PBL Netherlands Environmental
Assessment Agency

SUSTAINABILITY
OF INTERNATIONAL DUTCH
SUPPLY CHAINS

Progress, effects and perspectives







Sustainability of international
Dutch supply chains
Progress, effects and perspectives

PBL



Sustainability of international Dutch supply
chains

Progress, effects and perspectives

© PBL Netherlands Environmental Assessment
Agency

The Hague, 2014

PBL publication number: 1289

Corresponding authors
mark.vanoorschot@pbl.nl; marcel.kok@pbl.nl

Authors

Mark van Oorschot, Marcel Kok, Johan Brons,
Stefan van der Esch, Jan Janse, Trudy Rood,
Edward Vixseboxse, Harry Wilting (PBL) and
Walter Vermeulen (Utrecht University)

Contributors

Yuca Waarts, Lucas Judge, Rik Beukers and
Siemen van Berkum (LEIl); Dana Kamphorst
(Alterra); Marijke van Kuijk (Tropenbos
International); Jan Joost Kessler
(Aidenvironment); Rob Alkemade (PBL)

Supervisors
Keimpe Wieringa, Frank Dietz and Guus de
Hollander

Acknowledgements

With thanks to the members of the
consultative group: August Mesker (VNO-NCW,
The Confederation of Netherlands Industry and
Employers); Dave Boselie, Ewald Wermuth
(IDH, The Sustainable Trade Initiative); Heleen
van den Hombergh, Henk Simons (IUCN NL,
The International Union for Conservation of
Nature, National Committee of the
Netherlands); Francisca Hubeek (Solidaridad);
Rob Busink, Ton Goedhart, Nico Visser, Lucie
Wassink (Ministry of Economic Affairs); Omer
van Renterghem, Paul Schoenmakers (Ministry
of Foreign Affairs/Directorate-General for
International Cooperation); Robbert Thijssen,
Wieger Dijkstra (Ministry of Infrastructure and
the Environment). External reviewers: Prof
Ruerd Ruben, Dr Ferko Bodnar (Ministry of
Foreign Affairs/Policy and Operations
Evaluation Department).

English translation
James Caulfield, Annemieke Righart

Graphics
PBL Beeldredactie

Production coordination
PBL Publishers

This publication can be downloaded from: www.pbl.nl/en.

Parts of this publication may be reproduced, providing the source is stated, in the form: PBL (2014),

Sustainability of international Dutch supply chains. Progress, effects and perspectives, The Hague:

PBL Netherlands Environmental Assessment Agency.

PBL Netherlands Environmental Assessment Agency is the national institute for strategic policy

analysisin the field of environment, nature and spatial planning. We contribute to improving the

quality of political and administrative decision-making by conducting outlook studies, analyses

and evaluations in which an integrated approach is considered paramount. Policy relevance is the

prime concern in all our studies. We conduct solicited and unsolicited research that is both

independent and always scientifically sound.



Contents

Foreword 5

Sustainability of international Dutch supply chains 6
Summary 6
Main Findings 7

1 Introduction 14
2 International sustainable development through supply chains 18

3  Sustainable supply chains: progress and effects 28

3.1 Progress with sustainable supply-chains on the Dutch market 28

3.2 Effects of initiatives for sustainable supply chains 33

3.3 Dutch policy on creating sustainable supply chains through market initiatives g1

Six supply chains in focus 48
Coffeeand cacao 48

Wood 50

Fish 53

Palm oil 56

Soya 59

q Making supply chains sustainable: obstacles and limitations 62
4.1 Obstacles to scaling up sustainable supply chains 62

4.2 Limits to the voluntary initiatives strategy 68

4.3 Reflection on the government’s strategy 70

5 Prospects for making supply chains more sustainable 74

5.1 Phases in the transition process and incentives for scalingup 74
5.2 Prospects for action 78

References 88

Acronyms 98

Photo sources and copyright 99



reportin .
P & requirements

imported E
e.xampule‘ 2 :
- r.eglonsg O%?} g
BT £ S Bl
timber\Jsz 55
° —— O

increased>.
involved
Oya |s§eye| I partly '

o meet
sforestry. ©
S together ¢~ = |

SOCla

legal  farm enforcement (O B
one ——
oo

standards
o p

<)
=

education
public

number N g

rcumstance:

e e Wincrease

]
frontrunners (O
(el

levels
desired

Hde

tS

D

rms g,sapPacity

d
esources

farms

ff
LI

objectives st
elsewhere "™ -

ntries

()

0o

cC

precondition:

< .
2m 9 E’@ ! include ) S |S ues
% Escaling I 503 (C resource ¢ -
"< B EHIE © (0 @ V oz}
m.gq)gcv,%ow Q< S8
S et = — C E
conditons © £ g [T 23 (O g busness el
S ) ) lead : O lesislation vy + g
g means = m ® mmmm ': (%) E 2
s C 5 4= 5
EE % g E part g —j being gq) processes R
s p 5
_ =80 y g Policy TV C + L %
5 a ot un differences gung. " g "% o0s
- .. ) O cctoresiton e © o mmmmm FE
e :(OY consumers €250
TR ) AV E=HW L COCOa*~
> @ declarations 4= 2 @ =
(WK @ E s o u L g
acbtordmg O 2 £S5 o = E D- t 152 ®
emme_ 5 m 5% 03 . g prevent (O M £
— 2 minimum o & W available (O O pgscale 2
I
peI’SpeCtlve L - costs followers 2
c

incremajiﬂgpycm‘e[.rgnéjn certif—"é%d ® m——
schools . 251 1ti1Aati Lo
capacity INITIATIVES

coffee "o Pyl

possibilities

g

companies

producing @

implemented

deforestat

uniform
producers wx
required

opportunities

palm oll

transparency

knowledge

impact

infrastructure

_‘
()



Foreword

Dutch businesses are taking an increasing amount of responsibility for the sustainability
of their supply chains. Therefore, the availability of sustainable products found in
supermarkets is also increasing, as evidenced by certification labels such as MSC for
sustainably harvested fish, and Max Havelaar for sustainably produced coffee and
cacao. Businesses have also agreed to use sustainability labels for raw materials such as
soya and palm oil. This is a reflection of an energetic society in which businesses and
citizens take responsibility for their environment and attempt to improve it.

The widespread use of certification labels by businesses, organisations and citizens is an
expression of a promise to improve the living and working conditions of farmers and
workers in developing countries; and it also expresses a promise to use the environment
and nature more responsibly. However, the extent to which voluntary sustainability
initiatives will actually contribute to these public goals remains to be seen.

Some positive effects of these initiatives are already known. They are, however, limited
in scale and do not occur every time or everywhere. If we are to build on the efforts that
already have been made by businesses, social organisations, consumers and
government, we need more knowledge about the effects already achieved — both
positive and negative — including the conditions under which these have developed.

The government can also provide further incentives to make supply chains more
sustainable. The question is if the government’s current facilitative and supportive role
will sufficiently convince more businesses and organisations to join in these efforts.
Many potential users remain confronted with too many obstacles, such as the high costs
that accompany certification. Setting appropriate and motivating targets, learning from
experience, and encouraging more transparency regarding supply chains and the effects
achieved should have a more prominent place on the policy agenda.

Professor Maarten Hajer
Director-general
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Sustainability of
International Dutch
supply chains

Summary

Dutch trade has become ever more sustainable, over the last years. A number of
imported natural resources and products, such as coffee, timber, palm oil, cacao, fish
and soya, more and more often carry a sustainability label. The sustainable market
share was able to soar, also because of the efforts by social organisations, consumers
and the business community. Dutch market parties voluntarily have been contributing
to the certification of sustainable production and trade, using widely supported
voluntary sustainability standards. The government has been playing a facilitating role
by supporting these initiatives financially, by their own purchasing policy, and by
entering into declarations of intent with the various market parties. In this respect, the
Netherlands is one of the frontrunners in the European Union.

Do all these voluntary initiatives, however, also lead to true improvements in the
various fields of production? There is a lack of information about the consequences of
the certification process for social objectives, such as the social circumstances of
employees, farm incomes, improvements to environmental circumstances and
biodiversity conservation.

All sorts of local positive effects are known, such as on farm incomes and working
conditions for forestry workers. However, these do not occur every time or everywhere.
The effects are not always properly investigated at all production locations. More
attention must be given to monitoring, investigating and reporting, in order to more
clearly demonstrate the added value of making supply chains sustainable through
voluntary certification, and to construct a knowledge base for targeted improvements.

Even though voluntary initiatives have effectuated a considerable sustainable market

share, itis unlikely that these alone will be able to further expand the sustainable
market share and the desired sustainability effects, because of the number of obstacles
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in the way, such as the certification costs for companies, the lack of knowledge on
sustainable production among local farmers, their limited access to financial means,
and the absence of a level playing field for all market parties.

If the Netherlands aspires to increase the sustainability of production and trade, the
government will need to take on a more forceful role. For example, companies can be
required to provide more transparency on their resource chains, or obligatory minimum
standards could be set for imported products and resources, such as currently apply in
the legal requirements for imported timber. This would be the only way of combining
sustainable consumption here and sustainable economic development elsewhere.

Main Findings

Dutch companies and social organisations are taking the initiative to make
the trade in natural resources more sustainable

The Netherlands has a relatively open economy, and, for many natural resources, it
depends on imports. A multitude of initiatives have been started over the past years to
achieve a more sustainable international trade in natural resources, such as timber and
soya. Various companies and social organisations, together, have set market standards
according to criteria for sustainable production and trade. These standards have been
widely implemented and, following verification, products may carry such a
sustainability label. These criteria include a wide variety of sustainability issues, in
commercial, social and environmental contexts. Sustainability labels, thus, exist among
other things for coffee, cacao, timber, fish, soya and palm oil. The parties involved strive
to contribute to global sustainability goals, such as to halt biodiversity loss, eradicate
extreme poverty and encourage sustainable economic development.

Market shares of sustainably produced products and resources have increased

Shares on the Dutch market for several traded resources and products that have been
certified according to a certain sustainability standard (in short, ‘sustainable market
shares’) have increased substantially in recent years. However, there are still large
differences between these products and resources, also depending on the number of
years that sustainable alternatives have been available. Coffee and timber, for example,
have been certified for the Dutch market since the early 1990s. In 2011, their shares in
Dutch consumption, thus, had increased to 40% and 66%, respectively. For wild fish
catches, 40% of consumption carries a sustainability label. At this time, no data is
available on the share of sustainably produced cacao in total sustainable consumption.

Sustainability standards for several other natural resources have only recently become
available. The use of sustainable soya and palm oil sometimes takes place outside
public view, as these products are used in dairy and meat products (soya), snacks,
biscuits and cosmetics (palm oil). The share of sustainable palm oil in industrial uses has
increased rapidly, in the Netherlands, since the introduction of the RSPO (Roundtable on

Main Findings | 7



Sustainable Palm Oil) production standard, and in 2012 was g41%. For sustainable soya, the
7% share in industrial use lagged behind in 2011, but purchases of RTRS (Round Table on
Responsible Soy Association) certified soya doubled in 2012. The share of cultured fish in
consumption is increasing, but the process of its certification has only just begun. The
various sectoral organisations and social parties report on sustainable shares in
consumption in varying ways. Netherlands Statistics (CBS), together with branch
organisations, currently is working on a more uniform reporting method.

The Netherlands is one of the EU’s frontrunners; presenting opportunities for
scaling up

With respect to making international supply chains more sustainable, the Netherlands is
one of the frontrunners, together with the United Kingdom, Germany, Denmark and
Sweden. For certain natural resources, these countries have similar sustainable market
shares, or have set up comparable initiatives to encourage the development and use of
standards for sustainable production. Reporting on ‘sustainable’ market shares takes
place in a variety of ways, within the EU. A full comparison between countries, therefore,
is difficult.

The Netherlands has an operational infrastructure to supply the market with sustainably
produced products and resources. This has required large investments in knowledge
and information systems to develop, implement and verify production standards and
the use of sustainable natural resources. The Dutch Government also has set
sustainability criteria for its own purchasing policy. Such an infrastructure constitutes a
sound basis to make supply chains more sustainable, also on a European scale.

Substantial amounts of sustainable products and natural resources are traded
on Western markets

The sustainable market shares in the Netherlands are relatively large. The consumption
level of sustainable coffee, for example, was around 40% in 2010, whereas worldwide
sustainable production at that time was only 16%. This difference is even larger for
tropical timber; close to 40% of Dutch consumption was sustainable in 2011, against
only 6% of the production area in the tropics. Worldwide demand for sustainable
products currently is still below supply levels; more resources and products are being
produced in a sustainable manner than are being sold, globally, under a certain
certification label. This is mostly due to the fact that certified products are sold on
Western markets, in particular. Awareness of sustainable trade is still low in so-called
emerging economies. This fact limits the scope and possibilities for scaling up
sustainable production and trade.

Too little is known about the impacts of sustainable production and trade in
production regions of natural resources

Various sustainability initiatives, branch organisations and companies report on their
achieved ‘sustainable market shares’. There is a lot less clarity on the consequences of
these activities; about what has actually changed within the supply chains, particularly
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in the production regions of natural resources. Reliable impact assessments and
transparency on certification processes are required to demonstrate the added value of
certification systems, and to ensure credibility in the eyes of buyers and consumers.
Availability of publicinformation on the changes implemented in certification processes
is limited.

However, an increasing amount of research is being done into the impact of certification
and standards in production regions, but the results from these studies are insufficiently
presented in the public domain. Moreover, the methodological set up of many of the
impact studies lacks rigour. Often, the starting points for production locations are not
presented clearly enough, a uniform assessment framework is absent, and the impacts
of certification are traced back in time over insufficient periods. Many impact studies
use only qualitative methods, instead of also quantitative ones. One of the main
obstructions to a wider implementation is the high level of costs involved in impact
assessment. Itis therefore also important to enable the set up and execution of less
expensive impact measurements.

Various positive impacts of certification have been proven, so far, although
not always and not in all countries

Multiple studies, particularly on coffee, bananas and timber, have pointed to positive
impacts of certification for production regions. Such positive impacts, for example,
relate to improvements in farm incomes and market positions, the safety of forest
workers, and biodiversity in forestry areas. However, there have also been studies
indicating negative impacts, such as the exclusion of unorganised or poor farmers who
cannot meet the sustainability criteria or provide the desired quality. In certain cases,
the costs of certification outweigh the higher prices of certified goods, causing income
effects to be only minimal or even absent.

The reasons for the diversity in study outcomes are partly related to the differences in
local circumstances and in differences in starting points between studies. Differences
relate to, for example, national legislation and enforcement. Scale may also play a role;
local positive impacts can have a very different effect on a larger scale. For example,
harvests are low in the sustainable management of natural forests, which means that
more forest area is needed to meet the demand. Thus can be concluded that there are
positive impacts, but notin each supply chain and in each country, and not at all scales.

What are the preconditions to ensure that positive impacts occur?

Local contexts partly determine whether and to which degree positive impacts occur in
production areas. If certain preconditions are being met, the chances of certification and
positive impacts increase. For instance, the transfer of knowledge on local agricultural
methods plays a role, as does the level of market access for farmers and products. Also
important is the availability of investment capital, a good infrastructure, supporting
institutions, and good and reliable management. More insight into these preconditions
is required, in order to implement supportive policies in production regions — with a role
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for both government and the business community. Additional attention must be paid to
the wider impact of sustainability initiatives on the scale of production regions.

If sustainable market share are to increase, a number of barriers must be
overcome

Certain barriers appear to prevent the increase in sustainable market shares and the
realisation of positive impacts, both in production regions and on markets. These
barriers call for joint solutions by businesses, social parties and government. This relates
to the high costs for farmers and other producers to achieve certification and implement
necessary improvements in order to meet production standards, the lack of sufficient
global demand for sustainably produced goods and resources, and the lack of a level
playing field for all market parties. Among consumers and producers alike, there is some
confusion about the content and requirements for certificates, the credibility of those
certificates, and the reliability of verification, especially in production regions with a
weak governance system.

More coercive measures will be required in order to mobilise followers and
those who trail behind

Scaling up sustainable production calls for measures that encourage followers and
laggards who trail behind to also switch to sustainable alternatives, following the
market frontrunners. This will gradually require a more coercive government role;
businesses and sectors that generally follow rather than lead are less easy to mobilise.
In order to do this, various policy instruments may be used: education and providing
information, subsidy schemes, tighter criteria for government purchases, harmonisation
of standards and certification, uniform regulation for transparent sector and business
reports (e.g. on sustainable market shares and the origins of resource), binding
declarations of intent that include quantitative targets (e.g. on impact results), and the
application of taxation and legislation on import.

Expectations within the European Union are high about setting legal requirements for
timber. All imported timber must comply with forestry regulations in the producing
country. This will create a level playing field on the European market. The EU supports
producing countries to improve their forestry regulations and related enforcement. This
approach may be a first step towards a fully sustainable production, and may serve as
an example for other supply chains.

Possibilities of implementing more coercive tools are partly determined by international
trade agreements. Currently, sustainability criteria are not structurally applied in trade
regulation, but rather used by the World Trade Organization (WHO) on a case-by-case
basis. This issue could be addressed within the European context.

Differentiation of certificates may persuade more companies

A differentiation of criteria for sustainable production may persuade more companies to
produce in a more sustainable manner. Some supply chains already have several types
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of certificates and production standards of various ambition levels, which better
address the various barriers and motivations of companies. For example, for coffee,
there is a standard with a low starting threshold and a continuous improvement process
connected to it. Recently, standards were introduced for timber trade, which are mainly
focused on meeting the legal requirements, as a common minimum standard for the
entire market. Such differentiation of certificates may fit the various possibilities and
ambitions of companies, but for real change and to achieve certain impacts, a
continuous improvement process must take place (stepping up).

