would loose this possibility. This may dissuade low-cost 
countries from participating in an arrangement, even if this would improve the prices for its 
producers. 
 
To make participating more attractive for low-cost producing countries, an arrangement could 
include mechanisms for redistributing quotas from high cost to low cost countries (cf. Burger & 
Smit 1995). On the other hand, the arrangement would also need to protect the interests of high cost 
producers, especially when these are small scale farmers with limited alternatives. In any case, the 
freedom of individual producers and the sovereignty of governments should be duly respected. 
 
In Section 9, we sketch an example that we think does justice to these various considerations. 
Farmers would be allowed to sell and purchase individual quotas on national quota markets within 
limitations set by national governments to protect and support certain areas and categories of 
producers. The sale of quotas on these markets would be made by farmers on a completely 
voluntary basis. Their decision to sell would depend on whether they thought that the proceeds of 
the sale would compensate them for the loss of production rights and whether these proceeds 
would provide them with the means to develop more remunerative activities.  
 
The price of quotas that are arrived at in these markets would be a measure for the differences in 
production costs between countries. In countries with lower production costs, farmers will bid 
higher prices for quotas, and vice versa. This characteristic would be used as guidance for a gradual 
redistribution of quotas from high cost to low cost countries. To this purpose, the international 
secretariat would buy quotas in countries with low national quota prices for transfer to countries 
with high quota prices according to a formula that is agreed upon in advance by the participating 
governments. This procedure would give low-cost countries a guarantee that some redistribution 
will occur, while assuring high-cost countries that any non-optional redistribution will occur 
gradually according to a rule to which they themselves have consented. A pre-agreed formula 
would also prevent the issue of redistribution from causing endless disputes that could threaten the 
continuity of the arrangement. 
 
6. Achieving successful implementation within countries 
 
Careful preparation will be required to ensure the successful implementation of supply controls 
within countries. All stakeholders need to be informed in detail about the expected benefits of the 
arrangement and should have a fully participatory role in its implementation. Farmers, especially, 
need to have a clear perspective that the arrangement will improve the price of the commodity they 
produce. This preparation could start with a feasibility study to provide a national implementation 
plan that is adapted to the specific conditions of the country. This should be discussed and 
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modified in an open dialogue with producer organisations, traders, processors and NGOs. Much 
energy should be invested in explaining the plan to local farmers and in convincing them that there 
will be no discrimination or abuse by other parties. 
 
6.1 The allocation of producer quotas 
 
Effective supply management requires individual producer quotas. The introduction of these 
would require some system of administrative initial allocation on the basis of the historical or 
current production of individual farmers. Once these allocations had been made some market 
mechanism for selling and purchasing quotas may be established. However, to protect certain 
categories of producers and prevent the benefits of improved crop prices from leaking away 
through the quota price (that raises the costs for new or expanding producers), this should still be 
combined with some system of administrative redistribution. Both the initial allocation and this 
administrative redistribution involve a risk of abuse by officials and politicians who demand bribes 
or favour their own supporters. 
 
To reduce this risk, the local (re)allocation of quotas should be delegated to institutions that are 
trusted by farmers. Which institutions these are may vary from country to country. This process 
could, for instance be undertaken by local government institutions, farmer associations, or farmer-
owned local processing plants. In other locations churches, trusted NGOs or even traders may be 
the appropriate institutions to be involved in the process. In some cases, local farmer organisations 
might be formed especially for this purpose. 
 
Effective complaint procedures would also be a necessary component of the arrangements. A 
hierarchy of inter-professional arbitrage committees would be needed to handle normal conflicts 
and special complaints departments would be needed to deal with complaints about corruption 
and abuse. To secure an impartial functioning of the latter, they could be supervised by the 
international secretariat that administers the entire agreement. 
 
