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The marketing system is a primary mechanism for coordi iating production, distribution and
consumption activities. It includes the exchange activities associated with the transfer 
of property rights to commodities, the physical handling of products and the institutional 
arrangements for facilitating these activities. This report has a sys,ems orientation 
emphasizing interdependence of related activities and concern with the coordination of
economic activities as a system. Thus, production and distribution of farm inputs, farm 
production and food distribution, and production and distribution of consumer goods are 
viewed as a system becduse they are interdependent. The three areas of primary concern,
northeast Brazil, Bolivia, and Colombia, are each charac:terized by low average per
capita income, highly skewed income distribution, and a high population growth rate. 
Major aspects of the social and economic environment and their relationship to the food
production distribution system are reviewed together with comparative analysis ofa 
urban food distribution and of market coordination problems in major agriculturai commod
ity sub-systems. Diagnostic research results are compared across several countries, as 
are recommendations for action. Comprehensive marketing reform programs can only be
achieved over a long period of time. The type of program in this discussion should 
operate with a 5-10 year planning horizon with high priori:y given to training technicians
for both public and private sector pcsitions in agricultural marketing. The approach
recommended focuses on such issues as comunication systems, grading standards and 
channel relationships, rather than on central markets or grain storage facilities. 
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PREFACE
 

This publication is primarily directed toward 

development specialists faced with the practical and 

difficult p):oblems of identifying opportunities for 

improving ecisting agricultural production-distribution 

systems in ileveloping countri:s, designing general 

strategies ; nd coordinating, sets of specific programs 

and projects consistent with national development goals. 

The report is action oriented, but we stress the importance
 

of careful diagnostic assessm nts as an integral part 

of a longer-term planning and program implementation 

effort. We hope this publication and related reports 

will also be useful references for those involved in 

training marketing specialists and other professional 

development personnel. 

The report draws largely on our experience in
 

Latin American countries. Over the past 10 years, we
 

have been engaged in a series of diagnostic studies
 

and related advisory activities, first in Puerto Rico
 

and later in Northeast Brazil, Bolivia, Colombia and
 

Costa Rica. This work has been iinanced by the United
 

States Agency for International Development (USAID)
 

and by local government agencies. In each country,
 

the projects have been carried out in close collabora

tion with local professional personnel. Indeed, one
 

of the important outputs of these projects has been
 

the further development of the competence of all the
 

professionals, locals as well as the "extranjeros"
 

involved in the projects.
 

First we present a series of chapters in which
 

we describe and summarize major diagnostic observations
 

that have emerged from the various projects. This is
 

done in the context of an analytical approach that
 

we have developed in the course of our work. In the
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last two chapters, we describe a general framework 

for a systematic approach to marketing reform and offr 

some siuggestions on how to dcvelop and irn)Ilement compre

hensive marketing improvernent programs. 

We are deoply i nde:/nted to the tiny p,ople who 

!;ave helpeid to make thi.; pubi licaion pr.silmie. First, 

we acknowI dge l)r . Charlos C. Slater, now at th(: 

University of Co orado, who wa on of the prinrlpal 

leaders of the work carried out in Pute(rto Rico, Brazil 

and Bolivia. Mr. Martin Stoller, forrmcr marketing 

advisor in the Latin Bureau (,I' the Agency for Inter

national Development, gave much hell) with the early 

marketing projects. 

The contributions of our co-workers in each 

of the countries are gratefully acknowledged, along 

with those of local project leaders, Jose Santiago 

and Idalia Rodriguez in Puerto Rico, Ferdinando Neves
 

in Northeast Brazil, Nelson Suarez in Colombia,
 

Alfredo Mercado in Bolivia, and Rufino Gil in Costa
 

Rica. Each had an active role in planning and
 

carrying out diagnostic studies and helping formulate
 

proposals foi' marketing reforms.
 

We are especially grateful to German Feged and
 

the Board of Directors of CORABASTOS (Corporation de
 

Abastecimientos de Bogota) for their willingness to
 

try out some of our early recommendations and permitting
 

us to "look over their shoulders" to learn more about 

practical aspects of market system development.
 

Finally, since these projects have been team
 

efforts involving faculty and graduate students from
 

three departments at Michigan State University, we
 

acknowledge the direct intellectual contributions of 

our colleagues, Vincent Farace of the Department of
 

Communications, Donald Taylor of the Department of
 

Marketing, Herman Koenig of the Department of Electrical
 

Engineering and Systems Science, Donald Larson, now
 

of the Department of AgricL-ltural Economics at Ohio
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State University, and John R. Wish, now of the College
 

of Business, University of Oregon. We also recognize
 

the significant contributions of Former graduate students,
 

Thomas Webb, Robc!rt Nason, John Grigs, Alan Bogotay, 

Mark Doctoroff', Colin Guthri e, William Baucom, Michael 

Moran, David Lindley, Michael Weber, David Peacock, 

Pablo Torrealba and Noberto Frigerio. 
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CHAPTER 1
 

INTRODUCTION
 

In 1965, Michigan State University was awarded a
 

research contract by the United States Agency for Inter

national Development (AID/tcr-786). The purpose of the 

contract was to fund research on the role of marketing in 

economic development. It provided for a review of the 

literature, preparation of a methodological approach, eval

uation of the historical impact of marketing development 

programs on development in Puerto Rico and the completion 

of a diagnostic study in one Latin American country, later 

specified to be in Northeast Brazil. 

In 1966, the Latin American Bureau of USAID awarded a
 

second contract (la-364) to Michigan State University,
 

which made it possible to expand the scope of the Northeast
 

Brazil project and to initiate another project in Bolivia.
 

The contract called for the establishment of the Latin Amer

ican Market Planning Center (LAMP) at Michigan State Univer

sity and required increased emphasis on diagnostic studies
 

and the formulation of marketing reform programs. Later, in
 

1968, this contract was extended to support a new project
 

in Colombia. This provided an opportunity to draw on our
 

experience in Puerto Rico, Brazil and Bolivia and with
 

additional support from Colombian agencies to undertake a
 

comprehensive diagnostic study and a related effort aimed
 

at setting in motion a process of market system reform.
 

In 1970, the project recommendations were tested out
 

as a public corporation, CORABASTOS, was created and began
 

to carry out a broad food marketing improvement program for
 

Bogota, Colombia, and its suirounding agricultural supply
 

irea. Then, beginning in 1972, a USAID mission contract in
 

costa Rica afforded a second opportunity to utilize and
 

Further develop our approach to market reform.
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The Role of Marketing in Development
 

In general, the economic development process involves
 

the transformation of rural., agriculturally based economies
 

into more urban, industrially based economies. Increased 

technololabor specialization, adoption of more scientific 

gies, and the geographic separation of production and con

sumption require the development of a more complex marketing 

system. As agricultural producers become more specialized 

and commercially oricnted, they become increasingly depen

dent on purchased food, industrially produced farm inputs, 

the larger cities to ruraland consumer goods that flow from 

trading centers.
 

As people migrate from rural areas to the cities and
 

these urban centers increase in size, more and more of the
 

urban consumer's food expenditures must go for marketing
 

services, including transportation, storage, processing,
 

As incomes increase,
packaging, and product grading. 


Thus, as economic
more marketing se-vices are demanded. 


development occurs, the proportion of consumer expenditures
 

for marketing services tends to increase and the marketing
 

system becomes more important as a coordinator of production
 

and consumption activities.
 

It is our observation that economic planners have
 

focused heavily on investments in projects designed to in

crease industrial and agricultural production capabilities.
 

Most aspects of marketing, other than investments in basic
 

transportation infrastructure, have usually been relegated
 

to 
a secondary and adaptive role in the development process.
 

Relatively little attention has been directed toward credit,
 

technical assistance and training to improve marketing sys

tems, especially private sector operations.
 

The long-held belief that effective marketing systems
 

will evolve automatically is at best dubious. Since it is
 

widely recognized that farmers and industrialists must be
 

educated, motivated, assisted and sometimes subsidized to
 

encourage the necessary innovation to promote development,
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there is no apparent reason to expect mark.3t intermediaries 

(or more accurately, marketing system firms) to be any 

different. In fact, our evidence suggests that at some 

stage public agency efforts to stimulate the development of
 

effective internal markets may become crucial to development. 

Many development strateg, iss are not yet convinced 

that the above argument s are valid. There appears to be a 

great deal of faith in the invisible hand as a regulator of 

markets and marketing systems. Yet, one hears much talk of
 

speculative middlemen, monopolists and outrageous marketing 

margins. Usually such market abnormalities are accepted 

with resignation and bitter complaints. Occasionally, steps 

are taken to legislate fair margins ,and stable prices. And 

sometimes government actions are taken to intervene in the
 

buying and selling of key products. Assemblers, wholesalers
 

and sometimes retailers have been treated as enemies of
 

society rather than as allies. They are tolerated as a
 

necessary evil that must be carefully policed. This has
 

produced little improvement in marketing practices or
 

system performance.
 

There has been little recognition of the possibility 

of treating marketing intermediary (or distribution) firms
 

as farm and industrial firms are treated--as providers of
 

socially useful services for whom positive policies should 

be developed to encourage and induce improved social perfor

mance and p.'oductivity. We believe balanced development
 

planning requires positive and realistic treatment of the 

commercial sector. Public atti udes must be changed. The 

adversary relationship between distribution firms and society 

results in unwarranted dissipation of public resources, dis

trust and uncertainty, and disrupts the harmony and unity of
 

purpose required for national development.
 

A System Orientation
 

In our work in Latin America. and to a lesser extent
 

in the U.S., we have found that th, term "marketing" can be 
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At one extreme, there is a
interpreted in various ways. 


tendency to eqate marketing to all the iragined short

comings of traditional middlemen. At the othcr extreme, 

some people see market system reform as simply providing 

marketing improvements in the form of appropriate infusion
 

areas or storage and processingof supermarkets in urban 

facilities in rural areas. 

For our purposcs we have found it convenient to re

gard the "marketi-ng system" as a primary meohanism for coor

dinating production, distribution and consumption activities. 

When viewed in this manner, marketing would :.nclude the ex

change activities associated with the transfer o; property 

the physical handling of products andrights to commoditie.s, 
actithe institutional ar. ngemciits for faci]itating these 

of the important business decisions by manavities. Many 

gers of farms and industrial firms involve production plan

ning in relation to market opportunities. IHence, marketing 

can be considered as pait of th3 set of activities coordi

nating various stages in a production-distribution channel,
 

such as the food system or a commodity subsystem. In this
 

context, it is useless to try to establish .an arbitrary
 

definitional division between "production" and "marketing." 

For this reason, we do not suboscribe to definitions of 

agricultural marketing that are limited to the activities
 

that occur after the products pass through the "farm gate." 

In our diagnostic studies, we have been concerned both 

with the micro (firm level) behavior of participants in
 

agricultural production-distribution systems and the more
 

time and affect the
macro consequences that occur over 


well-being of various participant groups, such as consumers,
 

retailers, wholesalers, processors, assemblers and farmers.
 
the performance

1
 

It is in this context that we argue that 


iThe word "performance" is used here to represent a
 

combination of economic consequences. It refers to economic
 

the use of resources in marketing activities,
efficiency in 

effectivenjss in market coordination to promote price sta

bility, fulfillment of consumer quality preferences, and
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of agricultural marketing systems can be improved through a
 

variety of governmental activities.
 

We do not suggest that the performance of agricultural 

marketing systems is fore important than the performance of 

many other aspects of the economic system. In fact, it is 

our belief that a substantial complementarity exists within 

the economy--poor performance in on-, subsystem of the econo

my limits the potential performance of another. Thus, the 

interrelationship among subsystems of the economy becomes 

very important, and meaningful analysis for planning is not 

easily bounded. Recognizing this, we adopted what might be 

called a "systems orientation." 

The "systems orientaltion" emphasizes interdependence 

of related activities and is concerned with the coordination 

of economic activities as a system. Thus, production and 

distribution of farm inputs, farm production and food dis

tribution, and production and distribution of consumer goods 

are viewed as a system because they are interdependent.
 

Small increases ir, productivity in one part of the s:,stem 

may greatly improve the potential for the whole system. 

Similarly, failure at any functional level may cause stagna

tion in the entire system.
 

Any particular function or activity may be perceived
 

as unprofitable for an individual or firm to undertake, 

given the constraints of the system, yet the function or 

activity may contribute significantly to the development and 

productivity of the system as a whole. That is, there may 

be very significant external benefits ia terms of develop

ment to particular activities. For example, the efficiency 

of a marketing system depends on information flows. It is 

not unusual, however, for different market participants to 

have varying access to critical supply or demand information. 

The development of appropriate information systems may be 

beyond the technical or financial capabilities of any 

competitive flexibility and willingness of market partici
pants to innovate and progress.
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individual market participant, or may be only marginally
 

profitable (or even unprofitable) to the individual inves

tor. Analysis and planning should be designed to identify
 

and respond to situations in which the calculus of internal
 

vs. external benefits precludes investment by private firms.
 

Our research has convinced us that these interdepen

dency considerations are critical in understanding and im

proving the performance of the agricultural production-dis

tribution system. For example, the development of low-cost
 

food retailers in low-income neighborhoods is dependent on
 

the development of effective wholesale institutions that can
 

greatly reduce supply procurement problems, as well as
 

supply credit and technical;aianagerial skills. Conversely,
 

the development of such a wholesaler is largely dependent
 

on the assurance that a market will exist for his services.
 

Thus, neither the lower cost retai',er n)r the wholesaler
 

institution is likely to develop in isolation. Both must
 

move together, although either may initiate the movement
 

toward an organized wholesale-retail chain.
 

It is obvious that everything cannot be taken into
 

consideration In analysis and planning: there must be some
 

bounds. In our studies, we defined the system first in
 

terms of direct market participants (consumers, retailers.
 

wholesalers, assemblers, processors, truckers and producers%.
 

We then expanded the research, depending on the country
 

studied, to consider external elements we felt most directly
 

affected the performance 'f traditional market participants.
 

We considered credit poll.cies and institutions, legal ele

ments, and supply of technical farm inputs. Figure 1.1
 

depicts the major elements of the agricultural production

distribution system that have been included in LAMP market
 

development projects. Tl!:heavy lines denote input or pro

duct flows, and the dotted lines depict flows of capital,
 

services, information, and legal and government policy
 

forces.
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Market System Diagnosis and Reform
An Approach to 


A systematic 	diagnosis of agricultural marketing sys

relation to development goals is 
a necestem performance in 


sary first step toward formulation of marketing improvement
 

The approach we have developed can be modified to
 programs. 


but basically includes the following:fit local conditions, 
production-distribu1. An examination of the food 

a selected market
tion-consumption 	system in 


center--and its rearea--usually a large urban 

lated food supply area. The same approach can be 

entire countries.extended to include 
urban food2. 	 A description and analysis of the 

system and related comrmdity supplydistribution 
opportunities forsubsystems to identify potential 

improvements.
 

3. Preparation of similar diagnostic studies directed 

toward farm input and consumer goods distribution,
 

public aspects of marketing concernedand sele(cted 
systems andwith laws and regulations, information 

credit policies. 

An evaluation of marketing system performance that4. 

It must be normais both normative and relative. 


sense that market system results (outtive in the 

comcs) are measured against what seems to be de

sired based on contributions toward general devel

opment goals. The procedure must be relative in 

the sense that results flowing from the present 

system are judged against what seemS realistically 

attainable f,'om alternative organizational arrange

ments and policies. 

The concept of system performance refers to the flow 

a particular organization of the sysof consequences from 

structure and
tem. The organization includes both system 

behavior of the participants. Perforthe rules regulating 

mance is improved when an organizational change results in a 

more desirible flow of consequences.
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Economic performance is a multi-dimensional or multi
goal concept. An emphasis on broad performance objectives 
recognizes that the goal of increasing per capita GNP or 
reducing the cost of achieving a particular goal (the econo
mic efficiency criteria) is not enough. In general, the
 
LAMP studies 
 have been made within the framework of' three
 
generally complementary though occasional]y conflicLing
 
development goals: (1) increased growth in per capita
 
gross domestic product, (2) full employment of the labor 
force, or at least an acceptable unemployment rate, and 
(3) 	 greater equality in income distribution.
 

Within this broad frarnework, 
 a number of more specific 
development objectives are often set forth for the agricul
tural production-distribution system. The following are
 
relevant objectives for market development work. 2
 

I. 	 To achieve an abur:dant nutritious and reliable 
food supply at economic.il prices, A variation of 
this obj ,, tive ism to stimulate food production and 
distribution to provide nutritionally adequate 

diets for all. 
2. To promote and facilitate the production and dis

tribution of the combination of foods and related 
services that best reflect consumer pre Iere"ee and 
the 	 real relative Production costs. 

3. To stimulate the development and adoption of im
proved technologies and organizational arrange
ments that will lead to incrased resource pro
ductivity in all aspects of food production and 
distribution. 

4. 	 To stimulate the creation of productive and remu
nerative employment opportunities. 

5. 	 To increase the level of farmer income and improve 
the relative income position of small farmers. 

2 James D. Shaffer, "Designing Agricultural Marketing
Systems in 
Developing Countries,' 
Staff Paper '72-3, Depart
ment of Agricultural Economics, Michigan State University,

February 1972, p. 31.
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6. To create the conditions necessary to ensure the
 

development of oquitable and competitive exchange 

relaLionshipls in agricultural markets. 

7. 	 To discourage inecoriomic uses and spoil at ion of 

natural rost(ur es and the environmenI. 

8. 	 To encourag, soc'ially (hSirabli e p)pulat. ion settle

ment patterns. Sett lorient patt(rns are of major 

concern in1 l att 1 l it' n I-i(,s )Ocause of 

the near iid pst ihi, rrowih rati, ofi majotr cities. 

Imany in 	 trie('t 

9. 	 To foster a sense of elo),.nging arnd partioipat. ion 

among food systerm partic ipants. 

It is extremely di l'iult to attempt a comprehensive 

empirical evaluation of (,xisl in a nd :,I '.nat i ye marketting 

systems in re lat ion to, tiet nlim('olls l ol hcj(,C!t ires. 

However, it is desirable to identify opport til it fort im

provements that promise to s.ign ifi ant iv c'ntribrit) to those 

development objet-t.Ve-,. There conflirts. )r trade-off's are 

involved. decision makers should be preseziteil with :a caref'ul 

evaluation f(ur considelation in arriving at sulbjectie judg

men ts on the Lest solution. 

Object ives and Outl ine of the Report 

Our objectives in preparing this report were thrieefold. 

First, we wanted to p,,!l together our (experien(oe through a1 

comparative analysis of marketing problems in several dif

ferent Latin Ame-rican coulltrios. Second, %Wewan ted to more 

completely forrntl.n I tead pres(-tiLt approach marketing- an to 

syst em diagnosis and planning. Finally. by accmp I ish Il 

the fir.-t two object ives and pres(enting the LA:'I) approach in 

a development planning context, we hoped to call new att,.n

tion to the imlortant ro(Ic of an erfectively co.ordinated 

marketing system as a stimulus to broadly defined economic 

deve Iopmon t. 

In Chapter Two, we will revie some major aspects of' 

the social and economic environment and their relationship 

to the food production-distribution system. Chapter Three
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focuses on a comparative analysis of urban food distribution. 

Chapter Four presents a comparative analysis or market coor
dination problems in major agr'icultural commodity subsystems. 

In Chapters Three and Four, diagnostic research r.suIts are 
compared across several countries, as are recomnndat. i ons 

for action.
 

Chapter Fivt presents a framework and suggestions for 
improving performaice in agricUl Lural prOduction and distri

bution activities, usin, a :iysterns approach and emphmsiZing 

improved coordination. Chapter ix I Ic rs s()neI suggest iens 

on how Lo g(A an agri:n I ttural mar:1'-ket-ill;, deVl e()ment pr(IrranM 

started. We have tried to lragmat i('al l. desribe( how a 
developing coun try or sone individual a;'n(l(!V illa ( llo)

ing country might util i/(, our action-oriented approach to 
marketing system (evaluation and reform. 
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CHAPTER 2
 

GENERAL SETTING
 

We have found substantial environmental and market 

system similarities among market areas in which LAMP Center 

research has been conducted. In the three areas with which 

we are primarily concerned in this report (Northeast Brazil, 

Bolivia and Colombia), the general socioeconomic environment 

within which marketing activity takes place was character

ized by low average per capita income, together with highly 

skewed income distribution. Population growth rates were 

relatively high, especially in the major urban areas. As 

agriculture has become more industrialized, migration of 

population to urban areas has resulted in high unemployment 

rates and serious underemployment. 

In all of the urban areas surveyed, we found a high 

percentage of consumer income devoted to food expenditures. 

Strikingly similar consumer food purchasing patterns were 

evident with respect to both market basket mix and type of 

outlet patronage. Food wholesaler and retailer characteris

tics show far more similarities tl.an differences between 

countries. And in all three marketing areas, there are sig

nificant negative attitudes, both public and private, toward 

market intermediaries. As a result of the latter, there is 

insufficient awareness of the myriad of marketing tasks re

quired to transfo.m raw products at the farm to final con

sumer products made available in appropriate retail outlets. 

There are substantial opportunities for meaningful 

market system reform, given the general deficiencies of food 

production-distribution systems. Reform is urgent in major 

urban areas in Latin America, considering the relationship 

between food availability and prices on the one hand and 

standards of living and political stability on the other. 

The commonality of market forces aod conditions in the 

areas studied strongly suggests our findings can be applied 

in other areas. While local conditions--social, economic and 
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political--will dictate differing programs and policies, we
 

believe the material presented here and in subsequent chap

ters has wide application in Latin America. For example, 

the CORABASTOS prof;ram in Bogota, Colombia. and the PIMA 

program in Costa Rica have both been built on the methodo

logy and policy recommendations developed by IAMP. 

The Food Sheds Studied
 

In each of the countries, our study focused on a major 

urban area and its accompanying food shed. Food consumption 

patterns in the urban center were analyzed relative to the 

urban and rural production-distribution supply systems. 

The urban centers studied are of major importance in 

their respective countries. In the Bolivian case, our study 

centered on La Paz, the capital city. La Paz had a popula

tion of over ,100,000 at the time of our study and is the 

largest city in Bolivia. In addition, it is the political 

and financial center of the country and is an important in

dustrial base. Its supplying food shed is almost literal iy 

the whole of Bolivia. Rice, a major staple crop, is ob

tained from the Santa Cruz area near the Argentine border. 

Beef is flown in from the tropical lowlands near the Brazi-

lian border. Temperate fruits and vegetables are obtained 

from a highland area extending several hundred miles from 

La Paz, while tropical fruits and vegetables are oblained 

from lowland areas which are as much as several hundred 

miles from La Paz. While the city's inhabitants benefit 

from the diversified food product available to them, the 

food marketing system is required to handle a wide and com

plex variety of products. 

The Northeast of' Brazil is one of that country's poor

est areas, with annual incomo averaging between SIl00 and 

$150 per capita. The LAMP research centered on Recife, a 

regional urban center of about one million people, and on 

the nine-state food shed area which makes up the northeast

ern region of Brazil. The total population of the Northeast
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is about 27 million, of which two-thirds live in rural areas.
 

In addition to research into food system institutions
 

and their relationships, five specific commodity studies
 

were made. Rice, beans, and manioc were selected as staple
 

food items that are widely consumed throughout the Northeast
 

and also rank high as sources of farm income. Milk was stu

died because of its potential importance in the improvement 

of nutrition, especially among childg-en. Finally, cotton 

was chosen as an example of an important cash crop in the
 

Northeast.
 

The last major field study undertaken by LAMP was in
 

Colombia. Our work there focused on Cali, the third largest
 

city in Colombia with a population of approximately 900.000.
 

In addition to primary research on urban consumer shopping 

patterns and urban food marketing institutions, the study 

included analysis of' the food supply system centered in the 

surroundiing Cauca Valley. To some extent, food supply 

sources outside the Cauca Valley were also studied. 

A major research effort was expended in a variety of 

commodity studies for the major food items in the Cali mar

ket basket. Red meat, poultry and eggs, milk, grains and 

fruits and vegetables were analyzed with respect to produc

tion, processin,, ard distribution through the urban food 

system.
 

The Colombian study was perhaps the most advanced of 

the LAMP studies. Our research methodology, perceptions 

of problem areas, analysis procedures, and experience had 

been maturing through the Puerto Rico, Brazil, and Bolivian 

studies. Thus, many of the conclusions in this monograph 

reflect the detailed analysis of the Colombian research
 

effort.
 

Population Dynamics
 

Population growth rates in the three countries have
 

been about 3 percent annually over the past decade. Popu

lation growth in Brazil and Colombia as a whole has
 

14
 



exceeded 3 percent per year, and in Bolivia, the growth rate
 

has been about 2.6 percent. The major cities have been
 

growing at over 5 percent annually. We found the population
 

growth rate in Call and La Paz to be about 7 percent and in
 

Recife over 5 percent. Studies have shown that most immi

grants to these cities have little education, few work
 

skills and limited economic resources to support themselves.
 

Since urban consumers can seldom produce their own 

food supply, demand for food marketing services has expanded
 

in direct proportion to urban population growth. Conse

quently, traditional food marketing channels, facilities and 

In general, the
institutions are under extreme pressure. 


response to this pressure has been an extension of the 

existing food marketing system, with a subsequent increase
 

in the number of traditional assemblers, wholesalers and
 

retailers.
 

In Recife and Cali, public efforts have been made to
 

improve wholesale and/or plaza market facilities. The num

ber of public market and neighborhood store retailers,
 

wholesalers and specialized distributors has been increasing
 

almost as fast as urban population. Central market areas 

designed to service smaller cities continue focal pointsas 

for food distribution, with consequent pressure on demand
 

for marketing space in neighboring buildings and even in the
 

streets. Similarly, except for selected products, traditional
 

rural assembly markets continue to operate with more and more 

intermediaries. Rather than seeing an improvement in the 

efficiency of existing food distribution operations through
 

gaining of scale economies and implementation of modern 

management methods, we have seen a multiplication of tradi

tional operations. There is substantial public cost as
 

wholesale centers and public retail markets expand hap

areas. 

Strong efforts should be made to take positive advan

tage of urban growth. Market reform programs could produce 

drastically affect 

hazardly into surrounding residential and commercial 


important marginal effects, but need not 


the existing traditional food marketing system.
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Income Levels and Food Expenditures
 

The urban areas around which our studies centered had
 

mean annual per capita incomes of around $300. However, in

comes were highly skewed (see Table 2.1). Median incomes as
 

a percentage of m3an income ranged from a low of 45 percent

1
 

a high of 67 percent in La Paz.
in Recife to 


TABLE 2.1 MEAN AND MEDIAN ANNUAL PER CAPITA INCOME
 

La Paz Recife Cali
 

Mean $272 $358 $280
 
Median 180 160 151
 
Median/Mean 67% 4 % 54% 

Clearly, average incomes are skewed upward by a small
 

percentage of the population with very high incomes. In 

Recife, for example, the highest income groups represented 

only 14 perv'ent of all families and earned over half the 

income, while low income groups represented 48 percent of 

the families and earned only about 14 percent of the income. 

This income maldistribution has important effects on 

the food system. M.,ajor segments of the population have very 

limited purchasing power, and can afford few nonessential 

marketing services. Any tendency toward a more equitable 

income distribution will significantly increase demand for 

certain food products, manufactured consumer goods and mar

keting services. Unquestionably, highly skewed income 

distribution has severely limited effective demand for pro

cessed food products and manufactured consumer goods.
 

