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Abstract: Trade Policy is a major part of achieving sustainable development.  Some argue that 

free trade policies will trickle down the benefits to developing nations and the underrepresented.  

While others insist that the up-and-coming Fair Trade Movement is the way to create sustainable 

development. This article assesses the condition of free trade in the light of sustainable 

development and illuminates some of the advantages and challenges that are present in the free 

trade system. It also analyzes the fair trade industry, which proponents attempt to portray as the 

ethical and sustainable alternative to free trade.   
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Introduction 

“Now is the time to join together, through constant cooperation, strong institutions, 

shared sacrifice, and a global commitment to progress, to meet the challenges of the 

21st century…This is the moment when we must build on the wealth that open markets 

have created, and share its benefits more equitably. Trade has been a cornerstone of our 

growth and global development. But we will not be able to sustain this growth if it 

favors the few, and not the many…This is the moment when we must come together to 

save this planet. Let us resolve that we will not leave our children a world where the 

oceans rise and famine spreads and terrible storms devastate our lands. Let us resolve 

that all nations – including my own – will act with the same seriousness of purpose as 

has your nation, and reduce the carbon we send into our atmosphere. This is the 

moment to give our children back their future. This is the moment to stand as one.” 

(Obama 2008)  

Barack Obama delivered this speech in Berlin in 2008 to a large crowd of German citizens.  In 

the speech, he spoke about the apparent need for collaboration and his dissatisfaction with the 

inequalities of the current system.  If it is true that a system that favors the few is not sustainable, 

then what system of trade would it take to be sustainable?  The current system is called free 
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trade
1
, but what is it really in the light of sustainable development?  Some critics claim that fair 

trade is the answer to the shortcomings of free trade to achieve sustainable development. But 

what is fair trade and how is it different from free trade in achieving sustainable development?  

The Brundtland model of sustainable development will be used for this article.  This article will 

attempt to compare free trade and fair trade in the context of the three dimensions of sustainable 

development.  As shown in Figure 1 below, the three dimensions of sustainable development are 

the environment, employment, and the economy. One cannot reasonably argue the case for 

sustainable development without considering all three aspects in the context of their proposition 

(Hall and Ashford 2013).  These three broad topics encompass a wide variety of interrelated 

subjects. For the purposes of this article, I am going to discuss one aspect of each of the broader 

topics leaving the more intensive research for the readers of this article. Due to the relevancy of 

the topic I am also going to discuss enforcement as an aspect of both free and fair trade.  

 

Figure 1: Technical Change and Globalization as drivers of change within and between three operationally-

important dimensions of sustainability (Hall and Ashford 2013) 

Defining Free Trade 

The father of the American economic system, Adam Smith, once said, “If a foreign country can 

supply us with a commodity cheaper than we ourselves can make it, better buy it off them with 

some part of the produce of our own industry, employed in a way in which we have some 

advantage” (Smith 1976).  David Ricardo (1817) furthered the cause of free trade through the 

development of the idea of comparative advantage.  The essence of comparative advantage is 

that each nation should specialize in the industry that they can most easily and effectively 



Achieving Sustainable Trade       3 
 

produce and trade the surplus for products that other nations can produce more efficiently. 

Ricardo (1817) argues that if each nation has a comparative advantage in producing a product 

then they should specialize in mass producing it.  Then they can trade it with others and benefit 

everybody involved (Ricardo 1817).  The producers are better off because they can produce 

more than their country’s market efficiency, the consumer pays a lower price through the 

entrance of international competition, and the governments are better off because the increased 

consumption allows for increased sales taxes.  Free trade removes trade barriers in the context of 

international trade. Those barriers come in the form of tariffs, sanctions, quotas, and subsidies.  

The removal of barriers will allow corporations to expand the scale of their production to 

produce products at a lower price in greater quantities.  The pricing would be determined by the 

world market efficient price (which is typically lower than local market prices).  According to 

the World Trade Organization, 90 percent of all the trade agreements currently in operation are 

free trade based (WTO 2013).   