Sustainability objectives cannot be realised only through voluntary initiatives
and certification

In the Netherlands and other Western countries, strategies to realise improvements in
production regions are based on voluntary market initiatives. There is a limit to what
such an approach can achieve, causing international sustainability goals to stay out of
reach.

It remains to be seen whether sustainable supply chains will be able to contribute to a
country’s wider economic development, instead of just to the development of the
producers and farmers directly involved. One of the objectives of sustainable trade is to
guarantee a better income for farmers. However, the poorest farmers often are not
involved in certification initiatives, as they have insufficient funds and knowledge to
participate.

Another international goal is that of reducing deforestation. Production standards for
sustainable forestry and those of the Roundtables include criteria to prevent
deforestation. These standards however cannot prevent all agricultural activities that
may lead to deforestation. In emerging economies with growing consumption levels,
such as in China and India, the awareness of environmental impacts of supply chains to
date has been low. A substantial flow of traded or locally used resources, therefore, is
not within the scope of sustainability criteria.

Perspectives for more sustainable supply chains

How could supply chains be made more sustainable? The barriers mentioned above
could be overcome, in part, by policies already in place. However, as indicated above,
certain limitations imply that it would not be sufficient for the government to only
encourage voluntary market initiatives. Below, four governance perspectives are
indicated, which may be characterised as: strengthen, standardise, extend and expand.
These perspectives complement each other — they are not each other’s alternatives.
Certifying supply chains can play a role in various perspectives; it forms a soft
infrastructure, as it were, which may be used in various approaches.

Governance perspective 1: Strengthening of voluntary sustainability initiatives

Voluntary sustainability initiatives may be strengthened further, in order to address a
number of barriers to sustainability, such as the confusion about the content and

Main Findings| 1



reliability of certificates. Here, the present role of social parties and government may be
taken as a starting point. They could harmonise standards and certification, work
towards a process of continual improvement, support market initiatives by creating the
right conditions, and to ensure greater transparency about results and impacts. Such an
approach could be communicated to other EU Member States, in order to reach the
large volume of the European market.

Governance perspective 2: Sustainable production as the new standard

According to this perspective, sustainable trade will become the new norm in the
Netherlands. This seems to require a larger government role, particularly in creating a
level playing field for companies and coupling criteria to more binding obligations. A
uniform and European purchasing policy also seems appropriate, as does obligatory
transparency and expansion of monitoring and reporting activities. Government could
enforce a minimum sustainability level for the entire market to comply with, starting
with a legal level.

Governance perspective 3: Expand sustainable production elsewhere

This perspective focuses on the desired changes in production regions themselves. The
emphasis here should be more on improving the possibilities of farmers and producers
to apply sustainability methods, and less on the certification of trade flows. The
professionalisation of the farmers involved would be an important starting point, and
includes the improvement of their knowledge and their access to trade markets.
Government may support this type of change by improving financing options,
education, local legislation and its enforcement. The Dutch Government could play a
supporting role here, in collaboration with local government. Creating synergy between
different sustainability initiatives to realise goals that encompass the whole production
landscape is also part of this prospect.

Governance perspective 4: Sustainable trade as part of a wider approach to sustainable
production and consumption

There is a need for a wider approach to sustainable production and consumption.
Where this currently is aimed particularly on reducing impacts for production elsewhere
through certification of supply chains, attention must also be paid to increasing resource
efficiency, searching for alternative resources with less environmental pressure, and
changes in consumption patterns. This broad view originates from the growing
awareness about global resource scarcity, shifting global markets, and limits to the
globally available environmental space as expressed by increasing ecological footprints.
Government could formulate a concrete vision on sustainable production and
consumption, with long-term objectives that provide direction for collaborations
between companies, social parties, consumers and government.

12 | Sustainability of international Dutch supply chains






Introduction

International trade throughout the world has increased tremendously, over recent
decades — both in the amounts of traded goods and in their value. This includes the
Netherlands, which has also been importing an increasing amount of raw materials and
products from far away production regions. This development has radically increased
the distance between the locations of production and consumption. Dutch consumers,
therefore, are hardly aware of the locations from which these raw materials originally
were imported, and they have lost sight of the human and environmental impacts of the
production processes.

In recent years, more attention has been given to the origin of products and raw
materials. An increasing number of people have become aware of the vast size of the
Dutch footprint abroad (Van Oorschot et al., 2012), and of the undesirable consequences
their consumption has for socioeconomic conditions and the environment (Hertwich,
2012; Kamphuis et al., 2011; Lenzen et al., 2012). Being a trading and importing nation,
the Netherlands is in a position to contribute to reducing the environmental burden and
social abuses elsewhere. Supply chains present the most logical pathways along which
production could be made more sustainable; involving all actors, such as the producers,
merchants and workers as well as retailers and consumers (Figure 1).

Making international supply chains sustainable has the interest of businesses, social
organisations and citizens. This interest is consistent with the image of an ‘energetic
society’ (Hajer, 2001) in which social parties are willing to contribute to sustainability. To
an increasing degree, the government is also regarding supply chains as a promising
point of intervention for international sustainability policy (BuZa, 2013; EZ et al., 2013;
lenM and EL&I, 2011; LNV et al., 2008).

This study focuses on the voluntary initiatives of businesses and social organisations to
contribute to the sustainability of international supply chains. Initiatives involve
promoting a more responsible production of raw materials and products elsewhere in
the world, as well as a more conscientious consumption of sustainably produced
products at home (in the Netherlands). For this study, specifically the supply chains of
coffee, cacao, wood, fish, palm oil, and soya were examined.

14 | Sustainability of international Dutch supply chains
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The goal of improving the sustainability of supply chains is to reduce the negative
impacts from production processes on social and environmental conditions. In many of
the currentinitiatives, certain market standards have been implemented for sustainable
production. These standards are then used to verify whether production is taking place
according to the agreed principles and criteria for the various domains of sustainability.
Raw materials or products can be certified and receive a certification label if they meet
the required production standards. These criteria have been established by
organisations that develop and manage certification labels, such as the Marine and
Forest Stewardship Councils (MSC and FSC, respectively), and the Roundtable on
Sustainable Palm Qil (RSPO) and the Round Table for Responsible Soy (RTRS).
Production standards comprise criteria and production requirements that are usually
more stringent than the minimum requirements as laid down in a country’s existing
legislation and regulation.

This study examines voluntary certification initiatives for making supply chains
sustainable with the aim to determine how they impact societal objectives on the
environment, nature, development, and poverty reduction. This study looks back on the
role played by Dutch businesses, social organisations, and the government in making
supply chains sustainable. It also looks ahead, at the future role they could have in the
further promotion of sustainability. This study does not address other solution
strategies for sustainable consumption and production, such as those of processing raw
materials more efficiently or altering consumption patterns (Van Oorschot et al., 2012;
Westhoek et al., 2013).

This study focuses on the following questions:

« What progress have Dutch and global markets made regarding their shares of
sustainably produced raw materials and products, namely coffee, cacao, wood, fish,
palm oil, and soya?

- What do voluntary initiatives for sustainable supply chains contribute to the
improvement of the quality of nature and the environment and on socioeconomic
development elsewhere?

« What has the Dutch Government done to stimulate the voluntary efforts of making
supply chains more sustainable?

» What are the obstacles for making supply chains even more sustainable, and what are
the limitations of the current approach?

« What perspectives are there for the government and other actors along the supply
chain to promote sustainable supply chains, both here and elsewhere?

The market shares of sustainably produced goods are measured according to the
amounts of such products or raw materials entering the market carrying a certification
label. These are here referred to as ‘sustainably produced raw materials’ or ‘sustainable
market shares’.

Introduction| 15
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The Netherlands is a major importer of cacao. There are many links in the supply chain between the primary
producers of raw materials (e.g. cacao beans) and the consumer of its final products (e.g. chocolate bars). There also
is a great physical distance between production and consumption locations. This keeps the conditions under which
production takes place out of the consumers’ field of vision. The Dutch Government has no direct influence on
production conditions elsewhere. This puts Dutch businesses in a position to exercise a great deal of influence on the
production conditions elsewhere through the supply chain.
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International
sustalinable
development through
supply chains

Supply chains connect the Netherlands to sustainable development elsewhere
Sustainable development involves realising a society in which everyone has a good
quality of life, without it being at the expense of the well-being of citizens elsewhere in
the world or of future generations. Sustainable development, in this report, is defined in
the broadest sense. It entails global improvements in the social, economic and
environmental domains, and the tenability of these developments in the future. The
realisation of sustainable development on a global level is an important goal for the
Dutch Government.

The world is facing a number of major sustainability problems that are strongly
interrelated. They include reducing poverty, improving development opportunities,
ensuring global food security, reducing climate change, halting biodiversity loss, and
securing the provision of natural resources for local populations (PBL, 2012).
International trade is strongly related to these problems and can contribute to their
solutions.

Sustainable supply chains are part of the strategy for sustainable production
and consumption
Solutions for making production and consumption more sustainable include various
strategies that emerge from an awareness of the global scarcity of raw materials, the
shifting global markets, and the limits to globally available production capacity (Van
Oorschot et al., 2012; Westhoek et al., 2011; WWF, 2012). These solutions include:
« More responsible production
This involves the production of raw materials in a way that takes local economic,
social and ecological sustainability issues into consideration. External effects of
production have to be limited.
= Consumption of sustainable products
This refers to the consumption of products from regions where production takes
place in a responsible and sustainable way, usually indicated by a certification label.
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Recognisable certification labels simplify the identification of consumer products produced in a sustainable way.

« Sustainable productivity increase
The increasing demand for food and all sorts of biotic consumption goods in the
coming decades will require sustainable agricultural intensification.

« Shifting consumption patterns
One step further than the consumption of sustainably produced products would be
the shift towards the consumption of products with a lower environmental burden.

« Sustainable use of ecosystems
Ecosystems have to be protected or used sustainably to maintain their production
function. In tandem with this, it is equally relevant to maintain major ecosystem
functions, such as water regulation, carbon capture and storage, and soil fertility;
while simultaneously protecting biodiversity.

 Resource efficiency
This entails achieving the same level of production while using fewer raw materials
and less energy.

Dutch Government policy priority around the subject of ‘sustainable supply chains’ is
primarily directed towards providing incentives for sustainable production elsewhere in
the world, by increasing the demand for and consumption of sustainably produced raw
materials in the Netherlands (Kamphorst, 2009; Van Oorschot et al., 2012). This study
explores these two solution strategies, which are connected via the supply chains.

Our conceptualisation of ‘sustainable supply chains’ for this study includes the
prevention, reduction and compensation of the effects of production processes outside
the Netherlands (elsewhere) on the environment, nature, and biodiversity, as well as the
improvement of the labour conditions related to this production. This approach and the
goals of sustainable supply chains together cover more than the ecological perspective.
The improvement of both labour and socioeconomic conditions also includes matters
such as the land rights, incomes, and employment opportunities for local residents.
Achieving sustainability has no absolute end point; it entails the constant pursuit of
more sustainable forms of production.
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Text box1

Product standards and certification

Over recent years, a variety of standards have been developed in order to assess
whether raw materials are being produced in a sustainable manner. Market
stakeholders and social organisations, collectively, have taken on the drafting,
dissemination and application of these standards; partially in response to pressure
from critical consumers and public debate. In some cases, this process has received
organisational or financial government support; for example, in the form of subsidies
awarded to establish Round Table discussion platforms on the criteria for sustainable
production. The agreed upon production standards comprise sets of criteria for the
sustainable production, processing and trade of raw materials (Vermeulen et al., 2010).

Certification plays an important role in the implementation of production standards,
providing a means of verification as well as credibility to sustainability claims for the
sales market (Figure 2). Certification distinguishes between the certification of the
production process on the one hand, and chain of custody certification for the trade
in sustainable raw materials and products (which traces their origins), on the other.

The businesses actively participating in a supply chain must be audited by an
auditing agency. If they cannot meet the requirements of a standard, they will first
have to improve their operation and production processes. The auditors themselves
have to be accredited by the organisations that have developed the standards. The
ISEAL Alliance (Alliance for International Social and Environmental Accreditation
and Labelling) has developed good practice codes for the appropriate development,
control and evaluation of standards (ISEAL, 2013). The ISEAL organisation and its
codes provide a meta-level of governance, focused on enhancing the credibility

and effectiveness of certification and production standards. There are also private
standards, with which businesses audit themselves or each other, and there are also
examples were certification is carried out by local stakeholders.

A few decades of development and application has created an extensive, ‘soft’
infrastructure of standards and certification, used by a large variety of market
stakeholders and initiatives. Certification has taken on a dominant role within

the current strategies that make supply chains sustainable. Businesses and
governments are imposing certain requirements on suppliers (exporters, processors
and producers) in their purchasing policies — sometimes even referring to specific
standards and their certification labels (such as Fair Trade, UTZ Certified, MSC,

FSC, see Table 3). The immediate costs of certification and improvement of
manufacturing practices usually lie with the producers and suppliers. The potential
benefits for producers are better prices, higher long-term profits, and more stable
relationships with buyers, who, in some cases, actively assist producers with
certification. Governments can also have a supportive role in the development and
implementation of standards and certification procedures.
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Figure 2
Certification process of sustainable production
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Production standards, certification procedures and sustainability labels are important tools for making supply
chains sustainable. They are used for assessing sustainable production, tracing and guaranteeing the true origins of
products, and for communication with the consumers. Certification is a cyclical process of assessing and improving
operating processes until a standard is being met, and as such, until a business is qualified to carry a certification
label, such as Max Havelaar or FSC. A production standard can be adapted or refined based on the evaluation of
practical experiences.
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Strategies and roles for the government

Social organisations and market stakeholders have voluntarily developed several
initiatives to make supply chains more sustainable. This, however, does not mean there
is no role for government. The government may influence these initiatives using three
strategies: 1) classic regulation underpinned with legislation and subsidies; 2) interactive
network governance that relies on cooperation with social partners and on covenants;
and 3) market governance whereby businesses support and manage self-regulation by
imposing preconditions on market operations. Following the dynamics and initiatives
within society, the Dutch Government in recent years has emphasised both network and
market governance (Arnouts et al., 2012; Kamphorst, 2009; Vermeulen and Kok, 2012).

The Dutch Government is taking on various roles with regard to their policy on

sustainable supply chains.

« Lead customer and role model
The government’s purchasing power can create a significant demand for products
that are more sustainable; thus, providing incentives to businesses to producein a
more sustainable way (lead customer). This role is different for the various supply
chains included in this study. The government has a large influence on, for example,
the market for tropical hardwood, because of its use in civil engineering.

= Opinion leader
The government has means of communication at its disposal to direct public
attention towards sustainable supply chains, for example, through the Milieukeur
Foundation (SMK), which issues a Dutch environmental quality label.

« Compass needle or director
The government can assist businesses and NGOs by flagging relevant sustainable
supply chains or by setting quantitative targets. The Biodiversity Policy Programme
2008-2011, accordingly, has given priority to a number of supply chains for which
specificactions have been started (LNV et al., 2008). However, the government
usually leaves it to public stakeholders to formulate such targets.

« Referee
As a referee, the government can indicate what it considers sustainable forms of
production, by clearly describing the requirements that products must comply with.
The requirements for a large number of product categories have already been
established in recent years in the government’s Sustainable Procurement Policy.
Examples of this are specific requirements for construction material and for the
cultivation of bio-energy crops. Having the government function as a referee can also
help establish standards for businesses, and with regard to business documentation
and reporting, it can use already existing international standards, such as the Global
Reporting Initiative (GRI) Index or the OECD Guidelines for Multinational Enterprises.

« Financier and supporter
The government can assist in establishing or supporting certification initiatives using
its political influence and through financing. Public-private partnership initiatives
have already been launched as part of the Dutch Sustainable Trade Initiative (IDH),
under the stipulation of co-financing. Other examples of government collaborations
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consist of the declarations of intention that have been drafted jointly with social
partners, and, more recently, the Green Deals closed in 2012 and 2013 to promote
sustainable coffee and sustainable forestry.

« Creator of legal framework
Initiatives for voluntarily making supply chains sustainable benefit from a clear legal
framework in which they can operate. An example is the EU policy that prevents the
import of illegally harvested and traded timber, which has come into effectin 2013 (EU,
2010). These regulations apply to the whole EU market; accordingly, the government
controls and enforces the minimum standards to which businesses must comply. This is
another example of classic regulation as part of the government approach.

Identification of priority supply chains depends on policy targets and history
The government has given priority to making a number of supply chains sustainable. On
the one hand, the selection of these supply chains is based on the goals the Netherlands
is attempting to realise with its domestic and foreign policies (Table 1), and on the other
hand on recent policy history (Kamphorst, 2009). Those objectives fall within the
ecological, economic and social domains. As a result, the policy for making supply
chains sustainable interconnects various goals in the areas of trade, economy, and
development.

A number of priority supply chains have emerged from recent policy history. The
primary objectives of the Biodiversity Policy Programme 2008-2011 were to contribute
to the reduction in global biodiversity loss and to stimulate sustainable use of
ecosystems. These are in accordance with the objectives of the Convention on Biological
Diversity. To give more focus to the Biodiversity Policy Programme, several supply
chains were identified as priorities for further policy implementation, namely those for
wood, palm oil, soya, biomass and peat, and fishery. The Dutch Cabinet’s Sustainability
Agenda (Ministries of lenM and EL&I, 2011) identified the policies for making supply
chains sustainable as being important options for reducing the effects of the Dutch
footprint elsewhere.