1 Market Coordination in the Development of the Cauca 
Valley Region - Colombia (Research Report #5, Latin American
 
Studies Center, Michigan State University, East Lansing, 
Michigan), pp. 19-21; Market Processes in the Recife Area of 
Northeast Brazil (Research Report #2, Latin Americ'fn Studies 
Center, Michigan State University, East Lansing, Michigan), 
pp. ,4-4 to 4-8; Market Processe:s in La Paz, Bolivia (Re
search Report #3, Latin American Studies Center, Michigan 
State University, East Lansing, Michigan), pp. 26-28.
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Given low average incomes and unequal income distribu

tion, it is not surprising that the percentage of family in

comes devoted to food purchases is very high compared to
 

that in developed countries. Food expenses relative to
 

total income average 42 percent in Cali, and 53 percent in
 

both Recife and La Paz.2 Though high, these average figures
 

nonetheless understate the crushing burden of food expendi

tures borne by low income consumers.
 

In Recife, the lowest 60 percent of the families spend
 

70 percent of their income on food. In Cali, the lowest
 

quartile devotes 82 percent of its income to food, and the
 

next lowest 63 percent. Of the three cities, La Paz shows
 

the lowest relative expenditures on food, with the lowest 

6G percent and the middle third 58 percent.third 	spending 

Hence, in these three Latin American urban etnters, over 

half the families are spending mnere. than 60 percent of their 

incomes just for food, and many of the lowest income fami

lies spend 80 percent or more for food. The income elasti

city of demand for food is relatively high. Using cross

sectional food expenditure data, we estimated overall in

come elasticity of demand for food to be 0.6 in Cali. Com

parable data were not collected in Recife and La Paz. But, 

based 	on a comparison of consumer expenditure data, income

,I
 

levels, income distribution and other evidence, income
 

elasticities in Recife and La Paz are at least 0.6. This
 

means 	 that for every 10 percent increase in income. consu

mers will spend 6 percent more for food products and 

associated marketing services.
 

2Comparable figures for the U.S. and industrialized
 
countries of Europe are about 16 percent and 30 percent,
 
respectively.
 

3For detail on food expenditures relative to income,
 
see LAMP Colombia Report, pp. 30-31; LAMP Brazil, Report,
 
p. 4-11: and LAMIP Bolivia Report, pp. 29-31.
 

4 Robert D. Stevens, Elasticity of Food Consumption
 
Associated with Changes in Income in Developing Countries,
 
U.S.D.A.-ERS, Foreign Agricultural Economic Report No. 23,
 
Washington, 1965.
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What do these data imply? First, in addition to
 

pointing out the plight of poor people, they show why effec

tive demand and hence markets for manufactured produccs is
 

so small. There is a very limited middle class that can
 

afford to buy these goods. As a result of limited demand
 

for their products, manufacturers are able to employ rela

tively few people. And, given low output levels, costs and
 

prices are high, further restricting demand and employment.
 

However, if incomes are increased and/or food costs are
 

reduced, especially for lower income families, the impact on
 

manufactured product sales and employment is significant.
 

Furthermore, income improvements or reductions in food pro

duction and marketing costs would have an immediate positive
 

effect on demand for food products--providing more employment
 

opportunities in food production and marketing activities.
 

Finally, if reductions in food production and market

ing costs could be achieved through greater efficiency, the
 

greatest relative benefit would go to the lowest income con

sumers, since they spend the highest percentage of their in

comes for food. Hence, if food costs were reduced, they
 

could buy more food, purchase more nutritious-foods, and
 

considerably increase non-food expenditures (clothes, trans

portation, housing, personal items, etc.).
 

The consumption effect can be illustrated using actual
 

income P.nd expenditure data from the Cali research study.
 

Table 2.2 shows the expected effect of a 10 percent reduc

tion in food pric .s in Cali. It is assumed that the decline
 

in food prices is brought about by reductions in both food
 
5
 

production and marketing costs.
 

For all income groups, the absolute value of food
 

expenditures decreases while the absolute value of non-food
 

expenditures increases as a result of the 10 percent reduc

tion in food prices. All consumers are able to purchase the
 

5
Our data indicate that a reduction of this magnitude
 
is entirely feasible through market system reform. See
 
Chapters 3 and 4 of this report.
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TABLE 2.2 	 ESTIMATED EFFECT OF A 10 PERCENT REDUCTION IN
 

FOOD PRICES ON THE DEMAND FOR ADDITIONAL FOOD
 

AND NON-FOOD PRODUCTS
 

Expenditures per Capita Per Month
 

Level of Per T 
After 10% Redcction 

in Fo dvice
Present
Capita Income 
 Iin Food Prices__ 

Food Non-Food Food Non-Food 

$ 0 - $ 7.40 $ 4.45 $ 0.91 $ 4.17 $ 1.19 

$ 7.41 - $14.20 6.64 3.83 6.22 4.25 

$14.21 - $29.59 9.53 10.58 3.84 11.28
 

over $29.60 17.39 45.54 15.85 47.09 

City-wide Average $ 9.01 $13.44 $ 8.32 $14.13 

SOURCE: Calculations based upon data from LAMP, Columbia 
Consumer Survey, 1969. 

same diet as before at a 10 percent saving (i.e., on the
 

average, $8.11 monthly as compared to $9.01 before the price 

change). But some of that savings would be used to buy more
 

food. For all consumers, an average of $0.21 would be so
 

allocated. 	Thus, increased physical volume would pass
 

through the 	 system, with the average consumer purchasing 

2.6 percent more food with a total outlay of' $8.32 ($8.11 + 

.21). The remainder of the savings ($0.69) would be spent 

on non-foods. The average consumer would spend 5 percent 

more for non-foods after the price reduction, with low in

come consumers having a 10-30 percent increase in non-food 

expenditures. 

This example illustrates several potential development
 

benefits from a 10 percent reduction in food prices. First,
 

to
consumers, especially low income consumers, would be able 


increase the amount of food consumed. And, perhaps more im

portant, an improved diet should r-esult for these households. 

Second, consumers would be able to spend more on non

foods. Again, the lowest income consumers would benefit 

most in relative terms. The increase in non-food expendi

tures would amount to 30 percent for the lowest income group
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in the Cali example.
 

Third. assuming that price reductions are brought on 

by improvements in production and marketing efficiec ncy, 

there would1, a 2.6 pyrceni inir ,ase Ii v)lume demand for 

food pri hldu .s In Cal i aIon,.. Thi.s should have :a p).sitivc 

net of feet i in] mnp] )yr.enla il Iui)(d andon aoms priduct ion 

distribut n. 

"I'hlse i all ,,s W Illd hav :i mu]t ipl ir effecl-t. Th, ex

pansi on ili o)(d d nddma Iid c aus(- lala r s, I) buy ml)i, :I(leds, 

fertil i 1;1:-(, hicid. itc. . which in luorn wi)lld ilcrease1:'" 

sal .s; ;anti ,'oinpki ymIt in ihal pai'l (! Il i ec y. Ti, il

crea.se il jobs and Ai," payme-nl. -l a ;a cI I I ,,,cd mar

iket ing. and( non-fin(d jlroluli nn .ini a ewa i jxiidui.'kore 1n 'I)I-i' I wi i,:01 1111 ,:lS~' * ill I 5F ,!l it I,filil {l'(l{' n l
mor n|()r l f- I.',) hi,. },I,,w,-d back. ilnt() a,,,lnd '' ,, ir ) 

dIn I - Ill I II*, , : ,- ;,1 . .1 

II1li S t-Nai a . ,. ,mplf . ',wi I I . 1 1, I ,s]m(]ip. 

cily It .cSf 11 ,1 " 1' ,, :l an>d Fl,I .I plla , id I. ii lis.tIi I I, I 

w( asu iF i int f fI'"ri heI . i ri Fi III t,. t I"h e 

to( lw wV. d{,::h lld " l l l, !.. \ l ,l l l , ll) , ; i ll : l 'l ; . 

s k il l -11 (,r- tily}s l] i,,: A 1 { , l t t r . . 'l. l i : 'h 'l l ' ~ ~ .l 

capIital i ,5 I i iili l ltI l a I (WII V '1 SI al ,', ll a] iI . 

siirI I k a, u rl ai l l,- . -I11'. ] i1 ih. :i ii,¢lia . I a ',for th;I 

po1it1" :i t , I ar '", ppr xiii:. i v O3x],;nhe .sinlnis ly I)I I )I] . 
' 

Nevel-Iq-t11l.l, ss . , ,111 , pri lill . , h id. . Andl( h."," f,w Iil ij 

}Il IIl a-.: Wl :i )IId(,ve l()1It-11l 1 (.1 ,i lly s ) In,. !marlkf ! ill. . ;s !. ;l' 

,I{ thf. !1€I c rl' l ca 'l 1.,; {*l r 1,cpro(duci onil I , swll~( Iw ,~i''I 

v I] I ; t I( N.il ') I , I I ) y -'I 1 ,1 1'11:1 i 1a I d . 

AII ! iii le t da ta -,wre -Irmn ,1 l hi t . Ho i ti 

iidvt,', ii.d . ()I imat ket ;tui.- the a ,,, r . .k ,X'

peni tu ll rf 's 1 II ,l ' 4-;a .]ch Ir~xid t 'p,'. W l','11 ,0:wrally 

simnilar Inl Cal I arid La tl;:. G "l'; 1)1 (- 2 . : h,%%. kla I;I {()rI t he 

pp l 1: t i, 1 as'- ;I wxh(wIt . 7 A l )1-4, xi I I: ,Iy 1/3l ,)I t Il, (,k Ily 

a\ b l fG Fq uIIi v : I 1 11 d a I w , I r I l |I 1: Ifa ' re I lI{t,, f ,f 

S(.i' pp. 12-33 Ih It1i .A , 1 ) 
Ni'i| ]MIPin bt n 1 a and C~lom

alia ]li pI s I,r d tI.a il d dat1 :i 4)I1 f fld i'X! li(1 1i uii 't 1by 
in Colli gr()Up. 
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TABLE 2.3 
 PERCENTAGES OF TOTAL FOOD EXPENDITURES BY 
PRODUCT TYPE (CALl, COLOMBIA - LA PAZ. 
BOLIVIA) 

Ca Ii La Paz 

KMeat and Fish 29. .5 .26.2 
Poul try 5.3 3.7
 
D,iry Products 11.5 1.9
 
Grai ns 
 13.: 17.2
 
Fruits and Vegetables 16.8 22.9
 
Processed Foods 
 23.-1 25.1
 

1500 .010. 

food budget is devoted to an ie I p o)t,,i .s (mil ani p(lltry 

products) in both La I:i, and ('a i i. : i rl.:to he no
 
In'ianingfull dii fern:e. 1(t W("fl i nltm 
 .r(ollps). l d ii" pf'r
('entar o' food budget txp :iuinl .d oani h In Jyi1--l 


try prodI t'CL;, t the 0t11 h I"I . h,I,,h ,l 
 r-.nta.,t,(of
 

budgct iil;,the food (ofIuppri" l was h,'t'-dllf IIts :i i) this 

product , comp;r,.d t,) IW , l I .llc,,r i , 
 IIn Ca li, 'ir
 
exarmll)te, upyptr inlcoliim lamni I it s lw l l ' " illsq a: il h oiicl 

poultry as did lower i it , .- in
Ili.I i r, :0 11 t;ises, 
Ilover 11i II I in i tl.l5lnt' IIi I Wi' ;i5 I tit L 9 I2.tit, ios 

|l(.(11:0 ai' lI I o f IlleaI 1) 1%)d11, -t. 1 1i11~?{l - I 'q Fu l l q-il~l'l"ll, 

l() l .l wwrJn l~ill! lt 1111. , l ! t(q ' tc l .- j. . 
'HtW P)tll',']lIa.,. 


bl)le.' tr-ip., s;t * i,.it I. 

" 

f: inq V roreIli la ;la 5 nt i d in Cal i (tV-r 1 I jil, nt 

of liltiav. rag: 'ti ll(Ij' I oinn di r I.-, Asil-. )imidt 

with p)olil tl-y ttduet.jr i. aisllisltant i;tl d(i I f qnti( ( in 

Cinsull )])-it)p ) lo, tld upper1 l ? t'1 i t , a il i i hothb 
tpcrcen~ltzt ,i (tl 1 )t:tl :(),)dlbll Itt andl( ah-d ut-l + .%y<fln .Illlllt.s 

The di-pa trit-" i c"hlit ol i ,.it imul t ll i( ll il . pet

la;s 1511 icl ill Ihe groail(IluaIr ilyt()I' incin di t "I : t ion
 

i a La Paz.
 

8
 1P(1tIt ,ryproducts were re :t i vel y hi gli price:d, compared 
to beert", in the areas ,tudidttl. in contrast to the U.S. 
Si IALtion. 
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Grains and fruits and vegetables absorbed a major per

centage of the market basket in La Paz--nearly ha] f of all 

food expenditures. In Cali, they were substantial, but less 

important. In both cities, there were no major differences 

across income groups with regard to percentages of the mar

ket basket devoted to fruits and vegetables. However, in 

low income families, fruit and vegetable purchases were con

centrated in staple items like potatoes, onions, plantain,
 

and tomatoes, while upper income families consumed a much 

wider variety of products. Grain purchases formed a higher
 

percentage of expenditures for low income families, compared 

to upper income groups in both cities. 

Processed foods account for about one-fourth of total 

food purchases, and percentages are generally similar across 

income levels. 

Detailed nutritional studies were not undertaken by 

the LAMP group. Estimates made in Cali indicated low income 

families average 1 ,100 caloties/day, with a protein intake 

of approximately 27 grams/day. The caloric intake is slight

ly helow that suggested for warm climates, and tho protein 

intake is substantially below the recommended 10-90 grams/ 

day. Thus, while market basket data indicate a reasonably 

balanced diet, the volume of food consumed suggests signifi

cant deficiencies, with all the associated health and vita

lity problems. 

The Institutional Setting
 

In both Northeast Brazil and Colombia, the LAMP studies 

were conducted in coordination with a regional development
 

agency, SUDENE in the case of Brazil and the Cauca Valley
 

Corporation (CVC) in Colombia. No comparable agency existed
 

in Bolivia at the time of the LAMP study, and our efforts
 

were in conjunction with the Bolivian Productivity Center.
 

The Northeast of Brazil has, during the past
 

9See LAMP Colombia Report, pp. 36-37.
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half-century been an increasingly under-developed area of
 

the country. A variety of governmental programs and organi

zations have been instituted to aid in its development. In 

December 1959 SUDENE was given overall control over the pol

icies, plans and investments of all federal government 

agencies operating in the Northeast. In addition to the 

general development planning activity of' SUDENE, there are 

a wide variety of government agencies deal ing directly and 

indirectly with food system. These M( ivitiesthe marketing at 

have two principal foci--'ommo1i ty (()('rns and func tonal 

concerns. The functional activities cover the tiraditi oal 

range of storage services, price sUl)l).ort p rogriams. inoi -ma

tion services, and urban who lesale marl-et developiment. 

is. in lnlv wa1:%. il-While the totality of these programs 

pressive, it is fair to say that att the time (f the LAMP 

study, there was no ove rall system o rientation and coordina

tion of these various marketing rielated activities. It 

should also be noted that the major investment fund activity 

in the Northeast, law 3-1/18, was not accessible to food 

marketing intermediaries. 

The mandate of the CVC in Cali is in no way comparable 

in scope to that of SUDENE. While it provided a regional 

focus and orientation for our work, it was less directly in

volved in food marketing activites than SUIENE. A federal 

agency, IDEMA, has broad and sweeping power illthe agricul

tural marketing area. At the time of our study it had 

largely confined itsel f to price suppor-t pir)grams, storage 

facility development, and the beginnings of a progr-am to 

develop low cost fo,)d outlets In low incomt, neighborhoods. 

These latter efforts were largely ineffectual. As in the 

case of SUDENE, no over' ll systems orientation toward food 

marketing existed in IDFMA at the time of our study. 

Our key institutional tie in Bolivia was the Ministry 

of Agriculture. At that time their agricultural marketing
 

policies and programs were centered on price support arid 

anti-speculation (hoarding) activity. On occasion there was 



the %
direct government intervention in food marketing as 

Army helped to provide transportation for peasants and their 

produce to major urban market areas. This effort to elimi

nate the middleman severely overstressed the Army's trans

port facilities and was soon abandoned. In general, there 

was no positive organized approach to food marketing system 

developmen t. 

Attitudes Toward Marketing
 

Collins and lolton pointed out in their landmark
 

article on marketing in economic deve'opment that public
 

attitudes about intermediaries limit development of effective
 

public policies in marketing. We have found that policy.

makers, as we I I as t.he averate ci tizen , do iot underst and 

the necessary funct ion.- of Tmarket ing and the ut i I i tv )F 

those functions to soci ty. In all countries where we have 

conducted research, iw. found public policies relating to 

marketing w-(ere founded on the premise that market ing activi

ties add 1litle or nothing to product value. In 1.ermediaries, 

except for irl'55( (P5 ai'e cons i dlered at be--t as necessary 

evils and illgeneral as (economic parasit(s. And even those 

who understand the (nc-,)ts of time. place and possession 

utility are af'1 it('i t-,d aysimplistic pure compet it ion vs. 

monop(oly view )f markets. It is issuuuled that producr's and 

retailers flnl ion ill tr f-t markets bectuse of large num

bers, while ass(nlters and wholo,,salers are essentially mono

polists because of liaimted numbers. 

In general, horizontal analysis of channel elements 

is overemphasized. Essentially, a perfect compertaition model 

is assumed ;and the analysis of many development planners 

merely revolves around the structure of retailing, whole

saling, or some other element in the channel. If structure 

0 Norman R. Collins and Richard N. Ilolton, "Programming 

Changes in Mfarketing in Planned Economic Development," 
Kyklos, Vol. 16 (January 1963), p!, 123-13.1. 
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is correct, then performance must be. Our analysis suggests
 

that a total channel system approach must be considered.
 

We explore this systems approach in Chapters 3 and 4. 

As a result of traditional industrial organization 

analysis aid emotional biases, we found strong pressures to 

eliminate the middleman, pass laws forbidding speculation, 

and institute price controls. The general policy stance on 

marketing was negative in all three countries reported on in 

this study. 

The possibility of improving the performance of mar

keting functions through positive assistance programs had 

not been contemplated. The fact that our marketing research 

projects were accepted and .supported does, of course, indi

cate that some government officials in each country held 

other views. Even s(), many pe)p x 'ted ourI'ully ec 

research findings to simply indi cate how to better eliminate 

middlemen, legislate against speculation, and control prices. 
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CHAPTER 3 

TIE URBAN FOOD SYSTEM
 

A comprehensive effort to diagnose food system coor

dination problems requires a careful assessment of consumer 

demand characteristics and the institutional arrangements
 

food and related
that are evolving to meet these demands for 


marketing services. In the Latin American context, we have
 

found it useful to focus considerable attention on the food
 

systems serving the rapidly expanding urban areas as a first 

step in identifying problems of mnarket organization that 

back the areas.eventually connect to farms in rural 

The data presented in Chapter 2 provided an overview 

of consumer demand characteristics in three of the large 

urban centers we have studied. Low average income levels, 

skewed income distribution and high percentage of income 

spent for food were common characteristics of these consumer 

markets. In Chapter 3, we describe and evaluate the food 

retailing and wholesaling activities in these urban centers 

and identi fy opportunities for meaningful market reforms. 

In our diagnosis of the urban food marketing system we 

are concerned with three issues: 1) how well the system 

performs in providing the price, assortment and convenience 

needs of consumers, especially in low and middle income 

areas, 2) how efficiently urban marketing firms are utilizing 

labor and capital, and 3) how effectively the various ele

ments in the system are linked together. 

The issue of channel linkages is extremely important 

in our approach to food marketing system analysis. Channel 

coordination and integration issues are often slighted in 

traditional analysis. Indeed, only in recent years have 

U.S. marketing scholars addressed themselves closely to the 

managerial problems of power, negotiation and leadership in 

distribution channels. 

We are concerned with the degree of coordination be

tween channel members, e.g.. between retailers, wholesalers, 
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assemblers and farmers. Generally, coordination is viewed
 

in the context of product flow, e.g., buying and selling
 

contracts between distribution channel members. 
 Our inter

est goes beyond product flow. We include communication
 

flow--input and product price, demand, supply and quality
 

coordination.information--as a major element in channel 

It is important to know how effectively channel members co

operate in promoting inl'ormation dissemination useful to all 

parties. Financial flows are also of interest. Terms of 

payment and extension of credit, both short-term and medium

term, tell us much about the interrelationships between 

channel members. Finally, to what extent do key channel 

members act as change agents in developing modern managerial 

Or, to what extent do key channel
practices in the channel? 


members provide management for other channel members, e.g., 

development of mer.:handising programs, store location analy

programs.sis, automatic reorder systems and training 

Modern chain management in Europe and the U.S. typically 

includes a major element of interchannel member management 

practices and programs.
 

In the remainder of this monograph, we will refer to
 

"Vertical coordiboth coordinated and integrated channels. 


to of
nation" is used as a general term describe all ways 


a food production-distriharmonizing the vertical stages of 

bution process. This harmonization can be effected through 

a market price system, an administratively regulated system, 

integration"or some combination of the two. "Vertical 

refers exclusively to situations where two or more stages of 

the process (such as retailing and wholesaling or farming 

and food manufacturing) are joined together into one business 

unit under a common management. Contract arrangements (e.g., 

chains), while a form of vertical coordination, arevoluntary 
vertical
an intermediate step falling short of full 


integration.
 

Our work in Latin America has convinced us that an
 

two
integrated and/or coordinated channel will have impact in 


27
 



major areas. First, urban food distribution and marketing
 

be reduced. Second, and perhaps more important,
costs will 


the rural producer will be brought into a system of secure
 

demand at stabilized prices, 
will receive incentive for
 

improving product quality and/or sorting product into appro

pliate grades, and will be revarded for product handling and
 

packaging to reduce spoilage.
 

Outlet Patronage
 

Food Sales By 	Outlet Type
 

Table 3.1 shows the relative importance of the various 

types of food retailers in the three cities. In termsof the 

food sales, public markets, street venpercentage of 	total 

I 
stalls are still the most important outlet
dors and feira

in Recife and La Paz. In La Paz, however,for food products 

TABLE 3.1 PERCENTAGE OF RETAIL FOOD SALES BY TYPE OF
 

RETAILER - CAI, COLOMBIA, RECIFE, BRAZIL 
AND LA PAZ, BOLIVIA 

Public Markets, Neighborhood Self Service 
Street Vendors Stores & Specialty 
or Feiras
 

55.2 24.7
 

Recife 50.3 


Cali 	 20.1 


27.5 22.2
 

La Paz 	 52.9 47.1 -

_ _ _ --_L _ I _ _ _ _ I _ _ _ 

neighborhood stores account for nearly half of retail food
 

sales and appear to be gaining in importance. There were no
 

self-service stores or supermarkets in La Paz at the time of
 

our study. Neighborhood stores are relatively less important
 

1This term is used to describe mobile public markets in
 

up in given locations for
Recife. These markets are set 
operation 2 days a week. Independent merchants operate 

stalls within the market. A wide variety of food and non
are heavily
food household items are sold, but total sales 


weighted toward fresh fruits and vegetables.
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in Recife because of the combined operation of mobile 
puDic
 

are in effect a mobile neighborhood store) and
 markets (which 

In
 

the relatively large sales of self-service 
food stores. 


are clearly the dominant retail
Cali, neighborhood stores 


food outlets.
 

Although we have no reliable measure of change 
in out

let patronage over time, our best estimate 
is that self

they

service outlets are increasing their market 

share as 


And, in the case of La Paz
 expand into middle-income areas. 

increasing
it appears that neighborhood stores are
and Cali, 


their market share at the expense of the public market sys

be a result of the geographic distem. This shift seems to 

persion of a growing population away from 
fixed location 

public markets. 

In general, public markets are the major outlet 
for 

They have a wide assortment of fresh fruits and vegetables. 


offerings in terms of variety, quality and price levels,
 

moreand supermarkets are much
while neighborhood stores 

confining themselvesin their offering, generallyrestricted 


to only the high volume products. Although stalls sell.ng
 

staple goods and processed foods can be 
found in the puolic
 

are
 
markets, neighborhood stores and self-service operations 


the major outlcts for these products.
 

Consumer Shopping Patterns
 

a high degree of correlation be-
There appears to be 


tween income level and type of outlet patronized. 
In both
 

Cali and Recife, self-service stores are 
rarely used by
 

are principally by upper
lower income families, and utilized 

income groups. Neighborhood stores, on 	 the other hand, are 

income families, 
a major food outlet for low and middle 

of upperby a relatively small percentagewhile being used 
are used by all groups, the

Public marketsincome families. 

physical 
 proximity.2 

use depending on
degree of 

;For detailed information on store patronage see, LAMP 

to 4-16 and LAMP Colombia Report,Brazil Report, pp. 4-14 
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the
 

average U.S. supermarket trip, the average expenditure in
 

the areas studied by LAMP are quite low.
3 Purchases in
 

To those accustomed to the large sums spent on 


neighborhood stores ranged from an observed mean purchase
 

of $0.21 in La Paz to a reported $1.79 in Recife. In
 

public markets, the mean purchase per stall visited was
 

observed to be $0.15, while the mean reported purchase per
 

trip to permanent markets in Recife was $3.62. In Cali, the
 

average reported purchase per major shopping trip was on the
 

5 
 in the
order of $3-4. Clearly, any major reform programs 


retail sector will have to take into account these purchase
 

volume data. 6 It should be noted, however, that the mean
 

reported purchase in self-service stores in Recife was
 

$10.32.7
 

Another major characteristic of consumer shopping
 

patterns is the frequency of shopping trips. Shoppers
 

report two to four trips per week to neighborhood stores in
 

pp. 52-54.
 
3
Low average sales per customer are also common in
 

European countries with traditional marketing systems, e.g.,
 
Italy and, to a certain extent, France.
 

4Consumer-retailer interactions were observed and
 
recorded in the La Paz study, whereas in Recife and Cali
 
consumers were only asked to report the amount spent on food
 
on the previous major shopping trip.
 

5 For details on purchase volumes, see LAMP Brazil
 

Report, p. 4-19, LAMP Colombia Report, p. 56, and LAMP
 
Bolivia Heport, pp. 50-51.
 

6 These purchase volumes do not represent an insuper

able obstacle, however. In 1973, sales per customer trans
action was $7.47 in American supermarkets. See The Super
market Industry Speaks - 1974 (Supermarket Institute, Inc.,
 
Chicago, IL, 1974), p. 8.
 

7 It may also be noted that field research by the
 

authors in Panama suggests purchases of $10-15 in working
 
class self-service stores are not unusual.
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Recife and Cali. The low mean purchase volumes observed in
 

La Paz suggest daily shopping trips to the neighborhood
 

store. Trips to the public market are less frequent, de

pending on geographic proximity. Although not precise, our
 

data suggest a trip every 4-5 days.
 

Thus, there is a considerable degree of consumer tra

vel expended in the food purchasing process. It is often
 

thought that such trips are relatively costless in societies
 

where the opportunity cost of time is fairly low. However, 

there is a real monetary cost involved, as our data in Cali
 

indicate that middle and lower income consumers, represen

ting over 70 percent of the population, spend from 2-1/2 to 

5 percent of their food budget on out-of-po.:ket transport 
8
 

costs for major food shopping 
trips.


Factors Affecting Store Patronage 

In LAIP consumer surveys, the major reasons given for 

shopping in public markets were variety, lower prices and 

product quality. Fruits and vegetables are generally the
 

major products purchased in public markets, though meat is
 

also an important item. These products are inherently dif

ficult to handle, and are doubly so in a marketing system
 

where grading and sorting are virtually nonexistent. Thus,
 

the neighborhood store owner, with a limited market area,
 

finds it difficult to manage more than a small, restricted
 

assortment of the major selling fruits, vegetables and
 

meats. The specialized public market operators, on the
 

other hand, service customers of many income levels and from
 

a fairly large geographic area. The consumer, therefore,
 

performs the sorting and grading function, removiLig much of
 

the risk from the retailer. Furthermore, given the large
 

volume of customers, the retailer is able to specialize,
 

which is a particularly important factor in product
 

procurement.
 

