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VERTICAL COORDINATION OF FOOD SYSTEMS SERVING 

LARGE URBAN CENTERS IN LATIN AMERICA 

The purixse of this paper is to call attention to the problems of coordina

ting food marketing systemQ serving large urban centers with the vertical production

distribution sub-systems that link back to the rural supply areas. Up to this point 

the Conference has focused its attention upon the organization of retailing and whole-
We now want to broaden our perspectivesaling activities within the large urban centers. 


to examine the problems of coordinating all phases of the food system which reaches
 

f'om urban consumer back to the farmer.
 

The paper is divided into four parts: (I) a brief summary of our view of 

the basic changes In food system organization during the economic development process; 

(2) some observations about the potential benefits from Nrtical coordination o food 

systems; (3) a few examples of vertical coordination arrangements that we have observed 

here In Latin America; and (4) concluding remarks. 

Throughout the paper I will distinguish bIt'weqn wortical coordination and 

vot('cal Integration in a pa ticular way. Venrical coordttntion will be ued aA a general 

term that includor all ways o(harmonizing the vertical st~goo of a food productnion
di tribution pros. This harmotnirzsan can b effocted throtuh An opon .mrki. 
pric'direatrd o)ton; and a tinirittively regulatol oyacm; or *t^@ cmbrntW 
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Basic Changes in Food System Organization During the Economic 
Development Process 

There are many differentiated concepts of the development process. In our work we have adopted the view that we are dealing with an industrialization process whereby
thp creation and adoption of new technologies and new institutions leads to increased
specialization of labor; greater labor productivity; population migration from rural 
to urban areas; greater geographic specialization of agricultural production; rising levels
of consumer demand and consequently a substantial increase in the relative importance
of "marketing services" and the coordinating functions of a market system. In this 
context we visualize the need to shift from simple local riar .ts, where farrers bring
surplus produce to sell directly to consumers, toward longer market ci~anncls with
significant and Increasing transformaion of the raw farm products before th .-y are
delivered to the final consumer. Indeed, as noted earlier in this conference thcrt are
substantial ctanges in demand for food assocL;tcd with risi.g levels of cons .mer
income and changing life-tyles in modern, urban-orerted uoci :y. These shifts
In dkmand call far now food producto, highr quality producto, more .:onvenient fhopping
arrangement,, gro'a4or Otability of oupptas, and relatively greitor incrcaoofs in production
of hig ly dtlcoo foods ruch As memt, milk, agg and ortrain fruimt and veretabte am 
compmrd to basic grain# And otArchy ubefrs. 

Ttho apw'5tioto b1141$j rufof Ow f~od ,o-.tem io oirbtiiatty *UWCUM4 tby oW 41"Mi 

v4,1rrit E' 
AN fco!i, d# ! tV .l i1t w ,sfr*-Va14s' 

of th labor ,0441ti itith. to so .ta ifui oftol thI = I tpuit,... A!it"OtKt 
i f 1%4ir# fai- .p-t f! i, *1 ri$f4 

~*~fal Ofdwh tso tota , 4fisl M flc~WW-tv $*'Aa.~ otE 141teg ttis fit M 
tw** ktit# 1iO!1Vsbf M44* *tc4. it o ,I "M ,.1(rewlh Mao~ ltS 

U 4 91~~ #**VI11 jV t e,,fwm,44 is1liillllttiii! o! me**!!oi ,liptoi! 1 ftd e*~~cwN,1t t ,6rip **k;il Lfi fll 414 .OI* t lt , 

#ll t*(_.*.*40* %",1i* !0,20# ..%U4#'
 
~~%~".4 
 ~ *i*m~ 4*444 1Vf*** 4A$ 40041 044 



* 3 

Finally, we should point out that in the process of economic development, as 
perceived above, the farm contribution to the value of the food product finally delivered 
to the urban consumer declines substantially. But this can be Consistent with the in
creased well being of farmers and consumers as well as other food system participants. To 
be more concrete, I would point out that the U.S. farmer now receives less than 40 per
cent of the consumer's dollar spent for food. If you deduct costs of purchased inputs 
(fertilizer, fuel, machinery, etc.) from the farmer's gross return, it becomes apparent 
that the on-farm production acttvity now contributes less than 15 percent to the final 
value of the products the consumer buys in the retail store. Thus, during the develop
ment process the performance of a food production-distribution system becomes in
creasingly a function of the efficiency of the non-farm se-ments of the overall food 
system. This points up the need to continually educate policy makers, consumerel, 
and farmers that the specialized marketing functions performed by so-called inter
mediaries are essential to the food system and that they must be sufficiently remunerated 
to stimulate the continuation of these services. If this is not understood, public actions 
may be taken that will greatly Impair the performance of the food system and thereby 
contribute to higher prices, food shortages, and poor products and related services. 