There are more objectives connected to supply-chains than just ecological ones. The
Netherlands has specific policies for cooperating with a number of developing countries
(the so-called partner countries; Ministry of Foreign Affairs, 2011). In general, trade may
contribute to a developing country’s economic growth and hence to its development.
Agricultural raw materials form a major share of the exports from a number of those
partner countries (Figure 3). Making these supply chains sustainable offers opportunities
to directly contribute to increasing income and reducing poverty, specifically for
smallholders. That applies to the coffee, cacao, and palm oil supply chains. The supply
of these raw materials is also important as an input for the Dutch economy (Table 2 and

Figure q).

International sustainable development through supply chains | 23



Table 1

The criteria used by the Dutch Government to prioritise the international supply
chains for sustainability policies

Selection criterion

Relation to governmental
goals

Policy document

Significant share of Dutch
footprint (magnitude and/or
effects) abroad

Importance of biotic raw
materials for the Dutch
economy

Relevant as source of protein
in animal feed

Relevance for economic
development of countries of
origin

Opportunity to contribute to
the social position of farmers
and labourers

Connect to existing
sustainability initiatives in
the Dutch market

Limiting negative effects on
the localenvironment and
biodiversity in production
regions

Caring for natural capital
elsewhere, as condition for
continuity of raw material
supply

Sustainable production of food

Promoting the self-reliance of
developing countries

Promoting fair working
conditions and labour rights

Utilising the energy of societal
actors; promote sustainable
use of ecosystems

Biodiversity Policy Programme
2008-2011; Sustainability
Agenda (2011)

Policy Document on Raw
Materials (2011)

Policy Document on
Sustainable Food (2009)
Letter to the House of
Representatives presenting
the spearheads of
development cooperation
policy (2011); Policy document
‘What the world deserves;
agenda for aid, trade and
investments’ (2013)

Letter to the House of
Representatives presenting
the spearheads of
development cooperation
policy (2011); Policy document
‘What the world deserves;
agenda for aid, trade and
investments’ (2013)
Biodiversity Policy Programme
2008-201

The Dutch Government has identified five priority supply chains in the Biodiversity Policy Programme 2008-2011:
wood, palm oil, soya, biomass, peat, and fishery.
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Figure 3
Share of agricultural commodities in total export value of Dutch trading
partner countries, 2007 - 2009
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The Netherlands has selected a number of developing countries for its foreign policy on development and
cooperation. A number of these partner countries rely on agricultural raw materials for their exports. Making the
supply chains of these raw materials sustainable provides these countries with opportunities for development.

Figure g
Top 10 of agricultural commodities imported into the Netherlands, 2010
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The most important (expressed in money) agricultural raw materials that the Netherlands imports are soya, palm oil
and cacao.
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Characteristics of various internationally traded raw materials analysed in this

TWO

Cacao

Tropical wood

Table 2
report
Coffee
Production countries Brazil, Ethiopia,
relevant to Dutch Colombia
import
Share of Dutch 2%

import of world
production (year?)

Dutchimportvalue  o.50 billion euros
in 2010

Sustainability issues  Farm incomes, child
labour, deforestation,
soil degradation

Employment, and 25 million farmers / 75

number of related million dependents

jobs

Actor profile Cooperatives and

many smallholders

The mostimportant Fairtrade, UTZ
standards for the Certified, Rainforest

Netherlands Alliance, 4C

Ivory Coast, Ghana

19%

2.1 billion
euros

Farm incomes, child
labour, crop quality,
deforestation, soil
degradation

5.5 million farmers /14
million dependents

Many smallholders in
production, large
stakeholders in
processing

Fairtrade, UTZ

Certified, Rainforest
Alliance

Brazil, Indonesia,
Malaysia, and the
Congo Basin

1.1% total and
0.6% tropical

4.8 billion euros total
and 0.80 billion euros
tropical wood

Forest degradation,
illegal logging,
deforestation in the
tropics, working
conditions, soil erosion
Estimated 13—17 million,
9 million of which in
the tropics

Many small companies,
large variety of
end-products

FSC, PEFC
(MTCS for legal)

Sources and acronyms are listed at the end of this document
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Fish and shellfish

Palm oil

Soya

Wild catch: North Sea and

Atlantic Ocean /Aquaculture:

Southeast Asia and
Scandinavia

0.5%, of which 15% from the
tropics incl. China (mainly
aquaculture)

2 billion euros

Overfishing, by-catch,
conversion and pollution of
coastal areas, fish food from
the sea

38 million fishermen, and over

100 million in processing

Many small companies;,
retailers have much power

MSC, ASC, Naturland, FOS

Indonesia, Malaysia

6%

1.3 billion

euros

Emissions from peat, land
rights of the local population,

social position of smallholders,

environmental pollution

3 million smallholders

Bulk products, limited visibility

for consumers (B2B), many
smallholders and large
merchants

RSPO, ISPO, MSPO

Brazil, Argentina, the United
States

3%

2.8 billion
euros

Deforestation, GMOs and
pesticides, rights and income
of labourers, environmental
pollution

1-5 million farmers

Bulk products, limited visibility

for consumers (B2B), large
production companies

RTRS, Proterra
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Sustainable supply
chains: progress
and effects

What are the achievements, so far, of the various initiatives intended to make supply
chains more sustainable? To answer that question, this chapter examines the criteria
established in the standards for sustainable production; the design of various
sustainability initiatives; the application of production standards both in the production
regions and on the Dutch market; and the achieved effects that contribute to
international sustainability goals. Finally, the government policies related to sustainable
supply chains are described. More information about the various supply chains can be
found in the ‘supply chains in focus’ section, directly following this chapter.

3.1 Progress with sustainable supply-chains on the
Dutch market

Social organisations actively involved in making supply chains sustainable

During the past decades, a number of businesses from various sectors have actively
begun to address the sustainability aspects of the supply chains of among others coffee,
wood, cacao, palm oil, soya, and fish. Private stakeholders have formulated basic
principles for fostering sustainability and also implemented production standards and
certification procedures for issuing certification labels. They have also supplied certified
products to the Dutch market, created and promoted the demand for these products
and their supply in the production regions. Market frontrunners and various social
interest groups have been major initiators in establishing, disseminating and adopting
standards for sustainable production. Table 3 (see pages qq-47) provides an overview of
the scope, mission and structure of these voluntary standards.
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The conscientious consumer is already aware of the availability of their preferred
products; and it is these consumers who have been a major force in bringing about a
market for these types of products. A number of progress reports and market
barometers outlining the activities for different raw materials have been published by
sector organisations as well as social interest groups (Oldenburger et al., 2013;
Sustainable Palm QOil Task Force, 2011; TCC, 20123,b; Van Gelder and Herder, 2012).

The volume of sustainably produced products and raw materials in the Dutch market
has increased

The most direct result of all of these efforts is that of the market shares that have been
realised for certified, sustainably produced goods, the market share of sustainable
products in the Netherlands has clearly increased over the past decades (see Figure 5).
Since the year 2000, after a long period with only a marginal market share for products
with an idealistic certification label (and that mainly served a niche market for the
conscientious consumer), a number of certified products and raw materials have seen a
substantial increase on the Dutch market since 2000. Since that year, the focus of
sustainability has been on the quality of raw materials, and thus on the increasing
efforts and commitment of the business community. From the sidelines, the
government also has played a role in creating these markets (Vermeulen et al., 2010).

The reports on the achieved size of the market share vary with respect to their methods;
some are about consumer take-up and others about industrial use. For example, for
coffee the reported market shares cover consumption; in 2010 almost 40% of the total
amount of coffee bought by consumers had a sustainability label (TCC, 2012b). With
wood, the sustainable share of the net amount of consumed timber and wood products
is being monitored; and in 2011, 66% had a sustainability certification label. The market
share in consumption of harvested fish with a sustainability label, was 40% (MSC
International, 2012a). Certification labels for cacao have been available for a longer time,
but, as of yet, no data about the market share in total consumption are available.

For other raw materials, sustainability standards have only recently been drawn up. The
use of soya and palm oil is not always obvious to consumers, as these raw materials are
processed into, for example, dairy and meat (soya), or in snacks, biscuits and cosmetics
(palm oil). Data on these raw materials are included in reports on the use of sustainable
raw materials by the Dutch processing industry. The share of industrially used
sustainable palm oil in the Netherlands has increased sharply, amounting to 41% in 2012
(Sustainable Palm Oil Task Force, 2013a). For sustainable soya, this lagged behind at
approximately 7% in 2011 (Van Gelder and Herder, 2012); the purchase of sustainable
soya doubled in 2012 (Round Table on Responsible Soy, 2013). The share of cultured fish
in total fish consumption is becoming increasingly larger. Recently, a certification label
has become available for aquaculture.
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Textbox 2

Monitoring sustainability initiatives

The workings and impact of the sustainable supply chains analysed here, to date,
have not yet been monitored in a structural and uniform way (Kessler et al., 2012).
Indicators are needed that cover the broad spectrum sustainability aspects, in
order to enable proper assessment of the achieved effects. Potential indicators for
monitoring the socio-economic effects are those of household income, working
conditions, the management of natural capital and access to markets.

The achieved results of sustainability initiatives can be shown using an assessment
framework that makes a systemic distinction between various result categories (see
Figure 6). These categories include the starting points and criteria for sustainable
production (input), structure and layout of standards and certification organisations
(output), the immediate results (outcome), such as the market share of sustainably
produced products, the number of sustainably operating businesses, and the
effects of making the various sustainability domains more sustainable (impact) (Van
Tulder, 2010). This distinction between results contributes towards more accurate
measurement of and comparison between various efforts and outcomes, also
because a number of initiatives have already been in existence for a long time,
providing more time to show certain impacts and to contribute to social objectives.
Efforts of more recent initiatives can sometimes only be assessed in terms of
outcome.

This framework was applied to the six chosen supply chains to present what the
various initiatives for making supply chains sustainable have achieved so far. This
was done based on reviewing literature, analysis of how monitoring takes place, and
interviews.

Together with trade associations, Statistics Netherlands (CBS) is working on the
development of a consistent and more uniform method to performing inventories of
the market share of sustainable products.

On a global level, the sustainable share of these natural raw materials is considerably
smaller than that on the Dutch market (Figure 7). That is particularly true for the
production of tropical wood, as certification applies to only 6% of the global land area
used in forestry. The global land area used in sustainable soya production is only 4% of
the total land used for soya cultivation (not including soya produced in the United States
according to standards under US national regulation).

The global demand for sustainable raw materials (market uptake) lags behind their

supply. Only a portion of the sustainably produced coffee, cocoa and palm oil that is
sold on the global market carries a sustainability label (Figure 7). The gap in the market
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Figure 5
Market share of sustainably produced raw materials in Dutch consumption
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The sustainable market share of Dutch consumption was marginal for a long time; examples of this are coffee and

wood, for which certification labels have been available for decades. At first, Dutch sustainable consumption was a
niche market for the conscientious consumer. Strong increases in the sustainable market share have only been seen

since 2000. This is the case even for raw materials for which production standards have only recently been
developed, such as for palm oil.

Figure 6
Assessment framework for the sustainable development of supply chains

Aspects of Starting points Organisation Behavioural Public

sustainability changes objectives

Input | Output H»| Outcome P Impact

pbl.nl

+

Monitoring and
improvement ¢

Source: Van Tulder, 2010; adaptation by PBL

The results achieved through voluntary initiatives for making supply chains sustainable can be presented in different
ways. The ‘Input-Output-Outcome-Impact’ (I001) framework for a step-by-step evaluation connects the intentions

of the initiatives for making supply chains sustainable (the input) all the way through to the social and environ-
mental effects (the impacts).
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Figure 7
Market share sustainably produced raw materials
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In the Netherlands, the market share for a number of sustainably produced raw materials and products was around
40% or more in 2011, which is considerably more than their global market share. On a global level, more palm oil,
coffee and cacao is being sustainably produced than can be sold with a certification label. An overview of the literature
sources is provided at the end of this report.

uptake of certified products, the consequence of limited willingness to pay for certified
products, gives rise to identifying benefits for producers, as it appears difficult to obtain
price premiums on the global market.

The Netherlands is a frontrunner in the European Union with regard to the
sustainability of international supply chains

From an international perspective, the Netherlands is performing well with the
sustainable market shares of imported raw materials, along with the United Kingdom,
Germany and the Nordic countries. A partial explanation for the Netherlands
concentrating so much on making international supply chains sustainable is that the
Netherlands is dependent for its consumption on production regions elsewhere for a
number of raw materials and products, for example wood and fodder. In addition, a
number of tropical crops — cacao, soya and palm oil — are important for the Dutch
agro-food sector (Van Oorschot et al., 2012).
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The consumption of sustainable coffee in the United Kingdom is 30% (reference year
2010; TCC, 2012b); and the consumption of sustainable wood is even higher: 80%
(reference year 2008; Moore, 2009). The percentage of sustainably harvested fish in the
Dutch supermarkets is comparable with that of Germany and the Nordic countries (50%
to 60%). The sustainable market shares are, however, difficult to ascertain for most of
the EU Member States. This issue is barely or not at all monitored and documented in a
structural way.

The Netherlands is also ahead of many other European countries in terms of
institutional infrastructure and policy matters. To that end, the stakeholders have
organised roundtables for production standards for soya and palm oil, and there are
sectoral task forces that actively promote these standards. In addition to that, the
government and businesses have closed declarations of intention and Green Deals with
regard to future ambitions and actions to be pursued. For instance, the coffee sector
aims to have three quarters of the coffee consumed in the Netherlands in 2015 to have a
certification label.

The Dutch Government has also taken action to expand the sustainable market shares
by encouraging public-private partnership through the Sustainable Trade Initiative
(IDH). These types of initiatives contribute to the development of standards and actively
implement them. The IDH has also spawned several specific collaborative ventures such
as The Borneo Initiative, The Congo Basin Programme and The Amazon Alternative to
simulate certified wood production and the ASC production standards for aquaculture.
Foreign interestin this public-private partnership strategy is growing.

3.2 Effects of initiatives for sustainable supply chains

3.2.1 Methodological shortcomings of measuring effects

Production standards have the potential to contribute to the improvement of a number
of sustainability issues. The effects of certification have been systematically discussed in
several literature reviews, which have shown that only a few qualitatively good
measurements of the effects of sustainability initiatives are available.

A number of reviews have outlined the effects for individual domains and raw materials.
For example the socio-economic effects of certification (Blackman and Rivera, 2010) and
Fairtrade in particular (Ruben, 2009); the ecological effects of certified agricultural
resources (Milder et al., 2012), and the effects of sustainable wood production on forest
biodiversity (Van Kuijk et al., 2009; Cashore and Auld, 2012). Overview studies are
available on several supply chains (ITC, 2011a,b; Kessler et al., 2012; SCSKASC, 2012).

This multitude of studies proves that it is exceptionally difficult to express the realised

effects of certified production in general terms. The scientific and grey literature present
divergent overviews of those effects. There are few studies that meet sound scientific
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requirements which would allow for general substantiated statements to be made
(Blackman and Rivera, 2010). This does not imply that there are no effects; the findings
from the literature are simply ambiguous.

The reviews are fairly uniform in their report on the shortcomings of many of the studies

performed. Each of them has added their comments about the design and performance

of impact studies.

- Theinitial situation at the start of the certification process differs for each case
studied, and often is not even mentioned in the report.

» Comparative studies lack suitable reference situations that describe conventional
practices (lacking counterfactuals).

- Ifimpacts are measured, it is not immediately clear to what these can be attributed or
if they are actually the result of certification.

- The measurement period has to be sufficiently long to establish if the effects are
permanent or if there are possible long-term effects.

« When a sustainability label has been issued, it is not always clear exactly what
improvements have been realised, and the changes implemented during the
certification process are not always reported publicly and completely.

3.2.2 Effects on biodiversity

The effects of certification on biodiversity differs locally and regionally

Certification of the raw materials that the Netherlands imports can have a positive
influence on the biodiversity in production regions.

The presumption has to be that the production of raw materials will always have an
effect on biodiversity. For a large part, the effects depend on the intensity of the
production method used. In general, it can be said that the more intensive the
management is, the lower local biodiversity levels are (Figure 8; Alkemade et al., 2009).

Production standards comprise several criteria that are relevant for biodiversity effects,
such as desired or permitted cultivation and harvesting methods, their level of intensity,
and the choice of location. These criteria differ for each raw material and production
standard. They also depend on the targets pursued by the specific standards used and
the crop in question. Therefore, dependent on these dynamics, the effects on local
biodiversity vary.

Certification can, for instance, affect where in a particular region the production with a
sustainability label is permitted to take place. Such criteria aim to reduce deforestation,
reduce the conversion of natural ecosystems, and protect locations with a high nature
conservation value. These three aspects affect biodiversity on a larger scale because
they have an effect outside production sites. To illustrate these type of effects, one of
the things we can examine is the rate of deforestation.

Reported effects of certification also depend on the scale that is being examined. A
variety of indirect regional effects (trade-offs) may occur as a result of changes at the
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Figure 8
Local biodiversity in production systems, compared to the natural reference
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The intensity of the production methods used to produce raw materials has a great effect on the local biodiversity.
The production process is linked with the use of energy, fertiliser and pesticides, all of which impact the environment.
The biodiversity in regions where soya and palm oil are cultivated intensively has decreased greatly because a large
portion of the original vegetation has disappeared and been replaced by monocultures. For an explanation about
the MSA indicator, see Alkemade et al. (2009).

local scale. For example, if certification causes a reduction in the local yield, this puts
more pressure on other production regions to meet the demand.