8See LAMP Colombia Report, pp. 56-57. 
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Neighborhood stores are an important element in the
 

retail mix because of the consumer need for locational con

venience. As noted, the majority of urban families have low
 

incomes and little or no cash reserves. Quite often, there
 

is a lack of suitable storage space, in terms of either re

frigeration or security. Therefore, many food purchases are
 

made on a day-to-day basis. For iost consumers, the neigh

food outlet geographically located
borhood store is the only 


to provide cheap and timely physical access. In Recife,
 

the feiras cater to the consumer need for locational conve9
 

nience, although only during certain 
days of the week.


It is often thought that neighborhood stores play a
 

major role in food retailing because of credit extension or
 

intensive personal interaction between customer and retailer
 

Our consumer surveys, plus observed behavior in La Paz, in

dicate that creoit extension plays only a modest role in the
 

Data from extensive obconsumer's choice of store outlet. 


La Paz show that the typical neighborhood
servation in 


store does not perform a social function. Very little
 

necessary for economic
communication occurred beyond that 

1 0
activity. Consumer attitude studies in Cali and Recife
 

did not show social factors to be of importance. We con

clude, then, that social factors are a minor factor in store
 

patronage motivation.
 

Retailer-Wholesaler Characteristics
 

Traditional retail and wholesale institutions were the
 

major elements in the urban food distribution systems of the
 

three cities studied. However, trends toward patronage of
 

self-service outlets, with their related rationalized supply
 

9
 While the feira has the advantage of providing scale
 

to participating retailers, it apnears to be a uniquely
 

Brazilian institution.
 

10See LAMP Bolivia Report, pp. 46-50.
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in
in both Recife and Cali. But
practices, were apparent 


La Paz, at the time of our study, there was no indication 
of
 

retailing, with its concomitant deany shift toward modern 


mands on the supply sector.
 

Food Retailing
 

that there is a reasonable degree of
We have seen 

To see
 

similarity between consumers in the cities studied. 


whether the retailers serving consumers 
are similar, 
and 

approach, we turn now to
hence susceptible to a "universal 

the various types of retailers. There are
 
an analysis of 


traditional retail outlets--public
two principal types of 


Public market outlets can
 markets and neighborhood stores. 


a stall

be further subdivided by whether the retailer 

is 


operator or street merchant and by product line 
specializa-


Dry

tion, i.e., fruits and vegetables, meat, dry goods. 


goods were generally of minor importance in the public
 

market systems studied.
 

are made in two basic types of 
Most consumer purchases 


retail food outlets--public market stalls (including 
street
 

merchants and mobile market fairs) and neighborhood stores.
 

Table 3.2 shows the total number of each type of retailer
 

Cali, La Paz and Recife and the average number 
of 
families
 

in 

The number of reper retailer in each of the three cities. 


tailers per family is quite low when compared to the 
U.S.
 

TABLE 3.2 NUMBER OF RETAILERS IN CALI, LA PAZ AND RECIFE
 

La Paz Recife
Cali 


1,128
2,398 3,106 


Street Merchants 

Public Market Stalls 


1,357 2,255 5,915
 
2,285
4,241 4,445
Neighborhood Stores 42
54 --

Self-Service Stores 
 5
864 --
Specialty Outlets 


9,375
8,914 9,806
Total 


Number of Families
 17
a15
Per Retailer 
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average of 700 consuming families per food retailer. This
 

sales volume per retailer mustmeans, of course, that the 

also be quite low. 

Table 3.3 it-i, s oifle Iif the bu.ine..s and personal 

chara le-ist ir-s (of pulhi Pikmarket u)perai ions in ('al l, La Paz 

and fe' ,if, • il, cdto-. ir-, un ufrl'tin:t4ly. :i regat'd and 

ra I i t h, rttitre de.tailt*d datahenrli n I (II rl( I V ri ipa) 

avai labl r,m Cll and La Pa:'. 'lh , -.uhst:1nt ul d,,re ,of 

t ail i'ivt,rs irni I a I I %.	 ie %i l I1 and tl l liZ t g./ I .- ur,i' 

sal it.I,(at 1 ,:i.;t witfli a lai i;, Anwri,':i ) , lUbu1 I I mai'ket 

pe I ins. 'Ill,h vhr I I s:-1 l(IIlki ill 1a:i. are" 

)r)baliy (1l1" 1) Ihe' cstotiil () I1i)[1 ], t tai rs. which 1n

iv- rt sumnir marki ir t hi.' i'leral rs.creases t hi 	 ,f fI 

TFABLE :3. 3 	 SIEIECTI'!) CIIARATEI:ISTICS OF 1111. Ic MARKET 
itETA I LI.RS 

ali I'a Pat fttk f e 

Annual S:ilcs V,ilume 

All Rn.tailirs $5. 200 $..800- $10.200 

Fruit and Ve.gi.:talale 
Stall ()pra1or. :l .I)0 3,67 --

St Iret Mir1r,lhanlt s 2,700 2,750 -

\sse s 

Fixed ...... 

In vint ti, $311 $67 

i i ( ii s-q . "it i ' [f 

flIor sl:ti) 3.0 2.5 3.0 

Caez' inl 11B l i wse 
Stal Is 10 54 

St r,,qt Mirrli:in is 5 

'a rs of Edtia t in - Owner 

Sital Is 
St.r e l ,rfant' s 

1 .5 
1 . 5 

2.1 

rip-atiirs only."Frn it and ),p.t'tle 

In genera I 	 o atit (nhaIi , It olZ- p ic 'ma;rkit ipiral 1 ii as .
 

boing ()I v. .v stimli I s alt. sp . ial iltid by .ri)lui't , and 

manned by ieti ilivrs with low educ,,tion l -vAls'hoee out, a 

marginal existenci from their worR. In all areas, meat 

3.1
 



retailers have the highest volume and margins. It appears
 

that there is a reasonabhle level of continuity in public mar
1 1
 

ket operations, especially for stall operators.
 

The noighborhe(ou store is the staplo food countilrpart of 

the publ ic market system. They provide persona]ized clerk 

service and are generally ] .rated in remodeled garages or 

ground floor rooms in residences. OccasionalIy, larger 

scale neighborhood stores, also known as graneros in Cal, 
are found in facil ities devoted entirely to food r tailing. 

The product mix ()f neighborhood st ores varies subst ant ia. ly 

and is quito ofton a function (o size. Smalll,.r stor(s tend 

to be beverag,, and snack outle :is much as- thov art food 

stores. Gen'raI .I thy'th t12 onI-lryYiv tapl( (!ry aldl pro

cessed foo ds. Th( I :irgrr(,ir thtitE'1 I oc,". in b),,th 

size and :-;a s ',v)lume. carry th( tailr fruit-4 :ind vogetablos 

a tld meat. Tii,' s,! ,rishzal) , i toms are ft'r((llnentlI handl .ed oil 
,a l eased spac basis. ]'li)l 3. I shows some ma.jr character

() ho(,ritv4h , r ('011itist ics neig ) (I .sos , (.s. ltl()ugh a1 thl'(l ' ry 

comparis,)n () f : als , v uine, :%s. invist (d and space uti -

I ized ind i'at.s wid,,r dispari I is than existed in th- case 

of' pub ic, mark,!' retail ,r they ar,, St ill ge ra lIly in the 

same orderl of rWmagni I ud. 

TABLE .3. .1 SELECTED CHARACTERISTICS OF NEIGHBORHOOD STORES 

Cal i PaZ tel.a 1i,,cei 

Annual Sales Volume $8,635 $5.680 S13,500 
Assets 

Fi xed ,$308 1IG n.a. 
Inventory 185 177 .127 

Slce - Ill 2 26 16 22 
Years of Education - Owner 5 5 3 
fears in Business 5 6 5 

I1 Ii s )i , , rn'kI s ialn a Paz.; ;. a I Is are han ded town from 
mothtr to dalht Or (Wr amtntg fami Iv members. 

A2Oir dat ;i itn Ca I i in(icta.e that smalI tiendas deriv(e much 
of their profits from beverage sales. See LAMIP Colombia 
Report, p. '16. 
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The number of new independent neighborhood stores is
 

apparently increasing constantly in response to population
 

growth. Th ro is also some evidence of a high rate of busi

ness failure among neighborhood retailers. In Cali, for
 

example, 30 percent of those interviewed had been in busi

ness 1 year or less; in La Paz, 50 percent had been in busi

ness 2 years or le.'s; in Recife, 40 percent had been in
 

business 4 years or less. The data seem to suggest two po

pulations, one highly stable and the other highly unstable.
 

Self-service stores did not exist in La Paz. In Cali.,
 

54 such stores accounted for 12.5 percent of retail food
 

sales. And in Recife only 42 stores accounted for 22 per

cent of all retail food sales. T:ible 3.5 shows that average
 

annual sales for self-service stores were quite high (over
 

21 times as great as neighborhood stores).
 

TABLE 3.5 	 SELECTED CHiAtACTERISTICS OF SELF-SERVICE
 

FOOD STORES
 

Cali Recife
 

Annual Sales Volume $275,000 $375,000 
Assets 

Fixed $124,000 $ 20,600 
Inventory 32,000 26,553 

Space (in sq. meters of 
floor space) 258 243 

Food Wholesaling
 

As might be expected, the largely traditional retail
 

sector has its counterpart in a wholesale sector that largely
 

divides along product lines. There are two types of grain
 

and staple processed goods wholesalers--large specialized
 

wholesalers selling only in wholesale volumes and smaller
 

wholesaler-retailers selling in any quantity to small re

tailers or consumers. Fruit and vegetable wholesalers
 

usually specialize in three to five related products. There
 

are two levels of meat wholesalers--those who purchase live
 

animals and have them slaughtered and sell by the carcass or
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up into wholehalf carcass, and those who break the carcass 


sale cuts for smaller retailers.
 

Table 3.6 shows the number of grain and staple goods
 

and fruit and vegetable wholesalers in Cali, La Paz and
 

Recife.
 

TABLE 3.6 NUMBER OF WHOLESALERS IN CALl, LA PAZ AND RECIFE
 

Reci fe
Cal i La Paz 


Grain and Staple Goods
 
Specialized Wholesalers 60 5 
 102
 

.13 39 
 n.a.
Wholesaler-Retailers 

.150 
 n.a. 139 a
 

s
Fruits and Vegetabl 


aThis number is a signi1ficant underestimate si nce miarrket 

wholesalersstalls operating largely as fruit and vegetable 

plazas were riot included.
in several marblet 

We found a high degree of product spoci-tl i zation in 

la.gest volume compomentfood whol esaling in all areas. The.
 

in food wholesaling is specialized cereal and processed Food
 

in 10
the'se wholesalers spec ialiizewholesalers. Typically, 


items such as rice, beans, (orn, cooking oil, sugar,
to 15 

flour (in Brazil ) and o ther


panela (in Colombia), manioc 

processed foods. They buy in reltatively large vol umos on 

the national and (especially in Bolivia) internat ienal mar'

bulk and trans
kets. Their major functions are breaking 


tney perform some stor'age, but 'r(e
porting. Occasionally 


quently they never take physical possssion of O l)'oduct
tie 

customers are other whole.salers, wholtsalTheir major r

hospitals, r0'staui'ats,
retailers, institutions (e.g., 
normally one 

schools) and retailers. A iniurum size sale is 

bag or box. These wholesalers esst-ntially per lorMi the func 

for
tion of coordinating and arbitrating national markets 

nonperishable products. 

Table 3.7 shows the major (haracterist ics of grain 

Separate data for specialized
and staple goods wholesalers. 


Cali. In La Paz, where
wholesalers are available only for 


five large
food imports are important, there are only 
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function of 	specialized wholesalers
 importers performing the 


Unfortunately, in
 
and ccmparable data are not available. 


the research methodology made no distinction 
between


Recife 
b0th exist.the two types of wholesalers--although 

OF' GRAIN AND 
TABLE 3.7 	 SELECTED CHARACTERISTICS 

STAPLE GOODS WHlOLESALERS 
Ia PL/ RkeifeCa I i 

SIX ciaLIo fior-.sale/ Whto1 esal e/ ombinedl 
R, tail 	 RetailSl iail 

$32,50 $190,000$6410,000 $220,000Annual sales 
1,200 33,700

Assets - Inventory 51003 8,300 

20 214 
Spae (sq. imrters) 300 160 

Years of M'duLcati()n 
8 79 	 6O(rner 
8 13 

Ye:ars in Business ],1 7 

re-

In order to supply the small-volume transaction 


tiny retailers, the whole
quirements of large numbers of 


evolved. These are merchants who carry a 
saler-retai for has 

foods and household supplies.
broad I ine of' nonperishable 

to sell any volume of product desired by the 
They are wi II in 

retailer or consumer. They are Pormally located in close 

each other, to the specialized wholesalers and 
proximity to 

in the so-called 
to fruit and vegetable wholesalers (i.e., 

who wishes 
wholesal(' market. area of the Thecity). consumer 

to take advantage of their tower prices (in comparison to 

must begenerally supply)neighborhood stores whom they 
cost, timkc expenthe associated transportwilling to suffer 

The functions of the wholesaler
diture and inconvenience. 

bulk, storage, and sometimes credit and 
retailer are breaking 

del ivery. They provide the retailer with a single, relatively 

major items 	 in the quantity
convenient place to purchase his 

but extra cost, element in are an important,desired. They 
systems.traditional 	 food production-distribution 

Fruit and vegetable wholesalers are specialized 
by
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product or product group. They are located in or around the
 

central market area of the city. In Recife, a special tem

porary market area for such wholesalers had been in use for
 

several years. Also, some such wholesalers operated out of
 

stalls in different public markets around the city. A new
 

central wholesale market is now in operation in Recife. In
 

La Paz, fruit and vegetable wholesalers are located in the
 

central market area, with many having no permanent place of
 

or the centralbusiness. Some operate in the streets inside 

retail market plaza. In Cali, so-called "warehouses" around 

tile central market area are used by fruit and vegetable whole

salerr or. a daily rental basis. Their major function is 

breaking larger-sized purchases down to retailer-sized pur

chase units. Some wholesalers travel to rural areas or make 

other arrangements to purchase and transport supplies from 

producing areas. Others purchasu relatively large quantities 

(10 to 15 bags or crates) direct from producers or assemblers
 

in the urban market. The products are sold later in the day 

to retailers desiring smaller quantities.
 

It is difficult to provide aggregate information on 

the characteristics of fruit and vegetable wholesalers because 

of their diversity. Potato wholesalers, for example, may have 

a 20 square-meter permanent place of business with sales of 

over $50,000 per year. in contrast to a citrus product whole

saler having no permanvinIO place of business and averaging as 

little as $10,000 in annual sai~l.q. 

a few regular suppliers.Retailers generally buy from 

Retailers o, fruits and vege~ables utilize a great number of 

regular suppliers, as the lack of grading forces them to 

wholesalers.
personally evaluate the offerings of a variety of 


For any one product, retailers in all three cities reported 

having one to three regular suppliers. A major problem is
 

for are highlythat many wholesalers, especially perishables, 

contact and deal with
specialized, thus forcing retailers to 


a large number of wholesalers. Since perishables are pur

chased on an every-other-day basis. the retailer must expend
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substantial energy in the purchasing function. In Cali, re

tailers spend from 2 to 3 hours per day purchasing perish
13 
ables. In the case of staples and processed goods, the
 

problem is not so acute since purchases are usually made on
 

a weekly or monthly basis. Also, dry goods wholesalers tend
 

to be more "full-line" than perishable wholesalers. 

Insofar as we have been able to determine, the rela

tionship between retailers and wholesalers is not routinized. 

Each purchase is to a certain extent "new" and must be nego

tiated as to price, quantity and terms. In-depth discus

sions with retailers indicate that there is often a tacit 

on-going understanding between rctailers and wholesalers 

with regard to price, quality and terms. However, there was 

little indication that automatic ordering and replenishment 

procedures existed to any extent.
 

Credit extension to retailers follows a similar pat

tern in the three studies. Neighborhood stores are least 

likely to obtain credit, especially for fruits and vegeta

bles. Less than 10 percent of neighborhood stores reported 

receiving credit in La Paz and Recife, while some 30 percent 

received credit on grains and staples in Cali. With regard 

to public market operations, approximately hall in La Paz 

and Recife reported receiving credit as opposed to approxi

mately one-third in Cali. It should be noted that there are 

some differences between product lines and between stall 

operators and str et merchants. The lat ter are much less 

likely to receive credit. The reluctance of suppl iers to ex

tend credit to neighborhood stores is inderstandable given 

their low business life expectancy and marginal mode of opera

tions. On the other hand, apparently, stall operators are seen 

to be more stable. Interestingly, sel f-service stores, which buy 

in substantial quantity and are well financed and stable, buy 

13Michael T. Weber. Problems of Reorganization of Cali 
Food Retailers' Procurement Activities in the Planning of a 
Central Wholesale Market Facility. Unpublished masters 
thesis, Michigan State University, 1972. 
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perishables on a cash basis. The cost of credit is extremely
 

high, ranging from annualized rates of 85 percent in La Paz
 

to rates in excess of 500 percent in Recife.
 

As might be expected, traditional retailers have
 

little influence over their supply channel. An average
 

purchase by neighborhood stores in La Paz would aggregate
 

little more than $70, even if all 
related products were
 

lumped together. The average public market operator in La 

Paz will purchase little more than $5 worth of any one pro

duct at any one time. While comparable figures are higher 

for neighborhood stores in Cali, it is clear that traditional 

requirements,retailers have little power to enforce quality 

to demand such services as sorting, grading, delivery or cre

(lit, or to induce a wholesaler to arrange a scheme to routi

nize purchases and thus reduce transaction time for both 

parties.
 

Urban Food System Performance
 

There are obvious difficulties in measuring urban food
 

system performance. Evaluation of gross and net profit mar

gins, relative to either sales or capital employed, is a theo-


However, there are substantial proretically useful measure. 


blems in determining an absolute standard against which these
 

ratios can be compared. Cross country comparisons are ex

tremely tenuous, given different labor and capital costs and
 

given different degrees of channel integration and services
 

performed by each channel member. Judgments can be made re

use of labor and capital of different
garding productivity in 


types of outlet, and we have attempted to do this in a limited
 

way.
 

As noted earlier in this chapter, the degree to which
 

consumers are adequately serviced is an important evaluative
 

element. Although difficult to quantify, the elements of
 

locational convenience and product assortment are useful
 

measures of performance. The system can also be judged on
 

the basis of relative prices in tipper low and
vs. 
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That is, does the food producmiddle income neighborhoods. 


appropriate price-quality
tion-distribution system provide an 


mix for each customer group?
 

Finally, the food marketing system is evaluated in
 

terms of the degree to which the distribution channels are
 

coordinated or integrated. Of special importance here are
 

the retail-wholesale linkage and the urban distribution-rural
 

supply linkage.
 

Economic Evaluation
 

Both gross and net margin data are available in some
 

detail from the La Paz and Cali studies, while gross margin
 

data only were collected in Recife for selected major food
 

to the
items. Analysis of the net margin data are subject 


following qualifications. First, we had no measure of spoil

age in the La Paz analysis. And while we estimated spoilage
 

it the analysis, believe estimatesand included in Call we the 

may have been too low. Thus, the net profit figures reported
 

here are undoubtedly on the high side. Second, net margin
 

and profit data include both return on capital and return for
 

In most cases, if
the owner's labor, i.e., a shadow salary. 


the owner's labor is taken out at the minimum wage level,
 

there is little or no return on the capital employed in the
 

business.
 

Notwithstanding the difficulties of analysis, there is
 

still some value in analyzing economic returns in urban food
 

marketing.
 

The wide variety and condition of fruits and vegetagles 

marketed makes inter-county (or even intra-country) comparison 

difficult. Table 3.8 shows representative data from La Paz 

and Cali of fruit and vegetable retailing and wholesaling.14
 

As can be seen, gross margins at wholesale are comparable to 

those at retail. This is somewhat surprising, since one would
 

14Comparable data were not available for Recife. For
 

details, see LAMP Bolivia Report, pp. 73 and 105-107, LAMP
 

Colombia Report, pp. 66, 90 and 193, and LAMP Brazil Report,
 
pp. 5-40 and 5-70.
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TABLE 3.8 ECONOMIC RETURNS--FRUIT AND VEGETABLE RETAILING
 

AND WHOLESALING
 

Cali La Paz
 

Retail Market Stalls
 
Gross margin 12.2% 19.3%
 
Net margin 8.9% 17.4%
 
Annual net profits $301 $639
 

Wholesale Operations
 
Potatoes 

Gross margin 12.0% 18.3%
 
Net margin 5.8% 9.4%
 
Annual net profits $2544 $1450
 

Tomatoes
 
Gross margin 15.0%
 
Net margin 10.2%
 
Annual net profits $1704
 

Vegetables
 
Gross margin 27.8%
 
Net margin 16.7%
 
Annual net profits $771
 

expect lower margins at the wholesale level, where volume
 

would compensate for reduced unit margin. These data suggest
 

a lack of competitiveness and/or higher uncertainty costs and
 

spoilage at the wholesale level. Data from Recife on indivi

dual product gross margins suggest a pattern similar to that
 

in La Paz.
 

Absolute dollar profits are certainly not excessive in 

the retailing of fruits and vegetables. While absolute profit
 

levels are considerably above the minimum wage in certain 

areas of wholesaling, it must be remembered that product 

spoilage undoubtedly roduces the "bottom line" numbers in 

Table 3.8 substantial'
 

As noted earl iei, meat is a major element in the food 

budget of the areas studied. Some of the highest profit levels 

the instituin the traditional urban food system are found in 


tions specializing in meat marketing. Except for Call, 
our
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data reflect operations at the retail level only.15 As can
 

be seen from Table 3.9, profits at both retail and wholesale
 

levels are higher than those for either fruit and vegetable or
 

staple goods operations. In the case of Cali, these profit
 

margins are primarily the result of limited space availability
 

within the public markets for meat retailing and municipal
 

restrictions on the number of meat wholesalers who can pur

chase through the city slaughterhouse.
 

TABLE 3.9 ECONOMIC RETURNS--MEAT RETAILING
 

AND WHOLESALING
 

Cali La Paz Recife
 

Retail Tiendas 
Gross margin n.a. 18.5% 20.0%
 
Net margin n.a. 15.4% n.a.
 
Annual net profit n.a. $1685 n.a.
 

Retail Public Market
 
Gross margin 14.5% 16.0% 13.7% 
Net margin 10.7% 14.4% n.a. 
Annual net profit $3432 $1948 n.a. 

Wholesale
 
Gross margin 14.5% n.a. n.a.
 
Net margin 12.0% n.a. n.a.
 
Annual net profit $9324 n.a. n.a.
 

The marketing of staple goods is more remunerative
 

than fruit and vegetable distribution, as can be seen in
 

Table 3.10.16 The only data available for Recife were on
 

gross margins by specific product; these are at a level com

parable to equivalent products in Cali and La Paz. High
 

levels of absolute profit are not found in retailing. As was
 

the case in fruit and vegetable marketing, relatively larger
 

absolute profits are made in wholesaling. This is not
 

1 5 For details, see LAMP Brazil Report, 5-40, LAMPp. 
Bolivia Report, p. 76, and LAMP Colombia Report, pp. 66and 9o.
 

1 6 For detail, see LAMP Brazil Report, p. 5-40, LAMP 
Colombia Report, pp. 68 and 88, and LAMP Bolivia Report, pp.
 
75 and 93.
 

44
 



surprising, since wholesalers were generally better educated
 

and had considerably more business experience than retailers.
 

Also, and importantly, wholesalers have substantially more
 

capital invested in their business. Thus, their returns
 

should properly be seen as a return to capital, as well as a
 

return on their managerial time. 

TABLE 3.10 	 ECONOMIC RETURNS--STAPLE GOODS 
RETAILING AND WHOLESALING 

Cali La Paz
 

Retail 
Tiendas 

Gross margin 
Net margin 
Annual net profits 

12.9% 
6.7% 

$328 

14.8% 
13.8% 

$785 

Small graneros 
Gross margin 11.3% 
Net margin 
Annual net profits 

4.1% 
$954 

Wholesaler-retailer 
Gross margin 
Net margin 
Annual net profits 

3.4% 
1.2% 

$4755 

5. 0 
2.4% 

$871 

Specialized Wholesalers 
Gross margin 2.8% 
Net margin 
Annual net profits 

0.8% 
$7272 

A measure of the efficiency with which labor and
 

capital are employed in traditional urban food marketing in

be obtained by comparing productivity in varstitutions can 


In the Cali study, data were available
ious-sized outlets. 


as shown in Table 3.11. The two smallest-volume outlet types 

are dominant in number of retail outlets in the city and to

gether account for 30 percent of total retail food sales. 

Thus, much of the city, especially the lower income areas, 

is serviced by inefficient outlets. Gross margins are lower
 

as volume increases, although to a certain extent this is a 

Economic efficiency increases as
function of product mix. 
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volume increases. The data certainly suggest that even tra

ditional, personal service retailing has potential for sub

stantial productivity increases if higher volume can be ob

tained through carrying wider product lines and better
 

assortment and through the institution of more innovative
 

and aggressive retail management.
 

TABLE 3.11 	 EFFICIENCY MEASURES OF VARIOUS-SIZED PERSONAL
 

SERVICE RETAILERS--CALI, COLOMBIA
 

Annual Sales Volume 

$4895 $23,510 $72,830 $164,450 

Percent of Cali 
Retail Sales 13.6 16.3 11.4 4.8 

Percent Gross Margin 12.9 11.3 8.6 6.7 

Annual Sales/$ Fixed 
Assets $18.70 $52.95 $94.70 $80.40 

Annual Sales/Square 
Foot $20.80 $62.40 $123.10 $126.30 

nnual Sales/Employee $2590 $2705 $24,275 $36,615 

Meeting Consumer Needs 

The food marketing system in each of the areas studied
 

is clearly deficient in one major area, that of supplying
 

low income consumers at a reasonable price level. In all
 

cases, the poor paid more. In Cali and Recife, price studies
 

of both fruits and vegatables and staple goods were conducted.
 

In both cities, perishables were 20-30 percent higher in low
 

income area outlets than in outlets patronized by upper
 

income consumers. Fo-' staple goods, the comparable price
 

differential was 5-1. percent. In La Paz, the price compar

ison was made for perishables onl , with low income consu

mers paying over 10 percent more than shoppers in upper in

come markets. The higher prices paid by low income consumers
 

were not compensated for by higher quality. :[ndeed, the
 

reverse was true; in the case of both Recife and La Paz,
 

upper income shoppers also obtained higher quality products.
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The relatively high prices paid by low income consumers
 

are directly related to problems of store location. A major
 

theme running through both the Cali and Recife consumer stu

dies was the importance of locational convenience in store
17 

choice.7 Neighborhood stores, for example, were not patron

ized so much for product assortment offered, credit extended
 

or social considerations, but for geographic proximity.
 

the wide
Public markets were generally patronzed because of 


variety and assortment of products offered. And self-service
 

outlets are judged by those who utilize them to have the
 

lowest prices.
 

in Cali spend
As noted earlier, lower income shoppei 


transport to
a substantial percentage of their food budget on 


and from the main market areas. In our opinion, this is a
 

part of the food cost and further exacerbates the heavy bur

den of food expenditures on low income families. The task,
 

then, becomes one of combining reasonable variety and assort

ment, low prices resulting from scale economies and vertical
 

integration, and locational convenience. We believe this can
 

be accomplished, as shown in the next section.
 