The Advantages of Free Trade 

Free Trade Helps the Environment through Reduced Consumption 

Economist, Douglas Irwin, argues that free trade can help the environment by reducing 

overproduction and reducing pollution (Irwin 2002).  He states that many trade liberalization 

policies can achieve environmental benefits as well.  Using the example of the overfishing 

problem, in the context of free trade relieving environmental strain, government subsidies to 

fisheries directly harm efforts to conserve fishing stocks and promote sustainable development 

(Ibid, 2002).  Removing those subsidies would greatly contribute to the conservation and 

sustainable use of fish stocks (Nava 2010).  

 

Free Trade Improves Economic Efficiency through Technology Transfer 

It is argued by some that free trade enhances nations productivity (Irwin 2002).  Through the 

importation of capital goods that are technologically advanced, nations can greatly improve their 

economic productivity.  For example, if the United States brought John Deere tractors to 

Mexican farmers, then their agricultural efficiency would greatly increase, allowing them to farm 

vastly more acres of land in less time and with less manpower.  Recently, a team of scientists 

introduced the idea of planting two different types of rice in the same paddy to eliminate rice 

blast, a disease that has been destroying millions of tons of rice (Irwin 2002). Additionally, on 

average, the new technology from developed nations is usually greener than the current 

technology used by more labor intensive nations (Chua 1999). 

 

Free Trade Creates Jobs through Foreign Direct Investment 

Many free trade advocates contend that  lowering trade barriers allows for foreign direct 

investment, which creates and sustains jobs (Stokes 2007). One of the impacts of lowering trade 

barriers is foreign direct investment between those nations. Multi-national enterprises often bring 

their factories to other nations in order to produce their products using wages which are more 

favorable to the corporations. NAFTA brought Mexico 682,900 jobs between 1994-2010 
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(Johnson 2013). Other trade agreements have brought 40,000 jobs to Korea and 2.7 million jobs 

to China (Johnson 2013). Currently, more than 65,000 auto workers are working in America for 

foreign-affiliated auto assemblers (Stokes 2007).  

 

Problems with Free Trade 

Free Trade May Lead to Increased Environmental Degradation 

It has been argued by some that free trade will lead to environmental degradation, especially in 

developing countries, where environmental regulations are weak (Chua 1999).  In Table 1 below, 

Chua put together a chart on different studies of the effects of free trade on pollution.  He used 

studies from Grossman and Krueger and Beghin. The studies showed the scale, composition and 

technique effects on total pollution.  Only Beghin chose to study the technique effect on 

pollution. Chua argues that pollution emissions depend on three factors: (a) the scale of 

production/consumption (because emissions are a by-product of production/consumption); (b) 

the composition of production/consumption, given that different goods pollute differently; and 

(c) the technique or method of production as different methods have different environmental 

impacts (Chua 1999).  As can be seen in the table, the scale effect consistently is shown to 

increase pollution levels.  This may be explained by the fact that developed countries tend to 

have more capital intensive industries (dirty industries) such as iron, chemicals and paper; and 

developing countries tend to have more labor intensive industries (clean industries) such as 

textiles and transport equipment (Chua 1999). Even adamant proponents of free trade such as 

Douglas Irwin admit that developing countries will at least initially increase their pollutant 

output with the introduction of free trade in their nation (Irwin 2002)
2
 But Chua goes further, 

stating that there is no reason to believe that growth will stop the pollution (Hall and Ashford 

2013). 

 

Table 1 Summary of Estimations on the Impact of Trade Liberalization on Pollution 

Country & Trade Reform  Scale Composition Technique Total Pollution 

Grossman & Krueger Free trade under NAFTA     

     Mexico + - na Small Decrease 

     United States + - na Increase 

     Canada + - na Increase 

Grossman & Krueger NAFTA with investment 

liberalization 

    

     Mexico + - na Increase 

     United States + - na Increase 

     Canada + - na Increase 

Beghin      

Free trade with better TOT with U.S. & Canada 2.8%-3.7% -4.3%-2.6% -0.7%-3.5% -0.2%-6.4% 

Source: Chua (1999)      (Chua 1999) 
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Free Trade Places Producers at the Mercy of the Global Market Place 

Free trade assumes the Laissez-Faire market place system where price and quantity are 

determined by producers and consumers.  If the market price falls lower than the marginal 

production cost, naturally, producers would make fewer products or none at all.  It assumes 

producers can survive the ups and downs of the cyclical market place.  The reality of free trade is 

quite different.  If one is not a large conglomerate like Dole or Chiquita with large cash reserves 

and the ability to raise capital through the selling of stocks and bonds, surviving through the ups 

and downs of the market is quite difficult.   