Wood production has traditionally involved exploiting natural and semi-natural forest
ecosystems. Sustainable exploitation means that logging intensity is not allowed to
exceed the natural forest regeneration capacity. A similar situation exists for fish caught
from the sea; certification requires a limitation of the amount harvested, expressed by
the maximum sustainable yield.
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For agriculture, the situation is different. The production of soya or palm oil has led to
the conversion of natural ecosystems, which has resulted in the loss of most of the
original biodiversity (Figure 8). An important part of certification of agricultural crop
production focuses on the choice of location in the interest of deterring deforestation.
Nowadays, an increasing amount of wood comes from intensively managed plantations,
and more fish is being produced through aquaculture. The choice of location for such
artificial production systems for timber and fish determines the effects these systems
have on biodiversity.

And then there are the intercropping production systems, where crops, such as coffee
and cacao, are grown in the undergrowth of semi-natural forest ecosystems. This
practice of intercropping could replace monocultures. Although the latter provide higher
yields, they put soil fertility at risk.

Certification can also stimulate intensification, which can result in improved product
quality, higher yields and higher incomes for farmers, such as what happens with palm
oil smallholders. The intensification of crop management causes a loss of local
biodiversity, but the individual farmer no longer has to expand his farming activities.

The potential benefit of avoided conversion for biodiversity can, however, only occur
through the implementation of additional spatial policy protecting unused natural
ecosystems, which lies outside the scope and influence sphere of the certification
process at the individual business level.

The effects of certification on the biodiversity in various crop ecosystems are described
further below.

Effects on biodiversity with intensified cultivation of soya and palm oil

In the past, expansion of the production region for soya and palm oil production
resulted in large-scale conversion of tropical forest, with crop monocultures replacing
the original vegetation (Hosonuma et al., 2012). The roundtables for soya and palm oil
(RTRS and RSPO) have set criteria for deterring the conversion of primary, undisturbed
ecosystems. The RSPO system does not permit the establishment of production
locations in regions where primary forest stood before 2005; the same applies to the
RTRS system, but it sets the year limit at 2009. There are also criteria for preventing the
establishment of production sites, by excluding areas — of the production regions that
are valuable for biodiversity — the High Conservation Value Areas.

High crop yields require intensive management, which often causes the local
biodiversity to be very low (Figure 8). Theoretically, high yields can also be favourable
for biodiversity because they reduce the need for further expansion of the production
region and deforestation. More than 40% of the global production of palm oil originates
from farmers operating at a small-scale level of production. Their yield is approximately
one third lower than that of large-scale plantations. The increase in yield can contribute
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to preventing the expansion of the production region; however, in practice there is little
proof that agrarian intensification results in this ‘sparing’ effect. Actually, the opposite is
often the case and the profitable form of land usage has its undesirable effects. Higher
productivity that leads to a better income provides more farmers with the incentive to
follow these practices. This ultimately results in an expansion of the production
(Perfecto and Vandermeer, 2010). Currently the demand for soya and palm oil by a
growing and prospering world population is also increasing.

Effects of coffee and cacao production on biodiversity

The expansion of cacao and coffee production in the past resulted in a great deal of
deforestation. This is why certification systems for coffee and cacao comprise obligatory
criteria for producers with regard to the prevention of deforestation. Farmers can also
become certified if they allow other trees to grow along with the coffee and cacao
plants. These plants are called ‘shade grown’ and ‘organic’. These intercropping
production systems have relatively higher biodiversity values than monocultures
(Figure 8).

These systems (also known as agri-forestry) also provide the possibility for low intensity
forestry, which can serve as a supplemental source of income. Smallholder farmers,
however, often lack the knowledge and capital needed to adjust their cultivating
methods.

Effects on biodiversity of the exploitation of natural systems: forestry and wild fish
harvest

Forestry as well as fish harvesting exploit natural ecosystems. Production standards for
forestry and fish harvesting provide incentives for the implementation of all sorts of
techniques and production methods that have less negative effects on species and their
populations (Beukers and Harms, 2012; Van Kuijk et al., 2009). An example of such
production methods is the use of fish nets that limit the amount of by-catch, or well-
planned and guided logging techniques that prevent damage to the surrounding trees.
Itis still unsure to what extent this approach — which has a local positive effect — will
also contribute to more biodiversity at a higher regional scale or over the long term
because of the indirect effects mentioned above. An important principle for the
certification in these systems is that the annual crops or fish harvests stay within the
sustainable and recovery capacity of the ecosystems. Criteria for maximum sustainable
yields prevent overexploitation and degradation of ecosystems, which is positive for the
local biodiversity. This usually means a reduction in the harvested quantities per hectare
or per fish population. An indirect effect of this is that expansion of the production
region will take place elsewhere, in order to meet the total demand. That expansion falls
outside the scope of certification of the activities of a specific business.
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Global deforestation has been curbed over the past decade, but large regional
differences remain

Animportant goal of promoting sustainable forestry worldwide is to curb deforestation.
Sustainably managed global forest acreage has increased substantially; from 7o million
hectares in 2000 to approximately 390 million hectares in 2012 (FSC, 2013; PEFC, 2013).
Thatis approximately 30% of the forest that is used primarily for production (FAO, 2010).
Deforestation has also decreased. In the last decade 50 million hectares of forest were
lost. Prior to that in 1990 and 2000 the loss was at 8o million hectares (FAO, 2010).
Despite this positive development, deforestation is still widespread, and that is partly
related to logging — including illegal logging — as well as conversion to arable land
(Hosonuma et al., 2012). Deforestation mainly occurs in tropical regions — Brazil,
Southeast Asia, West Africa and Central Africa. A number of countries in these tropical
regions have seen increased growth in certified forest acreage, but the portion is still
relatively limited.

Certification in tropical counties generally lags behind certification in countries from the
moderate and boreal world regions (Figure 9; from SCSKASC, 2012). In 2012, a total of
6% of the production forest in the tropics was certified for wood production. In the
moderate and boreal zones, the certified production area is 52% and 44%, respectively.
A properly functioning governance system is a prerequisite for successful certification
(Cashore and Auld, 2012). A study by Greenpeace indicates the failing of wood
certification in certain regions of the Congo that have a weak governance system
(Greenpeace, 2013).

The significance of certification and the potential influence it has on processes such as
deforestation depends on the global demand for and trade in certified wood. An
approximate estimate of one third of forest conversions can be attributed to trade, and
only 10% of that is intended for consumption in the European Union (EU, 2013).

3.2.3 Socio-economic effects of certification

The following five aspects are important with regard to the effects of certification on
the socio-economic development of primary producers (Kessler et al., 2012).

» nethousehold income

- market position of the producer

» working conditions labourers and farmers involved

« community development

« land rights of farmers.

Itis not so simple to make general statements regarding the socio-economic effects of
certification. The differences in local contexts and institutional conditions are too great
between regions and between raw materials. Most of the published impact studies
concern certification systems that have been in effect for a long time, such as those for
bananas, coffee and cacao (specifically for Fairtrade certification; Ruben, 2009).
Scientific literature — mainly on coffee, cacao, bananas, cotton — reports different,
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Figure 9
Relationship between changes in forest area and the share of certified forests

% certified area in production and multifunctional forests, 2012
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Certification of sustainable forestry primarily exists in countries and regions with an effective level of governance,
where laws and their enforcement are in order. These regions — mostly the moderate and boreal regions — no
longer permit much, if any, deforestation; instead, the forest area is expanding. In tropical countries, forest
certification is still relatively limited.

neutral, positive, and negative effects of certification for the above-mentioned aspects.
The positive effects mentioned the most are those of higher incomes and improved
market positions.

Below, results from overview studies by Kessler and Pelders (2012) and Waarts et al.
(2013) are concisely presented, per aspect. It is impossible to systematically address all
these aspects for each raw material; to date, the literature does not provide a
sufficiently complete picture.

Net income: positive effects are known, but not always

Certification can have an effect on income through several mechanisms; a farmer can
benefit from a higher price for a certified product, the yield can be higher, and the
quality of the certified product can be better. Itis difficult to generalise exactly what the
effects of certification is on all farmers’ incomes because certification can influence itin
so many different ways. Moreover, the local situation and the global market prices also
affect theirincome. Fluctuations in global market prices cause, for example, varying
outcomes for certified sales markets that operate with fixed prices, premiums or
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minimum prices. A higher income may also be the result of the fact that farmers who
participate in a certification programme are on average older or have a higher education
level than the non-certified farmers. Meta-studies provide many different results on the
effects of certification on global incomes; for example, 54% of the case studies show a
positive effect on incomes, 38% of them show no effect, and 8% of the studies observe
a negative effect (Waarts et al., 2013).

Whenever higher incomes are observed, this often involves only a slight increase. Price
premiums for certified products are often small, or even absent. A higher profitis often
accompanied by higher costs, which limits the effect on the netincome.

Market position: certification contributes to accessing new markets

The term ‘market position’ means the sales market opportunities of producers and their
access to export markets. The available reviews report that the improvement of market
access is an important added value of certification. This is possible in direct ways, such
as when a producer gains access to specific niche markets that were not accessible in the
past; butitis also possible in indirect ways, such as through gaining improved access to
market information or better marketing.

Working conditions: improvement at the legislative level

Certification has improved the working conditions of labourers in a number of cases.
The aspects of working conditions that are examined include the health and safety of
the working environment, job security, and if oppression and child labour are acted
upon.

Research on forestry shows that FSC certification has positively influenced working
conditions and the sector now complies with local legislation more frequently. This does
not claim that certification has any supplemental statutory value, but it does contribute
to the enforcement of national laws. For instance, since the certification label has been
implemented for the production of Fair Trade jobs in Ecuador, labourers have more job
security.

Development at community level: varying results

The positive effects of certification may have a positive impact not only on a producer’s
income, but also on the local community. Members of certified cooperatives invest
more in education and housing, and can ensure that higher incomes resulting from
certification flow back into the local communities. Other studies mention that the added
costs of certification can lead to the improvement of the living conditions in local
communities, such as improved access to medical facilities. One study that reports a
neutral impact on community development showed how the added costs of
certification were only being used to improve labourers’ prosperity levels and that they
were not invested in the local community.
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Land rights: potentially inflammatory issues addressed

Agreements to guarantee the land rights of local communities were made during the
roundtable negotiations for palm oil (RSPO). Producers regularly try to claim the ground
that belongs to the local population. As an example for solving conflicts between both
parties, a Dispute Settlement facility was created in Indonesia where local communities
can present their case. Local communities and NGOs contest many RSPO certificates
because there are conflicts between the producers and the local communities regarding
land rights. For the first time, now that the Dispute Settlement facility has been
established, these types of conflicts are being addressed.

Land rights are not sufficiently guaranteed in some certification systems. This issue led
to many discussions about recognising the MTCS system for wood from Malaysia for use
in the Dutch Sustainable Procurement Policy. Some authors conclude that individual
land rights should be implemented more quickly in order to prevent farmers from being
discouraged from investing in sustainability, out of fear of losing their land (Both ENDS,
2012).

3.3 Dutch policy on creating sustainable supply chains
through market initiatives

The government is using several instruments to provide incentives for making supply
chains sustainable

The Dutch Government is providing incentives through support and it facilitates market
stakeholders to participate in making supply chains sustainable (Vermeulen et al., 2010).
The government has developed its Sustainable Procurement Policy whereby they only
purchase products with a sustainability label. In collaboration with businesses,
government has also drawn up declarations of intention — and more recently, Green
Deals — with which businesses or social organisations receive governmental support
for making their business operations sustainable. The government also collaborates on
drawing up public-private partnership initiatives, such as the Sustainable Trade Initiative
(IDH). The activities of the IDH aim to expand the production of certified raw materials
in production regions elsewhere in the world, and to develop new standards for a
number of raw materials in sectors where they are lacking, as is the case with
aquaculture.

The government leaves it up to the market to formulate quantitative goals

On a strategic level, the Dutch Government considers it an important issue to make
trade more sustainable, but it provides no indication of the related aspired ambition
level. Setting quantitative goals — for example, on the size of the sustainably produced
share of products in a specific supply chain, or a measurable transition towards more
sustainable production methods — are left to market stakeholders (Kamphorst, 2009).
Exceptions have been certain goals in the Biodiversity Policy Programme, such as 50%
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of the wood on the Dutch market having to be sustainably produced by 2011, and 40% of
the Dutch bottom trawling fleet having to use sustainable harvesting methods. In some
cases, objectives of social organisations are documented in declarations of intention,
with the government as co-signatory.

Emphasis on communicative and supportive instruments

The instruments that the government uses to provide incentives for a further
sustainability of supply chains are focused on exerting indirect rather than direct
influence, because of the cross-border character of supply chains. This for example may
involve transparency obligations, communication directed at buyers regarding the
content and function of certification labels, and the political and financial support for
setting up private networks and initiatives.

Specific policy developed for wood and palm oil

With regard to increasing the sustainability of wood and palm oil production, the
government pursues a more deliberate policy. For wood, the main concern is about the
rate and consequences of worldwide deforestation. The Netherlands has formulated its
own minimum requirements for sustainable forestry, and uses these requirements as a
standard for sustainable procurement by the government (VROM, 2008). Palm oil
mainly receives attention because of the role of expanding plantations in deforestation
and drainage of peatlands, which both cause high levels of greenhouse gas emissions.
There are also concerns about the risk that obligations for making biomass part of the
energy mix will encourage more land use for palm oil production. This risk also applies
to other biofuels, and the European Commission is working on standards to reduce this
risk. Standards with lower or more restrictive requirements can hinder the further
development and uptake of RSPO and RTRS standards.

Sustainable procurement and the facilitation of public-private partnerships are
currently the most important Dutch instruments

The most prominent instruments the Dutch Government has at its disposal to provide
incentives for making supply chains sustainable are the Sustainable Trade Initiative
(IDH) and the Sustainable Procurement Programme. These instruments affect almost 20
sectors and supply chains, including wood, palm oil, tea, soya, cotton, aquaculture, and
fish harvest. The IDH initiatives focus on raw material supply chains and, as yet, not so
much on end-products. The Sustainable Procurement Programme focuses on the
sustainable procurement of all products purchased by the government, for purposes
such as building, clothing and catering.

Effect of sustainable procurement on making supply chains more sustainable

Through the Sustainable Procurement Programme, the government can stimulate
sustainable supply chains in different ways. First of all, the magnitude of governmental
procurements (7% of the GNP; DHV, 2009) and the formulation of its own sustainability
requirements contribute to the development of the market. Businesses for which the
government is a large customer may decide to make their entire supply of products
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sustainable. Although the government purchases relatively little biotic agrarian raw
materials, it is a relevant market stakeholder for the purchase of tropical wood that is
used in civil engineering (DHV, 2009).

Sustainable procurement budgets are reported, but the volumes of sustainably
produced raw materials are not. The 2010 Sustainable Procurement Monitor (KPMG,
2010) reports that a large portion (an average of 94%) of government expenditure is on
products that meet sustainability requirements. Up to now, sustainable purchasing
primarily has its effect on environmental aspects; social aspects, to date, have not been
monitored very frequently.