A further deterrent against corruption and abuse would be a rule that requires the international 
secretariat of the arrangement to refund the costs of the local administration of the system, but only 
after it has found that the (re)allocation of quotas has been done in an orderly way. Supervision of 
the complaints departments by the international secretariat would give it a means to judge the 
process. This refunding requires that the international secretariat have its own income, e.g. from 
contributions from an export tax. (Some might argue that the costs of these bureaucratic systems 
would be too high. In reality, these costs would pale into insignificance compared with the 
increased income derived from the sale of the commodities in question in a market which balanced 
supply and demand at price levels that reflect the costs of an average producer.) 
 
6.2 Combating evasion and smuggling 
 
Individual farmers may be tempted to exceed their production quotas and sell their excess 
production through illegal channels. Corrupt traders and officials might help them by providing 
false or stolen stamps (production or export licences). Trust and peer pressure would be the most 
effective measure for combating such abuse. They would be based on a clear perception by farmers 
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that the system can improve their incomes but that the co-operation of all producers would be 
needed to ensure success.  
 
Measures designed to deter abuse require careful preparation including participation of 
stakeholders - especially farmers, and the provision to stakeholders of detailed information about 
the measures. Another prerequisite is that the introduction of the system comes with clear price 
signals. In fact, it may be necessary to start raising prices by buying and destroying existing stocks 
and surpluses before the implementation of the next phase of the arrangement which is to allocate 
quotas to individual producers. Besides, the reduction of quota rights to limit total production 
should occur on a voluntary basis, with farmers relinquishing production rights for compensation. 
It should be noted that an early rise of crop prices and a voluntary reduction of quota rights are 
conflicting aims. Higher crop prices will raise the compensation that is needed to persuade farmers 
to sell production rights. Nevertheless, calculations in Koning et al. (2004) suggest that both aims 
could be achieved simultaneously when an export tax is used to finance both the buying up of 
quota rights and the elimination of overhanging stocks and current surpluses.  
 
Even when the advantages of the system are made clear to farmers, maintaining trust and peer 
pressure requires the effective countering of illegal sales. Measures need to be put in place to 
prevent those who wish to cheat the system from smuggling the commodity out of the country. 
Tightening customs control at ports is important but may not prevent overland smuggling to 
adjacent countries. This problem can be more easily addressed if the adjacent country is also a 
participant in the arrangement, but if they are not, some way of counteracting overland smuggling 
becomes important. Controlling inland borders is notoriously difficult in tropical countries which 
often have weak governance and poor infrastructures. Novel techniques for controlling smuggling 
trails, such as global positioning systems and GIS might help in some cases. However, a more 
effective approach would be to make within-quota products recognizable by some counterfeit-
proof mark, and to forbid any transport of unmarked products. This would enable potential 
smugglers to be identified long before they have reached the country’s borders while at the same 
time discouraging the selling of illegal surpluses in the domestic market.  
 
Even if counterfeit-proof tags prove to be effective in preventing smuggling and limiting the total 
supply within a country, corrupt officials might still furnish smugglers with tags or route tags to 
farmers in return for bribes or political support and deny them to those farmers who are entitled to 
them. In developing countries with weak governmental structures, large numbers of smallholders, 
decentralised trade and poor infrastructure the risk of this happening is very high. An appropriate 
system needs to be designed to address this risk. One possibility would be for the international 
secretariat of the supply management arrangement to open local offices (or contract local banks) 
where farmers get tags when they produce their quota certificates together with a personal 
identification number. To preclude fraud, verification machines (possibly coupled to automated 
teller machines) could be used that are directly connected to the international head office. The 
personal identification numbers would be given to farmers in sealed envelopes together with their 
quota certificates. 
 