With so many competitors fighting for market share in the global market place, often producers 

(especially agricultural producers) are forced to sell their products almost at cost to not be under-

bid. If there is a price drop due to another competitor’s ability to sell for less, then the producers 

have two choices.  They can either sell below cost to maintain their market share or forfeit the 

sale and hope prices go up soon. Either choice puts the producer at risk of losing their business.  

For example, the coffee industry is subject to great price fluctuations due to inadequate 

information, sudden changes in demand and production by competitors (Lewin, Giovanni et al. 

2004).  When the price goes down, many producers are forced to sell at market price and face the 

consequences of selling at a loss (Walton 2010).  This means, for many farmers, they do not have 

the money to pay for next year’s crops, feed their families, pay their workers, etc.   

In more advanced nations like the United States, governments often just subsidize their farmers 

to be able to compete in the global market place and stay in business. Last year the United States 

spent close to $14 billion on agricultural subsidies alone (Lynch and Bjerga 2013). Poor 

unsubsidized Columbian, Honduran and African farmers who previously had a comparative 

advantage due to low labor costs now have no advantage because the American subsidies take it 

away. By definition, the subsidy no longer makes it free trade. Furthermore, it ends in nations 

trying to use free trade talks to tip the scales of their own businesses in their favor. The European 

Union is in free trade negotiations; all the while, it is secretly handing out subsidies to one of its 

firms to compete with the United States’ secret subsidies (Heilprin 2012). The focus of their 

defense is on the legality of the subsidies rather than how to eliminate them.  

Free Trade Agreements Transfer Rather Than Create Jobs 

In terms of employment, NAFTA and other trade agreements, when inspected more closely, 

transfer jobs to countries that have lower wages and harsher working conditions (Hufbauer and 

Suominen 2012).  When The United States, Canada, and Mexico signed NAFTA in 1994, it 

created the largest free trade zone in the world. NAFTA removed trade tariffs and quotas 

between the three nations allowing for the free flow of manufacturing and commerce. Between 

1994 and 2010, 689,900 U.S. jobs moved to Mexico because of cheaper wages (Johnson 2013). 

According to the Economic Policy Institute, most of those were higher paying American 

manufacturing jobs (Scott 2003).  It is argued further that NAFTA has also contributed to rising 

income inequality, suppressed real wages for production workers, weakened workers’ collective 

bargaining powers and ability to organize unions, and reduced fringe benefits (Scott 2003).  
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Workers in the Ford Factory that moved to Mexico tried to strike for higher wages in order to 

fight the 133 percent inflation.  Ford’s response to the strike was to fire the 3,400 workers and 

cut wages by 45 percent.  When the fired workers tried to rally behind their union, gunmen from 

the government walked into the plant and started randomly shooting at workers (Hufbauer and 

Suominen 2012).  Mexican auto workers on average made $13.82
3
 dollars per hour less than the 

previous American worker made when NAFTA was created in 1992 (Hufbauer and Suominen 

2012).  Furthermore, the jobs that Mexico, Korea, and China received were not new jobs but jobs 

that were transferred from the United States (Johnson 2013).  Ninety percent of foreign 

investments in America are spent on acquiring existing companies instead of creating new ones.  

In summary, many of the higher paying jobs that were protected by American labor laws were 

transferred to lower paying jobs with harsher working conditions and lower rights for the 

workers and their unions.  This can lead to developing countries instituting protectionist policies 

to shield themselves (Shah 1998). 

 

Free Trade Tends to Lack an Enforcement Capacity 

One of the big challenges with all of the systems regardless of the name given is enforcement. 

How can the international community be certain that the policies and rules are actually going to 

be followed? How can a major corporation that signs an agreement with another for food or 

cotton be sure that it really is receiving ethically grown products for its stores?  The U.S. 