The sustainable purchase in catering was 99% of its budget, and for paper this was 77%.
There are no separate figures reported on the sustainability of timber used in public
construction projects. Friends of the Earth Netherlands (Milieudefensie) has examined
governmental construction projects, and established that even though sustainable
construction materials are prescribed, this is by no means always putinto practice.
Compliance checks are often lacking (Van Baalen et al., 2012; Van Benthem et al., 2011).
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Table 3

Certification labels on the Dutch market

Abbreviation

FLO

RA-San

Name

Certification label or standard
actively on the market since

Products or raw materials

Mission and purpose

Accents

Initiators

Composition of stewardship
(social/businesses/government
in %)

ISEAL member

Cut-off date for conversion to
agriculture, plantations and
aquaculture

Using GMOs (genetically
modified organisms)

Using international standards
and conventions

Implementation certification
and monitoring

Fairtrade Labelling
Organisations, previously
Max Havelaar

1988

Several agriculture products,
including coffee, bananas,
cacao

More prosperity for

developing countries

Improved trade position for
producers

NGO (Solidaridad)

65/25/10

Yes

In accordance with national

laws

Not permitted

ISO, ILO

Independent (by FLO-CERT)

Rainforest Alliance/ Sustainable
Agriculture Network

1992

Several forestry and
agriculture products

Encourage sustainable tropical
agriculture and forestry

Focus on tropical biodiversity
and living conditions for
farmers. Use of FSC

NGO

qo/60/0

Yes

Agriculture: 2005 — mitigation
needed between 1999 and
2005 / Forestry: see FSC

Not permitted

ILO, ISO, WHO, CITES, CBD

Own certification; i
ndependent evaluation

Source: several sources, compilation by PBL Netherlands Environmental Assessment Agency 2013



FSC

PEFC

MSC

Forest Stewardship Council

1994

Forestry products: wood,
paper and various end
products

Sustainable management and

use of forests

Specify general principles in
national FSC standards

NGO and businesses (including

WWF)

75/25/0

Yes

1994

Not permitted

ILO, ISO, WTO, CITES, CBD

3rd party, accredited

Programme for the
Endorsement of Forest
Certification

1999

Forestry products: wood and
paper

Sustainable management and
use of forests

Acknowledge national
standards. Comprehensive
system

Businesses - link to national
standards

40/50/10

No

Not permitted, no year

mentioned

Not permitted

ISO, ILO, CITES

3rd party, accredited

Marine Stewardship Council

1999

Harvested fish, shellfish,
crustaceans

Encourage methods for
sustainable fishery in oceans

Separate standard for each
species

NGO and businesses (WWF
and Unilever)

25/25/50

Yes

n/a

n/a

General reference to

international treaties

3rd party, accredited




Table 3 (continued)

Certification labels on the Dutch market

Abbreviation UTZ Certified 4C Association

Name Association fora Common
Code for the Coffee Community

Certification label or standard 2002 2006

actively on the market since

Products or raw materials Several agriculture products, Coffee

Mission and purpose

Accents

Initiators

Composition of stewardship
(social/businesses/
government in %)

ISEAL member

Cut-off date for conversion to
agriculture, plantations and
aquaculture

Using GMOs (genetically
modified organisms)

Using international standards
and conventions

Implementation certification
and monitoring

including coffee, cacao and tea

Broad application of sustainable
production methods.
Professionalisation of

farmers is central

Professionalisation of farmers.
Increasing quality

Businesses (AH, among other
businesses)

50/50/0

Yes

2 years prior to association
with UTZ

In accordance with national
laws

ILO

3rd party, accredited

Offer basic sustainability criteria,
with gradual improvements of
production practices

Bottom-line for acceptable
practices

Businesses and government

25/75/0

Yes

5 years prior to association

with gC

No viewpoint

ILO, WHO

3rd party, accredited

Source: several sources, compilation by PBL Netherlands Environmental Assessment Agency 2013



Proterra

RSPO

RTRS

ASC

Proterra Foundation

2006

Soya and soya
by-products

Support industry by
striving towards
sustainable food
production system

Focus on offering non-
GMO soya

Drawn up from
certification
organisation Cert-ID

No data

No

2004

Not permitted

ILO, Basel criteria,

GLOBAL-GAP

Certification by way of
Cert-ID

Round Table on
Sustainable Palm QOil

2008

Palm oil (separate
standard for use as
biofuel)

Sustainable palm oil
becomes the
standard

Smallholder
programme and
land rights

NGO and businesses
(WWEF and Unilever,
among other
businesses)

25/75/0

Yes

2005

No viewpoint

ILO, CBD, UN
indigenous human
rights

3rd party, accredited

Round Table on
Responsible Soy
Association

201

Soya

Encourage responsible
production of soya,
focused on reducing social
and environmental
impacts

Constant-improvement
model

NGO and businesses
(WWEF and Cargill, among
other businesses)

45/55/0

No

2009

GMO soya permitted

conditionally

ILO, WHO, CBD

3rd party, accredited

Aquaculture
Stewardship Council

2012

Cultured fish, shellfish,
crustaceans

Enhance the role of
sustainable
aquaculture in food
provision

Separate standard for
each species

NGO and PP
partnership (WWF and
IDH)

No data

Yes

1999 (wetland
conversion)

Not permitted.
Transparency about
use of GMO fish food

ILO, WHO

3rd party, accredited




Six supply chains
In focus

This section critically examines six supply chains and answers the following questions:
Where do the imported raw materials originate from, and what are the sustainability
problems related to their production? What sustainability initiatives are on the market,
what is their market share, en what are the effects of the use of standards for
sustainability targets? What are the obstacles for taking the next step in the process of
sustainable development?

Coffee and cacao

Coffee and cacao beans are produced by farmers in Africa, Asia and Latin America. Most
farms are small scale, but there are also a limited number of large plantations, such as in
Indonesia. Problems of poverty, inequality of rights, child labour, working conditions,
environment, and market accessibility are persistent.

For coffee and cacao there are different certification systems which issue market labels
that have the advantage of broad familiarity among consumers. Fairtrade and Max
Havelaar focus on improving farmers’ socio-economic circumstances; Organic (IFOAM
standard) and Rainforest Alliance promote organic production and environmental
protection; UTz Certified and the gC Association place a stronger accent on the
improvement of production efficiency and quality (also see Table 3).

Up to 2010, the share of global sustainable production, in accordance with various
standards, grew to 16% for coffee (TCC, 2012b), and around 13% for cacao (reference year
2011; TCC, 2012a). The global production of sustainably produced coffee and cacao is
greater than the demand, such that only part of the certified product is sold under a
certification label; 50% for coffee and 30% to 50% for cacao.

The Dutch market share of sustainably produced coffee is approximately 40% (2011, see
Figure 10; KNVKT, 2013). A complete overview of the sale of sustainably produced cacao
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Cacao is produced in the undergrowth of tropical forests. The Netherlands is a major importer and
processor of cacao.

on the Dutch market is not available at this moment. An estimate based on the expected
business demand in 2010 (IDH and CREM, 2010) comes to between 10% and 15%.
Covenants and intentions of the business community and sector organisations aim for
100% of certified cocoa consumed in the Netherlands by 2025, and by 2015 for 75% of
the consumed coffee.

Sustainability initiatives along the coffee chains have been in existence for more than 20
years. Nevertheless, analysis of the impact certified production has in production
regions has been only limited (Blackman and Rivera, 2010; Ruben, 2009). Monitoring of
impacts in a more systematic way is needed to clarify the effects of the efforts
certification and voluntary initiatives have had.

All sorts of positive effects have been reported, but these cannot be generalised.
Contributions to improving incomes and alleviating poverty are modest at best and
depend on the structure of the certification system. The premium price for sustainable
coffee, such as was introduced by Fairtrade in a period of low market prices, may
plummet if world market prices are high.

Producers of certified products can get a higher price for good quality products. The
certification labels give them better access to markets. In addition, individual farmers
and farmer associations receive support from governments and sustainability initiatives
through, for example, establishing cooperatives or becoming associated with one.
Organising farmers has turned out to be important in improving incomes, in the long
term.

Little is known about the effects of certification on land rights. This also applies to the
impact on environmental conditions and nature, compared to what we know about the
socio-economic impact. Cacao and coffee crops can be effectively combined with low-
intensity forestry (agri-forestry), and in that way contribute to broader regional
environmental goals (Kessler et al., 2012; Waarts et al., 2013).
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Figure 10
Dutch consumption of sustainably produced coffee
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After a long period of only having marginal shares, the market share of sustainable coffee is approaching almost
half of the total consumption. The large increase after 2000 was primarily caused by the increased sale of coffee
under the UTZ Certified label. The organisations involved in the coffee sector have drawn up a declaration of
intention for three quarters of the coffee consumption to have a sustainability label by 2015.

Further scaling up of sustainable production is difficult, in particular, due to the
circumstances of primary producers. Certification of their production costs money; their
operational costs may exceed their earnings from selling certified products. The
international markets are not always easily accessible for smallholders and acquiring
knowledge and capital is difficult. Market conditions in production regions can
undermine the possibility of acquiring a higher income, and the investment climate is
usually unfavourable. Supportive programmes that focus on local conditions are needed
to reach smallholders and to make certification a broad success.

Wood

At the global level, there are a number of problems in the area of forest management,
namely deforestation, forest degradation, and loss of ecosystem services. Standards for
sustainable forestry, such as FSCand PEFC, are attempts to solve part of these
problems. They have built up 20 years of experience with standards for sustainable
forestry.

Some qoo million hectares of forest in the world are managed in accordance with these
sustainability standards (2012). These forests provide approximately one third of the
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Harvest of tropical hardwood in a mixed forest. Hardwood is primarily used in construction and for making garden
furniture.

global production of industrially used wood. The size of the certified acreage in the
tropics, where deforestation problems are the greatest, lags behind the certified
acreage in other regions (Blaser et al., 2011; PWCand IDH, 2012).

A large part of the construction timber that the Netherlands imports and uses is
verifiably sustainable (66%; see Figure 11), and mostly consists of softwood from world
regions with a temperate climate. The sustainable shares are lower for tropical
hardwood and, specifically, for hardwood from temperate regions (39% and 23% in
2011, respectively). The certified tropical wood trade on the Dutch market has seen
progress in recent years; for example, in 2008, the share for tropical wood was only 16%
(Oldenburger et al., 2013). Dutch wood merchant organisation has set a target for 2015
whereby 50% of the hardwood and 85% of all wood import must be sustainably
produced (VVNH, 2012).

The government did not reach its target to exclusively use sustainable wood for its civil
engineering projects by 2010 (Van Baalen et al., 2011). The control of whether the
purchased wood is actually in accordance with the prescribed procurement criteria does
not always take place (Van Benthem et al., 2011).

With regard to the socio-economic effects, production standards have positive effects on
the working conditions and the training of forestry labourers (Kessler et al., 2012). In
experimental comparisons, the various management methods that are stimulated by
sustainable forestry have positive effects on the local biodiversity in production regions
(Van Kuijk et al., 2009). The question remains as to how these local effects can contribute
to the reduction of biodiversity loss and deforestation on a higher spatial level.

The improvements realised during certification processes to correct for observed
deviations from the standard provide insight into the added value of certification in
practice (Pefa-Claros et al., 2009), but this type of information is not always made
public by companies in sufficient detail (Jansen and Van Benthem, 2009). Sufficient and
well-thought-out effect measurements for forestry certification are lacking, which
makes it difficult to create an accurate overview of the improvements and adjustments
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Figure 11
Dutch consumption of sustainably produced timber
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The Dutch consumption of verified sustainably produced wood has risen to more than 60%, exceeding the 50%
policy goal set for 2011. The sustainable share of tropical wood is almost 40% (not including wood with the
Malaysian Timber Certification Scheme (MTCS) label), which does not conform with the government criteria
according to the TPAC assessment committee (Oldenburger et al., 2013).

needed to enhance the effects of that certification. Broad measurement programs are
under development.

Market stakeholders do not fully report on the tropical regions of provenance either,
which keeps priority regions for monitoring or improving policy issues out of sight. The
EU legislation on wood import (EU, 2010) that came into effect in 2013 may change this.
An important aspect of this regulation is that market stakeholders are required to
demonstrate the legal origin of wood, especially when the wood originates from
potentially risky regions (due diligence obligation).

The costs of certification and the implementation of sustainable forestry are a well-
known obstacle for further scaling up of sustainable forestry (PWCand IDH, 2012). The
low-hanging fruit seems to have already been picked; in other words, certification has
focused on wood from temperate and boreal regions where forestry legislation is
already in order for the most part, but that is also where the added value of certification
is limited (Cashore and Auld, 2012; Gullison, 2003). The premium prices available on the
market seem to insufficiently cover the additional costs of sustainable management
methods, which are relatively high, particularly in the tropics. The financial benefits
from logging could even decline if sustainable forestry criteria lead to lower annual
wood harvest (PWCand IDH, 2012).
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The Dutch Government has been administering policies for the maintenance and
sustainable use of tropical forests since 1991. The government goal of having a market
share of wood that is 50% verifiably , sustainably produced wood by 2011 was reached,
mainly because of the efforts made by businesses. The government recently closed a
Green Deal with several market stakeholders to further promote the demand for
sustainable wood on the Dutch market. The government strives to control the public
purchasing process for wood more consistently.

The tropics are a priority region for Dutch policy frameworks because the global
progress with certification in these regions is limited. The government-financed forestry
programmes in the Sustainable Trade Initiative (IDH) provide incentives for the
certification of forestry in the three tropical regions. The government is making efforts
to organise a global roundtable on providing incentives for sustainable forestry.

The EU legality requirement that came into effect in 2013 — stating that no illegal
activities may take place for any wood that is being brought on the European market
— provides a level playing field for the market stakeholders. The requirements for
legality overlap somewhat with the requirements for sustainable production. A portion
of the costs for becoming sustainable could be covered by the legislative requirements.
This overlap might make the additional step towards sustainable wood production
relatively small (PWCand IDH, 2012). The question then is if the wood trade is going to
focus on the minimum level of legality, or immediately make the transition to a
sustainable production standard.

In addition to providing incentives for an increase in the demand for and supply of
sustainably produced wood, it is also necessary to implement supportive policies — in
cooperation with local governments — for production regions in developing countries.
This could be made possible through bilateral agreements — the EU Voluntary
Partnership Agreements — which were drawn up to assist production countries
formulate their legislative policies (Pearce, 2012).

An example of that is having national forestry regulations include voluntary market
standards, which would also give the already realised results a more permanent
character. This would require implementing standards that are in harmony with what is
regarded as sustainable practices in a specific region.

Fish

The increasing pressure on global fish stocks caused by current fishery practices leads to
overexploitation of many fish populations. Approximately 30% of the fish populations
were overfished or exhausted in 2009, and more than 57% of the commercially fished
stocks were exploited to the maximum (FAO, 2012).
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A great deal of fish is being cultivated in the tropics. Tilapia is one of the fish species imported into the Netherlands.

The Dutch consumption of fish is increasing, steadily; for a large part, this involves
imported fish from Western countries as well as developing countries. The sustainability
certification labels that the Netherlands considers the most important are the MSC for
wild fish caught from the sea, and the ASC (Aquaculture Stewardship Council) for
cultured fish. The MSC label focuses primarily on ecology: prohibit overfishing,
minimum impact on the ecosystem, and an effective fishery stewardship. The ASC uses
environmental as well as socio-economic criteria. Traceability of the origin and
sustainability of the harvest or production are the priorities for both of these
certification labels (Beukers and Harms, 2012).

The Dutch consumption of MSC-certified harvested fish has substantially increased in
recent years from approximately 1,000 tonnes in 2006 to 26,000 tonnes in 2011 (Figure
12). The share of MSC-certified wild caught fish was 40% at the end of 2011.

The share of aquaculture in the total consumption is gradually increasing, with a large
part of that originating from developing countries (Beukers and Harms, 2012).

So far, more large aquaculture businesses exist than small ones, mainly because large
businesses produce to export their products and are faced with the demand for certified
products from non-domestic markets. Larger businesses also have more influence with
their suppliers and obtain more information about the feed and cultivation material
they receive from them. This type of information is more difficult to access for small
cultivators, which makes it more difficult for them to comply with the standards.

Furthermore, certification has to provide the cultivators a guarantee that they can
recuperate the costs of certification; for instance, because they receive a higher price for
the fish, gain better access to the market, or have their production operate more
efficiently.
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Figure 12
Dutch consumption of fish
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The consumption of fish in the Netherlands is increasing, and that is primarily thanks to the increasing amount of
aquaculture. The share of the MSC certification label in the consumption of wild caught fish has risen to 40%. A
sustainability label for aquaculture has only recently been introduced to the Dutch market.

The effectiveness of MSC certification for sustainability issues has been under debate.
Effects are difficult to measure, partially because of the lack of comparative information
(pre- and post-certification). It is difficult to determine the extent to which certification
has attributed to any improvements that have occurred, or whether any other causes
could have led to those improvements (Beukers and Harms, 2012).

Comparative studies show that certified fish stocks are generally healthier and are
managed better (Gutiérrez et al., 2012). MSC certification has a positive effect of curbing
the amount of by-catch. What makes this effect modest is that the fisheries that
successfully completed the certification procedure were already managing the fish
stocks reasonably well even prior to receiving their certificate (Cambridge et al., 2011).
The large group of fisheries that operate further outside the range of sustainable
production standards need to be provided incentives to become certified, if biodiversity
is to be seriously maintained. However, a recent overview of MSC-certified fisheries
shows that an increasing amount of businesses with lower initial scores are now also
being included in the programme (MSC International, 2013).

Improved access to markets and advantageous prices are additional positive economic
impacts for MSC-certified businesses. A negative aspect is that the costs of certification
can be potentially too high for small-scale fisheries, which could result in limited access
to the markets for certified fish (Kessler and Pelders, 2012).
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The ASC certification label for aquaculture has not been in existence for very long; the
ASConly started auditing and certifying in 2012. The ASC criteria focus largely on socio-
economic aspects. Therefore, cultivators who want to become certified are expected to
be interested in contributing to improvements with regard to social aspects such as
working conditions, and health and safety measures (Kessler and Pelders, 2012).

MSC-certified fish stocks are primarily found in the Western world. Different tiers of
standards could be implemented to provide incentives for certification of fisheries in
developing countries. Producers who do not have the means to improve their practices
to the highest level could possibly meet lower standards of improvement (Pérez-
Ramirez et al., 2012). The introduction of tiered standards, however, conflicts with the
need for clarity; as it is, consumers are confused about the different certification labels
that are already on the market. Such standards would have to be in conjunction with an
continuous improvement model (see Text box 3). The government and certification
agencies jointly would have to provide information on the reliability of the differences
between the tiers of certification labels in order to educate the consumers.

Despite the improved market developments of sustainably harvested fish and
aquaculture, the government still has a major role primarily because the oceans are
common property with no exclusive property rights. To protect marine biodiversity
government policies are also needed to set quotas, protect against by-catch, and
establish protected regions prohibiting fishing. It is advisable to thoroughly integrate all
the different policy tracks focused on sustainable fishing. The Dutch fishery policy is
part of the Common Fisheries Policy (CFP) of the European Union.

Making fish catches and production sustainable can be seen as part of a broader
strategy. In order for the fish industry to be more sustainable, the market needs to
introduce a wider variety of species; for example, providing incentives for a shift from
consuming carnivorous fish to more omnivorous fish, or to fish from regions that are not
overfished (Westhoek et al., 2013).

Palm oil

Palm oil is the most widely used vegetable oil in the world; yields are high and it is
widely used in food, fodder, and as an additive in all sorts of cosmetic products. Palm oil
is used in chips, biscuits and soap, and can also be used as fuel.