An even more secure procedure would be to communicate these numbers to farmers by a simple 
application of public key encryption – the same technology that is used for securing messages over 
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email and the internet.7 This would require that, during the allocation of quota certificates, each 
farmer gets a brief access to a simple electronic device (a piece of software installed on a notebook 
or palmtop computer) that he can consult in private. This device would allow him to choose two 
numbers that bear a specific mathematical relation to each other. One number he keeps secret (his 
private key), the other one is passed on to the international secretariat and everybody may know it 
(his public key). The international secretariat keeps a list of all farmers and attributes a PIN code to 
each. While these PIN codes are kept secret in the international head office, the public key of each 
farmer is used to make an encrypted version of his code. A list of farmers and their encrypted codes 
is send to the national counters and divulged to the farmers. By using his private key, each farmer 
can decrypt his own encrypted code and find the PIN code that the international secretariat has 
attributed to him. In this way, only the international head office and the farmer himself know the 
PIN code of a farmer. 
 
Special provision needs to be made to allow farmers to deal with harvest fluctuations caused by 
variation in weather patterns, etc. without having to resort to illegal sales. Within each country, 
farmers may be allowed to trade in tags to balance individual shortages and surpluses. 
Governments should be allowed to rent quota room from other governments on a seasonal basis. 
Besides, governments could operate buffer stocks and in extreme cases even destroy harvest 
surpluses.  
 
6.3 Discouraging rent seeking by bureaucrats and traders 
 
Government institutions may be tempted to appropriate the benefits of international price supports 
and use them for their own bureaucratic survival. In part, this can be countered by introducing 
producer quotas while leaving the trade in the crop in private hands, so that there are no state-
controlled intermediaries that could appropriate price improvements. Such measures, however, 
would not prevent governments from increasing taxation of producers by fiscal means or by 
manipulating exchange rates. This could be discouraged if the quota prices in national markets are 
used as a yardstick for an international redistribution of quotas from high cost to low cost producer 
countries (see Section 5.2 above). Any increase in taxation of farmers would reduce the domestic 
quota prices in a country, which would entail a loss of production rights of the country and make 
the policy self defeating. 
 
Besides government institutions, domestic traders and processors may try to appropriate price 
improvements for themselves, especially in thin markets where they have local monopoly 
positions. When the arrangement is introduced, they may buy the crop at the old (low) prices from 
farmers who are short of money and stock it in order to profit from the price improvement that the 
arrangement achieves. This could be limited by combining the arrangement with the provision of 
credit to farmers. 
 
In the longer term, saleable farmer quotas will help to combat monopsonistic exploitation by 
traders. Traders who underpay farmers will see their supply being affected because it would 
become attractive for these farmers to sell quotas to producers in other areas. Besides, the greater 

                                                 
7 We thank Floor Verdenius for drawing our attention to this possibility. 
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price stability that supply controls provide will strengthen the bargaining position of farmers by 
improving their price information. 
 
Market information provision for farmers can be further improved by systems that monitor prices 
in domestic market centers and disseminating this information to farmers using radio or other 
media to which farmers have access. Bulking (and sometimes primary processing) of crops by local 
farmer groups will also strengthen the relative bargaining power of farmers vis-à-vis buyers. In 
some cases, such group activities may arise as a spin-off of farmer initiatives taken to invigilate an 
orderly allocation of producer quotas. 
 
7. Supply management and trans-national companies 
 
In the current situation, producers have no influence over international markets for their crops. At 
present, these market systems are operated by international traders, brokers and processors and 
this phase of the chain has become increasingly concentrated. For instance, six trading houses 
control half the world’s trade in green coffee beans, and two processors control half the market for 
roasted and instant coffee. Stock holding and the determination of quality criteria and techniques 
for raising quality have all shifted to these companies (Ponte 2002). In the retailing phase, market 
power is increasingly concentrated in the hands of giant supermarket companies. 
 