Department of Labor made a report on child and forced labor practices globally in 2012.  They 

looked at evidence of nations with such practices as defined by the International Labor 

Organization. The results of the report showed that over 70 nations were guilty of using children 

age 15 and under in their labor practices and over 35 countries were guilty of using forced labor 

in the production of their industries as well. Some were guilty of both.  The United States has 

specific free trade agreements with nations like Mexico that forbid such practices.  It does not 

give the number of instances or the severity but it does distinguish which products are being 

produced by whom (Solis 2012). Table 2 below displays the guilty countries and the free trade 

agreements they currently have with the United States. Eight out of the 20
4
 countries the U.S. 

have free trade agreements with are using child labor and one is using forced labor for 

production.  

 

Table 2 List of Guilty Nations that have Free Trade Agreements with the United States 

Nation Child Labor Forced Labor Free Trade Agreement 

Honduras X - CAFTA-DR 

Guatemala X - CAFTA_DR 

Mexico X - NAFTA 

El Salvador X - CAFTA-DR 

Dominican Republic X X CAFTA-DR 

Nicaragua X - CAFTA-DR 

Panama X - U.S.-Panama Trade Promotion Agreement 

Peru X X U.S.-Peru Trade Promotion Agreement  

Source: Solis (2012); Representatives (2013)  (Representative 2013) 
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At first, finding an alternative to free trade may seem a little drastic, but when viewed in light of 

the failure of corporate social responsibility (CSR), it seems like the only choice. Corporate 

social responsibility was seen as the answer to the problems and challenges with unregulated free 

trade markets. Making the corporations who pollute and exploit workers give back to their 

community, in theory, is a good idea.  However, often corporations just give a few dollars to a 

local charity and continue their destructive ways.  The current system says to make as much 

money as one can, even at the expense of everybody else (Yunus 2007).  A new system needs to 

be established that protects workers and the environment and builds nations’ economies. Perhaps 

that system lies somewhere in fair trade.  

 

Defining Fair Trade 
Fair trade has two different forms

5
. There is fair trade as a theory and fair trade as an 

organization.  Economist Andrew Walton distinguishes between fair trade the network and fair 

trade the movement (Walton 2010).  The fair trade network is the set of non-governmental 

organizations connecting producers in the south with consumers in the north (Walton 2010).  The 

fair trade movement is more of the theory of what is ‘fair trade’. The concept of the fair trade 

network came out of the need to protect poor farmers from the challenges of competing with 

large international corporations under the “free trade” system.  The Network of European World 

Shops defines fair trade as “a trading partnership, based on dialogue, transparency, and respect, 

that seeks greater equity in international trade. It contributes to sustainable development by 

offering better trading conditions to, and securing the rights of, disadvantaged producers and 

workers, especially in the south” (Walton 2010).  The basics of fair trade work as follows: many 

producers sign up for a cooperative or other fair trade organization (Granville and Dine 2013). In 

exchange for a fair trade certificate, farmers agree to certain conditions.  These conditions vary 

depending on the organization they join. In general, Table 3 displays the principles employed 

under the fair trade movement.  

Table 3.  The Principles and Code of Ethics for Fair Trade Certification 

 Agreed minimum prices, usually set ahead of market minimums 

 Focus on development and technical assistance via the payment to suppliers of an agreed 

social premium (often 10 percent or more of the cost of price of gold) 

 Direct purchasing from producers 

 Transparent and long term trading partnerships 

 Co-operative, not competitive, dealings 

 Provision of credit when requested 

 Provision of market information to producers 

 Farmers and workers are organized democratically 

 Sustainable production is practiced (all farms and co-operatives must resource 

management plans in place 

 No labor abuses occurred during the production process 

Source: Nicholls and Opal (2005) 
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The principles have been developed over time through organizations such as Fairtrade USA, 

Fairtrade labeling organization (FLO) and the European Fair Trade Association.  There are many 

products which do not yet have the fair trade labeling but still run under similar conditions as 

specified above.  If a producer is found to violate one of those principles, the certification could 

be removed and the producer removed from the cooperative. The details of each standard such as 

the price floors and sustainable practices are industry specific.  