The global production of palm oil tripled between 1995 and 2010, and future demand for
itis expected to strongly increase. Causes for the increasing demand are the global
population growth, the growing prosperity in countries such as India and China, and
more recently, the use of palm oil as biofuel.
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The palm oil processed in the Netherlands is used in all sorts of products, such as biscuits, chips, lipstick, and biodiesel.

Deforestation for expansion of production regions is one of the most salient
sustainability problems for this sector, along with guaranteeing the land rights of
smallholders in production countries. Approximately 85% of the world production of
palm oil originates from Indonesia and Malaysia; expansion is taking place in Africa and
Latin America (Sustainable Palm Oil Task Force, 2011; WWF, 2013).

The RSPO was established in 2004 to make provisions for sustainably produced palm
oil. Several stakeholders from the industry, nature and environmental organisations,
and development-related NGOs are represented in the RSPO. The RSPO certification
label agreed upon by the members guarantees sustainable production, along with
criteria for clean production methods, protection of nature, and respect for the rights of
labourers and local populations. An important facility of the RSPO is the possibility to
address conflicts over land rights through the Dispute Settlement Facility.

So far, 14% of global palm oil production is RSPO certified and this percentage has
remained stable with the growing production in recent years (RSPO, 2013). Not all
sustainably produced palm oil on the market is sold with a certification label, the market
uptake is approximately 50%. As much as 41% of the palm oil used in the Dutch industry
in 2012 was RSPO certified palm oil; double the amount it used in 2011 (Sustainable Palm
Oil Task Force, 2013b). Dutch industry has adopted the target for 2015 of 100%
sustainable palm oil usage set by the Sustainable Palm QOil Task Force (Figure 13).

Itis plausible that production conforming to the RSPO criteria would have a favourable
effect on nature, the environment, and the working conditions of smallholders and
labourers. However, there are up to now hardly any robust scientific studies on the
social and economic effects of sustainability initiatives related to palm oil. Part of the
reason for this is that practically none of the smallholders produce under the RSPO
certification label. That is due to lack of expertise, a shortage of agricultural necessities,
and problems with obtaining financial credit.
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Figure 13
Market share of sustainably produced palm oil
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The Dutch market share of sustainably produced palm oil has sharply increased since 2008. On a global scale,
growth levels are substantially lower. The demand for sustainable palm oil in sales markets such as China and India
is still low.

The global demand for palm oil is increasing, particularly because of the growing
markets in China and India. There are signals of recent production expansion taking
place at the expense of natural regions that have high biodiversity value, such as in the
Congo Basin in Africa (Rainforest Foundation UK, 2013).

A broad and integrated strategy is needed — in production as well as consumption
countries — in order to realise a scaling up of sustainable palm oil production. In the
production countries, suitable monitoring is needed to verify compliance with the RSPO
sustainability criteria. Supportive policies are needed in the area of land planning,
maintaining protected regions, guaranteeing land rights of smallholders, and reliable
governance (Both ENDS, 2012; World Bank/IFC, 2011).

A clear in production countries is to increase the yield, especially for the group of
producers operating on a small scale (smallholders). The productivity of smallholders is as
much as approximately 40% lower than that of large-scale plantations, but they do
produce more than 30% of the total. Training in best practices (harvest techniques, use
of seedlings, fertiliser, replanting techniques), and programmes for technical assistance
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Harvest of soya in Mato Grosso, Brazil. Soya is imported to the Netherlands and used as fodder for cows and
poultry, among other uses.

could have a favourable impact on the reduction in environmental problems and on
increases in production as well as income. In this way, also the environmental problems
of non-sustainable production methods can be addressed (Molenaar et al., 2011). The
presence of a number of supplemental institutional conditions is also needed: access to
financing, sales market, land, and a good physical infrastructure.

Smallholders do not comprise a uniform, homogenous group. Some smallholders are
connected to plantations; others are independent or organised in cooperatives.
Reaching these separate groups requires a specific small-scale strategy, which is why
the WNF, RSPO, and Solidaridad developed the Palm Oil Support Initiative, which
supports 15,000 smallholders on their way towards certified RSPO production. The
Ministry of Foreign Affairs is a major financer of this programme (Dros, 2011).

Current demand for sustainable palm oil, predominantly, comes from the United States
and Europe. The demand for RSPO palm oil in China and India is still relatively small and
could be stimulated further. To increase the demand in consumption countries, and
especially to expand new markets, it is important to increase awareness particularly
within businesses, because palm oil is a product that is incorporated into a large number
of end products and, as such, it is relatively invisible to consumers.

Soya

The acreage of soya crops in the world has expanded by one third in the past decade
because of a global increase in the demand for meat and dairy. Much of the soya
originates from Brazil, Argentina, Paraguay and the United States. The sharp rise in soya
production is causing problems of deforestation, fragmentation of protected regions,
large-scale erosion, desertification, pesticide use, and disrupted water balance
(Kamphuis et al., 2011). Labour rights, land conflicts, and reaching small-scale producers
(smallholder inclusion) are important social issues for soya production (Kessler and
Pelders, 2012). The risks involved in using genetically modified foods (GMOs) are also a
much debated topic (Van der Sterren, 2009).
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Figure 14
Share of sustainably produced soya in Dutch processing
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Certification of responsibly produced soya started in 2006, and since then, the sustainable market share of Dutch
consumption has risen to 7% — three quarters of which are RTRS certified soya. The purchase of RTRS soya in the
Dutch processing industry has doubled between 2011 and 2012.

Approximately 3% of the world production of soya beans is processed in the
Netherlands for Dutch consumption or for export products. Market stakeholders in the
Netherlands have taken the initiative to use more certified soya. In 2011, major
stakeholders in the animal fodder and animal husbandry supply chain, and various
supermarkets agreed that by 2015, 100% of the soya they buy for the production of
meat, dairy, eggs, and other foodstuffs in the Netherlands will be responsibly produced
(Dutch Foundation for Chain Transition Responsible Soy, 2013).

The share of certified soya in total global soya production has increased to almost q%.
That does notinclude the soya produced in the United States under national legislation,
the recognition of which is currently being sought for inclusion in the EU Renewable
Energy Directive (sustainability pledge). By far, most of the worldwide certified soya is
GMO-free soya that meets the Proterra criteria, which is a certification label that has
been around for almost ten years (estimate based on the RTRS and Proterra websites,
and Van Gelder and Herder, 2012).

The production standards established by the RTRS only came into effectin 2010. The
share of global soya production in accordance with the RTRS has reached almost 0.4%
in a bit more than a year. The RTRS certified soya is more commonly used in the
Netherlands and Belgium currently. The impact of RTRS soya can expand when other
European countries also shift towards using certified soya. This soya is relatively
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expensive because itis transported and traded separately (segregated), also because the
trade cannot yet profit from economies of scale. The solution to this is to implement a
system of mass balance or certification trade (book and claim).

The market share of certified soya is higher in the Netherlands than the global average.
According to the soya barometer in 2011 (Van Gelder and Herder, 2012), approximately
7% of the soya processed in the Netherlands was certified (Figure 14), three quarters of
which met the RTRS criteria. The market share of certified soya may be somewhat
higher because it is not easy to establish the total use.

In 2012, Dutch businesses purchased more than 280,000 tonnes of responsible soya
with RTRS certification; double the amount purchased in 2011. By 2015, 100% of
purchased soya must be responsibly produced in accordance with the RTRS — or
comparable — label (Dutch Foundation for Chain Transition Responsible Soy, 2013).

Not much is known about the effects of certified soya production, partially because the
RTRS system has only been in existence for a brief period. Documentation on the
progress of making this industry sustainable could still see some improvement. Public
audit reports contain little information on the degree to which the objectives have been
reached, the sustainable development of businesses, or the implemented
improvements associated with the RTRS improvement model (Freeze, 2012).

The government is cooperating with businesses, social organisations, and knowledge
institutes through the Sustainable Trade Initiative (IDH). The government has mainly
focused on supporting sustainable production in countries of origin, and offering legal
and financial support for sustainability initiatives in the soya supply chain, for example,
by bearing half the investment costs. As is the case with the palm oil industry, there is an
initiative for the soya industry that strives to make certification accessible for small
businesses; the RTRS cooperates with Solidaridad in what is called the Soy Producer
Support Initiative (SOYPSI). The goal is to have 25,000 farmers produce in accordance
with the RTRS criteria in 2012.
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Making supply
chains sustainable:
obstacles and
limitations

The different supply chains are confronted with a number of obstacles in the process of
becoming sustainable. Limitations to the scope of the voluntary initiatives for standards
and certification are also present. This chapter addresses the obstacles and limitations
of becoming more sustainable through certification, including the strengths and
weaknesses of the current role of government policy. The information in this chapter is
followed through in the next chapter, which presents four prospects for action.

4.1 Obstacles to scaling up sustainable supply chains

Producers, traders, and governments are confronted with a number of mutually
interrelated obstacles in their attempts to make different supply chains more
sustainable (OECD, 2013; SCSKASC, 2012). These obstacles the supply chains come across
partially depend on the phases of the transition process towards sustainability. The
phase in which a supply chain finds itself can be identified by the Dutch market shares
that have a certification label for sustainable production (Figure 15). The societal
challenge is to encourage the consumption of sustainably produced raw materials here,
and to provide incentives for the sustainable production of raw materials elsewhere.
That does not necessarily have to be solely and absolutely via certification. As the
sustainable share increases, it is no longer necessary for the raw material to carry a
certification label to provide a distinguishing market signal.
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Figure 15
Market transition towards sustainably produced products

Market share (%) Transition phases
100 oo
Pod ¢ Normalise
’
4
P
’I
/ Connection
/
/
»
/
/
¥
’l Mainstreaming
7/
/
’
’.‘ kthrough
'/ Breakthroug
= ad
o 18 _- } Sustainable niche
Time

Dutch consumption of sustainably produced products
Data 20m Data 2012 ===~ Transition curve
® Softwood @ Fishtotal ® Palmoil
® Wood total ® Temperate hardwood
@ Fish(wild) Soya
@ Coffee Fish (aquaculture)

Tropical wood

Source: Various sources; adaptation by PBL, 2013

The supply chains are in different phases of the transition process towards becoming sustainable. The nature of the
obstacles and the required strategy for dealing with them differ per phase. The consumption of fish from sustainable
aquaculture, for example, is still in its initial phase. Raising consumer awareness about sustainability problems and
familiarising consumers with the certification label are important for generating demand. A large part of softwood
consumption is already sustainable. The question is how those business that lag behind on the market can be
included — perhaps through legislation.

Higher costs of certified production

One of the obstacles identified in many supply chains is that of the higher costs of
certified production, which relate to the certification process itself, as well as to
adaptations and improvements in production regions to comply with the standards.
Timber producers, soya and cacao farmers, for example, have to lay out considerable
costs to meet the legal requirements in their supply chains (ICC et al., 2013; KPMG, 2012;
PWCand IDH, 2012). They cannot recuperate these costs so easily just by asking for
higher prices because not all of the standards will guarantee a higher price or a
premium. Consumers also have a limit to their willingness to pay more for a sustainable
product. Setting a common lower limit to the sustainability criteria with which
producers have to comply is a potential option to partially reduce the cost barrier. The
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European Union is currently implementing regulations for the import of wood. These
regulations require that extraction of wood occurs within the legal framework of the
country of origin. This also creates a level playing field in the market.

Demand for sustainably produced products is lower than their current supply and
production

For a number of sustainably produced raw materials, global production is greater than
global demand. This applies to coffee, cacao, and palm oil (Figure 7). Further scaling up
and implementation of product standards is difficult when demand lags behind supply.
The causes of low demand in each of the supply chains need to be thoroughly
investigated; for example, by determining whether sustainable products are of a lesser
quality than their ‘traditional’ variants, or if their supply has increased in such a drastic
way over only a short period of time that the sales markets have not yet been able to
handle the increased flow (TCC, 20123, b).

Western markets are leaders in the demand for and sales of certified products. Social
organisations and conscientious consumers have played a major role in the acceptance of
sustainable certification labels and in providing incentives for the market to supply
sustainable products (Vermeulen et al., 2010). The conscious consumers are already aware
of the availability of their preferred products; the rest can best be reached by offering
products which have guaranteed sustainability but are not actively marketed as such
(‘certification labels that are moved from the front of the packaging to the back of it’). The
role of wholesalers and retailers is crucial for sustainable products to take the lead in the
rest of the Western market. Up-and-coming economies such as those of China and India
scarcely contribute to the global demand for sustainable products. Sustainability and
certification barely has a place in the local markets of productions regions either.

The multitude of certification labels confuses consumers and producers

Consumer as well as producers prove to have difficulty with the differences among the
multitude of certification labels and certification systems. Coffee, for example, has
these major certification labels: Fair Trade, UTZ, qC, and Rainforest Alliance (see Text
box 3). The lack of clarity over what these certification labels mean results in less
understanding or acceptance by buyers and consumers. In addition to this, the different
requirements which producers must fulfil lead to additional costs for certification.

Simultaneously though, positive mutual effects between the different certification
labels and certification systems exist: standards can have a beneficial effect on each
other and lead to expansion and improvement (Vermeulen et al., 2010). Broader, more
generally accepted standards for certification reduce the costs associated with the
certification process. The recognition and acceptance of locally established production
standards by international production standards that service sales markets can simplify
the sustainability process and/or make it more uniform. In the past, several different
national standards for sustainable wood were brought under one collective umbrella
called the PEFC.
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Alevel playing field is needed to also include those that lag behind

Many supply chains have nothing like a level playing field for all farmers, producers, and
traders. The lack of such a level playing field is seen as an obstacle primarily in the
supply chains that already have a large share of sustainable production, such as the
coffee and wood supply chains (Vermeulen et al., 2010). This discourages producers who
have not yet made the transition over to sustainable methods from doing so; they
certainly will not make this transition when they are confronted with the higher efforts
and costs accompanying the further certification procedure (ICC et al., 2013; PWCand
IDH, 2012).

As mentioned above, the process of creating a level playing field in the European wood
sector is currently being worked out by establishing generally valid minimum
requirements for the entire European market. Legal origins and legal harvesting
methods are required in the case of wood. This concept can possibly be applied to other
supply chains, such as soya and palm oil. Arranging this at the European level would
require a sufficient support base with the traders and buyers, and even with that, it
seems it would be a strategy that could only be implemented in later phases of the
transition.

Involving smallholders and poor farmers is difficult because of a shortage of
knowledge and capital, and vague land rights

A large share of the production in the coffee, cacao and palm oil supply chains takes
place on small-scale farms. It is not easy getting these small-scale and often
unorganised farmers involved in the sustainability process (Molenaar et al., 2011), while
these farmers are exactly the ones who would profit most from this. The increased
production and the improvement of the quality of their products offer them a future
perspective on further development and improved income.

Several factors complicate the transition to voluntary certification for these
smallholders. They often lack the necessary knowledge, and they have limited access to
sustainable and profitable production methods. They also have less of a tendency to
invest because they have insufficient capital that is required for production
improvement, and they are unsure about their land rights.

Credibility of certificates and certification labels is often debated

In recent years the media have published reports on abuse carried out by certified
businesses. The criteria in specific production regions — even in certification systems
that have existed for a long time — were not complied with correctly (SOMO, 2013).
Some earlier issued certificates were retracted or suspended, such as was the case with
the mackerel fishery in the North Sea, and the production of sustainable wood in natural
forests in Guyana (FSCG-Watch, 2009; MSC International, 2012b). This type of media
report threatens the credibility of certifications and certification labels. The question
remains whether these are incidents or structural shortcomings of assurance
procedures.
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Figure 16
Contribution of various production standards to more sustainable production
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A differentiation in standards may serve different market segments and groups of businesses; however, the different
ambitions of these standards also have different effects on societal goals. These contributions to public targets can
be enhanced by operating with a continuous improvement plan and scaling-up process. This combination of
improvement and scale up is a refinement of the ‘lowest’ standards, step-by-step improvements in standards with a
growth model, and the expansion of the market share of the ‘highest’ standards (from SCSKASC, 2012).

Different sources point to the fact that, as certification permeates into regions with
limited functioning governance, such as with wood production in the Congo Basin, the
risks of inadequate monitoring and compliance — and as such potential abuse —
become greater (Greenpeace, 2013; Tropenbos International, 2013). The level of
governance would have to first be in order in such regions before starting to work
towards certification. The FSC system recently introduced a criterion that focuses on
dealing with and managing the risks of illegally harvested wood (Preconditions and
Safeguards, FSC, 2013).

The credibility of certification labels could also improve if the certification organisations
were to be more transparent in their publications regarding their monitoring practices
and the corrections they implement, and also reporting on if and when they retract
issued certificates.

Absence of reports on achieved impacts

Several supply chains generally lack sufficient, well-designed impact measurements
(Kessler and Pelders, 2012). Designing proper impact studies is complex and also very
expensive. The lack of insight into the added value of certification makes businesses,
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Textbox 3

Differentiation of certification labels can serve a large share of the
market

Some raw materials have different certification labels available to them, each

with their own production standards and requirements. Such a differentiation of
standards has the potential to attract different groups of businesses and consumers,
which therefore contribute to the transition towards completely sustainable supply
chains. However, there is a need for a continuous improvement process in order to
achieve the social goals.

