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Voluntary Sustainability Standards (VSS) are rapidly increasing in global value chains. While consumers, mostly in devel-

oped countries, are willing to pay significant premiums for such standards, it is not well understood how effectively these 

incentives are transmitted to producing countries. We study VSS in Ethiopia’s coffee sector, the country’s most important 

export commodity, using a unique census of transaction data at the export level and large-scale data at the production level. 

We find that transmission of the VSS premiums to coffee producers is limited, with only one-third of the value of these 

premiums being passed on to coffee producers. Moreover, as VSS premiums are small and average production levels in 

these settings are low, these premiums would only lead to an average increase in income for coffee farmers of 20 USD per 

year even with a perfect transmission scenario, and therefore would have little effect on their welfare. 
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Introduction 

There is a growing emphasis in international markets on VSS prac-
tices, seemingly as a response to enhanced global social and envi-
ronmental pressure. By guaranteeing the product origin, fair prices 
to producers, adherence to ethical standards in production and 
processing, environmental sustainability, and safety and quality 
safeguards, international buyers and consumers are often willing 
to pay extra for a product. Conversely, adhering to such new re-
quirements can be expensive with costs arising from several 
sources. For example, VSS certified organizations are required to 
establish environmental, labor, and safety standards and also set 
up documentation systems to monitor the production process. Fur-
thermore, these changes might be costly to impose. The certifying 
organization’s charges can also be substantial. These requirements 
often raise questions about who actually benefits from the imposi-
tion of these standards and if these VSSs achieve their objectives. 
We explore this issue in the coffee sector of Ethiopia, its most im-
portant export product which accounts for about a quarter of its 
foreign exchange earnings. We examine how the benefits of VSS – 
in particular Fairtrade and Organic certification – are distributed 
between export and production levels. 

Background 

VSS certification of coffee is a relatively new phenomenon in Ethi-
opia. In 2000, only one certifier in the country was accredited to 
issue these certificates. Since 2006, however, the country has at-
tracted several international certifiers, including for Fairtrade, Or-
ganic, Utz, and Rainforest Alliance. A number of cooperatives and 
commercial farms have since obtained certification for their export 
coffee under different schemes. It is estimated that only 18 coop-
eratives were Fairtrade certified in 2003, yet by 2013, 111 cooper-
atives were Fairtrade certified. Organic certification is also widely 
implemented by these cooperatives. However, while there has 
been an increase in the last decade, the adoption of VSS certificates 
in Ethiopia has been significantly below world averages (Figure 1). 
It is estimated that VSS certified exported coffee from Ethiopia 
made up 2 percent of all Ethiopian coffee exported in 2005. This 
value rose to 5 percent by 2015. 

Figure 1—Evolution of Voluntary Sustainability Standards in the 
coffee sector, globally and in Ethiopia 

 

Table 1 provides an overview of the different types of VSS cer-
tification to which cooperatives adhere. About one-third of the pri-
mary coffee cooperatives – which are subsequently organized into 
cooperative unions – in Ethiopia have VSS certification. Organic cer-
tification is the dominant VSS, with 136 accredited primary cooper-
atives. They are spatially clustered – about half of the organic-cer-
tified cooperatives are from the Sidama and Yirgachefe cooperative 
unions. 29 percent of all the primary coffee cooperatives are organ-
ically certified. The next most important VSS certification in Ethio-
pia is Fairtrade. There are 128 primary cooperatives that are 
Fairtrade accredited. The Oromia and Sidama cooperative unions 
have the largest number of Fairtrade-certified cooperatives. They 
jointly account for about two-third of all Fairtrade-certified coop-
eratives in Ethiopia. The other two types of VSS certificates preva-
lent in Ethiopia, Rainforest Alliance and Utz Certified, are not yet 
widely adopted. Out of all the cooperatives, just 2 percent of coop-
eratives are certified with one or the other of these two VSS 
schemes. 
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Table 1—Number of VSS certified primary cooperatives 

Cooperative 
union 

Number 
of primary 

cooper-
atives 

Any VSS 
certificate 

Type of VSS 

Organic 
Fair-
trade 

Rain-
forest 

Alliance 

Utz 
Certi-
fied 

Sidama 47 89.4 83.0 87.2 6.4 10.6 

Yirgacheffe 26 100.0 100.0 100.0 11.5 7.7 

Oromia 250 16.4 9.6 16.4 1.2 1.2 

Limmu Inara 27 59.3 59.3 18.5 0.0 0.0 

Wolaita 
Damota 

42 23.8 23.8 0.0 0.0 0.0 

Kaffa 34 55.9 52.9 44.1 0.0 0.0 

Bench Maji 39 7.7 7.7 0.0 0.0 0.0 

Total 465 33.8 29.2 27.5 1.9 2.2 

Findings 
We find that there are statistically significant price premiums at-
tached to VSS certified coffee at the export level, and VSS certifica-
tion has contributed to extra foreign earnings for the country. We 
estimate that average annual export earnings were 2 million USD 
higher per year because of VSS certification. Given the potential for 
local growth and the increase in international demand, more could 
be done. For example, if 25 percent certified coffee were achieved, 
this would annually assure additional foreign earnings for Ethiopia 
of 10 million USD – important considerations for a country in need 
of foreign exchange to fund its ambitious development agenda. 