Vertical Coordination of Food Systems 

The food system serving large urban centers consist of a complex set of Activities. 
We might vistiile this act of activities an Aprocosa lwhereby the varied dcmands of 
urizn conmortir rra comunicated luck through rctailcro, wholsalera, procoo4Oro, 
ad asofemblora to brmors. Prim* a*d related InfOrMnation #QrvQ s e Itical I0W to 
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themselves limited by scarce resources, resistance from suppliers or buyers, and 
a lack of expert advise. Often there are few feasible innovations open to the small 
scale marketing firm acting individually. He is trapped in a low level equilibrium 
situation. Certain changes in government policy, the legal environment, or even changes 
in the structure of his market can often produce innovation alternatives for such firms. 
Or through his own efforts he may be able to organize firms like himself for concerted action 
through a trade association, a cooperative, a partnership or a corporation. A third 
alternative depending on the situation is for him to better organize his relations with his 
suppliers or customers. He may do it by simply providing better information 
and service and thus assure cooperation with his innovative schemes, he may use 
contractual arrangements, or he may seek to vertically integrate with his suppliers or 
customers either through acquisition, merger or c(operative organization. These are 
all ways for the individual firm to improve coordination in his port of the food system 

and in the process to contribute to the development of a progressive and effectively 
competitive system. 

Now lets consider the kinds of benefits that can be expected as a result of 
these efforts. First of all, we mutit recognize that In a preduminately market economy
with reasonably effective competition ,tort-term prwatu Ivnehli to Individu.l entre
preneurs will be tranlated into long-term benefits to society. WVe can expcc:t les 
succersful firms to try to Imitate tho more succciisful firms. More direct venic4l 
coordination re ucet uncrt4irnty, enhance.s tho opponunty tor pointn ato;tion of 
innovations rvquir.i: ioer at.( ocllrr ,Lreement, 4nd =!Ahould it |ik to 
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some kind of standard order procedure or contract. This eliminates the need to 
spend time collecting market information for each transaction and negotiating a 
separate price for each small transaction. The larger the volume involved in each 
transaction the lower the transaction cost per unit of product. 

3. Reduce physical distribution costs. Better market coordination enhances the 
opportunity to more efficiently utilize transport, handling and storage facilities. 
It opens the way to more efficient utilization of labor through greater division 
of labor and routinization of work. Improved coordination may make it possible 
to achieve acceptance of standard grades, package design and handling procedures 
in a given part of this system leading to longer product shelf life and lower handling 
Costs$ 

4. Reduce physical losses and improve product quality. The introduction through 
improved coordination of standard grades, packages, handling and processing 
procedures can reduce physical losses in the system and improve product quality. 

5. Reduce operating costl. In addition to possible reductions in handling 
costs, improved coordinition can lower the firm's costs by permitting more 
efficient scheduling of processing equipment, and bettet use of working capital and 
overhead exjinses. 

6. Reduce rik ant i raintyX. Food lroduction-ditrdtiton oytcam are 
fraulht with risk and iuncriainty jirtly tecaupa of ti nature of biologial prodction 
praos and ponly bieauov of variattonli in human b1haviar, imirjrrct tnfortmialoftn, 
vartlmO* In mari ru!ikdts!zts in Contautior 1a4*u and hatit4, r.4d *onttnAltiaffy 
said exit of CoffiilloA at*J frail" patiewr 0. 1406-0 1140 444 44CnlkM10 *fV' (00tY
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there is a reluctance to borrow for business purposes; production tends to remain 
diversified; and investments tend toward multi-purpose equipment and facilities rather 
than more specialized and presumably more efficient management skills and production 
technologies. This, of course, may be perfectly rational behavior on the part of the 
farmer, processor or retailer. However, if the risk and uncertainty could be reduced 
through the development of more stable and dependable marketing arrangements then 
it would be possible to achieve lower costs production and distribution of food. 