Channel Linkages
 

In all three areas studied, there is a link in the
 

does not exist in modern food distribution, i.e.,
channel that 


additional
the -.holesaler-retailer. Ac a result, there is an 


cost and margin in the system servicing small retailers,
 

which is a major outlet for low and middle income consumers.
 

Without doubt, the wholesaler-retailer link fills an 
impor

tant role in the existing system. The point is, however, that
 

the cost additive effects of such an institution are not per

ceived by the analyst unless food distribution is considered
 

in a systems sense. And cost reductions can occur only if
 

this link is made obsolete through planned marketing programs.
 

Our data amply document the difficulties faced by
 

1 7
 See LAMP Brazil Repo-t, p. 4-1.7 and LAMP Colombia
 

Report, pp. 57-58.
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anyounl.s orretailers in provisioning themselves. Inordinate 

time, with subsequent high transaction co.;ts, ari expended 

by retailers in froquent shopping trips to personal y inspect. 

check price; ind lransprt r1.,rhand:. in f ('lct. cetai]ers 
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.0f sim:s 1 1 r,,t I 1,'I'. (I
ensruncertain dmand fro,: myri,, 
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pro(urernm(.:i cat!h(r t.ha:ni It anI anal ys I ( L- s i se)tds-; anId 

operat 1Is 1,.. ff Ic iI % mee('tI thoe.-Sadjustmont o Inrnat 

needs. 

Opportunities for Urban System Reform 

>Wholesal. Mark' I 
1 ,.f,,, Ic cl' 

A major 1()ol mark.t ing iI5u,' in bth La Paz and Call 

irninat I',lgs-.t'l and I tarv IIod whole

- ;1 ::: :,, I . l ' 

wa,; the il 01 :d usn. 

saling aras ,i . ... ...- .t,I %,. hi , 

* tsdin ally 1 ' .. L i ra.'. i 'll I so . "]'Vp iii,t I,% b 

t rI a his , tiV l a I ast r I I it.s I w :t d, :i c-Isal 
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act vitv. i it rI I thcs.s Is!fl sl, --'.i il; a cs-a hs 

)ooni imp "ilIis i . it 1alii cogs rd p1c d rdl-l i I , d l'carlipctat. i (.511 

fa.'oi lit ' ald . s pdivly. i 1 a'- tI . ' 


us id. 'rho,
 

.- .I 1"€)I1!i ' II -s ," ,I tI a arid 

eX i:-Iiarig . aind .' )! t!Is s-; r" iu d Ii , ! I ghs 

rosu I t, i r ar'tua gli Iml i i gt vI . ff I os t t dn)d 

d ist ci bu 1,: . 

Al]Il to ttell. ,Liho- reac t ion ,,u g;svrI'nt',I is to suolve 

tL'e proh)l snu hrsu d l, ', r-n t I phs ical. :aitcil it'is alon,.. 

Our expritrici suggesws 'har Rs\ Ily:.si Ii' '-> .hild nio. 

sanit il.td. Firs-t. careful analysissimply be tnsd,-rri'z,d sr 

mus t be ma dt' or rt:1 i -Wht)s t- sIit t' 11ta'X '- ;ll )hy.s i ca I 

distribut ion transact ions, as well as wholesale- rural assembly 
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exchange and physical distribution transactions. In short, 

the fatcility must fit within the manager ia] and int i tilt ion

al framework of the systm that tt i liZts it. 

Secotnd, t h. dt*'-t(1ttopititnt of physic'al :a i 1 itits pI'o

vide:s an invalwInt bl o]po clt iIi. 1 change ina huothf)I" indut'ing 

the rt iil 'i-Wflt ,'.; i,' aid W' 'N;i I t'-:.s-;.nhl t'/farmer 

int('t:t'('s. Incltnit i\(.s ani h.t' lfored. in the t1't11 of plhy

aica t i iiand i to a:ggre1s.'.'e innovative) ii. ,rit and 

w ho] eaa1 I'.-; to !li tv' t l,:(o towatrd d'v, I]opinont t) * tha in opera-

Lions, as dt',:4ribid in 11w rext :o,,'t ion. Tr'ansportat ion and 

physical handli i tat i I it P,,s can bc W'v,.l t1 .d to aid in the 

r'oUL iii za t ion "tI bLyiing-al I i n r'- ;tat ionsh i p. between ro

tail I-wI.,ho isa]r an d whol s l: embl ta . ox-I I-Iss -/ 'mnr FoIr 

amplt, grading aind sor, i ng Iat i I it its tan be l't vi ded alld 

1ll" 1 t0 iI aic(.tptableass i tt:(' giv.' 1inftor d,'t'l lf)lMO!lt 1 to)irt( , ri y 
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a physita. t.hant' atat I it' when new prat ic.s ar m'tnost 

likely tt l,,W at t'o" tid. 

a omin, c(r'ploration wasIl ltogt .1 CBoo I a lixe'd 'l(notily 

creattd by pl)h] it' a:en i,'s tot, plan. '()ll.str't and operate an 

i egl'ato'd poI (gr t itl t n It )'m. Ill)ha()I'" lll ban it r i bit re 'he( 

sis was tnU h hl'a!lderl thhall plys i(':, 1 I . I t y' i npopl vet( ' I.. 

'l. I, onii irlltv' o.'O'-Slldies d1 , id(. ift' ti)ptotl'u. il ' tt jt 
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allp)'Ot!)l'iat e (l' 1'fl t i t tp(,':it iont in t, ttW mar

ket facil ity. Ill stOlllt' ':s''S , Sl)'e iil crt' it il'l'alll lllt 
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Urban Food Chains
Develomef 


The feasibility of improving the efficiency 
of urban
 

the LAMP studies, per
food marketing has been documented in 


In the Bolivian
 
haps most extensively in the Cali report. 


case, admittedly based on rough calculations, 
we estimated
 

the order of a minimum
food price reductions on
that retail 

if scale could be gained at
 of 5 percent were highly likely 


the retail level. (No estimates were made of possible 
cost
 

Such scale appeared attainable
 reductions in wholesaling.) 


in which no consumer need walk more than
 market area
within a 
 1 8
 

a modern outlet.
 3-4 blocks to 


Recife, scale economies gained by 
self-


With regard to 


service outlets have already brought 
price reductions. 
Im

a substantial impact
 
proved channel integration has also had 


The ability
 
on price levels through lower procurement 

costs. 


bear
 
of two large supermarket operations 

to bring pressure to 


In one case, that of
 
supply channels was significant.
on 


owner-

Bom Preco, integration backward extended 

into partial 


ship of rice milling facilities, and resulted in price reduc

percent.
on the order of 10-15
tions at the retail level 


mono-

Another supermarket chain, Comprebem, was 	 faced with a 

in the Recife area,
form of a poultry cooperativepoly in the 


which was tie only large-scale supplier adequate to serve
 

Comprebem shifted

needs. By virtue of its scale,Comprebem 

in southern Brazilthe large cooperativesits egg purchases to 

and was able to bring competitive pressures 
to bear upon the
 

Local prices at the consumer level 
Recife supplier. 

were
 

egg case is only one
 
subsequently reduced. Although the 


example, it clearly illustrates the competitive pressures
 

large-scale retailers (or wholesalers) can have on the
 
19
 

system.
 

Another interesting element of the Recife 
situation
 

was the extent to which the actions of 
one supermarket
 

18 See LAMP Bolivia Report, pp. 204-216.
 

1 9See LAMP Brazil Report, pp. 6-5/6.
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operation with a low-margin, high-volume orientation was
 

able to affect a large part of tre overall 
retail system.
 

forced to reduce
Immediately, competitive supermarkets were 


their prices and change their price policies. In turn.
 

area of supermarkets
neighborhood stores within the market 


This chain effect of
lower their prices.
were forced to 


dynamic price competition resulted in margin declines of
 
2 0
 

nearly one-third.
 

The supermarket chains in Cali were not price leaders
 

Consequent
and confined their efforts to upper income 

areas. 


ly, to obtain some estimate of possible economic 
gains from
 

We
 
market system reforms, we simulated a revised 

system. 


6 percent reduction in food prices for
 
estimated at least a 


low and middle income consumers if modern retailing and
 

wholesaling can be introduced.
 
Call

The specific calculations are documented in the 

It is
study and are not reproduced here. 2 1 important, how

the fac'torstaken and major
ever, to delineate the approach 

First, we were greatly concerned that no attempt
considered. 


be made to merely transplant U.S..upermarkets to low and 

middle income market 	areas. Rather, we looked for an opera

scale economies and yet be neighborhood
tion that would give 

a conse
in scope, i.e., dependent on walk-in traffic. As 

outlets of approximately 2,000 square 
quence, we recommended 

feet with a minimum of capital equipment. Such outlets would 

three blocks and
be viable with a market radius of only 

if the market area increases to a four
extremely profitable 

block radius.
 

Second, locational convenience was to be combined with 

the full range of major food 
an assortment that included 


and fruits and
this meant that neatitems. Specifically, 
extentto be handled to a far greater

vegetables would have 

2 0 See LAMP Brazil Report, pp. 6-3/4.
 

2 1 See LAMP Colombia Report, pp. 97-109.
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and with more competence than has been the case with existing
 

neighborhood stores. Clearly, this is a difficult task as
 

the handling of perishables is no easy matte: even in devel

oped countries. Included in our pro forma economic analysis
 

were well paid produce and meat managers. However, it may
 

be more feasible to develop a system of leased operations
 

for perishables, and this should be considered carefully.
 

Third, we feel that dynamic reform at the retail
 

level is only possible if reform also is managed at the
 

wholesale level. Efficient food distribution can be achieved
 

through the development of a variety of competitive whole

sale-retail chains. The emphasis should be on governmental
 

programs encouraging a competitive balance among the following 

types of wholesale-retail chains: (1) private chains-

vertically and horizontally integrated chains of retail stores 

served by a single wholesale warehouse, all under single 

ownership, (2) retailer-owned cooperative chains--cooperative 

organization of independent retailers into an integrated 

chain served by a single cooperatively owned warehouse, (3) 

voluntary chains--contractual organization of independent 

retailers into an integrated chain served by a single inde

pendent wholesaler, (4) consumer-owned cooperative chains--a 

federation of consumer cooperative retail stores serviced by 

a cooperatively owned warehouse, and (5) government-owned
 

retail chains--a group of government-owned retail stores
 

served by a single government warehouse.
 

A mix of chain types is necessary to force competitive
 

stress. While incentives hell) induce change, appropriate
 

levels of competitive pressure will also induce businessmen
 

to take advantage of or to ask for incentives. We envision
 

a balanced competitive system of food distribution among
 

such modern retail-wholesale chains.
 

Fourth, the program we envision requires a new 

approach to supervised credit. While any banker must clearly 

be concerned with the safety of the principal lent, as well 

as the future flow of interest, development bankers should 
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also be concerned that their scarce resource be used to
 

greatest advantage. The skills required to mani,ge modern
 

food wholesale and retail firms are in short supply in the
 

areas studied. It is therefore critical to include a tech

nical-managerial training component in any loan program.
 

This educational component should take the form of ongoing 
consultations, as well as initial training courses.
 

The focal point of management training should be the 

wholesaler, who acts as channel captain. In most modern 

food distribution chains, the wholesaler plays a prominent 

role in tne provision of management services and advice' to 

affiliated retailers. These services include merchandising 
ideas and programs, pricing policies and strategies, product 

mix suggestions, store employee tra ining, order processing, 

grading, storing and transporting, and inventory and catpital 

equipment fi nancing. To the extent necessary, the government 

or autonomous agency administering the loan program shou ld 

work with the wholesaler to develop and provide those manage

ment skills and services. 

Since we are especially concerned with the development 

of urban food marketing to aid low and middle income consu

mers, credit should be given only to chains servicing these 

areas. However, these chains should also service upper 
income areas. The approachI is to mix the volume and high 

profits of upper income outlets with the volume and lower 

unit profits of low and middle income outlets in order to 

achieve desired chain profits and pub] ic socisl hone fits. 

Further, by mixing outle t typos, Ihe chain wholes alo.('s can 

grade and sort by the demands of various incomf, ;group. , thus 

considerahl y reducing spo i 1 age o f per ishabl e products. 

Fifth, we are concerned with the social costs ofI any 

reform program. A principal concern at the present moment 

in Latin America is the extent of' ur'ban unemployment . The 

retail food sector has always been viewed as an absorber of 

excess labor, with consequent reluctance on the part of 

officials to disturb the traditional system. In the simula

tions developed in the Cali study. our calculations indicated 
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that a modern system can operate with one-third the employ-


Subsequent experience and rement of a traditional system. 


calculation suggest that significantly more labor would be
 

needed--partly because we originally assumed complete self

continue
service operations and now believe it necessary to 


clerk servicing at least for some products.
 

We now estimate that the more modern urban distribu

tion system would probably employ from 1/2 to 2/3 of the 

labor used it, a traditional system. 

Because of the critical need to reduce real and dis

guised unemployment in developing countries, the urban mar

ket reform programs suggested here may be viewed as socially 

undesirable. We are aware of this problem, but feel that 

there are a variety of militating factors which must be 

considered. First, it is important to recognize that 

modernization of a major urban food system does not take 

place immediately. Furthermore, urban population and income 

growth is such as to require an increasing supply of food 

marketing services, largely offsetting the trend toward lar

ger scale operations in modern food marketing. Thus, total 

employment in urban food distribution would probably not be 

In Puerto Rico, for example, em

ployment in urban food distribution remained stable, even
 
reduced in absolute terms. 


though a substantial urban marketing reform program had been 

in effect for more than 10 years and modern retailers had 

increased their market share to 50 percent of urban food
 
22
 

sales.
 

Second, the rapid entry-exit conditions in neighbor

hood store operations indicate these outlets by no means 

provide a stable employment base. Experience in Puerto Rico
 

suggests that many may continue to survive comfortably as
 

beverage parlors ,nd convenience outlets for a limited line 

22See, Food Marketing in the Economic Development of
 

Puerto Rico (Research Report #4, Latin American Studies 

Center, Michigan State University, East Lansing, Michigan), 
p. 280.
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of staples. Our Colombian data show that many of the small 

neighborhood stores derive a high percentage of profits from 

beverage sales, and may therefore be expected to evolve as 

did their Puerto Rican counterparts when faced with the com

petition of modern retail outlets.
 

Third, any analysis of the direct employment effects 

of food marketing changes should be balanced against the 

following positive and dynamic effects: (1) a 6-8 percent 

reduction in food prices for the large numbers of' urban 

people who spend over 50 percent of their incomes on food, 

(2) the positive effect of that food price reduction on 

effective demand for both food and nonfood items, (3) a 

reduction :a product loss and spoilage, and (4I) a reduction 

in marketing risks, providing fariers greater incentive to 

expand production.
 

Interestingly, overall investment for a modern food 

distribution system is less than that required by the tradi

tional system to supply an equivalent sales volume. Tradi

tional outlets are woefully inel ficient in their use of 

capital, especially fixed capital. Indeed, capital equip

ment requirements of the suggested outlets will improve out

put and employment in the r.,odern supplying industries, as 

opposed to the cottage industries now utilized for much of 

the equipment seen in neighborhood stores. 

The approach presented above is, of course, subjec'1 

to many variations. We suggest, however, that tihe theme 

is viable and a valuable input into the development process. 



CHAPTER 4
 

AGRICULTURAL COMMODITY SUBSYSTEMS
 

In the previous chapter, we examined the major pro

blems in food marketing at the urban consumer, wholesaler 

and retailer levels. We were concerned with the institu

tions and corresponding Activities of final distribution of 

small Liuaptities of 51 wide variety of products to urban 

consumers. In this chapter, we look more closely at supply 

channels in an effort to explain some of the market coor

dination problems for major groups of agricultural products 

and technical farm inputs. We are concerned with the pro

duction and accumulation of supplies of agricultural pro

ducts for efficient shipment to wholesalers. 

For analytical purposes, we have found it useful to 

focus on commodity subsystems defined as the entire set of 

activities performed in the production, assembly, proces

sing, distribution and consumption of a single product. 

Vertical coordination 1 of any commodity subsystem is 

accomplished through day-to -dIy decis ions of' a mu]ltituode of' 

individual farmers. privat e intermediaries, cooper:tives 

and public agencies. Mlost farmers and businessmen in devel

oping countries have been heavily o iented toward tradi

tional business methods. While those with more formal 

education tend to be more creative, their behavior is sel.

dom mucn different from that of their less-educated counter

parts. Furthermore, those who try innovative behavior often 

find themiselv. s limited by sc ar(ce resources, re sistance from 

suppliers or buyers., and a I ack of expert ad\'ice. Oft en 

there are few feasible innovations open to in divi dual small

scale marketing firms. Marketing margins may be relatively 

high, but labor, management and capital returns are often 

1 For a definition of vertical coordination, see 
p. 27.
 



low because of low productivity and cost increasing strate

gies employed to cope with uncertainties.
 

The consequences of such traditionally coordinated 

commodity subsystems are high consumer fool prices, rela

and less than efficienttively low and unstable farm prices, 

to meet society's needsallocation of productive resources 

and wants.
 

if the food syste is well coor

adequate 

On the other hand, 

dinated, consumers will receive a stable and 

price. Pricessupply of 	 nutritious food at a reasonable 

up arid down to reflect h-iologaially based produc-will move 

tion patterns. Price differences bet.ween different lo(a

will reflOct actual uifNf(rene'cs in
tions in the market area 


Seasonal pric,. variations will boar a

transfer costs. 


to storaga costs or t) sea..son:l diffor
close r'olationship 


ences in production and di.stribution cost:s. 
 Price( spreads 

lvel and ttho urbanbetween the same product. at the farm 


will be clos(lv rolated to aictual ,.osts of
retail level 


providing neccssary marke-ting services. R(,trs t) Iarmrs
 

would be suffi(:ient to call f,)rth tih qutinti ties and qual i

ld sit1 i fy' *t;r1(t. t 1()f:-urlmfle
de
ties of products that w, 


mands. And a !markelt pric-
 that wol d cl(ear the market 

surplus or storage, t.nditions wotild be
without signif icant 

establ i shed. 

order to create, a favorable ,nvironnient. for improve-In 

it is importantin coImodity subsystern coordinat ion, 

and commodity subsystem firmis 
ments 


for agricuI ttlral ip)1 icy makers 


to better unders-tand the int('rdependen cc of farmers and
 

In a very ral sense,. farmers and

their marketing avents. 

tleiir product :tre b)und t(ngether in ai ii t-n
those who market 


fa rmer depends on his

unrecognized partnership. The 

at a farm l,,vel price that,
buyer(s) to s;etruh out a market 

will allow the farmer a fair profit. This buye r is similar

through the on his own buyer, and so it. goes
ly dependent 


handler of a given product lot is

market channel. Every 


bound together, however informally, with all others who
 

in its movemnt toward 
 the final
have handled the product 
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consumer. Thus, the profitability of each firm in the
 

channel is significantly related to the effectiveness of its
 

trading partners.
 

In recognition o this, different kinds of group
 

actions can be taken to enhance the complementarity of the
 

activities of different participants in the production-dis

tributic- marketing channel. Some examples of these group
 

actions are: trade associations, farmer organizations, co

operatives, voluntar: arrangements between firms at different
 

levels in the market, contracting and vertical integration.
 

At the individual 'irm level, farmers and businessmen 

can be encouraged to better organize commercial relations 

with buyers and suppliers. The farmer or businessman may do 

this by simply providing better information and service. 

thereby assuring cooperation for his inn-ovative schemes. He 

may use contractc:l arrangements. Or he may seek to verti

cally integrate with his suppliers or buyers through acquisi

tion, merger or cooperative organization. These are all 

ways to improve coordination 2 in the food system, and there

by contribute to the development of a progressive and 

effectively competitive commodity production-distribution 

subsystem. 

In a predominantly market economy with reasonably 

effective competition, short-term private benefits to indi

vidual entrepreneurs will be translated into long-term bene

fits to society. We can expect less successful firms to try 

to imitate the more successful firms. 

Improved vertical coordination3 reduces uncertainty, 

2See definitions on p. 27.
 

3By "improved vertical ,:oordination," we mean such 
things as :acurate and timely market information for all 
parties, better communication of consumer grade, quality, 
form and time preferences up The channel, verbal or written 
forward purchase agreements, improved storage arrangements 
at appropriate iocations, improved physical handling and 
transport arrangements, and similar improvements in organi
zation and operation of the marketing system. 
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enhances the opportunity for joint adoption of innovations
 

requiring buyer and seller agreement, and should make it
 

possible to pass some of these benefits on to consumers and
 

producers.
 

On the other hand, certain factors can impede competi

tion and prevent translation of short-term private benefits
 

into long-term benefits to society. These include barriers
 

to imitation, e.g., patents, licenses, legal or financial
 

restraints, limitations on access to technology and manage

rial skills, collusion, etc. Improvements in vertical coor-

dination necessary to improve market system performance tend 

to reduce the number of independent transactions in the mar

keting process. The benefits of improved market performance 

may remain in the hands of relatively few firms if vigorous 

and eff -ive competition is not sustained. Government 

should promote effective competition. 

Commodity Subsystem Analysis
 

Our approach to agricultural marketing system develop

ment has been to collect information -nd observations that 

will permit us to describe and diagnose the problems of 

vertical market coordination for major groups of agricu]tur

soughtal commodities and technical farm inputs. We have 

to identify private and public opportunities for stimulating 

more effective vertical coordination and thereby improving 

the performance of the marketing system. 

Our commodity subsystem studies have focused on some

what different product groups in the different countries. 

reflecting relative economic importance in each case. In 

general, we have examined the following groups: (I) grains, 

(2) fruits and vegetables, (3) poultry and eggs, (4) milk, 

and (5) red meats. 

In this section, we will examine the results of our 

agricultural input and commodity subsystem studies in
 

Colombia with comparison to other countries where appropriate.
 

Then, while recognizing the dangers of overgeneralization,
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we will offer some conclusions regarding the major problems
 

of agricultural market coordination in Latin America. The
 

reader is referred to LAMP research reports for more detail.
 

Grains
 

We encountered more variability in grain market struc

ture from one country to another than for any other commodi

ty group. In fact, there is much variability from one re

gion to another within the same country. There are fairly 

tolarge, specializud commercial farmers selling large 

assemblers, wholesalors or processors in some areas, while 

in other areas, ,-mall farmers sell marketable surpluses to 

small assemblers who may .esell to larger assemblers or 

are what William 0.retailers in nearby market towns. These 
"small trade" in Africa.,4

Jones has called "big trade" and 

The big trade appears to be performing relatively well, 

benefiting both large farmers and merchants. The small 

trad4? leaves much to be desired, especially from the small 

farmers' standpoint. 

We found immense public concern for grain marketing. 

This probably stems from a belief that grains are an impor

tant item in the consumer food budget and thus a major con

cern in the agricultural economy. Our research indicates 

that while certain grains and grain-based products (corn, 

rice, beans, bread) are consumed regularly, they ma' not he 

as important in consumer food budgets as is often thought. 

In Cali, all grain and grain-basied products accounted for 

less than 22 percent of Consumer food e-xpenditures. as 

compared to over 29 percent for rod meats, 17 percent for 

fresh fruits and vegetal-les, and 16 percent for other pro

cessed foods. Public concern may also be a reflection of 

the fact that political leaders find it relatively easier to 

'W.0. Jones, Marketing Staple Food Crops in I 'opical 
Africa, Cornell University Press, Ithaca, N.Y., 1972. 
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make an appearance of improvement in grain markets than for
 

any other commodity group.
 

We encountered a major public institution charged with
 

responsibility for helping stabilize agricultural markets
 

and improve market system performance in every country.
 

These institutions invariably focus heavily, if riot exclu

sively, on grain markets. Their efforts usually center
 

around some combination of grain import controls, minimum 

price supports, buffer stcck management and wholesale or 

retail sales outlets (supposedly concentrated in low income
 

areas). They are put in the difficult if not impoasible 

position of being responsible for keeping tarm prices high 

and stable while holding retail prices down. 

Since most of our research has had a regional rather 

than a national market focus, we have not been able to fully 

examine such national policies. Our results have indicated,
 

however, thal. many national grain marketing programs are
 

not operating effectively and sometimes have negative
 

effects on the market, while costing taxpayers large sums of
 

money.
 

While we encountered significant structural variability 

in grain markets, the basic problems were remarkably similar 

from one country to another. These are standard problems 

long recognized as grain marketing problems in developing 

economies: (1) wide price variations between different mar

kets and through time. (P) high physical losses, (3) lack 

of market price, supply and other decisinn-making informa

tion, (4) insufficient, poorly i ocated anu; underu ilized 

storage capacity, (5) lack of appropriate grades and stan

dards, and (6) high-cost handling methods. 

Identifying the problems is relatively simple. Under

standing the reasons these problems are nut being resolved 

and identifying workable ways io enccurage private business

men to stav't resolving them is more difficult. 

Clearly, a major reason for continuation of tradition

al grain marketing practices is lack of marketing knowledge
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on the part of individual farmers, intermediaries and
 

ly-.sgoverlnawn t emj)ic 

is lack of effective government pro

grams. Many of the problems. such as grades, price informa

tion and roads, ir'q(.dire posit ive public programs. 

A third re.ason Is that slu Utions to many of the pro

blems requar' clwi :e.ly se-quenct-d st ru t taral, institutional 

mar-

A second reawon 

and b-havikora] ch,ngt-.; am()nk large number.- (if farmners, 

k4,t ing-di.st r~ t ib l f irrn.s and ,rviybt,, teven const lers. The 

forcc!, lI .,t ld set that sequtnc7 )I changes in mot ion are 

not presett aa rIad it il'liIa Cm-a, ItI v market ing ;ubsstems. 

spit' 1 ( ( l I a r g t umber of Ce)apj t 'igi I iI t-s, e:as'-;t of unI r vIn 

there is lit tle innovativetid ahi onct oc ,ollu.accra. 

cofip t t ia 1. i[aarmo'r. and int ,'rnt.din:ries Lave Ii I I t'n ante() 

a, pattern; the y have, litle It knowledge 

and ,exit 

a tradita|al lwh%1')I, 

' Ia pract Iac's. They s (.' 11 incentiveof at telr4- "iat I ye rl:: Irk 

i,, th('y arte not co!pt it iv,-ly Innovative.to chliang , a :nd 

Potent lai dart-,st ra aa cal ercs rte sIll Ied by nega tive 

social at t itldl:, t, r ter-mIedlarles aild high Ie-vels of 

bUs-n. e ra sr1 anal or'ert , :ut These. same. fattors d(ter 

thse I ii~s > tnflatniaiht he in a posi I ain (tt sufificient econo

mic and Il p:Weri iaha)e.e' stt.;crialj:t tare and order in 

the coTra iJol i I l f1ine14. 

A atlh re'.isccla bo inaulath ()I traditional grainr.l cat 

markt 	 ing pruat. c:: as tho' I ack t)1 t..ctiv(Iy organized 

in ur'ban are-as. To )tlit i twholesalet-r(et al di at ri bat ion 

simply. t aint- a1t !'b;ian lket channels becom( clogged as a 

r v lt i)f Ilarg- ra (-reirel costly individual transactions. 

We- elw e'ev thit coaaa'(rted and creat I Xe' IOVel'itIatnt 

elorts Lla( ne'(edtd to )',rOin tle1se re'asons lr cent iinua

tin of Iag re-)gnized gra in mari'keting problea:s. Tradi

i.onal gtVe'Frirt'lt girain market ing programs hiave Ylot rocog

nize'd these reasons for tradi t i)nal i !V and de.alt with them 

accord arig] y . ;the'r, the.' I0Ic u isas been ailn governmen regu

la. cn oI markets, price- -support programs, and often direct 

state interve ntion in mairkts through storage programs and 
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grain purchase and distribution. These programs may be
 

needed under certain circumstances, but are apparently
 

insufficient.
 