The supply chain for coffee has these certifications available to it: Fair Trade, UTZ
Certified, Organic, Rainforest Alliance and 4C. Fair Trade traditionally focuses

on supporting poor farmers, Rainforest Alliance and Organic aim to maintain
biodiversity, and UTZ Certified concentrates on a higher quality of raw materials
and higher productivity. The gC certification provides a growth model with a lower
threshold for businesses that find the step towards more strict sustainability
requirements too large because of the investments needed to make that shift
(Arnouts et al., 2012).

The ‘stricter’ or ‘more fair’ sustainability standards are more difficult to implement.
Strict criteria have a limited amount of acceptability on the production side as well
as the consumption side. Products with such standards only reach the niche markets
for ‘fair’ products. Standards that focus more on higher productivity and quality for
cacao and coffee appeal more to the needs of buyers and as such have opportunities
to realise a larger market share (Ruben and Zuniga, 2010). Acceptance of these
standards is greater on the production side, too.

There are also standards and certification labels that provide a minimum level

that applies to the whole market. Recently, a compulsory lower limit at the level

of legal production was established for wood trade. These standards will reach a
group of businesses that cannot be mobilised on a voluntary basis. Simultaneously,
the general lower limit can make it easy for businesses that use high standards to
distinguish themselves on their market. Legal production, however, is not equivalent
to sustainable production; the level of sustainability depends on the local legislation.

This variation of objectives these certification labels have puts the achievement
of environmental and socio-economic goals at risk (Ruben and Zuniga, 2010).
Contribution to these common public goals is only possible by operating with

a continuous improvement process by the lower standards (stepping up), in
combination with expanding the market shares of higher standards (scaling-up;
Figure 16).
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sectors, and certification systems vulnerable to critique. This limits credibility and it
limits possibilities for evaluation and improvement of these systems. Designing, for
example, an effective monitoring and enforcement apparatus via remote sensing has its
high costs. That makes it necessary to identify and promote the most suitable and
affordable production methods available (Milder et al., 2012).

Audit reports on certification procedures can be a valuable source of information for
research on the efficacy of certification (Cambridge et al., 2011; Pefia-Claros et al., 2009).
Summaries and audit reports are often publically available, but the underlying, more
detailed report are not. The sales market as well as consumers demand products that
are produced in a verifiably sustainable way; they are not always interested in reports on
the improvements achieved. This can also be seen as a fundamental shortcoming of
self-governance, with many different certification systems competing for market shares.

4.2 Limits to the voluntary initiatives strategy

Providing incentives for sustainable production via certification of producers and
traders is based on voluntary efforts made by market stakeholders. Even though this
can contribute to solving sustainability problems with issues of developing prosperity,
nature and environment, there are limits to this strategy — geographical limits,
financial limits, and institutional limits.

A large portion of global production falls outside the sphere of influence of sustainable
international markets

The sustainably produced raw materials are for a large part destined for Western
markets, which have the largest demand. The rest of production is destined for local and
regional use, or for the up-and-coming export markets — such as China and India —
where there is a limited demand for sustainable production and certified products.
Further ways of providing incentives for certification in the up-and-coming markets, and
methods of how local and regional markets could better be reached, are currently being
explored.

Certification is only successful with enough effective governance at the local level
The success of certification is dependent on effective local preconditions (the enabling
environment), including effective governance, legislation and enforcement (along with
taking action against corruption). These preconditions, thus, shape governance
boundaries for the successful functioning of certification.

The certification of wood production, as an example, has advanced far in regions with
relatively good and reliable governance, and well-developed and enforced forestry
legislation (Janssen and Van Benthem, 2010). In recent years, a number of certification
programmes have focused on regions (Congo, Borneo) where these preconditions have
not been met. According to NGOs, this effort has its risks (Greenpeace, 2013). The
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recently initiated partnership agreements between European Union countries and
production countries (included in the Voluntary Partnership Agreements) to comply
with the EU policy for legal timber trade, were established to create a better legal
system and governance environment.

Poor farmers are not always reached via certification

Some sectors, such as cacao and coffee, have many farmers functioning on a small
scale. These farmers should be able to earn more were they able to improve their yield
and the quality of their product. Certification could help with that, but the smallholders
often lack the needed agronomic knowledge and capital to adjust their cultivation
methods. This makes smallholders, who are poorly educated and work on their own,
and their local communities difficult to reach.

Additional financing and focused support are then needed to involve these groups in the
sustainability process. Some sustainability initiatives and businesses are already doing
this explicitly (see the section on ‘Six supply chains in focus’ on the POPSI initiative and
the SOYPSI initiative). Even with such additional support, not all poor farmers can be
reached.

Sustainable production and consumption requires more than making supply chains
sustainable

The policy of making supply chains sustainable primarily means providing incentives for
production in accordance with certification standards for sustainable production.
Increasing the demand for sustainable products is necessary to upscale the production.
This strategy fails to take other sustainability issues into account that relate to the
global scale. In the future, the amount of productive land and water available in the
world will not be able to provide the world population with enough food and raw
materials, while at the same time maintaining biodiversity, if we continue using the
same methods we use today (WWF, 2012).

Focusing on only more responsible production of raw materials is probably insufficient
to meet higher future needs. Sustainable standards are aimed at the allowed maximum
annual yield for logging trees and harvesting fish (maximum sustainable yield). In so
doing, the actual yield may be reduced in an attempt to prevent overexploitation of
ecosystems. With regard to the production of agricultural raw materials,
implementation of improved agrarian techniques can actually increase yield
(sustainable intensification). The question still remains, though, if that will sufficiently
provide room for the expected future demand.

That is one reason why a broader strategy of sustainable production and consumption is
recommended; the burgeoning global competition for raw materials is another. This
puts additional options on the table such as processing raw materials more efficiently
and altering consumption patterns (Van Oorschot et al., 2012; Westhoek et al., 2013;
WWEF, 2012).
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Table g
The government’s various styles of governance to effectuate sustainability
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Classical regulation

The role of government Directive role of government. Comprised
of the traditional government-instruments
of legislation, financial stimuli and
communication

Examples of instruments - Legislation on the production of organic
products
« Prohibiting illegal logging, in compliance
with the legislation in production countries

Strengths - Mobilising knowledge and establishing
long-term perspective based on values
and normative precepts

- Taking a coordinating role in international
contexts

« Orientating towards a total effect
at the national and supranational scales

Weaknesses « Limited by sovereignty of other countries and
trade agreements
- No strong supranational authority
» Needs political support base
« Deficient enforcement

The government can choose various styles of influence to improve the sustainability of international supply chains,
each of which with its own strengths and weaknesses. The current style can best be described as a mixed
network- and market-driven strategy (Arnouts et al., 2012; Vermeulen et al., 2010).

4.3 Reflection on the government’s strategy

Network and market regulation currently dominates, with government mainly having
an encouraging and supporting role

Businesses and social organisations have been the predominant actors in taking the
initiative towards sustainable supply chains, in recent years. The government has taken
the position as a source of encouragement and support (Kamphorst, 2009; Vermeulen
et al., 2010). This development of social actors and businesses playing a greater role is
exemplary for developments in public stewardship in which a shift is taking place from
‘government’ to ‘governance’. The government increasingly more often utilises the
efforts and energy of social stakeholders. Initiatives that have come into existence as
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Network-driven -
Interactive regulation

Market-driven -
Supporting self-regulation

Government relies strongly on partnership with

target groups, voluntary agreements of

organisations, subsidising or financing

organisations, providing information, and

capacity building to reach a goal

« Closing voluntary covenants and Green
Deals with sectors

+ Furnishing context and support for socially
responsible endeavours

« Using the efforts and methods of different
stakeholders optimally

« Providing shrinking government a good
network

+ Involving stakeholders in the production
standards (support base)

« Networks have limited means and mutually
weak coordination

- Different objectives of the stakeholders
involved

« Nodirectinfluence on final objectives,
including public ones

Government supports, provides incentives and
poses limits, and hence creates the
preconditions within which market parties and
social stakeholders can make supply chains
more sustainable themselves

+ Posing requirements with which certification
labels must comply

+ Financing new initiatives (roundtables for
soya and palm oil)

- Fostering transparency and substantive
business reports

« Influencing its own supply chain
stakeholders successfully

» Using market power

- Using practical expertise

- Stimulating innovation forces and cost
reduction

- Mobilising self-interest

« Freedom to choose goals and perspectives,
can lead to pliable rules

« Focused on sustainability frontrunners,
other groups more difficult to reach

+ Own objectives prioritised. No overall
impression of the biggest problems,
demand-driven

+ No motivation for reducing consumption

- No motivation for collective learning

such can often rely on a more supportive base, and the solidarity among stakeholders is
stronger. The learning capacity of the initiative takers is capitalised because the
government establishes preconditions, but it does not set specific rules (Hajer, 2011).

The government can use network-driven and market-driven governance styles to
further scale up and reinforce sustainable supply chains, but it must then bear in mind
the strengths and weaknesses of this strategy (see Table g). The growing role of
businesses and social organisations in making supply chains sustainable provides the
government opportunities to support these voluntary initiatives, and as such,
contributing to achieving public goals. The activities of voluntary initiatives have
resulted in widely accepted standards and certification labels, which could provide a
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basis for the definition and development of public standards which might otherwise not
be able to garner a political support base. The social initiatives are also attractive to
government because they create a new dynamic: the national sovereignty of countries
remains respected and the market fulfils a central role. Market initiatives offer the
government practical experience and information, and supplement the increased
concerns about sustainability and working conditions elsewhere (SCSKASC, 2012).

There is, however, also criticism of having government strongly relying on network-
driven and market-driven strategies for reaching its goals. This choice might be the path
of least resistance (regulation demands difficult debates, for example regarding
sovereignty and trade rules), or be the result of a lack of political support for alternative
or additional regulating instruments (SCSKASC, 2012). There are also concerns if a
market strategy is actually able to provide a large-scale contribution to the socio-
economic development in production regions and to the protection of nature and
environment, specifically where it involves the most vulnerable groups and most
vulnerable regions. If making supply chains sustainable is left to the market, this means
that the priorities and objectives of the market apply whereby the interests of
businesses are paramount, such as ensuring the supply of raw materials, and not readily
realising societal goals. Production chains pressured by consumers or NGOs will make
the transition to sustainability sooner than production chains that do not receive
pressure. However, this does not guarantee that the major supply chains for worldwide
sustainable development will also receive the most attention.
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Prospects for
making supply
chains more
sustainable

How can the different supply chains become more sustainable? This chapter outlines
four prospects for action to strengthen and upscale the process of making supply chains
sustainable. The prospects for action are established for Dutch Government policy and
other stakeholders involved in making supply chains sustainable. The goal of these
prospects for action is to prevent, reduce and compensate for the negative effects of
production processes on the environment, nature, and biodiversity; and to improve the
socio-economic conditions of the farmers and local populations in production regions.
These prospects for action build upon what has been realised in the past years through
the voluntary initiatives businesses and social stakeholders have developed. Public and
private governance and initiatives can reinforce each other on many issues.

Before delving into the prospects for action, we first examine the phases of the
transition process towards sustainable supply chains, and the ways to provide incentives
for businesses to participate in the transition towards sustainability.

5.1 Phases in the transition process and incentives for
scaling up

The transition towards a market for sustainably produced raw materials can be
generally categorised in five phases. Different groups of companies join in on this
transition, because of their different problem perceptions and motivations. We
distinguish a start-up phase where a few businesses mainly focus on niche markets for
sustainable products; a breakthrough phase where the market leaders and frontrunners
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Figure 17

Transition of the market towards more sustainably produced products
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Source: PBL, 2013
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Sustainable
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in denial
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Convinced
adaptors
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Sustainable
entrepreneurs

Government role

Legislation and
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Increasing
transparency and
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Create networks
for knowledge
transfer
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cooperation and
partnering

Recommend,
subsidise

Different types of businesses are active in the different phases of the transition process towards the use of
sustainably produced raw materials. The government can provide the different businesses incentives and mobilise
them towards further sustainability. Every type of business requires a different strategy and role in order to

accomplish that.

gain a sustainable market share; a broadening and an adaption phase in which scaling
up is central (mainstreaming) and more and more businesses connect, and a phase of
normalisation in which the businesses lagging behind conform to a more sustainable

way of trading (Figure 17).

Businesses are faced with different obstacles during different phases. The government
or other stakeholders might be able to do something about these obstacles by
attempting to eliminate them or by providing the businesses incentives to persistin
their efforts towards sustainability. It may be necessary to implement a more coercive
set of instruments for the businesses that do not participate. For each phase, Table 5
shows the initial opportunities and obstacles that businesses may be confronted with,
leverage points for removing the obstacles (transition mechanism), and suitable roles

for the government.
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Tables

Opportunities and obstacles for businesses and suitable roles for the government
during the sustainability process
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Phase

Opportunities for businesses

Obstacles

1. Sustainable
niches

2. Breakthrough

3. Mainstreaming

4. Connection

5. Normalisation

enthusiasm
practical idealism
creative, innovative

give sustainable products a
competitive advantage at the
sales market (strategic chance)
access to finances

low costs

economy of scale

large consumer group

first hand in shaping systems
mainly strategic risk management
easy to start using proven
practices

make use of infrastructure
software and orgware now
available

mainly tactical opportunities
sustainable supply along with
conventional supply

prevention of compliance
problems

limited support base
biased consumer

high price

limited access to finances
problems with scaling up,
because soft and hard
infrastructure is lacking
credibility

of claims

cooperation needed for
effective turnover in market

business case not immediately
evident

no distinguishing capacity
compared to other businesses
credibility of effectiveness
(risk areas)

lagging supply with greater
demand

costs of certification

business case unclear

no significant demand any more
limited supply

no business case
no self-motivation, evasive
behaviour probable

Understanding the motivation of businesses is important in order to upscale the market for

sustainable raw materials and products: why would they want to undertake becoming sustainable,

and what obstacles are they experiencing? Subsequent to this, the government can attempt to
provide these businesses with an impulse by implementing different instruments.
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Transition mechanisms towards next
phase

Suitable role of government and a set of
instruments

greater acceptance
making efficiency and expansion possible
reinforce consumer support base

cooperation in market
guarantee credibility
making successes visible

sharp market breakthrough visible
peer pressure
reduce or spread costs

with lack of market-driven motives only with
effective coercion

« recommend standards; communication

« exemplary role; own purchasing policy

+ knowledge development of supply chain
organisation

+ provide incentives for market leaders

+ strengthen purchasing power

+ support cooperation

- transfer of knowledge on successful
methods

« initiate /support of quality benchmark

+ support monitoring and evaluation and
transfer of knowledge

« supportactive benchmarking and success
measurements

- working on sector-wide agreements;
covenants and Green Deals

+ establish minimum requirements

+ active quality assurance private standards

+ share costs; financial instruments

» where possible via legislative path:
requirements of valid legality with import;
regulation and punitive measures

« financial instruments

- the same as the previous phase
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5.2 Prospects for action

What can market stakeholders and governments do to make production and
consumption more sustainable? This section presents four mutually reinforcing,
complementary prospects for action. They should not be regarded as mutually exclusive
alternatives.

The first perspective ‘Reinforcement of voluntary sustainability initiatives’ is very similar
to the current strategy which centres around voluntary market initiatives. By increasing
the demand on the Dutch sales market, incentives are created, via the supply chain, for
production regions to operate in accordance with sustainable production standards.

The previous chapter addresses obstacles and limitations to making supply chains
sustainable through voluntarily means, stating how this strategy would not sufficiently
realise the social goals in the area of sustainable consumption and production. If
sustainable production has to become the new norm, the government cannot leave
sustainability up to the market initiatives alone. It will have to take on more
responsibility, which is the impetus for the second prospect for action ‘Sustainable
production chains as the new norm’.

With the assumption that certification is a means rather than a goal, the third prospect
for action focuses directly on production regions from where the Netherlands imports
its raw materials; hence, ‘Strengthening and expanding sustainable production
elsewhere’.

The fourth prospect for action is ‘Sustainable supply chains as part of a broad strategy
for sustainable production and consumption’. Bearing the global environmental
operating space in mind and future growth in population and welfare, implementation
of only a strategy for making supply chains sustainable would obviously not be enough.

Prospect for action 1: Reinforcement of voluntary
sustainability initiatives

This prospect builds upon market and social initiatives, and the government’s facilitative
and incentive-providing role for voluntary initiatives in recent years. The use of
certification and production standards remains dominant in this prospect. It does,
however, give more attention to other potential voluntary initiatives, such as the
initiatives taken by individual businesses that want to apply the principles of social
responsibility or that want to implement the international reporting standards such as
those instituted by the ISO or the GRI.

78 | Sustainability of international Dutch supply chains

FIVE



EIAE

Certification will be more effective with the elimination of a number of obstacles (see
Chapter q) — such as confusion for the consumer because of the amount of certification
labels, or the complicated accessibility and expensive certification process for
smallholders. Intelligent government policies attempt to make efficient use of the
voluntary initiatives and intervene to provide support or assist with persistent barriers
that the market is unable to solve. The market parties also acknowledges these
obstacles. Various international and private initiatives exist that focus on solutions, and
the government could help to strengthen them.

« Expansion and improvement of impact measurements
Good impact measurements are crucial for the effectiveness of certification labels and
production standards. Impact measurements are needed to evaluate the
effectiveness of sustainability initiatives on the income of farmers, or the effect on
the environment and the biodiversity in production regions. That knowledge can be
the basis for adapting the criteria and standards, which can improve upon their
effectiveness. The mutual comparison of impact measurements (among
organisations) can further contribute to this, but this is only infrequently being done.
Information on the achieved impacts is also important for maintaining the credibility
of making supply chains sustainable. It is important to know what these initiatives are
achieving. Many NGOs, businesses and governments have begun to realise this and
take action to implement impact measurements.