In spite of what appears to be some attractive economic benefits that can be 
achieved through improvements in vertical coordination there are some very real 
cutistraints to the exploitation of the ecoanic potentials. A ail, in the context of the 
Latin American food systems that we have studied, we would point to the following 
constraints: 

I. Limited numbers of managers and tcchnlcians with specialized skills in 
modern methods of organizing and operating food l)usiness limited institutional 
capability to train people for this type of work. 

2. Tho limited amount of credit available for financinp food proccriaing and ditribution. 
Thls has been vtolv-ially critIC4l in tihe devv.lolpwn of lariir. more moern 
food whoic sler and retilhrs. Thia proltily arhten anti- incriedi4ry
tttude 4nd a4irr 01it the Pratine,of credit to the mrkm-ting firini iht Ir4d 
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In Bogota, the Carulla ComIiny with nine self-service stores has worked out 
a system of dLirect buying of fruits and vegetables that by-paxssed the old Plaza de 
Espana in the congested central city. The Instability of supplies, the small size 
of lots presented by farmers and wholesalers, and the lack of uniform classification 
and packaging stimulated the Carulla Company to employ two agronomists to develop 
a more rational supply system for these perishable products. These agronomists assisted 
In the organization of three producer associations and have provided technical assistance 
on production, harvesting, sorting and packaging of certain fruits and vegetables. 
Until last year this had been done without formal written contracts with producers but 
some consideration was being given to this possibility. These activities by the Carulla 
Company have not only benefitted the company, their customers and the farmers from 
whom they buy but has also served as a demonstration to othec marketing firms who are 
adopting similar techniques. ./ 

In our studies in Puerto Rico we came across an effectively coordinated production
distribution system for e'gn that came into being as a rebult of the joint actions of a 

supermarket organization, an agricultural extension agent, and the Commonwealth 
Department of Agriculture. At the outset egg production was widely scattered on many small 
farmsi; supplies we-re unmertten a0d quality W46 poor. With a small grant of money from 
a retail fo 1( ia, tleiounty agent organixd a protductr oiocMlatfo and lit up an erg 
assembly and eJVO*Ipng lility. lrodtu-ers received t£-hncAl a m nce front the 
extension atent and were aidl to mske a for~ard co4tra4ct t #ell 11v t Ik of thcir erg" 
dire tly to hw reiail k ain 41 #tdhla ond romuorarive priuce, Mrinasts:l, the |Wontft 
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of "uWorm 9WIltv gr4tkeand Vi* 1ii A$ibos rviIY OW f444eIn a 0fyht t1M 

*ad wvre atiewtiv oiriifitAr~iy ok&vt cooll- 41 p(VowtWd, I%#w 01 tuiii S"40 
a AW@d **Mlpy Of hidi frjIdj #tt* 44a'4 casvner #Awr%1 tv*ut~-toC jtiitt 4 6 
Iwo&" *1n I**V'( tuvo "I*Thi Ows l~y it ill pAfli4010tt~* a Vt ot, 
rvuefrrs, !4 ,404Wva# M#* 4i#Wf Oil.

.. K**. 'Q. $h "**#I . .. ....,0*@.#M. l..y mid p l0"-6 4...
 

4 4l#4 cdlabwi,I0Iii*e N4. 04,Pa- #de.e40. 6a4aM44y A (30 %*'q* 0#~4 0io0*k.4, 

'it,. paw', 0. Om"O*f~4~* P 4 MAO"," V*** t4 A 

OIeM 110 *-10 '* ' o4j 41 

+tI
 



improve the vertical coordination of a food supply system has been taking place in 
Bogota, Colombia. 

CORAJ3ASTOS (Coripracion de Aa.tostide lBo ta) was created approximately 
three years ago as a public corporation to carry out a broad food marketing improve
ment program for the City of Bogota and its closely related rural eupply areas. The 
political decision for this new entity grew out of deliberations involving the city 
council, the mayor and the lcaderc4 of sever.l national agencies. The initial impetus 
for this program grew out of a perceived need for a new wholesale food marketing 
facility in Bogota. The mayor asked a young councilman to take on the task as 
Director of the project that became instituted as CORABASTOS. 