Fruits and Vegetables
 

The production-distribution subsystem for fruits and
 

vegetables is more complex and probably more difficult to
 

rationalize than subsystems for other major commodity groups.
 

Fruits and vegetables are a large, heterogeneous group of
 

products, including such diverse items as potatoes, tomatoes
 

and papaya. Due to biological production characteristics,
 

there are usual Iy both seasonal and year-to-year variations 

in output associated with wide price fluctuations. Most 

fruits and vegetables are relatively perishable, and product 

losses in the marketing process are often substantial. 

These characteristics contribute to relatively high risks 

for both producers and intermediaries, and to rather complex 

production and distribution organizational problems. 

While any single product in this group will not nor

mally account for a very high percentage of consumer food 

vegetable purchases approachexpenditures, total fruit and 5 

25 percent of consumer expenditures. Tuberous crops, e.g. 

as well as bananas, plantains,yams, potatoes and manioc, 

income
onions and tomatoes, are often dietary staples of all 

groups in Latin American countries. And while such staple 

products are normally both price and income inelastic, there 

are many other fruit and vegetable products that are highly 

elastic, so, as a group, total consumption increases fairly 

rapidly as incomes rise and product prices decline. 

The frit and vegetable production-distribution system 

also de.servos special emphasis because it is adapted to 

scale agriculture and is labor intensive. Improvementssmall 


in this area can help large numbers of producers, interme

diaries, consumers and workers. 

5
See Table 2.3.
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Fruits and vegetables are usually produced by small
 

farmers who manage little more than subsistence from their
 

farms. Because farms are geographically scattered and pro

duce extremely small quantities of any one commodity at one
 

time, assembly costs are high. Becat.se of uncertain markets
 

and lack of resources and information, these small farmers
 

have been slow to adopt practices that would increase pro

duct quality and output.
 

The marketing system for fruits and vegetables is also
 

dominated by large numbers of small firms earning low returns
 

but with high gross margins for services performed. The
 

high gross margins result in part from the small lots han

dled and the perishability of low-quality products. Product
 

quality varies widely because little attention is given to
 

quality control in either production or distribution. Pro

duction and prices arc highly variable due to variation in
 

climate and the poor information network guiding production
 

and marketing decisions.
 

Fruit and vegetable market channels usually include one
 

or more levels of rural assemblers who may purchase at the
 

farm and/or at periodic markets in small rural towns. They
 

take the products to other towns or major cities for resale
 

to wholesalers.
 

In both Cali and Recife, these assemblers usually
 

purchase small quantities of several products on any given
 

day. They sell in small quantities to wholesalers in
 

centralized markets.
6 Centralization is important to effi

cient price formation, due to the large numbers of small
 

traders and limited market information. Wholesalers sell
 
7
 

extremely small quantities to many individual retailers.


Many of these retailers have traditionally been centrally
 

6For example, average total daily volume per tomato
 

assembler in the Cauca Valley was only about 200 kgs.
 

7
 Average total daily volume of tomato sales by whole

salers in the Cauca Valley was 50 kgs.
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located in small individual stalls in publicly managed
 

market facilities.
 

The historical justifications for such retail centra
lization were: (1) relatively small numbers of geographi

cally concentrated consumers, (2) high perishability of
 
unrefrigerated products, (3) low per capita consumption of 
fruits and vegetables, and (I) relatively ]arge numbers of 
retailers with limited market information. Th(se justifi
cations do not necessarily hold in today's urban centers. 

In the Cali study, we offered several suggestions for 
improving the fruit and vegetable production-distribut ion 
subsystem. We will briefly review these with the expecta
tion that they will illustrate a usetoI approach to frilit 

and v(!gt t ali Le subsytemt 1 de opmnlnt in conltie i 1)1agued by 

similar problems. 

We reco(mmended tlia t an ,'folrt be inade to identi fy pro

duction zones on the basis of soil, climate, altitude. 
proximity t( market (t., that wMuld be- a1ppropriate for 
special ized pr(tdtuct io:, of certain fruits ald vegetables. 
Simultaneous ma rket studies; woeld It( needed to identify 

seasonal m:trket prices, delicits .-MrpILISes and p)tentia l 
demand expansion opportunitios. .rmd with this inftorrnation, 

governmeniltal ageriulI tera]I :igents oi ld pr'vido t-chn i cal 
assistan:e, to plictdllBtr t(*())l'il IoV.- , tssi(mbli i's and whle

sal ers to hel p them d v,- I.(,lop :m()r rti izet d lld INI;oi : 

more eel itilt- i Id du, t iea I ity.smippl Mest bf, tt,,t p 

Collt.tra tL irg hIs h,,i >;eWC01..Ss! ilI i l pn vi n c .o pp1 

and product ivity ig , io'e,*r' ett )1,5. and hasor 

promise as ait..Itn iqe Iolarge it egrat'd whl. t l-I's 1o' 

fresh produce. Sig ni'int coii'inat ito ofI lcioll'i s can 

be achievtd ttrh)ugh st:ihl, purthis" :jgr,,,t.nt s t Weti 

assemblers :Ini tie kinrd )I ,'lh h 5:1,.- ret iii chin 

discussed iliCul)t or 3. 

We slv i ,trvi: .f.ti i Iit m lIi' siTMI Iegg'sIted : Irtr 
fruit and vegetab It l'aemr. , designed to) ipprove ha iro
ductivity, lower assPmblv :a1d distribtlion Costs. and on
courage inore stable se'asonal price and prt)diiction patterns. 
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These goals could be accomplished by: (1) requiring the
 

adoption of ,,actices known to improve output as a condi

tion of a loan, (2) allocating credit for particular
 

zones in order to concentrate procommodities according to 


duction, (3) requiring a minimum planting to increase the
 

size of each sale, (4) varying the amount loaned on a
 

commodity by season to encourage off-season production.
 

As part of this program, we recommended that fruit 

and vegetable specialists be dded to the regional agricul

tural extension staff. Besides providing assistance in in

dividual production and marketing, these specialists would 

help develop specialized cooperatives to help farmers mar

,t products and obtain proper technical inputs. The 

organize if production werecooperatives would be easier to 

extensionconcentrated through the credit program. The 

workers could also help work out arrangements between far

mers' associations and larger wholesalers. Each could 

broffer valuable services to tne other. This would 

possible only after some scale is developed among the fruit 

and vegetable wholesalers. 

Finally, we recormmended special facilities and assis

tance for establishing organized markets for fruits and 

the Cali food wholesale center. Associatedvegetables at 

wit , this would be a government-operated market information 

system and government effort to develop practical and 

commercially acceptab l e grades and standards for selected 

fruits and vegetables. Government extension agents and 

would teach farmers, assemblers.farm credit sup ervi sors 

use informationwholesalers and retailers how to the market 

and product grades , encou'a gn them to do so, ;ind whei 

possible use credit, government services and furthe, L,!chni

cal assistance as incentives to encourage proper use of mar

ket information, grades and standards. 

This total program would reduce assembly costs, in

crease employment opportunities and economic returns to 

farmers, and rmprove the quality of products for consumers. 
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It requires considerable coordination of effort among var

ious government and private agencies. Rising consumer in

comes, increased urbanization and growing world food mar

kets suggest significant opportunities for development of
 

food processing industries. But well coordinated systems
 

must be developed to efficiently perform production, raw
 

material procurement and product marketing activities. Be

cause of the labor intensive nature of production, pro

cessing and marketing activi-cies in the fruit and vegetable
 

product subsystems, these efforts should produce signifi

cant employment opportunities as stabilized markets reduce
 

prices and stimulate consumer demand or as export markets
 

are tapped.
 

Poultry and Eggs
 

We conducted detailed diagnostic poultry and egg sub

system studies only in the Cali project aad our Puerto 

Rican research. However, careful observation of the sub

systems in Recife and Costa Rica indicates very similar 

marketing structures, behavior patterns and problems' are 

prevalent in other Latin Ame-ric-n countries. 

As contrasted to fruits and vegetables, poultry and 

egg production is dominated by commercial operations using 

relatively modern methods. Tie marketing system also tends 

to be much more highly rationalized. Yet there is evidence 

of considerable potential for improvement in both production 

practices and market coordination. Problems include uneven 

product quality and some unreliable farm input supplJis. 

Poultry meat is a highly preferred food, with high in

come and price dera.nd elasticities. Most urban markets in 

developing countries would purchase muCh hiighcr qua tities 

if lower prices could be achi,,vd thr(ugh i;T'n ')v,'d 

production and distribution practices. Farm product ion 

studies have indicated substantial differences in production 

costs related to operation size. 

Mos. poultry and egg production has already shifted 
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away from small, unintensively managed farm flocks to more
 

specialized, intensively managed and increasingly large
 

production units. In the Cauca Valley, our survey showed
 

that well over two-thi-ds of the eggs and broilers were
 

produced by units with more than 5,000 birds. And the trend
 

was definitely toward larger producers because of apparent
 

economies of size in production and distribution.
 

Marketing channels for poultry and eggs are quite un

complicated. Most products go directly from producer to
 

retailer. In some cases, producers or cooperatives own and
 

ma!uage specialized retail outlets in upper income areas or
 

near public markets. Many producers sell directly to super

markets or large, specialized retailers. A few larger pro

ducers also act as wholesalers. In Colombia, grading and
 

packaging of eggs hati just become an accepted practice. 

A major problem in broiler marketing seemed to be the 

lack of adequate broiler processing facilities. There were
 

20 small plants in Cali, 10 of which did not have defeather

ing machines, water heaters or refrigeration. Not one of 

the 20 plant.i could utilize broiler byproducts. In none of 

the plants were the birds inspected by a certified veteri

narian, and sanitation was at a low level. 

Egg producers in the Cauca Valley have two associa

tions. We recommended giving technical assistance to these 

associations to improve their merchandising practices, es

pecially in the grading of eggs. A program should be devel

oped in cooperation with the association to provide market 

and production information to help even uu!t production. A 

national poultry commission representing different segments 

of the industry could also provide a useful coordinating 

mechanism. 

Poultry meat quality and distribution costs in Cali 

could be reduced by building a modern processing plant. Our 

study indicated that such a plant is economically feasible. 

We recommended giving technical assistance to the producers 

to help them or another group organize to build such a 

68
 



facility. The processing plant would not only reduce pro.

cessing cost, but would also offer an opportunity to ratio

nalize assembly and distribution. Farmers would benefit
 

from an expanded market, and consumers would get a better
 

quality product at a lower price.
 

4idk
 

Milk is a basic food product that enjoys a rather
 

unique role in most food systems. It is widely recognized
 

for its nutritional value in child feeding. However, be

cause milk is highly perishable and is an excellent medium 

for the transmission ofcontagious diseases (e.g., tubercu

losis and undulant fever), producers and handlers are 

usually subjected to considerable control by public health 

agencies. Consumer concern about milk prices frequently 

leads to controls more closelN supervised and more politi

cally sensitive than controls on other foods. 

Consumers in Cali were allocating about 11 percent of 

their food budget for the purchase of milk and milk products. 

Fluid milk purchases alone accounted for 8 percent of the 

consumer food dollar. Although directly comparable data 

are not available, our evidence suggests that Recife 

(Brazil) consumers probably spent a s miiar percentage of 

their food budget on milk and milk products. 

Table 4.1 shows total caily pe r capita consumption 

(fluid milk equivalent), broken down by product form at 

retail. Per capita consumption is slightly lower in Recife. 

While raw milk is the most important s-;ource of fluid milk in 

Cali., it is the least important in Recife. Similarly, 

powdered milk is the least important source of fluid milk 

in Cali and the most important in teciif'e. 

In both cases, raw milk was the least expensive, pas

teurized m.Llk next, and powdered mi lk the most expensive. 

Powdered milk is the most hygienically safe and convenient 

form, while raw milk is often intentionally adulterated 

with water and infested with dangerous bacteria because of
 

poor handling. 
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DAILY PER CAPITA CONSUMPTION OF MILK (FLUID
TABLE ,1.1 

MILK EQUIVALENT) IN RECIFE, 1967, AND
 

CALl, 1969.
 

Daily Per Capita Cali, Colombia Recife, Brazil 

Consumption Liters ' of Total Liters % of Total 

53 .007 5Raw Form 	 .087 


.069 42 .039 30
Pasteurized Form 


5 .085 65
Powdered Form 	 .009 

100 .131 100
Total .165 


Source: LAMP Colombia and Brazil Reports. 

less than one-half 	of the households
In both cities, 


either have
had refrigerators. Thus, most consumers must 

daily delivery of fluid milk or use powdered milk. The 

in Northeast Brazilhistorical response to this situation 

effectivehas been the evolution of aI large and fairly 

powdered milk processing and distribution network to serve 

cities like Recife. Much of the processing capacity is 

located in southern Brazil, where milk production costs are 

the othersignificantly lower than in the Northeast. On 

hand, because the major milk-producing regions in the North

east are located at a distance of 50 to 100 miles, there has 

been little incentive for development of a raw milk assembly

home di:itribul ion syste m. 

The opposite situation exists in Colombia's Cauca 

Valley, where raw milk assembly and distribution is normally 

performed by individuals owning small trucks. They make 

purchase arrangements with milk producers near the city. 

Milk is normally picked up once a day--early in the morning. 

It is handled without refrigeration in milk cans. 	 Tile dis

route intributor develops a home and retail store delivery 


some sections of the city. Consumers bring their own 
 con

tainers out to the street to tile distributfr's truck. The
 

process from milking to home delivery is performed
entire 


using Jangerously unsanitary but admittedly low cost han

dling practices. In Call, there was evidence that
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adulteration, often with unsanitary water, amounted to as
 

much as 15 pe-.;ent.
 

Powderoa milk was manufactured from milk oroduced in 

relatively remote regions in both Colombia and Brazil. The 

manufacturer arranges for independent truckers to pick up 

milk once a day at each cooperating farm. Final product 

packaging and distribution costs are especially high. By 

the time powdered milk reaches the consumer, its fluid milk 

equivalent price is 50 to 100 percent higher than that for 

raw or pasteurized milk. 

Many consuimers seem to pre.'er pasteurized milk. Pas

teurized milk sales have been on the rise in both cities. 

But price competition from raw milk distributors, along 

with poor managoemnent, especially in the Recife pasteuri zing 

plant, retard dev,,lopment of pasteurized miilk sales. There 

are two privately owned pasteurizing plants in Cali and one 

state owned plant in ueci fe. 

Our diagnostic studies i dent if i ed several common pro

blems in milk l)I'OIduct ion-cl is tribution in the Cali and Re(cife 

milksh.scl.. First, uns,nitary handl ing methods and adul ter

ation, eS)ecia11y among raw milk di Stributors and at the 

producer 1evel , are a danger to consumr]11 ht'a I th. Second. 

milk suppl ies dcecline by 20-25 per,', nt diring the dry season 

when consumer demand peaks. Yet millk price control practiccs 

and pasteurizer purch;i e price pl icius do not ptermit higher 

prices as ani incentivt f )r farmers to expand output during 

the dry season. F i nal II. Im i I k l)roduc t ion per cow roma i ns 

low because of poor dai rv firm manalgemont. 

Based ,on our rtesuam'h in Cal i and Reci!fe. as well as 

in Puerto Rico where similiir nilk market ing problems were 

faced in the 1950s, we b I ieve the; F 1 lowi ng rec(mmendat ions 

could be applied in (othe_,r Latin Aie(,rican cities if appro

priately adjusted to fit local condit ions. 

Recommendations for improvin the inilk system include 

a major modification of milk market regul ations. It is 

proposed tiat legislation be enactled permitting the 
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establishment of regional milk regulation authorities for
 

major metropolitan milksheds. These authorities would be
 

responsible for: (1) establishing a classified pricing plan
 

for milk at the farm level with seasonal adjustments, 

(2) establishing maximum and/or minimum prices at various 

distribution levels, (3) establishment and enforcement of 

sanitation and quality control measures, (4) checking for 

accurate ineasurement and paymnenLt for milk, (5) encourage

ment of minimum cost assembly and distribution, and 

(6) consumer edu ation on milk. 

The classified pricing plan with seasonal adjustments 

would be an incentive to farmers for improved seasonal pro

duction patterns. Price regulation may be necessary, es

peciaily if all milk is pasteurized by only two or three 

competing firms. Difforenti-tl prices should be set between 

milk delivered to the home and that purchased at the store, 

reflecting the cost of delivery. A sanitary code adjusted 

to the existing situation and effective enforcement are 

needed.
 

Several approaches could be taken to achieve the po

tential savings from rationalized assemnbly and distribution. 

In Cali, comlaci:on between existing transiportation patterns 

and a rationalized one indicated that kilonmeters traveled in 

milk assembly could be reduced tromn about 18,000 to less 

than .1,000. Additional Cost savings would be possible by 

using larger trucks. A rationatized city delivery system 

could save more than one-feurth of the transport costs. 

These transportation adjustments would release more than 100 

trucks for other uses. 

One way to achie.ve the suggested improvements would 

be to require that all milk be past eurized. The pasteurizers 

could then rat iona lize the assembly and distriblition system. 

For example, the two existing pasteurizing firms could 

process all milk sold in Cali with only minor additions of 

equ i pmen t . Calculations of this alternative indicate that 

the average price of all milk could be reduced, but the 
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price would be higher than that for raw milk. Thus, a ,judg

ment would have to bemazieas to the value of a fully pasteur

ized milk system. If estimates of adulteration of raw milk 

are correct, it is possible that a fully pasteurized system 
would be cheaper than the present one.
 

As a second altrina t ixe. the milk marketing authority 

might help form a cooperative of either assembly truckers or 

farmers to operate the assembly system. A third alternative 

would be to make milk assembly a regulated utility, assign

ing routes and establishing rates and operating practices. 

Finally, the regional authority might simply assi:st in 

rationalization by offering informal ion and encouragement to 

truckers. 
These changes will benefit many different people in 

the system. Consumers will benefit from more stable supplies 

of a higher qual ity . more dependable product safe for con

sumpt ion. Paste.urizing plants ben(fit fromn more stable 

supplies and increased milk sales. Producers can benefit 

from more stable niarke,'s and relunrat ixe prices, enabling 

them to increase farn productivity and enlbanc.,, product 

qual ity. 

The market r-egul1ation wil I improve coordination and 

stability, which will open the way to efficiont produt-tion 

and marketing practices not feasible under the present sys

tem. These incItide ntore intensive product ion wit h accom

panying real cost redu c t ions, twice-dai Iy milking, bulk 

handling, farm refrigeration and less frequent. pickups. 

The net result can be a more efficient and progressixe pro

duct ion-distribut ion system supplying higher quality ti1k 

products at equal or lower real prices. 

Red Meats
 

Our studies have not included complete red meat sub

sector studies. For various reasons, decisions were made 

to allocate research efforts toward other commodities and 

other institutional problems in the different countries, 
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even though red meats are usually the single most important
 

category in consumer food budgets (27 percent in La Paz and 

29 percent in Call). We found that meat is an important part 

of all consumer diets, representing 27 percent of the food 

budget of the 20 percent of Cali families with lowest per 

capita incomes. 

Meat is a highly perishable item. Mosc consumers 

(over 56 percent in Cali and Recife) have no home refrigera

ir most of their diets.tion facilities, but meat is a staple 

Thus, the traditional meat distribution system nas been a 

fresh meat system in whit-.h animals are slaughtered during 

the night, del ivered unreirigerated to retailers in the 

early morning, sold to consumers and often consumed the same 

clay. While such a system leaves much to be desired from the 

standpoint of sanitation, movement to a chilled meat system 

will be costly and slow in coming. 

After studying the urban porti )n of the meat system 

in Cali, which includes the selling of live animals to whole

salers, custom slaughter at the municipal slaughter plant, 

and urban meat distrib lion , we made 'he following conclu

sions and rocommondat ihins 

The existing meat system provides a minimum of con

sumer services and results in an unnecessarily low quality 

product. Improved services and quality could be provided at 

tile same or lower costs. Pricing and transaction practices 

do not fac.ilitate the transmission of consumer preferences 

through the system. Inadequate sanitation in meat handling 

endangers the health of consumers and reduces.; the meat's 

eating qualities. 

The lower income areas of the city are very poorly 

served by tile r(tail meat system. Wholesalers do not provide 

inexpensive distribution of tlhe lower quality cuts demanded 

in these areas. And grade-price differentials do not en

courage such distribution. Most retail stores are too small 

to justify efficient meat service. Meat is one of the few 

areas of the food system showing evidence of monopolistic
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profits. Both the meat wholesaler and the meat stall opera
tors of the central retail market plaza appear to obtain
 
returns unjustified by the services performed. 
 These returns
 
are supported by apparent limitations on numbers of competi
tors or locational advantages.
 

Only a very small portion of the meat sold in Call is
 
refrigerated. Because of 
the low cost, we recommended con
tinuation of 
the hot meat system with some modification.
 
As more families can afford it, 
 there will be an increasing 
demand for refrigerated meat. Restaurants and higher income 
families are now demanding higher quality cuts. Serving this 
demand would be facilitated bS a refrigerated system and the 
promotion of wholesalers who would break carcasses to meet
 
the specific needs of and
retailers restaurants.
 

We recommended a $100,000 slaughter plant improvement
 
program to to improve
provide equipment efficiency and sani
tation of operations, the addition of a 150 square meter 
chill room, and uquipment for more conjplote ut i lization of
 
byproducts. We recomnended 
 the installation ol tacilities
 
for 5 to 15 meat wholosal ,rs in the new central 
 wholesale
 
food market. Facil [ties would include 
 refrigerated coolers. 
At the same time, our pro)osePd (evelopment assistance 
activity for whoiesalers retailers includeand would techni
cal assistance and credit to csi.ablish meat as part of the 
operation of full-service wholo salers and in the larger 
neighborhood stores. Special training in meat cutting and 
merchandising should be provided. 

The retail :store operating budgets indicate that 
efficient meat departments are feasible in neighborhood 
stores. It is especially important to get low price meat 
services into stores in the low income areas. Pre-feasibili
ty studies also indicate operations of a small number of 
larger special lzed rmnhat stores would be profitable and could 
reduce consumer prices if placed in strategic locations. 

We recommended that sanitary codes be modified to 
require health examinations by meat handlers, and that 
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considerably more resources be spent on enforcing existing 

-gulat ions,. including ;eights and measures. 

A spci ai probllem relzates to neat brought into Cali 

from,slaughter pla:nts it, surroundin m nicipios (forranca 

(' 'Cr pt''-' it)' ohmeat ) l r . y, 20 e t it meat is 'roir t e Out

.;Idh ,ur''.: . i ol Ihis f,.-at is Ir m animail, slaught ered 

withbout et e--i!av pi:)-i'tin and co ild be a seriows hoaIth 

haniW' Wie ro'otiowind)! d that. im'irp %',einfn t i l t h, Ca] i leat 
,

5s"s1 im bi i.I) 'i'agijri I (; r',duct I, h( i nc n t i ve to bring in the 

Irrr ,1 '-. IffatI 

e i ' U!*rr'o.uld incv cit (5 that suppl v Ihis treat 

appame'n t 1, '; I lord Vet-n. i ary -ser'ici,. They maintain 

the-ir sn or" ;i loc-alplat. asau,~hl (ifon-'ess:i!su g(,vern

meat r'V-'.u . 'A- -;Iu gtIk- d that er.!:ii' asT. pr,viding com

parabif, toi',lueltthem lor- ;iniri:i ' I aui1it ered it Ohet C:.]i 

slaugrht i'ri1a :tad shippe-d 1)ti 11i r' 'iI i's 1 ,1, red.he 'iide 

''l is wt I ( I pr, i l-,..11 .1 i I : I st ':!!,I r , e( Ca I i ' s- t, 

souri't' of in inspect *-d 'ne.t and ve.\ ]Ik',] r,.i'd 'osts by 

'l'' hnic:it Far:a; Inp t ' .r.:'t s 

1t:lIjriov,:.ii'ri Is in I 'i'i I ni'sIt p)'.ddlit ivity depenpilr. are 

dunt on , iaul na I a I i 1 llinl en t of .ir a] ')ndit ions. 

"al'rmtr's mus't h;ail ., (-xpo !.'oti :I ofI a remunera t ive 

market out l4- , hav(, a kci to-; ann IF' product iy(t(e, techno

logie:i and t h, l hysI 'al i :1t11 :hor. capital goods)(luald, 

ne(, d " )I'urproduc' iser -lf ionI l':tlg(' lIt Is, and they 

must have access, through savillgs; or cri-* it ! he cipitl 

needed 1o filalnce addition:l ph,'s',al in its. 

'h. dvnam i(i', of the sh i ft I rom a 1 1-:1di I iua I ag r' cu I

tura] .teonomy to a ndern inl 'iil one charac-I)('.'-Ji( 

ter'ized iore b,' the substitutio. of tchnlival farmii input. for 

traditional oions than b,' :, inolee factor. haveany e,(, 

defined technical farm inputs a; factors used in farm produc

tion, produced Lit modifi('id off the farm, and resulting from 

scientific or technical achievement. The effective 
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or coord iration of1 Lthe0 spec ia Iized activities 

within the food system is critical to development. 

ical farm inputs 

integration 

Dkistrilbut in )f the fol lowi rig techn 

was examined I in, I .. bhiin KohI .(. and Owl be:4st Bral:'I stWli .es 

improved swds, fOt i izers, pestic('id1,.1 farm iry.and imchi 

In addition. le,-d cu l it !':+lo'ate' ttI S ' 'PIP " 4l+Xil4(1 ill thernU 

Colombian sttdy 
b 

I I1I , lit- ;PI . W - III rid t 'c 1h i I':c 1 :II1IrM( 1I l " I,' C 1 

]Ily 4of more read ly. availiabl' l,,r farm I ln th. (auca V 

Colombia t hal in NorI1thc4:4;t BrIvI1 ]. This may 5, ;art 1 :ly "14t1 

ir'iii 

Credit Ila.k). ,.g:,4 a 1!th,I li i . j2r iI] I ( i 1 , :

to 'he It rIeI' IillZ 'I ' Ii (:t A . ApitP I1 lli I 

t . n -u . 'Al y r:: a. . Illthroug i r 11:,4r*)% ly. o : ':5 


the Ca j t Agr'a l d: v" '46 ( I '':a >:1 ligi " ' , 
 :had I'441'l 

-a " :tI . a4 k4 l1It iIn. 1 It hi 
th rotigh ( 	 )I :I!)41I a '4! c L' !4I 

1 : i I t 1 I44;.:an a!

l I 'I : i t -: !nl .I i'lr I

its t, wn 1 lII ,'- , )r pr, I 1 "' 

iillp'4o vtid !,-0d" . I 1 : i ,4''411 


: !n;),)!rt:-I T Id I- ! r l'1 I,
e 
1 izerls atnd ps ' 1 ' de . fi 1ma ', It 

farm :I(
1 I ,141'.'.
 

n( ,' (,:a (.l
1 :hv' :l V;! I s" 4l.'.4tj:4 1!,ra c I 1> I 4\ 

OlIy di. hu'" 1 I ' ( i t,-,' ni: ' tl :irrl ', n I' s. W'e ,ul, d S:ix 

other fi rl:-S ," m 'tl.atmI4V,. p 415 I 4i i'!;prived sO ,,,d5-* l))4t 

six I vrt II i:.j,,'p 'P :4 :ad i ,o1 ,i -r!. S;i.%:4.I-'ll .IS.her t i 
i -r j rri 

) I 4P aid 4 1l r:t,, al r'sanaI'lace.id form:nil'1 a 1r4s, :4114!i.L4tseVel:4 

1 "I .ag-\'cu4 1 ' (it . S--i(-- I 4 r. . 