How Fair Trade is Different from Free Trade 

Fair Trade Is Not Free Trade  

Fair trade is different from free trade in that fair trade recognizes the power differences between 

developing and developed nations (Strong 1996).  As displayed in Table 4 below, it uses 

cooperation instead of competition to achieve its goals of market efficiency.  Fair trade also 

looks toward sustainable production rather than focusing on the moment like free trade.  Or as 

the fair trade enthusiast Nicholls said, “In simple terms, then, fair trade represents a new 

approach to the buyer-supplier transaction which aims at equality of exchange within a 

partnership approach, underpinned by a developmental, rather than confrontational, agenda” 

(Nicholls and Opal 2005).  

Table 4. Free Trade Is Not Fair Trade 

                                                                           Free Trade                                       Fair Trade 

Main Goal: To increase nations economic growth To empower marginalized people and 

improve the quality of their lives 

Focuses on: Trade policies between countries Commerce among individuals and 

businesses 

Primarily benefits: Multinational corporations, powerful 

business interests 

Vulnerable farmers, artisans and 

workers in less industrialized countries 

Critics Say: Punishing to marginalized people & the 

environment, sacrifices long-term 

Interferes with free market, inefficient, 

too small scale for impact 

Major actions: Countries lower tariffs, quotas, labor and 

environmental standards 

Businesses offer producers favorable 

financing, long-term relationships, fair 

prices and higher labor and 

environmental standards 

Producer compensation 

determined by: 

Market and government policies Living wages and community 

improvement costs 

Supply Chain: Including many parties between producer 

and consumer 

Includes fewer parties, more direct 

trade 

Key 

Advocate organizations: 

World Trade Organization, world bank, 

International Monetary Fund 

Fairtrade International, World Fair 

Trade Organization 

Source: Network (2013)     (Network 2013) 

Advantages of Fair Trade 

Fair Trade Benefits the Environment through the Use of Co-Operatives  

One of the greatest benefits of fair trade is in its emphasis on environmental protection.  One of 

the principles outlined by fair trade organizations from Table 1 states, “Sustainable production is 
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practiced. All farms and cooperatives must have resource management plans in place” (Nicholls 

and Opal 2005).  Using the carbon emissions example, fair trade works with the people in 

developing nations to create sustainable industries.  Trees for Global Benefit has been working 

with farmers in Uganda to preserve the forests and create sustainable income for the farmers 

(ClimatePath 2009).  Trees for Global Benefit is a cooperative that works with small farmers 

with the main goal of reducing carbon emissions through restoring important and degraded forest 

habitats (Ibid, 2009).  As of 2009, there were 136 farmers in the Bushenyi region alone. The 

cooperative project provides technical training to the farmers in terms of sustainable agriculture 

and biodiversity preservation.  They instruct them to invest in replanting the grounds they use.  

The new trees are owned by the farmers for managed timber, medicine, and fruit. They are also 

instructed to respect buffer zones of the Kyambura wildlife reserve and neighboring protected 

forests (Ibid, 2009).  This and other cooperatives’ reduction of environmental degradation is 

good for sustainable development. 

Fair trade is attempting to reduce the carbon footprint in other areas as well. The fair trade sale of 

carbon credits (the ability to purchase the right to pollute a certain amount) is a new and growing 

trend in the fight to save the environment. Individuals and corporations now have the option of 

purchasing emission-reduction credits to offset air travel (Nava 2010). The goal is to lower 

emissions through the market.  Carbon Dioxide credits are purchased by the ton.  Normally, fair 

trade products come at a premium but carbon credits are an exception to the rule. In Canada, one 

tonne of carbon costs between $9 and $22, but Climatepath and Environtrade are offering fair 

trade credits for $12 and $19 (Nava 2010).  Reducing carbon emissions is another step towards a 

sustainable world.  

Fair Trade Tends to Reduce Monopolistic Competition 

Because many fair trade organizations promote cooperatives in terms of selling at the market 

place, using cooperatives correctly will allow the poor farmers to work together (DESA 2013).  