The government, thus far, has not contributed to nor coordinated any effect
measurements. Arguments in favour of increasingly doing so are the public goals that
may benefit from more sustainable supply chains. Obstacles to this are the
complexity and the long-term costs — which are relatively high — that accompany
such measurement programmes. Scientific study and scientific recommendations can
also contribute to making evaluations more mutually comparable, and also to the
analyses of preconditions that foster positive effects.

» Reduction of confusion for consumers
The diversity of certification labels confuses producers as well as consumers. It is
often unclear what each certification label means, and which goal they are working
towards. Examples of initiatives that keep track of that are mobile telephone
applications that make it easier for consumers to distinguish between certification
labels and sustainable goals.

« Creating a framework for voluntary initiatives
The Dutch Government and the European Union could create the basic conditions
within which voluntary systems can be effective while still maintaining their distinct
strengths. An example is the EU Unfair Commercial Practices Directive, which protects
against misleading consumers, and which also can protect against certification labels
from making false claims or dishonest claims about other certification labels.
Monitoring and enforcing this directive for certification labels is, however, not
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performed by the government. Sustainability labels can be accredited by the Dutch
Accreditation Council. This Council does not verify the certification criteria, but it does
verify the monitoring and organisation of certification labels. Few sustainability
certification labels are currently accredited by this Council.

Providing incentives for constant improvement towards more sustainable
systems

Certification systems are ideally organised according to a process of constant
improvement, which will sharpen the criteria over time. The three meta-standards
established by the ISEAL Alliance (standard development, assuring compliance and
effect measurements) could help with the realisation of the process that fosters
constant learning and improvement. The government could support such procedures
when necessary, or maybe direct its sustainable procurement towards sustainability
initiatives that are affiliated with ISEAL and comply with their meta-standards.

Measuring and monitoring the market shares and demand for products that are
produced more sustainably

If there were more accessible publications on the market share of sustainable
products and the effects achieved with their development, businesses and consumers
would become more aware of sustainability. Information on this issue is also
necessary for shaping national and international policy and selecting the appropriate
instruments. Structural monitoring and benchmarking is not only lacking in the
Netherlands, but also in Europe and throughout the world. This type of overview is an
important source of information for businesses and for the national and international
policy too, for example, for monitoring the goals from the Convention on Biological
Diversity over sustainable production and consumption. Voluntary initiatives can also
participate in monitoring and benchmarking by cooperation with national statistic
agencies.

Generating cooperation in supply chains which have few or no voluntary
initiatives

In some supply chains, such as spices, fruits and vegetables, relatively few voluntary
initiatives have emerged. The government can bring stakeholders in these sectors
together, and facilitate and support partnerships among them. The Sustainable Trade
Initiative, established and financed by the Dutch Government, focuses on such supply
chains where sustainability has not made much headway, yet (IDH, 2013). New
stakeholders can get involved, including harbour and transport businesses that are
economically dependent on the import and transport of raw materials or the products
made from them.
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« Export the experience with making supply chains sustainable to other countries
Even though voluntary initiatives alone are unable to make all supply chains
sustainable, they can still be encouraged in many more supply chains and countries
than there are now. The Netherlands is one of the frontrunners with regard to making
supply chains sustainable through voluntary initiatives and can disseminate its
knowledge and experience, initially to other EU Member States and the European
Commission. Examples of its experience are with the Sustainable Trade Initiative,
sustainable procurement by the government, and the formulation of standards that
have been partially initiated by Dutch NGOs.

Prospect for action 2: Sustainable production as the new
norm

In addition to the reinforcement and further facilitation of voluntary sustainability
initiatives, the government can also bring to bear a future in which sustainable
production supply chains are the new norm. It is implausible to make supply chains
completely sustainable through market stakeholders on a voluntary basis. Even though
the supply chain for coffee has come very far, it can be argued that government needs to
play a greater role to accomplish this more extensively. The government can create a
level playing field that will bring on board those businesses that lag behind. Certification
initiatives still have a significant place in this prospect for action. They manage and
improve the production standards, and they monitor and control the independent
certification processes. This creates the social support base for sustainable products
upon which the government can further build upon.

« More transparency from businesses: reporting and labelling
Transparency is important for fostering sustainability as the new norm. Obligatory
reporting on aspects such as the origin of raw materials, production methods
implemented, the production conditions, and the impact of production, can provide
incentives for businesses to make their production processing sustainable. More
transparency can also strengthen the watchdog function of NGOs, and it places
consumers in a position so that they may make informed decisions. In April 2013, the
European Commission published a proposal for changing the accounting regulations
for businesses. This aims to align national obligations to create a level playing field,
and makes the requirements from existing regulations more concrete by requiring
businesses to provide a minimum amount of information on their supply chains with
regard to environment and human rights.
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« Maintaining and enforcing sustainable procurement
The Dutch Government makes attempt to purchase its procurement needs in a
sustainable way, which sends a signal to the market. The constancy and refinement of
that ambition is also an important signal to the market, as are the criteria that the
government has developed in which they specify what the minimum requirements
are for sustainable products. Stricter monitoring of the formulated criteria seems
most appropriate; much improvement is possible with regard to the purchase of
wood, for example (Van Benthem et al., 2011). In addition, the Netherlands can
contribute to the development and dissemination of the EU criteria for Green Public
Procurement.

« Prohibit the import of illegal products
The recently adopted EU Timber Regulation prohibits bringing illegally logged wood
on the common European Union market. lllegal in this case means wood that has
been logged which does not comply with the legislation and regulations of the
country of origin. This directive creates a level playing field for all businesses in the
market, and the definition of legality functions as a norm for what is minimally
acceptable. Such legislation can be an example for other supply chains, but
implementation of it depends on where that supply chain is within the transition
phases towards sustainability. Legislation in the United States is gaining influence and
can serve as an example, such as the Dodd Frank Act, and the Lacey Act, which pose
requirements on the origin of imported minerals and natural raw materials.

* Product standards, minimum requirements and internalisation of external costs
The lagging stakeholders in the market, who shift the costs of non-sustainable
production on to society, could be coerced to improve their methods towards
operating more sustainably through legislation, minimum requirements, and financial
incentives. A next step after prohibiting illegal production is establishing minimum
sustainability requirements for products on the market, or by providing incentives
— perhaps financial — for more sustainable products. These instruments are
regularly implemented for public health, but practically never for sustainability. An
exception to this is the binding sustainability criteria for bio-energy under the EU
biofuels directive, just as implementing border-tax adjustments for products from
countries that dismiss climate policies. The execution of this type of measure is,
nevertheless, complex. The requirements of certain standards can affect trade with a
country and can lead to real or perceived ‘green’ protectionism.

« Exploring the options within the international trade regime
The Netherlands could take the lead more actively in exploring the options — within
the international trade regime — for imposing sustainability requirements for
imported products. The possibilities for imposing such requirements in trade
agreements seem to be less limited than is often assumed (Davidson et al. 2009).
However, they also quickly lead to complex issues because of the tensions that arise
between a country’s ability to comply with its social and environmental obligations
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and its ability to comply with its trade agreements with other countries. This is how
the requirement by the United States that more sustainable harvesting methods
should be used for shrimp, with the objective of preventing by-catch of sea turtles, led
to along-running trade dispute. The United States was allowed to impose this
requirement, provided that all countries would be treated in the same way (WTO,
1998). In any case, it is undesirable for issues about cross-border sustainability and
trade to be addressed on a case-by-case basis.

Prospect for action 3: Strengthening and expanding
sustainable production elsewhere

The expansion of the demand for products that are more sustainable in the Dutch or
European sales market is not the final objective of making supply chains sustainable.
Ultimately, the goal is to improve the production circumstances elsewhere, and to
reduce the impact on people and the environment there. Consumer demand for
sustainable products is an important condition for that: it creates a market. But there
are all sorts of preconditions which must be met before producers can produce more
sustainably. The presence of a good investment climate, a suitable physical and financial
infrastructure, and clarity on land rights are, in general, important for expanding
export-oriented products and for increasing productivity. Such preconditions can also
help scale experience and knowledge with sustainable production up to a regional level.
Moreover, the government can provide incentives to expand sustainable practices that
already take place at the level of the production area towards sustainable development
ataregional level (Waarts et al., 2013).

« Improve the perspectives of sustainable production for producers
A prerequisite for a more sustainable form of production is that producers have to be
able to make the transition to operating their businesses in a sustainable and
profitable way. In order to accomplish that, they need knowledge on sustainable
production systems and the advantages these systems have to offer.

National services for agricultural research and support (extension services) can play
an importantrole here. Furthermore, harmonisation and cooperation between
certification systems can reduce the costs, and as such improve the profitability for
producers. Examples of other matters that could help farmers are: tying in the
sustainability production standards with quality improvements, such as has been
done for coffee and cacao; access to agrarian inputs, such as high-quality seed and
high-quality fertiliser; and more specific support for groups of producers that have
not yet begun working with certification.
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The so-called farmer field schools are important for disseminating knowledge on sustainable production methods.
That knowledge can contribute to increasing the productivity and income position of farmers.

« Improve the market position of products that are more sustainable
Along with the opportunities for supporting individual producers, the expansion of
sustainable production is also influenced by market developments. Examples of this
are global market price reductions which make it impossible to recover investments in
certification systems, or altered conditions in the sales markets.

Ina number of cases, the current supply of sustainably produced products is greater
than the volume that is sold on the market as a certified product (e.g. coffee, cocoa,
and palm oil). This can be caused by a number of factors: it might reflect insufficient
quality, there may be delays in the market’s ability to adapt to the non-gradual
expansion of certified production, or there may be producers (either subsidised or
not) who are certified without there being enough demand.

One way for producers to deal with these obstacles is to collaborate in production
organisations such as cooperatives. That can make certification more feasible and
cost-effective for cooperating producers, simplify the exchange of knowledge, reduce
costs of operation, and improve negotiation positions.

« The Netherlands can support building and enforcing environment and labour
legislation
The improvement of local legislation is also an important step on the way to having
production processes become more sustainable. National governments clearly have
the task of dealing with matters in the area of property rights, spatial planning, and
the development and enforcement of environment and labour legislation. The
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enforcement of existing legislation has often proven to be an area needing
improvement. Government can also contribute to reducing the additional costs of
certification and improvement by steering towards overlap between the
requirements for legal and sustainable production. National governments can
support each other in the development of legislation and enforcement thereof. In the
context of the EU FLEGT directive for the import of legally logged wood, countries
that have closed agreements with the European Union are supported for these tasks.

Global standards provide direction, ambition and stability

Internationally established codes function as a reference point for sustainability
initiatives as well as for national legislation. The ILO standards of the International
Labour Organisation have been included as standards for certification labels, and they
have been translated by many countries into their legislation. The Guidelines for
Multinational Enterprises of the Organisation for Economic Co-operation and
Development (OECD) offer a framework with which multinationals must comply. The
Netherlands could link its financial instruments of trade, for example, to ambitious
and specific sustainability guidelines. Broad supportive political support for
international standards can be the prelude to implementation in national policy,
whereby the role of voluntary certification would reduce over time.

More attention for the advantages of sustainable production at the level of
landscapes and regions

Making production sustainable can lead to advantages outside the certified
production location, hence, more far-reaching than the directly involved producer.
More research is needed on the preconditions for these additional, spill-over effects.
More attention recently has also been given to the establishment of sustainable
production landscapes, in which sustainability is not only judged from the perspective
of a production location or specific production supply chain, but also on a larger
spatial scale. The question is whether production countries have the capacity to
organise synergy between different actors and their objectives in an integrated way.
The expertise the Netherlands has with regard to spatial planning could be a possible
form of support on this matter.

Prospect for action g: Sustainable supply chains as part of a
broad strategy for sustainable production and consumption

Making supply chains sustainable has to be part of a broad strategy of sustainable
production and consumption. Making supply chains sustainable is currently focused
primarily on reducing the effects of production elsewhere. However, other areas of the
supply chain also need attention, specifically for increasing the resource efficiency,
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Figure 18

Options for making supply chains more sustainable
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Fewer local impacts
« Cleaner transportation
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« Reduce packaging materials
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« Offer sustainably produced products

—p Physical flows
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Source: PBL, 2012

A broad perspective on making supply chains sustainable — with the intention of reducing the footprint of
consumption — comprises a broad pallet of options for the range of stakeholders involved in the supply chain.

More efficient use
« Take energy-saving measures
« Discard less food

Other product choices

« More sustainable products

« Substitute products with a large
footprint with other products

pbl.nl

These options can be summarised as: a more responsible and careful production by the primary producer (with fewer

local effects) at the start of the chain, more efficient processing of raw materials and waste, and the alteration of
consumption patterns at the end of the chain. This implies that stakeholders have the opportunity to reduce any
environmental impacts themselves, as well as possibilities to influence other stakeholders in the chain through the
supply of raw materials and products (Van Oorschot et al., 2012).
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searching for alternative raw materials with a lower impact on the environment, and
adjustments in consumption patterns (Figure 18; Van Oorschot et al. 2012; Westhoek et
al., 2013). It also seems that business and finance can determine the further success and
expansion of the strategy for sustainable production and consumption.

« Improve efficient use of raw materials in the supply chain
Many production practices can be more efficiently designed, which means that the
same or higher production can be achieved with less raw materials, energy, and
capital. Examples of this are reduction of waste in production processes, less use of
energy and water, and reusing and reclaiming biomass flows. The consumer can also
reduce waste flows.

« Changes in consumption and production patterns
Consumers can choose for more sustainably produced products, and producers can
also make the transition towards using other types of raw material or products.
Consumers can for example replace their car that runs on petrol with an electric car,
and completely or partially replace meat with other sources of protein.

« Contributions by the financial sector to making supply chains sustainable
The influence and possibilities of financing flows are currently not being sufficiently
explored. The financial sector can make a significant contribution to making supply
chains sustainable by implementing sustainability principles. Banks could potentially
apply the principle of social responsibility and sustainable ventures when issuing
loans; initiatives such as Equator Principles are an example of this. The system of
production criteria and certification labels can become an applicable guideline for
banks and investors when financing and issuing credit.

« Long-term goals for sustainable production and consumption
To make consumption and production sustainable using this broad strategy, the
government must make a concrete perspective using long-term goals with regard to
reducing the usage of raw materials, curbing food waste, reusing waste flows, and
striving towards a more optimal utilisation of raw materials with a future perspective
for a bio-based and circular economy. These possibilities help provide direction,
encourage innovations, and promote partnerships between government, businesses
and consumers.
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Data sources for figures and tables

The following data and references were used to make overviews of import shares,
sustainable market shares and trends for Table 2, and Figures 1, 6, 7 and 15.

National
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Acronyms

aC
ASC
FOS
FSC
GRI
GMO
GVB
IDH
IFOAM
ISEAL
ILO
I1SO
ISPO
MSC
MSPO
MTCC
MTCS
MVO
NGO
OECD
PEFC
REDD
RSPO
RTRS
SFI
TEEB
TPAC
VPA
VVNH
WWF

Common Code for the Coffee Community

Aquaculture Stewardship Council

Friends of the Sea

Forest Stewardship Council

Global Reporting Initiative

Genetically Modified Organism

Gemeenschappelijk Visserijbeleid (Common Fisheries Policy, CFP)
Initiative for Sustainable Trade

International Federation of Organic Agriculture Movements
Alliance for International Social and Environmental Accreditation and Labelling
International Labour Organisation

International Organisation for Standardisation

Indonesian Sustainable Palm Oil

Marine Stewardship Council

Malaysian Sustainable Palm Oil
Malaysian Timber Certification Council

Malaysian Timber Certification Scheme
Corporate Social Responsibility

Non-governmental Organisation

Organisation for Economic Cooperation and Development
Programme for the Endorsement of Forest Certification
Reducing Emissions from Deforestation and Forest Degradation
Round Table on Sustainable Palm oil

Round Table on Responsible Soy

Sustainable Forestry Initiative

The Economics of Ecosystems and Biodiversity

Timber Procurement Assessment Committee

Voluntary Partnership Agreement

Royal Dutch Timber Traders Association

World Wildlife Fund for Nature
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Imported natural resources and products, such as coffee,
timber, palm oil, cacao, fish and soya, increasingly more
often carry a sustainability label, based on production
process certification, following voluntary production
standards. Applying these labels may contribute to a wide
variety of global sustainability goals, such as halting biodi-
versity loss, eradicating extreme poverty and stimulating
sustainable economic development.

Market shares of certified products have soared in the
Netherlands over the past two decades, thanks to the col-
lective action of market parties, social organisations and
government. The Dutch Government has been playing a
facilitating role through its purchasing policy and by sup-
porting initiatives financially. The Netherlands is one of the
EU frontrunners in this field.

Itis unlikely that voluntary initiatives alone will be able

to further expand the market for sustainable products.
There are too many obstacles, such as high certification
costs, lack of knowledge on sustainable methods, limited
financial access, and the absence of a level playing field.

If the Netherlands aspires to increase the sustainability

of production and trade, the government must take on a
more forceful role in the context of EU market policies. For
example, companies could be required to provide more
transparency about supply chains, the EU could formulate
general minimum standards for imported products and
resources, and member states could harmonise public
procurement policies.

PBL Netherlands Environmental Assessment Agency

Mailing address

PO Box 30314

2500 GH The Hague
The Netherlands

Visiting address
Oranjebuitensingel 6
2511VE The Hague

T +31 (0)70 3288700

www.pbl.nl/en
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