. Ill(l' i; > I , 14 C:) u : VCauca. :1rid 

turers 41 U.. 1'12 :a (m i 

tive.es r:t: 14 1) 


priv a t ly 4(w1 ,d !ar'mi ii y! , . ' 21,:11, 11y(Illn +" lo
 

. rle 'hli Ic a. 1:4pu I s
 eI 11tIIt e 	 ( 1, Ina111 n t, hIa-T, 

by 't V tr irs. 

tradi rg 

are commmyi1 i I 45-41 I.' (4 I , rIl 


Mulh ;sS II,!'44r
I4> .'1do11 t 	ill r(a(i a ,, 4lc1h4 4:'I :I:l.nill

pjut- a 'atil bI, inI m(4'4 t1 7 i4 4, Ii;'S I f:,' (4 au ':t I ,-..
 

lt III rt:-;olvt d. il.:ar'h
but significnlt ;1'pob(ala1 s relillI 

on eOct ,',icalI ,41,114ir1:4. I',! ,l hllia:l f'rm inllts i-s l:.ck

ing. Thi'm ' is evidteuce i:t: flare'rs: if'*'iot r''ei'ing all1

rates for seeds, fertil izerisqtlate ilnstruct ion on ap)plicat ion 

both over- and under-appl icat ion.and pesticides, resul nj in 
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Both are costly. 
Because of inventory control, transport management,
 

and order procedure problems, input, di:stributors frequently
 
find the'.sI yes iilt rJ critical items at crucial pe-riods,
 

whji C" b-, III' Miv"'-'. tL-ked il i)tthr" it ,.n-; . 'l hi: ra ises dI str i

bution ,(4.it and frl:ir tI-rs t.) fin d a]te'ri:itii,' distri

tlltijI'-;, >-ill ( plrom Ta r
ui!te 'VII.lgs p t ho ianp l il]It

getl, r. Th,- 1)1-4()1),1 -m I I l tI \I 11 Il ' ::i u l, p l , por'(lhi1 .it
 

h1.) i(. i::iiIt rl I:iIh:i;Li - 1n Ili.- i V. Vti-S t di-)rII it 

C.(i } lP~111ll IiP1 V} 

1'. t I ,i s Ia- thIi :1 1 t,0 1 1 a II I 1;1I rI-' Idof 

* a IadI Ii i: il I~ I141 IIri I I I- IIi ,sI t
 

13r;t z I. Thi4P4 I4X sp-cI :1 I" 'it S4 , 1 I i
Wr. !-x a aCI1 1i~ii Va ri t o r 

hy1rd- , av:ti lao.f- for Ali i- iub",.-i-I an. ii i,. Wr- av--iiil 

ali t- o i i s,.- ,-'t I d ;i4' :i I' r, do,)m 1 ati.11'd h " i rg-r

si -a i rm 1 a , f r I 111 N '--a i;). . I -:irtI p*i- i i I iiC Iq 

(0 1i 1 a I I t r t wrCame ailid I ) :t] t 1 1 air'c m:ilfl ry 

Irc'ti"l~it Il m ll lpit IIl i't a t Ihatl M,1 t -C1, hri I *; I I M 1lP~lt SI~': 

0an I )ril' I lt i )1,, L i d t nisI p 'm ]Ii11 lit1 uaII r I a 

I im i .- dt ':1 -k,1 id s t i i i,,1. ,1I a;o- h Illptl 1 1i 1 i, a;tro- a I -:m; 

pLt't I y i-i -s itlIi,- I ()r h li ll I IjilW pr I "t siiiI ,- tr, i ,' t ion 

fac iI i , i rI li,, 1 v lit I I I ;.-d ; lid lI \ ii tL l o Ist I i lt ()rs 

Illns I a plread liti 'u|.idi at I , ,d l ll'Ik l il; cI's a t tIl e Pc0-

I at IV Iv w iii it I Id. (iur :pli(ig:g 'st - a li i In t I Ihis-t di 

I(lll~MI ;i . tt .q,-; t) 11 '4 v.,;al', -h1 :mld -x t I s ~( )'II~q,'- l1,( - - t () i d e.1 

tily an(I lilI ui) fIi rint.-ts I proi, i t :0)It,- t4i(1 I, i um-, ta()r us i ig 

fari lnpu t;. It was suggest (.-d tha i spec i al o,lit)h: i.sbe given 

to fe rt i II zer and inimproved s. -

A Surnlti Ic\ It Agri -cuI tural MaI-kt-t C( mI In Ita I()i 
Prict)erns in Li-t in Arneric:i 

We have observed seven categories of Inarket ing 1)robles 

in each of the count Iies w-here we have conducted commodity 

subsystem studies. These factors keep rural marketing costs 
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and coordination unclrtainties high. 
First, we obsived a rel 1ativee1'k of regiona I special

zation and relativ,'ly sf:nall-.scalt, t ;rrning units ill produc
tion of individual t'cnfali ! its. Ti'! r'. i.s : ten 'dencyfor
 

larmers ( se' all rik
I ' selns itivt >.rla 1 farmt-rs to produc . 
sever'al produ(ts,. !tftn in utai I pi t it ie TIbl. i i..- a 
speci al pru '.I- n, m. 1k and fr it an.lid v'-g(-' abl e promu t Ia : 

and result n 1in stmb! 1It i 1I"n qualit it tIl'. '.I'i '.r d aver 

f airly Itl q'lt a b taa w b ubetlu..nf b i a.s.'mbiyV 

Costs. 

t- er h ia' i7': '.t 


penid t inii a nsd ,e orl t,, ian':td al t ti>pr'I .- ;l I quail

-i lit r t I a r " a i! :, - ,'r:lb; -a- must I'x

-I i lhl:-
titi s. h w''-tnim t 'mark,.i it' ,s1 :jr gIi . In iddit ittn. 

productio't an taa rr . o !,tI 1 iil i ';' l I itlf. !- ; liht fit. I a't'bl 

farmt-r sIpt .i ll i " 5 1I . aI ,la'- i ' - lj's I ,nl ,I' ii ti
 

his stil, a'i l:cit , l and : a,:q-l'ia QI :1;. !1tl l d~i',r preovilI

ti1 , i) Ini 1a I n a I 1,ing Ctnld,i a I l :I-.*-,-, -I-:c - . ijn- I ahllIa- p I -t'-S 

aid uln cre : L I' a, haI- -i:i !I k, t :,. ) ; ,'1'.tI i2 ec !Ia T a1111t 1a t I i'-I Sll '' 


enltertl' i (1.1v,r;c 
 i -a t 11 1: I ', , ):ib, I ' T I ia1' I. IV I- , 

Individual ia '- .x I ,r t ihat, th I ti -0. - 'Iy I a i'gt arida '1 -I-, ,tj ! 

wellI l'inattl( d . ,:;t'! (11, 1It'; !.- ;iLhIMl tl hi' tlin('l'l- Da 'n i lt's 

that forte Ilb na i,) d ';r,.Is, . 

Se tid part r t !a i a ii''o:; t t I ,'. ,-k'f g,(a raall ica I 

concentt Ia n f! ag"cul 1 ftral pr dtli IaW , I l wl' i ts'r' - t',tli Iy 
very ft!% rurital t rttt1.-i v1 il I able. t. Io(prbaa'c h an di vi dna I 
farmer's product,. Tb' tsal is .;tme tISlt'iic tiwa i'd. .patial 

rnonoIsonit,'s r a, i(iifisonic iin aas'',ibly inirktt -;. St~and:a'd 

oco lo mi c t hetory o if I . .t i-t I) - bI i t'S;tg I I; ' I i i.tIiS)i) ic 

and colIt )r i- cn-IV( in boaaI % taI s U 1('.' ni n ]1lo l',l'i ptI-, a-e1' : 
and high irlteA iedliar'y prol its. Yet tl yif) :zialas(Tnbl filarkets 

we fiouid l'ow art fi: iial barriera to ,ut, ivy and I itt Ie' evidence 
of' eXce ''S;v( Ilo llist it 'TIlm' trad er 1. caught ins !lit o prof. its. 

a situation of gr'a t Unct-rtaitity aid ri:ik. It'e sel Is ila 

very uncertain namark ta. inust sO)ltuiow be. Conli-nlsated for 
this risk. That, coupled mticiert pracwith anagemen t 

tices, makes it necessary for the assuri ll, to collect large 
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gross marketing margins. 

Third, there is an overwhelming prevalence of crude 

and ineff citent handling, packaging, storage and product pre

servat in) pl;Ict ices :nd I il lt. )Iduct. grading. Product 

snipment s I i.m i llLide over-ripe anId damagedlecavi I ar. )ft en 

:t; 1 I an:td htlerfore ignprod II s, wa.1 :1:s . I l i-:s, t r. ks lo 

matot''ial 'h(.re u Is It'(, high j.)i lI age, Itil. i - !aport and 

rhandl ini .s s hil.h tran -: c ii Ch t. t t'(ilp t'I d per. 

seril itsp , 't 1-m-l .1d llliat Ii':wt. i\ , ll n:ipjpt lTI j t!l-:rch:llT dis'e 

in rt'.I . tt Ir'+' -;.Ii t , 

Ori',' . : a il , t ht i d tvi do: I ti'it, i, I ,d.- it di ffi 1iult 

I.Oct in- :Il, o', TI' 'oi tIdIcTh :1l),jut I 1 ,4 Tllt; eIm . At :I mini.mun. 

he motist hlve ('tIl- ,r:tl lIl i'ill m I I'h Oy''T . whw :uzstlh:t , coop

eratiJ)i t thl ',:i1 w must la'(t cmu nrmi o ii' , l ,iv' l4)11 'I(rom 

the ret:ti ]t-'I. ahl m st ('I(Itvit't, lilt, ,, T' litIT :;1 ) ll(

ducts alre It ,Ir V lti'. lu't' ' isI' Ilt-, Plr'lhlem!1 :it teach 

po in I i it I ,'it , . tt - bIs yi' :wu:s iu ahIh t , : t(( I,t ani 

apprecia aT , tih,. l (!uIt i,) f'the iII7II'"\'.I T rt age. 

tr ll.spor t I,, , h:t itrlliI,,"(w 't Ill' ;%ali,)rl. Th'' svs tIe 

o f olyki ptrT' , I e d I I llv \ t il s i'n ttitsmIiji+'..at itill 

:Iil d ' t JlT 't, il : IT s ,.ad T iV. Ir,Thi li .,, :It t it tide 

changeo :1and -'diuotli im . 
' 

I-T d t I 1101d T a I 

ahkIa, ' s prol', ' ttd ire' S t)l t iT:'; rin, . l:irkit., al'e 

"thill." Stm , are I iM i tt'd. I;IVe,'tldletlt Jil'II1T'OTl desi.ned 

to stit ili:s, pric(s at' li eao-ii Tillinglsma thus lac 

l( ' 1 , t)ri,' is i rt i'll- lln'(l'r i ill :Ill(e 

, lntUat ing 

fluctiatio ;TTld i astti lit i's;. An I i (;Il'I lt i11 laws-" and 

p'i ('(' 11 t t'1 I:i (IiS;Ir t)11 gI ' ' lt '' 'vil TI illi t i I ittes from 

ma inta illi litg ;tt ;a ind1 :i ttoi i it s u p l I e: ; ico rd i ntg I) 5(.1

sona I lds. Ill t t- it' se clle of pul i(.v IFi aIll(-d narket 

inforala t on )r) I y t iT', la,rge r' VO I Lime t 'radi's (':n alf ord to 

main tai in pr iv:tI tta rket in tel Iigence systT:es . Artd even tile 

preselnce )F I 1iese lri v'a to intel I igenc e systerns does not pre

vent d is to r ted pr ic( rel at ionsh i ps th rough t ITme and space. 

o0 course, the smIal I trader or farner with poor information 
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is at a relative disadvantage in the exchange negotiat ions. 

Fifth, there is a shortage of both short- and long

term crcli, fo r fi lanci nig collImllri-ciat act iv it ies rasot lIeat ab 
in1t1r(est..I .rates In! IliS t -Illntri .I.,. li I api t:atimarkeIt. I is 

l'av i I % eg I 11t -d. Li i1 - Ir ,nI ptbRIIiI I: ofir' -!t o 

ecred it re.- or ii:-, t o rd iio;t rv%. ,:ir (Ii ItI- r I I(ndixprII I 

C'tdi,. left f i n Itiollii foL, d list 1ll 1,,n :Wt ivi i ,.> is 

(o itchJy a:1).- i ) ,Ii ii. I i'i, Ia r g-, f in an I ly tIn I i r .' 

In'te, mo i 'dt) f Ii n: Il b lp)ro:tit cini ".'t* 

vido.d tAhro.u pl -i L Vi ul'r" :11nd ql i tV p II i d ld! l. tru1 

I's, orI I ir ,.'lt iiY a I ,1'xi ' i '1 1lit l I'i.rli v 1l1l. 1..L)lit I,'n> 

I Ill c I ,iI I.1 t uI.;t l ' I I 11 - a m '"w, I",i - lllt']-; 

sh lnId n t L( ol-;I , Ii l riand It(.IiI l\,i1.1 t Iib Xr 

o a ' io I)11 :1 ri 1 ! ':, I' I, , , , t1") I. 4 I i :' r '. iIS 

oI-FII.I-d t hi , :;h,1'1-hti IttI'M I!I% !t ;I I Iita I 1 liI'l;t.,I i -I in i-, 

s t, . ih i lct','!i Iit II Ii(Ill Pt pyp.l iIitdi li I , i , i I I ti 

I i ¢d ill l I" Ii itIl: i ( M ii II ibi tI I - I l I' I' I I .I t i 

dere, is i b Iin I, '. i tlr hiI i i Il i )at I l-,l.,.i I > r::1 

t~, ! Ylt Ia , I:ti,h r" ::11 l]) :11 ' comlH. , ;t'[:lld i ia -t' I 1-(>;)lit ;I1r-

(Olttil. iii ti(,. Ir i ng lid.> 'i lt 'ntridI 'll , 1,4!tli,! tihiu tlit Ii h i i: k"- - l) i t i -b[t) L t I . :' I'I' S5.I . 1 V1) :1 1 ti1), iI 

t rinait l I -fTi i ;IR hI li t t t l I . i t- i IcI I I !L.' itI 

t" Itni i ) d.5 1 r,i at t0 11 (d, ,llI ,It I rocs t' p()ti p , I p i If' : 1 (!11s g I' I I v}( -II , I I- t 11 1'+It L 'Af ~I -1i l1a Ii ) " Ih 11 i 

m a rktai,,n , 'l',)LIl I .'l- t I I . i,,:;ilic t b l" lolq,,; t-- [ i( . 'J t i l 

ItIc it I t ,i( ' , Id',I ;.-r N ', i 1 wi t ,'1i-t itr t I Im i 11V s -1 A.V 
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or the other. Resources should instead be allocated to those
 
production and/or distribution activities that most effi
ciently satisfy society's form, time, place and possession
 

utility demands.
 

Sixth is a pervading failure of the traditional 

assembly trader to perform the communications function link
ing the tarmer to potential markets. The trader is typically 
a passive agent in the marketin channel accepting whatever 

happens to be- produced. The traditional trader does not 

anticipate mark,-ts. lie does not offor contracts linking 

pl anting d(hecisions with future market needs, He does not 
develop markets for those co-nodoities that are potentially 

available. Thus, he does not act as an agent for effective 
coordinat ion and change in I he product ion-distri but ion 

sys t em. 

The sev(enth category of comnodity subsystem probl],.ms 

is the traditional phvsical facilities bias inherent in 

most dove!opment planning. It is relatively ea.-v to g-enerate 

enthusiasm for a $50 million project to build a network of 

publiclyv owneod S;toraLg' faci 1it ies, btt hardlyI anvn:o,yv is 
intere;stod ill a $2 m11ill ion sipervisd credit and training 
progral desivt,i t to itIllo 'Vo imatilig.;r :iI (u i).Otenct arnong 

tiarket ing o tt t';t i%\os aild lri'Vato i lit trln din-ia And it is 
Ovti harder( to fild -;ut))Ort re'l"a idott ;ilakot in._J re-se larch 

designoi -') pirtmhwc a diigroiwst ic ova Iotn of mar'ket ing 

system ItI and andis, implnimont tion I)rogranseObm-s to :nd at 

stitnul ating market idinat imlpt'voiwntt..t'oo ion 

In the next chaptor, we wi II bring together some of 
our" major (otlusions on pnrdtitt-diStribtt ion system 

development and present a framework for StimlluIat ing improve
ists in market coordination and porformance. 
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CHAPTER 5
 

PLANNING FOOD MARKETING SYSTEM DEVELOPMENT 

In the preceding chapters we reviewed general economic
 

and social conditions, urban marketing issues and major com

modity subsystem organization in tire three areas where exten

sive LAMP marketing research work has been focused over the 

past 10 years. In addition, where applicable, we have drawn 

on our work in Puerto Rico, Bogota, Colombia and Costa Rica. 

In this chapter, we first briefly review our major conclu

sions. This will serve as a background for the rrnmainder 

of the chapter, where we present an approach to market sys

tem development planning. 

A Review of Conclusions 

Economic ant Social. Conditions 

1. 	Perhaps the most pervasive and troublesome general condi

tion in Latin Anerican countries (and the entire develop

ing world) is the rapid rate of pf)pulation growth. The 

current population growth rate of :3percent for many 

countries produces a doubling of the population every 2-4 

years. Accompanying this high rate of growth is a rapid 

migration from cural to urban areas. Population growth 

rates of' 5-7 percent per year are common in Latin Ameri

can cities. These two population related conditions are 

obviously producing great pressures on the food marketing 

system. 

2. 	 There is a relatively high concentration of wealth, in

come and political power in most Latin Anmorican countries. 

Poor people (both rural and urban) make up the bulk of 

the population. In urban areas, 50 to 70 )ercent of 

their income is expended for food. Labor productivity is 

nutritional and educational deficiencies.
low 	due to 


Unemployment rates are high (10-30 percent). Employment
 

limited by cultural and institutional
opportunities are 


constraints that tend to perpetuate the concentration of
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wealth. Consequently, demand for goods and services is
 

limited, markets are narrow, and human and natural 

resources go underutilized. 

3. 	 Production and distribution costs for both food and non

food products ar.. high, reflecting traditional manage

ment practice:w, high risk and uncertainty costs and poor 

market coordination. Prices paid by rural and urban 

consumers are therefore high as compared to disposable 

incomes--especial ly for the lowest income groups. Small 

farner :lnd Ilndle.ss laborer incomes remain low. 

Market Related (tndit i )n-; 

1. 	 Except for traditional export crops there is insufficient 

geographic and firm special ization in the production of 

many basic food comnodities. Consequently, production 

of a given product may be scattered over i fai rly large 

geographical area. The' effects of this geographical 

dispersion are several . First, the farmer may not be 

specialized in the production of those crops best adapted 

to his soil and climate. Second, the probliem of assem

bling the marketable surplus is made more complicated 

and costly. Third, the marketable surplus in any area 

manageable by an intermediary may be so small as to pre

clude his providing special ized market inr services. 

Fourth, since the small market volumes in many areas can 

support few traders, the structure of the local market 

may be monopsonistic or oligopsonistic. 

2. 	 On the distribution or dispersion side of the market 

channel, food wholesalers and retailers tend to be ex

cessively specialized in relatively few products. 

This is their strategy for coping with the small product 

lots, lack of market information, personal inspection 

requirements, lack of routinized procurement arrange

ments and the risk and uncertainty so prevalent in 

distribution channels. The merchant's reasoning is that
 

the fewer products handled the greater his chances of
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"staying on top" of the complicated market for each of 

those few products. This may prevent him from taking
 

advantage of certain natural product complementarities.
 

It implies that retailers and consumers must incur addi

tional costs (in time and/or money) to procure the 

desired product assortment from several specialized 

merchants.
 

3. 	 Because of the existing nature of product market chan

nels, individual farmrs and middlemen find it difficult 

to establish stable routini:zed sales and supply channels. 

Longer term planning is extremely difficult. The rate 

of business Failure is high, leading to maintenance of 

traditional management practices and stitrategies. 111110

vations suchl as gra ding, hand]ing and packaging improve

ments could improve overalI efficiency, but they go un

adopted either because individual firmns are unable to 

capture sufficient benefit.; to make adoption vor lhwhile, 

or because of the fcar oF business failure. Case stu

dies suggest that such innovations are adopted where 

product mari.et channels are blessed with a1 financially 

strong, in:ovative institution (e.g., a cooperative, 

a wholesaler, a retailer or a processor) that can pro

vide strong channel leadership. 

4. 	 Under existing niarket st ructurie and pra t-ices, trans

action costs are high. Lack of standard weights, mea

sures and grades inhibits the flow of meaningful infor

mation, forcing traders to personally inlspect each lot. 

Under such circumstances, marketing firms are unable to 

routinize procurement and sales arrangements and thereby 

reduce transaction time and costs. 

5. 	Physical handling costs are high as a result of the 

current necessity to individually negotiate, handle and 

transport small quantities of product throughout the 

marketing system. High handling costs also result from 

inefficient work methods, poor transportation scheduling, 

inefficient inventory management, improperly designed
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and poorly managed physical market facilities, inade

quate and inefficient product packaging and high levels 

of product theft and spoilage. These are management 

shortcomings perpetuated by the lack of well-trained 

marketing experts who could provide the analysis and 

inrovative ideas needed to change marketing practices 

and reduce handling costs. 

6. 	 There is a lack of dynamic, innovative and effectively 

competitive economic activity. The structural conditions 

for competitive markets are generally fulfilled. There 

are 	 large numbers of small competing firms. intermediary 

profits are often less than the minimum 'age, and there 

are no substantial barriers to entry and exit. Yet 

these competitie pressures do not resul t in improved 

efficiency and better management practices by surviving 

firms. Rather, they result in increasingly conservative 

business practices. 

Government-Re ated Cond it ions 

1. 	 The basic position of most Latin American governments is 

that marketing firms are at best a necessary evil. Con

sequently, there is little inclination to assist or en

courage. ma rk .1.ing fi rms. Publ ic laws and programs are de

signed tc. regul ate or control middlemen rather than to 

atter:pt to change their undesirable traits through ed

ucation, tee hnica1 assist-.ilce and economic incentives. 

2. 	 Public programs to facilitate marketing system efficien

cy are often either completely absent or ineffectively 

instituted and managed. The refererce here is to such 

things as market information, standard measures, grades, 

marketing research, education and facilitative 

regulations. 

3. 	 Credit is normally channeled first to what is called 

agricultural and industrial production activites.
 

Marketing firms are expected to finance their activities 
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with equity capital, borrowings from private money 
lend

ers or in some cases with leftover bank credit. Con
sequently, innovative marketing firms often encounter 
extreme difficulty in obtaining the relatively small 
amounts of capital required to implement t hir perfor
mance improving ideas. Marketing is not and should not 
in the immediate future become a highly capital inten
sive activity. But that should not (as it often does) 

obscure the reality that marketing firms seeking to pro
vide services more efficiently may require short-term 

credit (I to 2 years) for ofexpansion inventories and 
medium-term credit (3 to 5 years) for capital e quipment. 
And, as is so often the cauie in developing economies. 
the more innovative entrepreneurs lack sufficient equity 
capital to implement the desired marketing improvements. 

4. There is a severe shortage in most Latin American govern

ments of' personnel. with appropriato technical expertise 
on marketing issles. Private firms, both national and 
multinat.onal, are the majo,- repositories of marketing 
expertise. That expertise is hi ghly oriented toward 

understanding how to tmaximize profits of those types of 
individual firms. The limited marketing expertise pre
sent in governmental agencies is heavily oriented toward 

macro marketing or economic policy issues. Consequent
ly, government policies are devised without benefit of 

detailed knowledge of micro marketing problems and 
opportunities.
 

5. There is a strong tendency to place too much importance 
on providing physical "marketing" facilities. This 
tendency is often due to the perceived political neces
sity of putting the taxpayers' money into things that 
are highly visible and durable. This bias is sometimes 
complemented by the foreign advisor's tendency to dupli
cate physical facilities from more advanced countries 
without adaptation to the local environment. Here is 
an example. A few years ago, 
one of the Latin American
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countries obtained a loan from an international lender
 

for the purpose of building a grain storage network 

costing several million dollars. The project design 

was based almost exclusively on a macro market analysis. 

It took into account present and projected grain demand, 

regional production totals, regional surpluses and de

ficits, imports and exports, regional price differen

tials and similar macro economic statistics. But it 

did not effectively consider issues such as charactoris

tics and problems of the marketing instlitutions handling 

the grain (including farmaers) and their need for or 

willingness to use the proposed stogE l'a ilities, the 

firm level precedent conditions for effective use of 

the facilities, or the availability of a competent pub

lic institution with personnel to manage the facilities. 

The network is operating at much less than 50 percent 

of capacity and is losing oney. 

The Role of Government in Market System Development 

With the exception of the pure subsistence economy, 

the coordinatton of economic exchange must be performed in 

every economi _ system. Coordination of economic activity
 

involves three mechanisms: (1) the market processes linking 

activities amoig individuals and firms through exchange and 

prices, (2) aiministrative coodination linking activities 

within firms or government orranizations and (3) the rules 

of the game, specified by the p liticaL and social system, 

that regulate market processes and administrative, decisions. 

No markets are free of rules. Social and political forces 

largely deteri.iine the relative importance of these three 

coordinating mechanisms for a given country at a given point 

in time.
 

The cultural and political heritage of Latin America
 

has left a predominantly market exchang, system in most
 

countries.. n recent years, howwer, a growing interest in
 

planned development has resulted in administrative mechanisms 
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being instituted to supplement or replace free markets. Tt 
is argued (sometimes erroneously on the basis of untested 
conventional wisdon) that due to poor market information,
 
market concentration 
 and other market imperfect ions, private 
firms are able to e'tract. monopoly profits. The oft ad
vance(; solutions are prim,
end nu:rin controls, anti pemlla
tion laws and. ultimately, tational ization. While al of 
these neasures ma. be auppoprit'ae uridei certain circum
stances, they 
can alo make iimtters worse if applied indis
criminately. Consq tent I,' , there is a real need for devel
oping cotuntrie-s to indi;.,nously develop the analytica1 capa
city and informat i.on lase ne, dod to e aluate policy decisions
 
on economic coordiationL. Sone of the difficuit p)olicy 
issues thut musL he careful l- amalyzed are discussed below. 

Perhaps the most important markct in, pol icy issue has 
to do with food pric,'s. Farmrs prefer high prices f'
 
their products, whi l mnsumter.s wart 
 Jow food prices. Gov
ernment operated Farm pri,!, 
supper' program,,-m;s are consctrained 
on the one hand by tne need to esIbl ish a levye of prices
 
that will cal j forth the produl.jot; r-qui red to sat isfy 
con
sumer requirements, while ",n the ,t.flir hand att enpt. ng to
 
avo id creat ing burdensome surpl1 uscs and art if i ci all 
 high
 
prices for consumers. les devolored ,'ountui jes 
 are hardy
 
able to provide incomo transforr 
l prict, pol i :ies favoring
 
farmers. And 
the bene fits o f pri c( siippo rts atre iLsual ly
 
proportional 
to the size of land holdings. flence careful
 
economic analys is should 
 be ;vafilable to 
guid', pu)licy nakers
 
in the establishment of 
fami product price support levels. 