The goal, after all, with cooperatives is more than just profitability but sustainable development.  

Instead of figuring out a way to undercut the competition, they would be looking for ways for the 

supply to meet the demand in a shared environment.  Furthermore, part of the role of 

cooperatives is to allow groups of small farmers to be able to export similar quantities as large 

multi-nationals at similar pricing.  This will lower the amount of businesses that fail or are 

bought out due to competition.  The ultimate goal is to use this collaborative environment to 

share research and development with producers in a race-to-the-top form of sustainable 

production that supplies the world’s needs for adequate income and products.  Agricultural and 

consumer cooperatives played a key role in the reconstruction of the German and Japanese 

economies after World War 2 (Simmons and Birchall 2008).  David Coates described it as trust 

based capitalism when he said, “Fair trade’s commitment to long-term trading partnerships bears 

resemblance to the Japanese system’s long-term view” (Ozaki quoted by Coates in (Granville 

and Dine 2013)). Cooperation is helpful for the creation of sustainable development 
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Fair Trade Improves Working Conditions for Workers 

One of the principles of fair trade in Table 2 is for the producers to hire workers ethically. For 

the average farmer, that means no slave or child labor or harsh conditions like in the Mexican 

Ford Factory. It requires them to pay the employees a fair wage as well as adhering to the terms 

of the International Labor Organization Agreement (Mohan 2010). Another of the principles 

explained in Table 2 is the promotion of democratically chosen leadership in the cooperatives.  

Cooperatives play a big role in fair trade. The United Nations cannot achieve their millennium 

development goals of reducing poverty without the massive efforts of participatory development 

through co-operatives and similar self-help organizations (Simmons and Birchall 2008).  

 

Enforcement 

One of the benefits of fair trade in terms of labor is that it is not an agreement between nations 

but between producers and the fair trade organization. Part of the certification fee pays for 

inspections to assure that producers are conforming to the standards that were agreed upon 

(Mohan 2010). Fairtrade Labeling Organization (FLO) has a section devoted to enforcement of 

fair trade called FLO-CERT (Granville and Dine 2013). FLO-CERT initially does an onsite 

inspection to affirm that the standards are being met. After receiving certification, audits of 

compliance are conducted at the organization level. In 2009, FLO-CERT made 856 certification 

advisory visits and 536 applicant organization visits (Ibid, 2013).  It is difficult to measure its 

effectiveness since FLO-CERT does not publish the organizations it turned down because of the 

audit.  In the future, these numbers should be analyzed and compared against compliance with 

current agreements’ standards.  

Problems with Fair Trade 

Fair Trade Criteria Prohibits Certain Sustainable Practices 

Some argue that the restrictive criteria can be harmful to the sustainability of the agriculture 

itself (Henderson 2008).  Fair trade has a long list of chemicals that are banned from use in order 

to receive certification. Genetically Modified Organisms (GMO’s) and many fertilizers are on 

the list due to their perceived negative environmental effects.  According to Henderson, bananas 

are under the threat of extinction due to the Panama disease (Henderson 2008).  He argues that 

allowing GMO’s can kill the disease.  If all bananas were fair trade then the earth could lose 

bananas altogether (Henderson 2008). Currently, there is not much information available 

regarding the negative environmental impacts on fair trade. Perhaps that is the most convincing 

argument for fair trade as a tool for environmental sustainability.  

 

Guaranteed Minimum Price Could Lead to over Production 

One of the more commanding critiques is that guaranteeing a minimum price above the 

marketplace price entices producers to over produce to their own peril. The additional income 

and new technology motivate producers to make more than they normally would.  Furthermore, 

when the additional output is not sold in fair trade markets, then it would be dumped into 

conventional markets (Henderson 2008).  Henderson argues this under the theory of government-
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instituted price floors. When a price floor is set above the market price, it creates a surplus and 

market inefficiency.  It does bring a good question of what to do when there is not enough 

demand for the supply at that price.  