However, there are only small price premiums at the producer 
level – producers received only one-third of the quality premium 
for VSS certification realized by coffee exporters. The gap in effec-
tive transmission is seemingly explained by overhead and certifica-
tion costs and by investments in communal services. While com-
munal investments are shown in our study to have led to higher 
school enrolment rates, and moreover, while certified farmers 
show higher levels of adoption of improved production practices, 
there is, however, limited evidence of large-scale impacts due to 
these communal investments. A larger part of the premiums is used 
for overheads and program management. This is an important find-
ing as Fairtrade, which, with Organic certification, was the focus of 
our study, is characterized by the highest premiums among VSS 
schemes. It can be assumed then that even lower benefits from 
other VSS certification schemes trickle down to producers. 

Compliance costs at the cooperative and household level also 
are often found to be high. Moreover, we find that, even if the 
transmission of premiums were more efficient, it would likely result 
in limited impact on the welfare of poor farmers. If an average Ethi-
opian coffee farmer, who annually sells the equivalent of 400 kilo-
grams of red cherries, were to market all his or her coffee as VSS 
certified, with current VSS premium transmission rates, the 
farmer’s annual income would increase by 144 Birr or 7.5 USD. 
Even in the case of a perfect transmission, the annual income of 
the average coffee farmer would only increase by 20 USD. These 

premiums from VSS certification are unlikely to significantly con-
tribute to improving the welfare of coffee producers. 

Implications 
The challenge of these types of VSS certification schemes is to en-
sure greater transmission of the willingness-to-pay by consumers 
into higher benefits for the smallholder producers. For example, 
the costs to obtain VSS certification are substantial. As stated in the 
requirements, minimum wages have to be paid, child wage labor is 
not allowed, and environmental standards, such as access to sani-
tation and water, have to be respected. Each of these may lead to 
higher production costs. Moreover, sound bookkeeping and man-
agement is required from democratically elected leaders. As edu-
cation levels in these production areas are generally low (in our da-
taset, 39 percent of the heads of households did not go to school 
at all), this is often a challenge for these coffee producing commu-
nities. As there are these important compliance costs with VSS cer-
tification with relatively small benefits, this often reduces the rate 
of return to coffee farmers who adhere to VSS certification. 

The limited effects on improved incomes combined with sig-
nificant implementation costs might not give the required incen-
tives for rapid expansion of the adoption of VSS standards in these 
settings. This possibly explains the slow growth of adoption in VSS 
certification in Ethiopia. While there is slow growth in Fairtrade and 
Organic certification in the country, the uptake of other VSS 
schemes has been even slower. This explained in part by the local 
market set-up through the Ethiopian Commodity Exchange (ECX), 
as well as the way smallholder farmers produce coffee in Ethiopia. 
As Fairtrade almost exclusively deals with cooperatives and they 
are not required to use the ECX as a trading platform, this VSS is 
not affected by that requirement. However, other VSS schemes do 
not require working with cooperatives. Given that the ECX market 
set-up requires anonymity of the sellers, the ECX is not conducive 
for trade in other VSS-certified coffee beans. However, given the 
high costs of certification for smallholders, the majority of coffee 
farmers – except commercial farms – are unlikely to show interest. 

The low premium transmission rates of VSS models to poor 
producers is a concern, especially as other development programs 
illustrate greater efficiency in transmitting benefits towards pov-
erty alleviation. The findings therefore raise questions on the effi-
ciency of the VSS model. Currently, significant resources are re-
quired for complete product value chain certification, and it is not 
clear if this is the best mechanism to transfer premiums towards 
sustainability and poverty alleviation. Moreover, to obtain VSS ob-
jectives may be a struggle, given the broad objective of ‘sustaina-
bility’. There is also the issue of substitution possibilities in the farm 
economy. For example, farmers often have diverse crop portfolios. 
They may be able to use sustainable production practices on their 
coffee plots but not on their other crops, with resources then being 
re-allocated within the farm from coffee to other crops. While cof-
fee might have been sustainably produced and certified, it is how-
ever possible that little might have changed in the sustainability of 
production within the food economy in the aggregate at the farm, 
village, or country level. These issues deserve attention to assure a 
successful future of such VSS-certification programs. 
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