Retail food price contr-ols pose similar problems. If 
prices are set too low, product ion i I I ho I isc'ourigc¢d and 
consumers will be fa(ced 
with prcoduct shoirtak.,s. The extent 
and nature of resul ing marh',i iso r tionsrneed to he 
weighed against possible b snel'st.:cirice asI , fixing schemes 
a means ,f constrainin inflationary pressulres or guaran
teeing minimum prices 
to farmers. Effectiva price policy 
analysis requires a fairly sophist icated level of eknowledge 
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about market organization and behavior as well as economic
 

analysis.
 

A second marketing policy issue is related to public 

sector intervention in food distribution activilies. There 

are wide differences of opinion concerning the extent to 

which the government should directly intervene in the actual 

buying and selling of commodities and thus take on the 

function of intermediaries. Although private sector inter

mediaries continue to 
be the central core of the food mar

keting systems inLatip American countries, there is a trend
 

toward increasing government intervention.
 

When products become scarce and prices rise, consumer 

interests accuse the intermediary of speculation. When
 

products are in abundant supply and prices are low, producer
 

interests accuse the intermediary of using market power to
 

increase marketing margins and thus worsen the farmers' in

come situation. Political leaders are therefore attracted
 

to highly visible interventions in food marketing that will
 

allegedly eliminate the lecherous middleman or at least
 

force him to charge lower prices for his services. Before
 

instituting such programs, careful analysis is needed to
 

determine whether privatc. intermediaries are indeed opera

ting with unreasonable inefficiencies or exorbitan. profits 

and to evaluate the possibilities of instituting a public 

bureaucracy with the adinistrative capacity and institu

tional flexibility to do any better. The effect of public
 

food marketing
intervention on private sector investment in 


should also be contemplated. If subsidies are involved, the
 

net effect may be to discourage private sector investments,
 

thereby reducing competition and slowing down the spread of
 

more efficient methods of food distribution.
 

Should government stimulate improvements in marketing 

efficiency? If so, what kinds of changes should be encour

aged? Food marketing activities are normally quite labor
 

intensive. Proposed improvements in marketing facilities
 

and institutions must therefore be carefully scrutinized to
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determine their effects on 
employment. 
The concern over
 
employment effects has been elevated in relative importance
 
in recent years by the rising levels of unemployment and
 
underemployment of human 
resources in developing countries.
 

If food marketing costs are 
to be reduced, it stands
 
to reason that one of the major areas f3r cost reduction is 
in improving efficiency of labor utilization. This can be 
accomplished in various ways. The adoption of improved 
physical handling mcthods can reduce labor requirments.
 
Investments in better designed and larger scale marketing
 
facilities 
and materials handling and processing equipment
 
may also reduce labor costs and aggregate marketing costs.
 
When marketing technology options are being considered by

private enterprise, the decision will be made on the basis
 
of the internal costs and returns to 
 the firm. But public
 
officials considering marketing improvement. policies and
 
programs must take into account 
external effects, of which
 
the disemployment effect looms large. 
 This same basic policy
 
issue is, of course, involved in decisions regarding invest
ments in new technologies in farming and industrial produc
tion processes. 
 Hence, marketing improvements are not a
 
special case. 
And the relative importance of the disemploy
ment effects must 
he weighed against potential benefits.
 
Furthermore, longer run national development goals usually
 
include several dimensions, hot 
the least of which is in
creasing resource productivity as 
a means of achieving higher

income levels. 
 Thus, the goal of reducing unemployment can
 
be pursued concurrently with the goal of increasing resource
 
productivity.
 

A fourth policy issue is related to the kinds of regu
lative and facilitative actions government can 
take in an
 
effort to stimulate improvements in market performance.
 
Such public actions might include: (1) improving access
 
to and use of credit, (2) establishing protection for pro
perty rights, 
 (3) assuring fair exchange rules, protecting
 
both buye: and seller, 
 (4) providing or encouraging
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services such as special education, basic research, market
 

information, transport, storage and other marketing infra

structure through tax or credit policies, (5) searching
 

out and encouraging alternative institutional arrangements
 

for accomplishing effective vrtical market coordination
 

(e.g., partnerships, limited partnerships, private cor'-ora

tions, mixed economy corporations, cooperatives, marketing
 

boards, autonomous government-owned corporations, etc.).
 

Most developing countries have no effective strategy
 

for dealing with these important market related policy
 

issues. Government actions are usually based on convention

al wisdom rather than scientific knowledge about the market

ing system. As a consequence, government policies and pro

grams often have little positive effect or, worse, may have
 

a negative effect on the performance of the food production

distribution system.
 

We believe that developing country governments can and
 

should strive to formulate long-range national programs for
 

improving food marketing system performance. Such long

range programs will, however, require investment to develop
 

the knowledge base and the analytical capacity to assure
 

realistic analysis of difficult policy issues and tu formu

late effective government regulations, policies and programs.
 

A Framework for Stimulating Marketing
 
System Development
 

Figure 5.1 snows what we perceive to be the appropriate 

steps in formulating a government program of food marketing
 

system development. Moving horizontally across the page from
 

left to right, these steps are (1) formulation of general
 

development goals, (2) preparation of specific food pro

duction-distribution system development objectives, (3) ar

ticulation of food production-distribution system develop

ment strategies, and (1) specification of program. project
 

and policy instruments to be used in food production-distri

bution system development.
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We might have added an additional step between Steps 2
 

and 3. This step could be called "diagnosis of major
 

problems." But we prefer to include it as an integral part
 

of the process of strategy formulation (Step 3). Hence,
 

the first phase of strategy formulation should be to scien

tifically and systematically describe and analyze the
 

current marketing system to identify major problems and
 

opportunities.
 

In Chapter Six, we will offer more detail on the
 

application of this iramework for stimulating food produc

tion-distribution system development. In the remainder of
 

this chapter, we will explain the rationale for the frame

work more fully. We will use Figure 5.1 to illustrate the
 

kinds of objectives, strategies, programs, projects and
 

legal measures governments can use to improve food produc

tion-distribution system performance.
 

We have identified three levels in the system at
 

which development must take place: (1) firm or farm level,
 

(2) distribution channel level, and (3) food production

distribution system level.
 

Specific actions must, of course, be taken by indivi

dual entrepreneurs at the firm level. We are concerned with
 

the economic efficiency and effectiveness of individual
 

firms as the basic building blocks of the economic exchange
 

system. Their individual performance in terms of both cost
 

effectiveness and meeting consumer needs is a major determi

nant of economic development.
 

A distribution channel consists of a set of institu

tions that handle a pijduct or group of products from pro

duction to consumption. The focus is on the interrelation

ships of firms bound together, either tightly or loosely,
 

by a common objective--servicing consumer demand at a profit.
 

At ore extreme, a completely integrated channel would con

sist of a firm that produces, processes, transports and dis

tributes product(s) from the farm to the consumer under
 

single ownership. At the other extreme, a variety of
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independently owned firms would produce, process, assemble,
 

transport and distribute product(s) from the farm to the
 

consumer. These independent firms may be bound together in
 

a variety of exchange arrangements that coordinate their
 

activity over a substantial period of time.
 

In our view, a distribution channel is concerned with 

moving a "package" of goods that are meaningful in terms of
 

the buying patterns of final and intermediate customers.
 

Thus, a retailer will carry a wider line than a country
 

assembler. An assembler provides a part of the final
 

package to a wholesaler, who in turn may provide all or part 

of the final package to the retailer. In an integrated or
 

closely coordinated cha.nel, each channel member is a pro

vider and recipient of information flows, management tech

niques, credit arrangements and physical distribution prac

tices, in addition to pure product flows. Thus, the channel
 

members work together and obtain a synergistic effect from
 

their relationship.
 

In Chapter Three, we focused on the institutional com

ponents of the distribution system that perform the final
 

marketing functions for groups of food products, i.e.,
 

consumers, retailers and wholesalers. And in Chapter Four
 

we focused on commodity subsystems--that part of the distri

bution channel involving the production,distribution and
 

consumption of a single commodity.
 

The term "food production-distribution system" refers 

to the highest level of aggregation with which we are 

concerned, the interrelationships of all institutions in

volved in market-related activity. Individual firms, commo

dity subsystems and distribution channels are major elements 

in this aggregation. In addition, the important elements 

of laws and regulations and government policies and programs 

are added to the previous levels of aggregation to provide 

the environmental umbrella under which private and public 

firms operate. 

Perhaps the paradigm in Figure 5.2 will help to
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FIGURE 5.2 	 RELATIONSHIPS IN THE FOOD PRODUCTION-

DISTRIBUTION SYSTEM
 

/' \ 
/ 

Distribution Channel (2)
 

Commodity Subsystem (3)
 

S/ -I 	 Firm (4) 

(1) 	Production-distribution system including all food products.
 

(2) 	Distribution channel for package "A" of food products.
 

(3) 	Commodity subsystem for single product X.
 

(4) 	Individual firm performing one or more of the necessary
 
functions in a commodity subsystem.
 

clarify this conceptualization of the total food production

distribution system.
 

We believe that governments can effectively stimulate
 

improvements in market performance and thereby generate
 

production incentives, productivity improvements and dynamic
 

growth in the food production-distribution-consumption sys

tem. Some mix of public actions directed at each of the
 

levels described above is required. Also, some optimum
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sequencing of actions and some optirhum level of intensity
 
for each government action are probably required. 
However,
 
our level of understanding does not yet permit 
us to handle
 
these last two 
issues with great precision. At this point,
 
we have simply attempted to specify the sets ol objectives,
 
strategies and public instruments that might be used at
 
each level in the system.
 

Before moving into 
a more detailed discussion of
 
Figure 5.1, 
we should emphasize that to 
use this framework
 
in a given country, it would be necessary for the imple
menting group to 
have a fairly extensive level of know
ledge1 about the interworkings of the food marketing system
 
in that country. 
 It would also be helpful if that group
 
included individuals with basic training in managerial mar
keting as well 
as economic analysis. We have offered gen
eralized and illustrative objectives, strategics and mar
keting development instrume;,ts. A diagnosis of the specific
 
system in question would be necessary before applying this
 
framework in 
a given situation.
 

In the remainder of this chapter we will 
refer con
tinuously to various subparts ol 
Figure 5.1 in an attempt
 
to 
further explain the relationships. The reader is asked
 
to refer back to 
the figure in order to follow this dis
cussion.
 

At the Firm Level
 

We have identified seven specific firm level develop
ment objectives we believe to be important in stimulating
 
development. 
Each specific countr,, region and commodity
 
situation will probably require a different mix of emphasis
 
on 
these firm level objectives.
 

Objectives A and B deal with the critical issue of
 

1It is necessary to 
emphasize that by "knowledge" we
 
are referring to an accumulation of scientific knowledge
about the structure, behavior and performance of the production-distribution system. 
Conventional wisdom and-folk
lore are not sufficient.
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stimulating managerial and technological innovations now
 

and in the future through continued creative reinvestment
 

of profits. It is important to break the equilibirum of
 

traditional management practices. That may require special
 

strategies. And different strategies may be needed to keep
 

the innovations coming and to induce firms to reinvest pro

fits in future innovations.
 

The emphasis in objectives and D is on reducing
 

physical losses and improving product quality. In both
 

cases, improvements in packaging a. d handling are important
 

factors. But these improvements are not easy for individual
 

firms to introduce without cooperation from other firms in
 

the marketing channel. Improvement in these areas may also
 

require action at the commodity subsystem level.
 

It is often thought that increased scale of operations
 

is important at all stages of the channel. However, some
 

evidence indicates that small farmers in labor abundant
 

developing economies are just as efficient or more so than
 

large scale farms. 2 Furthermcre, the institution of large

scale retailers on the order of magnitude of U.S. supermar

kets is inappropriate in many situations. On the other
 

hand, our research shows that extremely small scale market

ing firms, such as neighborhood stores and market stalls,
 

often have significantly higher unit costs than larger scale
 

retailers. Therefore, no simple generalization can be made
 

regarding appropriate level of scale. As noted in objective
 

E, judgment based on research and experience will be neces

sary to detemine policies toward firm size.
 

Objective F 'focuses on the important goal of seiking
 

appropriate degrees of specialization in economic activities.
 

A certain degree of geographic specialization in production
 

activities is helpful in achieving greater land and labor
 

productivity on the farm. It also helps reduce product
 

assembly costs. In general, we have found that because
 

2See Peter Dorner and Donald Kanel, "The Economic Case
 

for Land Reform," AID Spring Review, June 1970.
 

98
 



of excessive diversification on farms in many developing
 
regions, production and marketing costs are higher than
 

they might be. On the other haud, there is generally
 

excessive product specialization among food wholesalers and
 
retailers, with subsequent high transaction and physical
 

distribution costs in the channel. 
 Both situations are a
 
reflection of rational management in the face of high 
market uncertainties, limited managerial capacities and
 
limited capacity to accept risks. 
 Market system develop

ment strategies must therefore attack these issues 
through
 
promotion of the appropriate degree of specialization at
 

various points in the channel.
 

The suggested strategies for accomplishing these
 
specific firm level objectives are grouped under two head
ings. The first focuses on functional economic efficiency,
 
while the second suggests an emphasis on economic size and
 

location of plants.
 

Strategy A deals with functional economic efficiency
 
within the firm. We have lisLed some of 
the important acti
vities where management improvements can be made. The list
 
includes the kinds of things normally considered in business
 
management. Perhaps the novelty here is that we have lumped
 
farm and marketing firms together, suggesting that they have 
similar management needs. This reflects our earlier conclu
sion that "production" and "marketing" distinctions are un
necessary. We are suggesting that strategies for firm level
 
development should give equal emphasis to 
improving economic
 
efficiency in performing marketing functions as well as pro
duction functions. This development strategy helps accom
plish firm specific objectives A through D. 

In addition to the day-to-day management decisions 
mentioned in strategy A, each firm must make longer term
 
planning decisions about the size, type and location of its
 
future economic activities. If government wishes to achieve
 
improvements in food system performance, it must have a stra
tegy to encourage and assist private firms to make optimum
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long term planning decisions. Strategy B deals with this
 
issue and is designed to help accomplish firm level objec

tives E and F.
 

Moving on to consider specific governmental projects
 
and programs that can be used to stimulate firms to achieve
 
greater economic efficiencies, we suggest that existing
 
programs be given a different emphasis. Again, in keeping
 
with our view of food marketing system development, we are
 
suggesting that the tools of 
formal education, extension
 
education, credit and technical assistance be offered,
 
without bias, to "production" and "marketing" firms alike.
 

We have separated technical assistance from extension
 
education because we believe it 
is a separable function.
 
Extension education programs are normally viewed as 
a kind
 
of adult formal education. Adult formal education has an
 
important place in development. But we define technical
 

assistance to 
include nonformal educational situations
 
where a more knowledgeable person informally transmits
 
ideas, attitudes and methods to a less knowledgeable person.
 
The input supply salesman is a good example of such a change
 
agent. Similarly, the product assembler under the proper
 
circumstances may be able to nonformally educate the farmer
 
on certain market related matters.
 

In fact, every market participant becomes a potential
 
change agent for someone else in the system. Credit agencies
 
are a special example. Supervised credit programs recognize
 
the potential value of combining credit with change manage
ment assistance. We visualize a situation where special
 
public institutions would be charged with responsibility
 
to 
not only provide technical assistance (management con
sulting services) for economic institutions but also to sti
mulate market participants to help each other. 
We believe
 
this is the only effective way to get widespread diffusion
 
of important managerial/technological innovations.
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At the Distribution Channel Level
 

We have identified three specific development objec

tives for the distribution channel level. They deal basi

cally with the important issues of market related uncertain

ties and externalities. The three objectives are closely
 

intercorrelated (i.e., the fulfillment of one implies par

tial fulfillment of the other two).
 

Objective A deals with a reduction of channel risks
 

and uncertainties, including: (1) variability in volume of
 

supply or effective demand, (2) price level variations,
 

(3) variable terms of trade and conditions of payment,
 

and (4) uncertain product quality and assortment. Most
 

of these uncertainties are a consequence of poorly coordi-

nated market channels, which are a result of limited infor

mation, imperfect analysis and insufficient forward planning
 

and forward purchasing.
 

Objective B recognizes the importance of externalities
 

in the adoption of many managerial/technological innovations. 

Individual firms in a market channel may be reticent to 

adopt a given innovation if: (1) there is reason to believe
 

sufficient benefits to cover adoption costs and yield some
 

profit will not be captured by the innovating firm and/or
 

(2) there is evidence that required acquiescence on the part
 

of trading partners will not be forthcoming. An example is
 

the adoption of a quality standard that would make personal
 

inspection of each product lot unnecessary. Everyone in
 

the channel could benefit from a satisfactory simple trading
 

standard. But such a standard is economically feasible only
 

if generally accepted. No individual in a traditional,
 

fragmented system can adopt such a standard by his own
 

action.
 

Another example is the adoption of shipping containers
 

that save transport cost and reduce spoilage. The produc

tion, distribution and recycling of such containers involve
 

substantial economies of scale. The savings in transport
 

requires that all containers in a truck be uniform. Again,
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the change generally must be made at the distribution channel
 

level and is not something that can be adopted by any single
 

participant. Somehow, relevant participants in the distri

bution channel must be stimulated by demonstration, competi

tive pressures and/or other incentives to sequentially
 

adopt the innovation.
 
Objective C recognizes the importance of stabilizing
 

market channel relations so that businesses can more effec

tively plan their individual development strategies. We
 

have suggested that the objective should be to achieve more
 
effective vertical coordination and integration of market
 

channels.
 

The kinds of vertical coordination improvements dis

cussed on page 58 in Chapter Four can have a number of very
 
beneficial effects on the system. First, it may be possible
 

to improve the bargaining power of weaker elements in the
 

system. And firms with greater bargaining power can be en

couraged to use it to achieve improved ceordinat'on through
 

enlightened channel leadership. Second, transaction costs
 

can be reduced by eliminating the need to collect informa

tion and negotiate a price for each transaction. Third,
 

improved coordination may reduce physical distribution costs
 

because stable market arrangements permit more efficient
 

scheduling of transportation, handling, processing and
 

storage facilities. Fourth, physical losses can be reduced.
 

Improved coordination enhances the likelihood of channelwide
 

acceptance of standard grades, packaging and handling
 

methods. Fifth, improved coordination should reduce other
 

unit oterating costs by permitting more efficient use of
 

fixed and working capital. Finally, improvements in channel
 

coordinalion can reduce the costly uncertainties that force
 

managers into excessive diversification or specialization
 

and limit their capacity to adopt innovative practices.
 

The suggested strategies for achieving these objective:
 

are to provide incentives through government action by:
 

(1) encouraging respected (not necessarily economically
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powerful) farmers and businessmen to adopt channel coordina

tion improvements and (2) encouraging organization of ef

fective food distribution chains at the wholesale-retail
 

level. Under Strategy A, we have indicated some specific
 

improvements which, if successfully adopted by channel 

leaders, will improve their profits and immediately produce
 

imitation. The following is a crude fcirmula for stimula

ting channel coordination improvements: special government
 

incentives motivate a few firms to successfully adopt
 

channel coordination improvements; this produces ccmpetitive
 

pressures thht induce other firms to try the improvements.
 

Soon there is a genuine development spiral of' innovation 

and ccunterinnovation in the food production-distribution 

system. The specific kinds of channel coordination improve

ments are: (1) routinized order processing (e.g., specifi

cation buying and telephone orders), (2) forward contrac

tual agreements and/or vertical integration, and (3) se

quential channel adoption of innovations in the performance
 

of m rkeLing functions.
 

Strategy B is based on a belief that physical facili

ties can have a significant effect on market performance in 

a dynamic context. That is, physical infrasLructure such 

as roads and storage facilities may be used to stimulate 

management improvemenLs, lower marketing costs and encourage
 

a chain of management innovations that will continue to re

duce marketing costs. But sequencing of physical facility 

projects is important.
 

Strategy C i- to encourage the organization of coor

dinated chains of distribution at the wholesale-retail level. 

Experience in developed economies has indicated that close
 

coordination between wholesalers and retailers can reduce 

distribution costs significantly and help stabilize agricul

tural markets. In Chapter Three, we dis(.jssed five types of
 

wholesale-retail chains: (1) private chains, (2) retailer

owned cooperative chains, (3) voluntary chains, (4) con

sumer-owned cooperative chains, and (5) government-owned
 

chains.
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The three action instruments for implementing channel
 

development strategies are: (1) "timely" introduction of
 

necessary physical facilities, (2) technical assistance to
 

potential innovators, and (3) direct government encourage

ment of appropriate wholesale--retail chains.
 

By "timely" introduction of food system projects, we
 

mean the strategic planning of projects such as transport,
 

storage, processing or other commercial facilities in order
 

to use them as a wedge to help accomplish channel develop

ment strategies. For example, a whiolesale market project
 

forces channel participants to accept physical changes.
 

This provides an excellent opportunity to motivate channel
 

participants, through technical assistance, credit or
 

training, to adopt complementary managerial/technological
 

innovations. Evidence suggests that CORABASTOS, through
 

design and operation of a new wholesale food market with
 

related technical assis-ance programs, has produced signi

ficant changes toward improved market coordination in the 
3 

Bogota, Colombia, foodshed. 

Direct government encouragement of appropriate whole

sale-retail chains might be accomplished in several ways,
 

depending on the local situation. It might include super

vised credit and technical assistance to individuals or
 

groups wishing to organize as private chains, retailer

owned cooperatives, voluntary chains or consumer coopera

tives. It might be appropriate under some circumstances for
 

government to actually own and operate wholesale retail
 

chains.
 

At the Food System Level
 

The specific development objectives at the food system
 

level relate to the more global and dynamic issues of
 

3
An evaluation of the dynamic iirpact of CORABASTOS
 
programs is currently being prepared by Alvaro Silva and
 
Nelson Suarez. Contact the Corporacion de Abasticimientos
 
de Bogota, Colombia, for further information.
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resource use efficiency, factor mobility and progressive

ness. The first objective deals with efficiency of resource
 

use in the food system and should be a natural outcome if
 

firm luvel ani channel level objectives are fulfilled. The
 

second and third deal with achieving mobility of resources
 

within the food system and between the food system and other
 

parts of the economy. The fourth deals with the food sys

tem's capacity to continually adopt itself innovatively and
 

economically to changing economic, political, social and
 

environmental conditions.
 

We have suggested three strategies for achieving
 

these objectives. The first deals with effective informa

tion accumulation, analysis arfd dissemination. Private
 

economic decisions, as well as public economic policy deci

sions, require information and analysis. By providing
 

accurate and timely supply, demand and price information
 

and analysis, govern.nent can contribute significantly to
 

achieving food system development objectives.
 

Strategy B is related to the evolution of a combina

tion of economic institutions that wili ideally produce
 

"effective" competition4 at all levels (i.e., through time
 

and space and at all points of exchange in product channels).
 

If there is success in stimulating greater efficiency for 

food system firms, we can expect the more successful 

(efficient) firms to expand, creating a threat to effective
 

competition. Opportunities for new entry must be kept open.
 

Incentives are needed to encourage new firms with innova

tive institutional arrangements.
 

We should emphasize that cooperatives and publicly
 

4 While it is difficult to define "effective" comp, i

tion, we are using it here in a very practical sense. It 

refers to a situation in which competing private businesses 

are constantly under some threat of losing profits and pub

lic institutions are threatened with reduced financial and 

manpower budgets that limits their capacity to fulfill in

stitutional objectives. In this situation, there shouldbea 

pervasive drive among all firms and institutions to innovate, 
thereby improving both economic efficiency and service to the 
community. 
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held institutions are just as likely as private firms to
 

adopt socially undesirable management behavior when they
 

find themselves in a monopolistic situation. For that
 

reason, we place great importance on a governmenial strate

gy that encourages an effectively competitive mix of econo

mic institutions. Many socialist cjuntries are beginning
 

to recognize that competition can be an important tool in
 

development. We have listed some of' the more common forms
 

of economic institutions that have been used to accomplish
 

development objectives. The appropriate mix for any roun

try and any commodity channel will depend on the specific 

situation. We have, in fact, suggested in item 9 that it
 

is often most appropriate to create innovative culture spe

cific institutions using some combination or variation of
 

the more common institutional patterns. 

Suggested government actions associated with the above 

strategies are essentially the commonly proposed public pro

jects and programs. Items A through D deal with information 

accumulation and dissemination. The necessary types of in

formation programs are specified. ItemEspecifies the types 

of regulatory and facilitative programs government can pro

vide to protect consumers and traders and also to help smooth 

the way for adoption of system improving innovations. Item 
F stresses the need for government regulation of' competitive 

pract.ices. A mechanism is necessary to permit the government 

to evaluate competitive practices of businesses and apply 

sanctions where appropriate. Finally, there is a provision 

for direct public intervention in the economic system where 

conditions warrant. This is always a possibility. In reality, 

experience shows that because of administrative problems, 

care should be taken in the use of these types of programs.
 

Legal, Administrative and Policy Environment 

We have not yet discussed the items in the last column 

of Figure 5.1. No attempt has been made to classify these 

provisions according to the firm, distribution channel and 
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system implications. The effects of these kinds of legal
 

issues are generally quite pervasive. Yet our entire frame

work for stimulating marketing system development through
 

government action is dependent on enabling laws like those
 

described ir.the last column of Figure 5.1. The performance
 

of a given political system with respect to these kinds of
 

issues gives us some response to the following questions:
 

How serious is the country about promoting food production

distribution system development? And how far is the politi

cal system willing to go toward changing the traditional 

structure of1 things? The answer to these questions is 

found by reviewing the composite of laws, administrative 

decrees and policies in a given country and by testing the 

willingness to modify those that do not promote-dev.'lopment. 

To be sure, some inappropriate laws, decrees and
 

policies are the result of misinformation or ignorance. 

But most are deliberately planned to protect some specific
 

interest group. We are not oblivious to these realities. 

Nevertheless, we have listed some of the kinds of laws
 

needed to provide the legal basis for the public actions
 

implied at other points in the scheme. We have not attemp

ted to specify related decrees and policies. Clearly, the
 

effectiveness of' public actions would depend heavily on 

the specific ways in which the laws were implemented.
 

We have begun at the highest order of legal issues.
 

The first doals with the question of organization of the 

public sector's activities relating to the food production

distribution system. We hav; simply stated that, given spe

cific political and cultural constraints, the public sector 

should be organized so as ,o efficiently stimulate develop

ment of the food system. Applying a systems approach, 

there is logic in the concept of'a single governmental 

agency responsible for all public actions affecting the food 

production-distribution system. Unfortunately, most govern

ments are divided along the traditional sector lines de

rived from national economic accounts (i.e., Ministries of 
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Agriculture, Industry, Commerce, etc.)
 

We question whether governments organizee along sector
 
lines are able to efficiently and realistically respond to
 
economic system needs. Item B refers to the legal basis
 
for coordinated national planning and implementation. We
 
have in mind a national planning office with appropriate
 
subsystem planning units. 
 Item C refers to fiscal and mone
tary policies. Item D deals with laws controlling access to
 
wealth. Item E deals with governmental budgetary processes
 
related to marketing system devolopment. And the last item
 
refers to a large number of 
fairly specific laws necessary
 
to provide the legal 
basis for many of the specific public
 

projects and programs discussed earlier.
 
We have not attempted to be exhaustive. Our intention
 

has been to illustrate the legal issues that must 
be consid
ered in formulating government actions designed to stimulato
 
food production-distribution system development.
 

The Problem of Priorities
 

The age-old problem of development planning is that
 
of deciding where to invest the government's scarce resources.
 
Development literature essentially reflects the struggle for
 
understanding the development process in order to help with
 
those touph priority questions. Development literature has
 
been through the social infrastructure syndrome where writ
ers concluded that all countries should first strive to
 
reach a certain level of infrastrucLure development; and the
 
industrial and the agricultural fundamentalist syndrome,
 
whcre writers argued successively that each respective sec
tor should be developed first. It now appears that we're in
 
the small-farmer,low-income consumer 
syndrome. We are not
 
suggesting a marketing syndrome. Rather, we hope (no doubt
 
in the same hope of those who have gone before us) to have
 
provided some additional understanding of the issues of
 
development. We have attempted to 
integrate marketing issues
 
into development thought in a way that reflects reality in
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the current economic processes of many Latin American
 

countries.
 