Administrative and Co-Operative Costs 

One of the criticisms of fair trade is that the extra money spent by consumers is given to cover 

the unnecessary administrative cost of maintaining the fair trade system (Henderson 2008).  The 

minimum charge for the smallest group is 1,570 Pounds [roughly $2,557] in the first year 

followed by an annual recertification  fee of 940 pounds [roughly $1,531] (Mohan 2010).  While 

it is true that the co-operatives and the larger organizations are using funds from the producers 

currently, it is not necessarily a negative.  Viewed in another light, financial capital used by the 

cooperatives can be seen as a positive development investment taken from the gains producers 

realize as a result of the fair trade system (Smith 2009).  Furthermore, critics such as Henderson 

fail to take into account that certification is voluntary.  Fair trade certification is the decision of 

the producers and, if no benefit is found, they can reject certification later (Ibid, 2009).  Perhaps 

alternative sources such as government funding could be obtained to replace the current system.  

Sustainable Trade 

Both free trade and fair trade have their advantages and their disadvantages when it comes to 

sustainable development.  However, in light of the scope and composition of the problem, it 

would require a multi-solution series of ideas to achieve the many details associated with 

sustainable development (Hall and Ashford 2013).  Robert Costanza argues that the key to 

creating sustainable trade is threefold: (a) removing externalities, (b) stabilizing prices, and (c) 

minimizing differences in trading power (Costanza and Audley 1995).  Free trade theory does 

not seem to incorporate the Brundtland definition of sustainable development. It does, however, 

have many advantages that are essential to the achievement of sustainable development now and 

in the future. So creating a free trade system that is based on the principles of fair trade is a key 

to achieving the sustainable development.  After all, fair trade can be seen as just an alternative 

specialty trading channel within the free market (Mohan 2010).  Mainstreaming the fair trade 

principles to the global marketplace would help lessen what president Obama called a, “system 

that favors the few” (Obama 2008)  As shown in Table 1 below, sustainable trade needs to take 

the best of both systems and discard the rest.  
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Table 5. Free Trade vs. Fair Trade vs. Sustainable Trade 

 Free Trade Fair Trade Sustainable Trade 

Main Goal: To increase nations 

economic growth 

To empower marginalized people 

and improve the quality of their 

lives 

To create global 

sustainable development 

Focuses on: Trade policies between 

countries 

Commerce among individuals and 

businesses 

Trade policies that achieve 

the fair trade principles  

Primarily benefits: Multinational corporations, 

powerful business interests 

Vulnerable farmers, artisans and 

workers in less industrialized 

countries 

 The poor, middle class and 

some wealthy 

Critics Say: Punishing to marginalized 

people & the environment, 

sacrifices long-term 

Interferes with free market, 

inefficient, too small scale for 

impact 

Unrealistic and 

unachievable  

Major actions: Countries lower tariffs, 

quotas, labor and 

environmental standards 

Businesses offer producers 

favorable financing, long-term 

relationships, fair prices and higher 

labor and environmental standards 

Renegotiate trade 

agreements using the 

principles of  fair trade as a 

guide and when possible 

binary economics as a 

model 

Producer 

compensation 

determined by: 

Market and government 

policies 

Living wages and community 

improvement costs 

Market (Living wages used 

as a price floor) 

Supply Chain: Including many parties 

between producer and 

consumer 

Includes fewer parties, more direct 

trade 

Direct trade between 

producer co-operatives and 

retailers 

Key 

Advocate 

organizations: 

World Trade Organization, 

world bank, International 

Monetary Fund 

Fairtrade International, World Fair 

Trade Organization 

WTO, Fairtrade 

International, UNSD 

Environmental Sustainability 

Environmentally speaking, it would require simply enforcing the principles of environmental 

protection found in fair trade practice.  The United Nations committees would be negotiating 

economic development in the context of environmental protection.  In the cases of the fair trade 

mentioned above, the businesses all had the priority of conducting business in a way that created 

as small of an environmental footprint as possible. There are examples all over the world of 

people using trash to make products (www.p-c-f.org) and replanting rain forests as part of their 

farming practice (Tree Global Project) and there is a market for it as fair trade grew by over 40 

percent anually
6 

(Mohan 2010). The challenge is in making environmental protection 

mainstream.  