From the outset, the CORABASTOS project was action-oriented. The Director 
mobilized resources and moved aggressively to plan, organize, and carry out an 
ambitious marketing reform program. The gt.ncral approach drew heavily on d(haIostic 
studies that had ven completed earlier in the Call area and which led to a recommended 
strategy (or improving market organization. b / 

Since 1970, CORAUASTOS has accomplioied the following

1. A sorloo of di4jpomi tkiutito %oere completed witht~irc(da~~A1 
from sii Nmltcil oIvrrmlty C"ntrfor Dvolviit Itv-radih (ClIh at4d II)1J!A.u 
th NtIIOal In.utiwtu for AcricaIturIol N4rkW ing. 
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5. An existing marketing information program has been gr Iatly expanded in 
collaboration with IDEMA, the national marketing agency. Daily wholesale prices 
are now collected and widely disseminated for some 150 commodities. Retail prices are 
also collected and disseminated in a local newspaper and monthly price and supply 
forecasts are prepared for use by public and private entities. 

6. A program has been instituted to facilitate the development of more efficient 
private sector retailers, wholesalers and assemblers throuch training and supervtsed 
credit. A scheme for larger scale, more coordinated wholealo -rna 1lng ovcrattons 
in Bogota is also going forward. 

7. Studios ond experimental programs have Wer, directed to rural amsembly 
of fruits and vegc-ables ,n areas that supply the 1ogoo markct. 

8. In collaboration wuh NMt' ronsultants a draft document on future.national 
marketing policies was prepared .. d distributed for dtpcrubtan purroev. 

In iummAry, lho CORtA!ASTOS program to an examtplo of an intitstoas! emo' 
wthoa that ist hAvifir a M4ltant tal ipnIj(4 on the VnlIstA! O0i.1iiIioo of 1th t l4 
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ConcludinE Observations 

Currently and for the foreseeable future there I a tremendous need for the develop
ment of more effectively coordinated food systems linking large lAtin American urban 
centers with their rural supply areas. It this tauk is neglected or poorly managed, the 
consequences can be quite damaging to overall socio-economic development.For most J.atin 
American countries food product kn-distrbutionacttvtties otill makes up a substantial 
proportion of otal economic activity and food in the largest component in urban house
hold budgets, eipecLitlly for low incomo housholds. 

On the luois of our oll~tartvefforts to diainosc food marketin, problcn-ms in 
selueart lAtin Amvrica n commui lic't wa fetc th nced !6r the dov lo,%iwnt of more 
compreheoeiive 4d re-*tIbt lrialtp e , policivi snd progr4t11s to f1omnt desired dhnget 
In 11wW sybI1 orpa4irsitol anld Givr4Itufl. hio rqurc=i realttic arscStmnt 
of loc*ol raiids jii o~o tm perajo. iv off Owt low. prtoduction-dittion 
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APPENDIX 

A List of Reports, Papers and Graduate Theses Prepared by Michigan State 
University and Collaborating Latin American Institutions 

Copies of the following can be obtained by writing to the: 

LATIN AMERICAN MARKET PLANNING CENTER
 
Michigan State Un iersItV
 
East Lansing, Michigan 48823
 

RESEARCH REPORTS - Marketing in Developing Communities Series 

Food Marletlni In the Economic De-velopment of Puerto Rico, Harold M. Riley, et. al.,
1970. 

Na-rk-,.t Proces,,-, in the Recife Armcn of Northeast Brazil, Charles C. Slater, et. al., 
1969. (Ako avilabe in Portuguese by contacting SUDENE, Recife, Brazil.) 

Market lProce ('8-(in I;i Paz, Bolivia, Charles C. Slater, et. al., 1969. 

Mi rie Co'ordi iiion inthe l),vel ,pinent of the Cauca Vallev Region-Colombia, Harold 

brc .tid./\,i i Ict ing in [.cononic Developnient, An Annotated 3bhliogra phy, 
rPablo "IO1: z(%ih) , 1971. 
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M. Riley y otros, 1970. 

TECHNICAL REPORTS 
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Numero 3 La Distribucion VUso do InsurMos para la Industria Agropecuaria en 
la Zona do Influencia do Call. 
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