These large enterprises use their market power to increase their profits in ways that further depress 
the prices for producers. Their practices include the one-sided bargaining of contracts with 
atomised suppliers; the use of secretive tax havens that allow transfer pricing abuse and trader 
collusion; secret deals with state controlled organisations that are conducive to corruption; and 
many other forms of short-term price manipulations that appropriate revenue away from 
producers (Murray, et al, 1981). The comparative lack of international control over commodity 
markets has offered the opportunity for abuse. Cases range from the attempted cornering of the 
copper market in 1996 which cost the Japanese company Sumitomo US$ 2.6 billion to the under-
invoicing of exports of African agricultural products encouraged by the ending of currency controls 
under structural adjustment programmes (Global Post Harvest Forum 2002). (See also Baistrocchi 
and Tanzi) 
 
These monopsonistic and manipulative practices are not curtailed by any countervailing power of 
producers. The marketing boards and state enterprises that until recently controlled the supply of 
export crops have been dissolved by liberal reforms imposed by Bretton Woods institutions. These 
parastatal organisations had often become inefficient bureaucracies that were overtaxing the 
farmers for their own survival. However, very few mechanisms have been put in their place to 
counterbalance the power of international buyers. Delegates of producing countries at the WTO 
have made proposals that, since state trading enterprises are now obliged to publish all the details 
of their trading activity to comply with WTO rules, then so should multinational trading 
companies. However, such proposals, despite their appeal to equity, are likely to be resisted by 
OECD countries. 
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The existing oversupply of tropical export crops strongly facilitates the exploitative and speculative 
activities of international buyers. Oversupply puts producers in a desperate position against the 
buyers and, at the same time, it increases the buyers’ room of manoeuvre. Conversely, a supply 
management arrangement, built around the common interests and solidarity of producers and 
producing countries, could help to combat monopsonistic and manipulative practices. Self-help 
farmer groups formed for the implementation of the arrangement could prevent international 
buyers from picking off the most desperate sellers and forcing all others to follow in the race to the 
bottom. Countries that participate in the arrangement could agree to oblige multinational trading 
companies to reveal their trading details in return for being given permission to trade in their crops. 
In addition, exporting countries could refuse to do business with companies who base themselves 
in tax haven countries or engage in other dubious practices. In the longer term, producing countries 
could demand to be accepted as co-managers of the international markets where their export crops 
are traded and use this influence to strengthen regulations against insider trading and market 
manipulation. 
 
8. Broadening the support 
 
Poverty in producing countries can be directly linked to an increase in trans-national criminality, 
narcotic drug production, warfare and mass migration, which reverberate in countries that import 
tropical export crops. Citizens in importing countries are faced with these effects and are 
demanding that measures be taken to curtail them. Also, the rising per capita incomes of consumers 
has encouraged them to take more interest in the quality and the ecological and social sustainability 
aspects of the products they buy. The overproduction crisis leading to collapsed prices in tropical 
export crops do not fit well with these ethical concerns. The invisible hand of the free market can 
only remedy this to a small extent. Social and ecological sustainability is a public good. Everybody 
profits if the world becomes more sustainable, but the purchasing decisions of each individual 
consumer only have a slight effect. This leads to another social dilemma. Each individual consumer 
benefits by buying cheaper products while allowing others to pay the price of sustainability. This is 
why niches for organic and fair-trade products are typically smaller than the number of citizens 
that value sustainability. 
 
Something similar holds for quality. For really discriminating consumers, the production of high or 
special quality goods can be organised, but a broader improvement in quality requires changes in 
the conditions for producers that are complicated by a social dilemma faced by traders and 
processors. Even if a general improvement is favourable to traders and processors as a whole 
(Talbot 2004), individual firms are tempted to reap the windfall profits of squeezing prices while 
letting others take care of the problem of increasing quality.  
 