Economic Sustainability 

To further assist in achieving economic sustainability, the social business market place should be 

added to the global market place. The goal of all businesses in the current system is to make a 

profit. In some nations, the law makes profit maximization mandatory. The economist and 

microfinance banker, Mohammed Yunus, argues that creating a social business marketplace as a 

supplement to profit base systems would be far more sustainable than a profit motivated system 
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alone (Yunus 2007).  The goals of social businesses, instead of profit, would be to achieve a 

social goal.  Their income would cover their costs and the measurement of their success would 

be based on the achievement of their social goal (Yunus 2007).  Yunus explains that, “Wherever 

possible, without compromising the social objective, social businesses should make profit for 

two reasons: first, to pay back its investors; and second, to support the pursuit of long-term social 

goals” (Yunus 2007)
7
.  It’s more than just a business; it’s a market place for investors to invest 

their funds for the achievement of an objective other than profits.  In other words, the profits stay 

within the business and ultimately are passed onto the target consumer in the form of lower 

prices, better service, and greater accessibility (Yunus 2007).   

 

An example of business that could use a social business model is a pharmaceutical company.  

The pharmaceutical company’s goal would be to create vaccines for those who are vulnerable to 

that particular disease. (Under free market theory, those without income would not be eligible for 

that vaccination). Investors would, under that example, be investing in riding the world of 

Typhoid fever
8
.  It is different from a non-profit in that it will not have a need to divert resources 

to fundraise, and it can actually make a profit. 

Employment Sustainability 

Robert Ashford argued that the problem with the poor and middle class is that they do not use the 

earnings of capital to produce more capital (Ashford 2013).  Fair trade is not binary economics, 

but it does allow for the average person to own a small business and share the marketing and 

transportation costs and increase their negotiating power through co-ops (Simmons and Birchall 

2008).  In this way, the co-operatives can use the funds they receive to purchase into an index 

fund to create a new primary source of income for the co-operative.  The money that the 

producers save can be used to hire more laborers and/or lower the prices of products. One of the 

main points of Binary Economics promotes widespread capital ownership without savings.  

Producers could introduce employee stock ownership plans to their employees as an incentive to 

work harder.  Fairtrade Foundation has already made producers half owners of their organization 

(Granville and Dine 2013). In summary, employees would work/own the farm which is part of a 

cooperative that is funded by investments in capital and allows for farmers to work together in 

the free market under the principles of fair trade.  This has broad reaching potential in terms of 

sustainable employment and, more importantly, sustainable development.  

 

Conclusion 

Free trade has been the cornerstone of our global economy.  However, changes need to be made 

in order to protect the future of our environment and our economy.  While free trade does not 

have to be abandoned altogether, the unregulated problems that allow the system to benefit the 

few do need to be addressed.  Sustainable trade should be the primary business model of the 21st 

century.  This requires implementation of a series of solutions that address the many challenges 

to sustainable development. Something needs to be done now to address all of these challenges 

before we are forced to through depleted resources and a falling market.  As President Obama 
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said, “This is the moment when we must come together to save this planet…This is the moment 

to give our children back their future” (Obama 2008).  In the past, there have been great changes, 

such as the creation of the United Nations, but it came with cooperation and clarity of purpose. 

This time the crusade is about more than just preventing war but about preserving our sensitive 

planet through the evolution of trade policy.  

Notes  
1 According to WTO 90% of trade agreements are free trade or partial scope trades. www.wto.org 
2 He does note that as they eventually overcome this hurtle and reduce environmental pollution. 
3
 That includes government mandated benefits. NAFTA was signed in 1992 but not put into effect until Jan 1

st
 

1994. 
4 The United States is also in negotiations for an Asia-Pacific trade agreement known as the Trans-Pacific 
5 There is some ambiguity on what fair trade is since many organizations define it slightly different 
6 Growth is between the years 1998-2007. Details in book “Fair trade without the Froth” 
7
 For more information on the concept of social business marketplace see “Creating a World without Poverty” 

8 The Sabin Vaccine Institute receives $22,000,000 annually from people who invest in typhoid fever. It is 

a non-profit but it shows that there is a market for those who wish to invest in Typhoid Fever irradiation. 

www.sabin.org 
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