The traditional idea is that, if markets cannot meet the desires of citizens, governments should step 
in. However, citizens cannot easily influence their governments on specific issues. Information 
problems and economies of scale in political markets give party programmes a broad compromise 
nature and makes casting one’s vote a package deal. Elections are fought over broad political 
concepts like ‘small government’, ‘welfare reform’ or ‘new morality’. Most specific issues are 
addressed at another level of government-society interaction – the lobbying process. Here influence 
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is not distributed according to ‘one man, one vote’ but to lobbying strength. Civil society 
organisations can exert an influence, but commercial interests with a strong interest in the issue are 
usually more powerful. Sometimes, civil society groups can appeal to the dominating political 
concept to lend force to their argument. This is why in the 1960s and 1970s, when active 
government and multilateral reformism were still leading concepts, some politicians could still be 
convinced that they should endorse international commodity controls. Under the new hegemony of 
liberal economic concepts, the room for such action is much smaller. Even the Dutch and 
Norwegian governments, which in the 1970s supported the developing countries’ campaign for 
commodity agreements, no longer do so. 
 
In their own fields, firms are sometimes easier to influence on specific issues than governments. The 
quality desires and ethical concerns of affluent consumers and new trends in marketing have made 
large firms more sensitive to changing consumer opinion. As a reaction, many large firms care 
about their ‘licence to produce and to sell’ in the citizens’ eyes. This gives civil society organisations 
some leverage to influence their policies. Many NGOs already mount campaigns against companies 
or trading sectors that have some responsibility for the disastrous situation in tropical export crops. 
By the same token, they could urge these companies to co-operate with a scheme that would 
support the prices for farmers or wages for agricultural labourers and lay down minimum norms 
for quality and ecological sustainability. 
 
Traders and processors have themselves some interest in an arrangement that would help them to 
meet consumer desires and to secure continuity in their supply. The windfall profits from short-
term speculation and depressing of prices are attractive enough to prevent each from taking the 
initiative – another case of social dilemma. Nevertheless, the interest in some settlement that these 
enterprises have might help to make them consent to the scheme that producers and NGOs 
propose, even if this scheme would go further than they, themselves, would be willing to do. To be 
sure, corporate strategies and cultures differ from one company to another. Some may be more 
open to the proposal, while consumer action may be needed to force others to co-operate. In any 
case, fair trade and ecological chains could act as a bridgehead of civil society organisations that try 
to win the major companies over. 
 
Targeting private companies rather than importing country governments may also be wise for 
another reason. Co-operation by these companies could greatly facilitate the management of a 
control arrangement. They could refuse to accept products from smugglers and free riders. They 
might also help to provide storage capacity, help to destroy surpluses of low quality products and 
help to monitor the flows of products and of payments and monitor the product and process 
characteristics within the scheme. The collaboration by these companies could compensate for the 
decreased intervention capacity of government institutions in producing countries. 
 
9. An example 
 
Just by way of example, in this section we sketch how a control arrangement for a tropical export 
crop could be achieved and how it could work, elaborating on a model that has already been 
described in Koning et al. (2004). 
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• First, farmer associations, producer country governments, and civil society organisations form 

an international coalition to create support for the arrangement among other stakeholders. This 
coalition agrees on the sustainability and quality norms that are to be achieved by the 
arrangement. It also asks the major trading and processing companies to co-operate with the 
scheme and applies legitimate pressure to persuade them if needed. 

 
• When sufficient support has been created, producer country governments, in consultation with 

other stakeholders, specify the range of world market prices that is needed to achieve the 
norms, and establish an intergovernmental secretariat to manage the arrangement. 

 
• Following this, producer countries impose a uniform export tax that raises the world market 

price to the desired level. The revenue is transferred to the intergovernmental secretariat. The 
secretariat establishes its own trading company, and uses this company to buy existing stocks, 
plus as much of the current production as would raise world market prices sufficiently to allow 
a moderate improvement in farmer earnings in spite of the tax. Preferably low quality products 
are purchased from the market. Apart from a buffer stock, all purchases are destroyed or 
denatured to induce expectations of price rises, thereby stimulating private stockholding and 
moderating the size of the intervention required.8 The trading company also acts as a broker 
and trade agent for the member countries on a voluntary basis, and engages in profitable 
transactions that increases the price discount and the price volatility in the free rider segment of 
the international market for the crop. 

 
• Meanwhile, quota certificates are allocated to individual producers on the base of their current 

production. The allocation occurs through national governments assisted by farmers 
associations or other local institutions that are trusted by producers. Inter-professional 
arbitration committees settle any conflicts. Complaints departments supervised by the 
intergovernmental secretariat handle any complaints about abuse or corruption. The 
intergovernmental secretariat refunds the costs that national institutions make for 
administering the allocation process, but only after it has found that the allocation has been 
done in an orderly way. 

 
• During the subsequent few years, the intergovernmental secretariat uses the tax revenue to buy 

quota rights from producers to achieve a stepwise reduction of production (by equal 
percentages per country). In addition, a country may choose to buy additional quota rights from 
its producers and sell these to other countries that can so limit their reduction obligations. 
Meanwhile, the intergovernmental secretariat continues to buy sufficient parts of the current 
production to raise prices further and to allow a gradual increase in producer earnings. (Koning 
et al. 2004 presents a model that illustrates how this could work in the case of coffee.) 

 

                                                 
8 Gilbert & Zant (2001) and Koning et al. (2004) provide examples for coffee that show that these operations may be 
profitable. 
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• When the intergovernmental secretariat starts to buy quota rights from producers, a system 
with tags and personal identification numbers (as indicated in Section 6.2. above) is introduced 
to control the flows of the crop and payments within each country. 

 
• When production capacity has been reduced sufficiently to move prices within the pre-

established price band, the export tax is reduced so that farm-gate prices come closer to world 
market levels. The secretariat limits its intervention in the product markets to the management 
of a buffer stock for short-term price stabilisation. Farmers are now allowed to buy and sell 
quotas in national quota exchanges (with decentralised sales-counters to maximise access) that 
are managed by the international secretariat. National governments may opt to subdivide 
exchanges in closed departments for separate areas to maintain production in less-favoured 
districts. Meanwhile, the size of individual production quotas is adjusted periodically to keep 
prices within the price band. The band itself is adjusted so that the weighted average of national 
quota prices remains at a fixed level. (Increased quota prices are taken as an indication of 
decreased production costs). 

 
• The intergovernmental secretariat uses the remaining export tax revenue to purchase part of the 

quotas that are sold at the national quota exchanges. It distributes these quotas for free 
reallocation to farmers according to criteria that have been decided by the national government. 
(Again, inter-professional committees and complaint departments settle conflicts and deal with 
complaints). In addition, the secretariat transfers part of the quotas that it purchases in countries 
where quota prices are low (indicating high marginal costs) to countries where they are high 
(indicating comparatively efficient producers). The volume of quota purchases in a country and 
the part that is transferred to low-cost countries are calculated using a formula that is agreed 
upon in advance by the participating governments. This formula specifies (i) an average 
percentage of the global quota turnover that will be purchased by the secretariat, and (ii) a rule 
that couples quota price differentials to yearly percentage reductions or increases in national 
quota volumes. (Besides, countries may still choose to buy additional quotas from their 
producers and sell these to other countries.) 

 
• Apart from these sales and purchases of quotas, farmers and, at the international level, 

countries, may rent quotas on a strictly seasonal basis to cushion fluctuations in production.  
 
We believe that this could be a robust and transparent arrangement. It is self-financing and not 
dependent on the co-operation of importing countries. The arbitration and complaint committees, 
and the audit of the allocation process before administration costs are refunded, guarantee fairness 
to farmers. Although the national quota exchanges encourage efficient reallocation of quotas within 
countries, the free reallocation of part of the traded quotas prevents the protective effect of the 
arrangement from leaking away through these markets. The sovereignty of national governments is 
respected because they structure this free reallocation and the regional reallocation of all traded 
quotas within their own territories. Meanwhile, the automatic redistribution from high-cost 
countries to low-cost countries reduces incentives to free ride for government. The transactions by 
the secretariat’s trading company further decrease these incentives by raising the market discount 
on free rider products. On the other hand, no government is compelled to do something against its 
will, since the price band, average recycling of traded quotas and formula for redistribution 
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between countries are established beforehand by joint decision. Governments can be mutually 
assured that the principles will be fairly applied, since the implementation is left to a supranational 
organisation (the intergovernmental secretariat). Incentives for misuse are limited and minimised. 
Export taxes are used only for financing the scheme, they are controlled by the intergovernmental 
secretariat, and they decrease progressively after the first years. Apart from these taxes, the 
improvement in world market prices benefits producers. The quota purchases by the 
intergovernmental secretariat will ensure that the national quota exchanges become the effective 
markets for quotas, which makes it difficult to bribe farmers to bid up quota prices or withhold 
quotas to improve a country’s position in the international quota redistribution.9 Moreover, this 
redistribution is controlled by the intergovernmental secretariat, which has the authority to punish 
misuse. 
 
10. Conclusion  
 
Many development economists have expressed scepticism concerning supply management of 
tropical agricultural commodities. No alternative strategy has been proposed, however, which 
addresses the problem of oversupply - the underlying cause of low commodity prices. Conversely, 
the potential effectiveness of supply management is illustrated by naturally occurring disturbances 
such as frosts in the case of coffee or witches broom disease in the case of cocoa, which show that a 
relatively minor hiatus in production can achieve a disproportionate increase in the price of the 
product.  
 
Bringing the supply of these commodities once more into balance with demand at a higher price 
level by introducing supply management arrangements could contribute significantly to the effort 
of reducing poverty within the rural communities of producing countries. Increased revenue could 
be invested in desperately needed infrastructure, in diversification and in agro-processing 
industries which offer a higher return and more stable economies. 
 
Our model for the establishment of a supply management arrangement may need detailed 
modification for some commodities and may not be applicable to all agricultural products.  Some of 
these markets are complicated by the number of grades of the product and others by the fact that 
arrangements for the supply for domestic consumption would need to be disaggregated from those 
applying to exports. Some commodities are produced in very few countries, some in many 
countries which may mean that some agreements may be easier to establish than others. Our basic 
model, however, lends itself to a significant measure of modification to accommodate a wide 
variety of tropical commodity markets.10   

                                                 
9 Such bribing by non-monopsonistic traders will also be discouraged by free rider problems. 
10 For those who are not convinced that a supply management scheme would be feasible there remains a much simpler 
option to support the prices of tropical export crops. Producer countries could impose and maintain a uniform export tax. 
This will reduce the supply and raise the world market prices of the crops concerned. Global supply and demand would be 
balanced without any need for individual quotas. Producer prices would fall, but the tax revenue that is gained by 
producer county governments would be much higher than their total loss. Governments could use the proceeds for public 
investment, including roads and other infrastructure that is important for farmers. The weakness of this option is that it 
opens a vast opportunity for rent seeking by governments, which could use the tax revenues to expand their bureaucracies 
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It is important to bear in mind, firstly, that the markets for tropical export crops are not declining 
markets - demand for these products has increased steadily over this period of price collapse - and, 
secondly, that arrangements designed to bring more order to these markets and to provide 
producers with an equitable share of their value were established in the very recent past. Our task 
is to learn from these experiences and to design arrangements that can be effective in an 
increasingly liberalised and globalised world market. Now that we have witnessed the devastating 
effect of the collapse of the market prices of these commodities on the levels of poverty and on 
economic social and political stability, failure to provide solutions is no longer an option. 

                                                                                                                                                                      
rather than for productive investment. We prefer a supply management scheme such as the one sketched out above, 
because it would really improve the incomes of farmers, and thereby also allow improvements in sustainability and quality. 
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