But the difficult question about priorities remains.
 

How does one decide where to allocate scarce government
 

resources in light of all the various competing demands for
 

public funds, and even in light of the many things suggested
 

in Figure 5.1? Obviously there are no pat answers. The
 

question of priorities must be bat'lad out in each country
 

through some combination of research, economic analysis,
 

political pressures, personal biases and just plain luck.
 

We believe, however, that many governments put too little
 

priority on issues of market coordination.
 

We would offer three simple observations (or rules of
 

thumb) that have grown out of our experience and the
 

approach outlined in Figure 5.1. We believe that heavy
 

emphasis on the use of government resources should be placed
 

on human resource development. The individual human being
 

is by far th: most important and flexible of all production
 

factors. Investments in things (e.g., capital goods, pro

jects, etc.) are very permanent investments. And there is
 

great risk that political, economic, social or environmental
 

changes will render such investments obsolete in a few
 

years. A second observation is that infrastructure invest

ments should be programmed to complement (not dominate as
 

is so often the case) ongoing development processes. Infra

structure projects should be used to fill obvious gaps and
 

then only when there is certainty (1) that the system is
 

ready to "manage" the project and (2) that the project is
 

designed so as to truly mesh with overall system development.
 

The third observation is that careful attention should
 

be paid to long-term sequencing of development actions. Too
 

often, development actions are not in phase with system evo

lution. There is still much to learn about these kinds of
 

observations. Hopefully, additional research and reflection
 

on development processes will permit further specification
 

of an approach to use in determining priorities for food
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production-distribution system development.
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CHAPTER 6
 

ORGANIZING AND IMPLEMENTING MARKETING
 
IMPROVEMENT PROGRAMS
 

earlier chapters, we drew on Michigan StatL.
 

sity research and advisory experience to offer some general
 

conclusions about the role of market development in the
 

food systems of less developed countries. We also attempted
 

to give the reader a summary comparison of marketing pro

blems in Latin American countries where LAMP has been in

volved. In the course of our work in those countries, we
 

evolved an institutional development and research methodo

logy for agricultural market development in Latin American
 

countries.
 

In this chapter, we describe the basic elements of an
 

approach that can be used by public agencies to initiate
 

long term market system development programs. We do not
 

view this as a unique approach or one that should necessari

ly be implemented without modification in all countries.
 

Rather, it should be regarded as an outline for action, an
 

outline reflecting what we have learned to date. We must,
 

therefore, stress the importance of appropriately adapting
 

the approach to fit local conditions and especially to re

flect the needs of key individuals and institutions in each
 

country.
 

Identifying the Need
 

The local initiative for marketing improvements can
 

arise in a variety of ways. A Minister of Agriculture may
 

become convinced that marketing is a major constraint to
 

the expansion of output of a given commcdity and the improve

ment of producer incomes. The Municipal Council of a large
 

city may decide that an old traditional market area in the
 

center of the city must be removed to reduce traffic con
gestion and eliminate a socially and aesthetically undesir

able situation. National Planning Agency technicians may be
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concerned that poorly coordinated and relatively costly
 

marketing activites are contributing to unemployment and a
 

lack of effective demand for consume- goods.
 

Typically, there are wide differences in perceptions
 

of marketing problems and a variety of opinions on what
 

ought to be done about them. And tnese perceptions are
 

usually colored by the fa t that the concerned individual
 

or institution is involvel with only a paz't of the total
 

marketing system. Thus, to the Minister of Agriculture
 

the milk marketing problem may be low prices, while the
 

mayor of the capital city sees high prices and low quality
 

as the principal milk marketing problems. Actually, both
 

may be right. But their individual and partial approaches
 

to tb problem often keep them from arriving at effective
 

solutions.
 

These wide variations in perspectives are probably a
 

result of several factors. First, marketing activities are
 

performed by large numbers of independent agents widely
 

separated through space and time. Those who perform mar

keting activities are bound together in a highly complex
 

and dynamic system of interaction and reaction. Most indi

viduals have not been conditioned to think in "systems"
 

terms.
 

Second, the educational system of most less developed
 

countries does not provide for adequately trained marketing
 

specialists with the knowledge base required to properly
 

identify and deal with marketing organization problems.
 

Finally, there is little incentive for an individual
 

or institution to use scarce resources to fully understand
 

a system problem when the solution would require actions
 

well beyond the scope and capability of that single institu

tion. So marketing system problems are either ignored or
 

dealt with on a piecemeal basis.
 

We believe that most Latin American countries would
 

benefit by eventually moving toward a national public sector
 

capacity to diagnose total food and fiber marketing system
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problems and to prescribe appropriate system wide solutions.
 
But we don't expect nor would we necessarily recommend that
 

each country begin at the highest level of marketing system
 
aggregation (i.e., the national level). The kinds of imme

diate problems noted at the beginning of this section may
 

serve as entry points for market system analysis. A task
 

force should be organized to deal with such problems in 
a
 

systems context. If well done, this will lead to further
 

opportunities for marketing system development activities
 

and eventually to national level programs.
 

A significant advantage to this approach is that in
 

the process of dealing w"th marketing system subparts, a
 

core of professionals will gain valuable experience in 
mar

keting system analysis. Because of the shortage of profes
sionals with appropriate orientation and marketing training,
 

it may be helpful and necessary to obtain foreign technical
 

assistance through one of the multilateral development agen
cies (e.g., United Nations Development Program, World Bank,
 

the Interamerican Development Bank), bilateral development
 

assistance (e.g., United States Agency for International
 

Development) or other sources (e.g., Ford or Rockefeller
 

foundations). The Food and Agriculture Organization of the
 

United Nations, the Interamerican Development Bank, the U.S.
 
Agency for International Development and, more recently, the
 

World Bank are international donor agencies whinh to date
 

have been most willing to provide funds for marketing tech

nical assistance.
 

Assuming that recognition of some marketing problem(s)
 

has encouraged a public institution in a developing country
 
to seek ways of understanding and resolving that problem,
 

and that technical assistance is being sought, we suggest
 

that a representative (or representatives) of the prospec

tive foreign technical assistance team be invited to spend
 

two to four weeks making a preliminary assessment of the
 
local situation. During this time, they should meet with
 

local officials, high level technicians and donor agency
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representatives to:
 

1. 	Obtain and discuss local perceptions of critical mar
keting problems and possible solutions. Group meetings
 
should be followed by individual consultations with key
 

personnel.
 
2. 	Present and discuss the following basic ideas on how to
 

approach marketing problem(s):
 

a) 	The importance of viewing the marketing system with
in the context of a growing economy where industria
lization, specialization, urbanization and rising

income levels are placing greater demands on the
 
coordination and logistical functions of the market.
 

b) 	The need to orient marketing reforms toward national
 
socioeconomic development goal.s.
 

c) 	The logic of diagnosing agricultural marketi,,g pro
blems and prescribing improvement programs within
 
a food systems framework, pointing out some of the
 
unforeseen difficulties that can result from
 
narrowly conceived projects.
 

d) 	The rationale for a long-term perspective in devis
ing marketing reform strategies and specific action
 
programs.
 

e) 	The need to create a local institution capable of
 
identifying marketing problems, evaluating alterna
tive solutions, planning action programs, and eval
uating and adapting these programs to changing
 
needs.
 

3. 	Assess the existing information base and institutional
 

capabilities for undertaking a marketing research and
 

development effort.
 
4. 	Make direct observations of existing marketing activi

ties and visit with private sector entrepreneurs re

garding their problems.
 
5. 	Prepare a proposal for a marketing development program
 

and discuss it.with appropriate local officials.
 
6. 	Assess the potential capacity and commitment of the
 

host institution(s) to support the marketing research
 
and action program (including the human resource base,
 
financial base, and accepted role of the institution(s)
 
within the country's overall institutional environment).
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Organizing and Institutionalizing the Program
 

If it is decided to move ahead with some kind of mar
keting research and development program, the resulting pro
posal must consider a number of organizational issues, in

cluding the scope and nature of the marketing program, the
 
institutional setting for this activity, procedures for
 

local staffing and use of foreign technical assistance.
 

Questions relating to the scope and nature of the
 
initial activity are: Will the project have a narrow pro

blem focus, such as a specific commodity, a specific market

ing function (storage, transportation); an institutional
 

focus (retailing, wholesaling, processing, assembly); 
a
 
policy focus (support prices, retail price control, export
 

quotas); 
or a public services focus (market information,
 

grading)? 
Or will the project focus on some combination
 

of the above?
 

Other relevant questions include: Shall the project
 
deal only with food marketing or will it include distribu

tion of agricultural inputs and consumer goods to rural
 
trading centers? Will the primary focus be on internal mar

keting of basic foodstuffs or will it include export market
 

development? Will the project be national in scope or
 
centered within a particular geographic region?
 

A task force unit should be created to carry out 
analysis and assist in the planning of programs and policies 

leading to development of a progressive and efficient agri

cultural marketing system. The organizational goal should 

be to create an integrated team of experts, a data base on
 
food marketing and an approach to marketing system analysis
 

that will not only identify opportunities for market improve

ments but also examine alternatives and make recommendations
 

to the appropriate action agencies. This should be a con
tinuing activity, not merely an effort to produce a report
 
identifying problems and suggesting a set of recommenda

tions. From the beginning, this task force should strive to
 
become closely identified with action agencies and should
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engage in promotional and educational efforts regarding
 

marketing improvement possibilities.
 

Figure 6.1 is a paradigm summarizing the appropriate
 

sequence of activities.
 

Briefly, the key elements are: diagnosis, strategy,
 

detailed design, promotion, implementation and re-evalua
tion. We believe members of the aforementioned task force
 
should be actively involved (at least as catalysts) at
 
every stage. In development work, there is often an 
un
fortunate division of labor. Researchers perform the pro
blem diagnosis and strategy formulation. Their reports are
 
occasionally passed on to a consulting firm for detailed
 
program and/or project feasibility studies and design. Next,
 
some national or local institution is expected to promote
 

and implement the project. 
 The last and possibly most im
portant stage, re-evaluation, is usually omitted or given
 

little emphasis.
 

All stages are critically important. 
 There should be
 
a smooth flow fron one stage to the next. 
 Timing, continuity
 
and commitment are important. The marketing system is dyna
mic. Problems diagnosed at one point in time may take on
 
different dimensions if atppropriate reform strategies are
 

delayed. Each stage in 
the process offers opportunities
 
for accumulation of knowledge about the marketing system.
 
By having a single task force involved actively through each
 
stage, that knowledge can be brought together for future
 
use in the program or project in question, as well as for
 
additional market development activities.
 

The institutional positioning of the task force
 
activity described above is a critical and delicate issue,
 
with important implications for the potential success of
 

the marketing improvement program. For example, locating
 
this group completely within a Ministry of Agriculture may
 
limit its ability to deal adequately with urban food distri
bution problems and maintain a balance between farmer and
 
consumer interests. Ministries of Agriculture usually place
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highest priority on farm production problems and the socio
economic well-being of rural people. This is un'erstandable
 

given the political realities of the situation. Hence,
 

there are strong tendencies toward perceiving that market
ing problems limit farm production rather than taking the
 

view that production and marketing activities should be
 
organized from the consumer end of the market channel back
 

toward the farm.
 

There are similar problems if the task force is posi

tioned within an urban development agency where the princi
pal concerns tend toward the solution of physical and archi

tectural problems of rapidly growing cities, with less 
con

cern for food supply system efficiency and the need to coor
dinate urban food distribution with rural productien-assem

bly-processing activities. In some countries, there may be
 
regional development agencies (such as SUDENE in Northeast
 
Brazil and the CYC in the Cauca Valley of Colombia) that
 

have the auth'rity to promote rather comprehensive, inte
grated efforts to facilitate regional development. In these
 
instances, it may be desirable to organize a marketing re

search development and action capability within or 
in close
 

collaboration with these regional development agencies.
 

Under certain ;ircumstances, the creation of a new 
institution might be considered. Such was the case in
 

Bogota, Colombia, where a successful food marketing develop

ment program was organized by a public corporation created
 
by the Municipality of Bogota and a group of national agen

cies, including the National Institute for Agricultural Mar
keting, the Institute for Agrarian Reform, a regional devel
opment agency and two agricultural development banks.
 

Their principal goal was to rationalize the food mar

keting system serving Bogota and its closely related rural
 
food supply area. This entity, known as CORABASTOS (Corpo

racion de Abastecimientos de Bogota), has rapidly moved from
 
diagnosis to strategy formulation to program implementation.
 

The CORABASTOS program includes the following activities:
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1. Planning, construction and operation of a new
 
central wholesale food market serving the Bogota
 

area.
 

2. 	The development of more efficient wholesale-retail
 

distribution through technical assistance,
 

training and svpervised credit programs.
 

3. Assistance in the organization of more efficient
 
integrated wholesale-retail distribution activi

ties, including single-ownership chains, retailer

owned cooperative chains, voluntary chains and
 

consumer cooperative chains.
 
4. 	 Development of a regional market information
 

system.
 

5. 	Organization of a pilot fruit and vegetable pro

cessing plant and development of export markets.
 
6. 	Coordination and stimulation of rural production

assembly market activities oriented toward the Bo

gota wholesale market and the pilot processing plant.
 
7. 	Development of a national commodity exchange and
 

futures markets for basic agricultural products.
 

This type of regional marketing development program
 
will be expanded and extended to other areas of Colombia.
 

Financial assistance has been requested from the Interameri

can Development Bank.
 

The CORABASTOS program was organized along the lines
 
of the recommendarions that emerged from a comprehensive
 

marketing study conducted by a LAMP-Colombian task force in
 

the Cauca Valley Regicn. Hence, much of the research base
 
and general strategy for action were available as inputs for
 

Bogota's COROBASTOS program. Furthermore, some of the key
 

personnel that participated in the Cauca Valley project were
 
hired for the CORABASTOS staff, and LAMP technicians have
 

provided advisory services to the directors of this organi
zation. Thus, CORAPASTOS was aLle to move more rapidly and
 

effectively than wuld normally have been the case.
 

LAMP is currently providing technical assistance to a
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marketing research and development task force in Costa Rica
 

(Programa Integral de Mercadeo Agropecuario - PIMA). This
 

group is positioned in IFAM, the National Institute for
 

Municipal Development. However, it is jointly sponsored by
 

the 	Ministry of Agriculture, the National Agricultural
 

Council, the national agricultural marketing agency, the
 

national institute for housing and urban development and
 

the 	central bank. Most of the PIMA staff members are being
 
provided by these related agencies. The director is an
 

employee of IFAM. The preliminary organizational activities
 

outlined earlier have been followed in the Costa Rican
 

project.
 

We have suggested some alternative ways of institu

tionalizing the marketing system development task force.
 

There is no easy solution to the problem. In summary, we
 

believe the task force should be located in the institution
 

which can best satisfy the following criteria:
 

1. 	Assure access to and long term maintenance of high
 

quality staff for the task force.
 

2. 	Obtain political and financial support for task
 

force activities.
 

3. 	Obtain political and financial support for imple

mentation of task force recommendations.
 

4. 	Achieve effective coordination with and involve

ment of other public and private institutions.
 

5. 	Assure long term support from the institution's
 

leadership for the pragmatic approach to economic
 

coordination policy issues as described in
 

Figure 6.1.
 

Planning and Conducting the Research
 

In Chapter 5, we reviewed the dynamic role of market

ing in agricultural development. Figure 5.1 showed the re

lationships among national development goals, specific food
 

system development objectives, food system development stra

tegies and specific public instruments for implementing
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those strategies. While we can be fairly certain that the
 

suggested strategies and instruments will have general ap

plicability in most developing countries, it will be
 

necessary to tailor the program to the specific needs of
 

each situation.
 

Research is needed first because little descriptive
 

and 	analytical marketing research has been done in most
 

Latin American countries. Also, Figure 5.1 covers a broad
 

range of potential problems, which may not all be important
 

in a given situation. And even if they were, resources
 

would probably not permit implementing the complete range
 

of reform actions at one time. Research is needed to
 

identify the most urgent marketing problems and determine
 

how 	best to implement the general reform strategies.
 

The 	necessary diagnostic research might be done in as
 

little as three months if the scope of the study is rela

tively narrow and/or previous relevant research has been
 

done. On the other hand, a year-long study may be necessary
 

under certain circumstances. In any case, to retain poli

tical and institutional support, the research portion of
 

marketing improvement projects should not go much beyond 12
 

months. By then practical solutions to urgent marketing
 

problems should be identified and appropriate action ini

tiated in order to begin quickly to resolve some of the
 

problems.
 

The 	scope of the project will obviously determine the
 

nature of the diagnostic research. The research must be de

signed to describe the system, diagnose its weaknesses
 

and 	identify opportunities for improvements. A com

plete national or r'g-ional level study should include the
 
1
 

following:
 

1. 	A statistical overview of the agricultural pro

duction-distribution system including historical
 

trends and future projections of critical
 

1 For an example of this type of research study, the
 

reader is referred to the LAMP Colombia Report.
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variables. Production, consumption and demogra
phic data pust be organized as a framework within
 

which realistic marketing facility investments
 

and 	institutional changes can be planned.
 

2. 	A diagnostic description of the existing urban
 

food distribution system for the largest urban
 

center(s) and related secondary cities and rural
 

trading centers.
 

3. 	A diagnostic description of the production-assem

bly systems for the major food commodities (grains,
 

meats, fruits and vegetables, poultry and eggs,
 

milk). These studies should be closely linked to
 

the urban food distribution study.
 

4. 	Diagnostic studies of specialized industries in
 

the food system:
 

a) Transportation 

b) Packaging 

c) Industrialized farm inputs (seeds, fertili
zers, pesticides, machinery, feed concentrates). 

5. 	A description and diagnostic evaluation of selec

ted 	aspects o! public sector involvement in the
 

food system:
 

a) Laws and regulations
 

b) Information services
 

c) Credit policies and programs
 

d) Research, extension and training
 

e) Price and income policies.
 

It is important that researchers make full use of
 
previous marketing studies and available secondary data.
 
In some instances,'these materials do 
not exist or can be
 
obtained only by a careful search among various governmental
 

agencies and contacting the most knowledgeable technicians.
 
LAMP experience indicates that local staff members are likely
 

to underutilize existi.ng information and data.
 
Information gathering should be oriented primarily to

ward system functioning in terms of interrelationships among
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the parts and resulting system performance, rather than to
 

description and analysis of the parts per se. Given this
 

orientation, the information gathering process can serve a
 

dual purpose. In addition to its prime role of information
 

acquisition and diagnostic evaluation of change possibili

ties, the research process can be used to train local
 

nationals in systems analysis and interactions.
 

We suggest that researchers spend the first few weeks
 

reviewing previous research and secondary data and in field
 

observation of marketing activities that will be the subject
 

of their research. We have found that requiring researchers
 

to prepare research memoranda on market observations and in

formal interviews is an excellent way to encourage meaning

ful interactions and assure retention of the results.
 

Where published data and informal interviews are not
 

sufficient for meaningful evaluation of market system per

formance, it may be necessary to collect additional primary
 

data. In that case, we suggest a combination of survey re

search and in-depth case studies.
 

It is often necessary to first establish meaningful
 

groupings of market system firms. Broad categories of
 

participants can be rather readily identified (e.g., con

sumers, retailers, wholesaler-retailers, wholesalers,
 

assemblers, farmers). It will also be necessary to identify
 

important subcategories within each category. For example,
 

within the retail sector there are public stalls, small
 

neighborhood stores, and larger self-service stores. The 

next step is to estimate the number of firms in each meaningful 

category. Census data, tax records or previous research 

results can provide the basis for such population estimates. 

If reliable information is not available, researchers may
 

have to devise a survey using area sampling techniques to
 

estimate the population of each subcategory of market
 

participants.
 

Survey research is especially useful in determining
 

the volume of product flowing through different types of
 

market participants and from one geographical location to
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another, as well as managerial-technological characteristics,
 

and competitive behavior of market participants. But the
 

information obtained in surveys really only helps the re

searcher be:.Ln to understand the complex marketing system.
 

And surveys are costly and time-consuming. Thus, if popula

tion estimates and basic descriptive data can be pieced to

gether from other sources, the surveys may not be necessary.
 

Lengthy major surveys are probably out of the question in
 

marketing studies limited to less than six months.
 

We have found that in-depth case studies are an
 

effective way of obtaining detailed information about the
 

operations and interactions of firms and channels in the
 

marketing system. Ideally, previous survey research or cen

sus data are used to identify characteristics of the popula

tion for the purpose of establishing homogenous sampling
 

strata. The researcher then selects 10 to 20 firms from
 

each of the relatively homogenous strata for depth analysis.
 

The number of sampling strata will, of course, depend on
 

population variance for key characteristics. The researcher
 

uses detailed interview guides rather than structured.ques

tionaires. The objective is to understand how and why the
 

firm operates as it does. The interview must normally be
 

completed by the researcher or a highly qualified assistant.
 

Often, the interviewer must spend several hours or days
 

with the respondent.
 

We used this approach with retailers and wholesalers
 

in Recife, La Paz and Cali. We have used a similar approach
 

with assemblers. In this case, the researcher travels with
 

a trucker as he moves through the countryside on buying
 

trips. With a camera, the researcher can record the entire
 

assembly process on film. He has an opportunity to inter

view the trucker or merchant while traveling, and he can ob

tain information from the farmer while the merchandise is
 

being loaded.
 

With this type of :ase method, the researcher not only
 

receives information directly from the respondent, but also
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observes his actions. 
For example, since we are very con
cerned with channel relationships, it 
is useful to observe
 
and record the interactions between channel participants,
 
as well as question the respondents regarding these rela
tionships. Our experience suggests that 
the observation
 
approach, although more time consuming and difficult, yields

better results than structured questionnaires. 
 It also
 
permits the interviewer to become almost 
an active element
 
in the marketing process, thereby enhancing learning in 
a
 
way impossible using only 
a structured questionnaire.
 

The research methodology suggested above 
can for se
veral 
reasons lead quickly into action programs. First,
 
census data or preliminary surveys provide the general po
pulation parameters, and case studies provide detailed data.
 
Surveys can be kept brief and uncomplicated, and the small
 
case study sample sizes facilitate ranid analysis. 
 Second,

emphasis on participant actions and interrelationships lends

itself to reform programs, rather than descriptive analysis.
 
Third, and perhaps most 
important, we expect researchers
 
will be permanent staff members of the host institution
 
chPrged with implementing the results of the study. 
 Thus,

the continuity between research and action can be maintained.
 
Implementers will have the in-depth experience born of the

research process, and a very real sense of 
long term commit
ment can be developed.
 

If properly carried out, 
the diagnostic description of

the existing marketing system will provide a reliable pic
ture of the system's organizational structure, operational

characteristics, elements of change, and barriers to desirable
 
changes as seen by participants and foreseen by technicians
 
attempting to assess 
future consumer demand and farm pro
duction conditions.
 

Some of the more relevant questions to be answered by

the research and development task force are as 
follows:
 

1. What 
are the existing characteristics of the con
sumer 
market for food with respect to quantities
 
purchased by different income groups, shopping
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habits and attitudes toward existing retailing
 

servicez?
 

2. 	What will the trends !.n population growth, level
 

and distribution of incomes, and urbanization
 

patterns in citiec be over the next 10 to 20
 

years? What effects will these changes have on
 

demand for food products and food marketing
 

services?
 

3. 	What is the organizational structure at the re

tailing, wholesaling, processing, assembly levels?
 

What services are provided at different stages in
 

the system? What are the prevailing price spreads,
 

costs and investments at different stages in the
 

marketing system?
 

4. 	What are the procedures for arranging transactions
 

and Loordinating product flow in the marketing
 

channels for the major products?
 

5. 	What are the major problems confronting the more
 

progressive food marketing entrepreneurs in the
 

areas of product procurement, internal operations,
 

finance, government regulations, competition from
 

other entrepreneurs (public or private) and mar

ket infrastructure?
 

6. 	What evidence can be cited to indicate poor market
 

performance with respect to costs of providing
 

existing services, effectiveness of vertical coor

dination mechanisms in communicating consumer de

mands to marketing firms and ultimately to farmers,
 

adequacy of variety, quality and condition of pro

ducts reaching consumers, effectiveness of product
 

distribution over space and over time, progres

siveness of public and private enterprises in adopt

ing new marketing practices, and equitability of
 

the system in distributing benefits of marketing
 

improvements?
 

7. 	Is there evidence that market instability and poor
 

market ccordination have resulted in high and 
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costly levels of risk and uncertainty for farmers,
 

as well as other market participants? What are
 

the major causes of market related risks and
 

uncertainties?
 

8. Is it possible to identify potential innovators,
 

i.e., individuals who have adopted improved man

agement practices which could be transferred to
 

others?
 

9. What are the problems and opportunities for en

couraging improved distribution channel coordina

tion through sequential introduction of new man

agement practices and coordination arrangements.
 

During the preliminary studies, there should be a
 

continuing dialogue among staff members and between the
 

staff and selected public agncy officials and private sec

tor leaders. As the preliminary study period draws to a
 

close, attention should focus on a set of interrelated
 

diagnostic conclusions and a proposed strategy for a market

ing improvement program. At this point, it would be useful
 

to discuss the proposal with key public sector officials and
 

to hold a seminar involving both public and private sector
 

representatives. The purpose of these activities is to gain
 

support for a longer run market improvement program and a
 

set of specific projects to achieve both short-run and long

run gains.
 

Integration of Research and Program Implementation
 

Public officials authorizing the expenditure of funds
 

for marketing research and development activities are
 

anxious to see quick, concrete results in the form of practi

cal solutions to highly visible marketing problems. Thus, 

it is important that leaders of the market development pro

gram be action oriented. We have suggested that where 

possible research, strategy formulation, program design, pro

motion a'd i .*-ementation stages be closely integrated and 

carried out by a single task force. 
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The diagnostic research described earlier cannot be
 

expected to provide final details on all the different kinds
 

of problems and related solutions that might have been un

covered. But the problem that originally motivated public
 

officials to finance a marketing research and development
 

activity must be dealt with adequately. A practical solu

tion or alternative solutions to that problem must be in

cluded in the report, along with suggestions for implementa

tion.
 

We believe it is beneficial for researchers to be in

volved in the implementation of their suggested reforms.
 

The researcher will be more realistic if he expects to be
 

partly responsible for putting his recommendations into
 

operation. His participation in the research, if properly
 

done, should make him a highly knowledgeable public servant
 

on a given marketing issue. And the researcher who devises
 

the problem solution should be in a qtrong position to visu

alize its implementation and carry it out.
 

The second and longer term phase of work for the mar

keting research and development task force will probably in

clude both implementation activities and further research
 

and policy analysis. In addition to direct solution of the
 

specific problem that motivated the program, several other
 

kinds of public programs might be implemented. Marketing
 

training activities, market information programs, prepara

tion of grading standards and development of marketing ex

tension programs are all examples of activities that might
 

take priority in the second phase. Additional research will
 

probably be oriented toward further detailing the dimensions
 

of problems uncovered in the preliminary study or to provide
 

greater specificity and evaluation of reform recommendations.
 

For example, it may be necessary to:
 

1. Prepare detailed feasibility studies for major
 

public infrastructure investments such as whole

sale market, transportation, storage and proces

sing facilities.
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2. Prepare plans for financing, construction and
 

operation of approved public facilities.
 

3. Prepare similar projects for implementation by
 

cooperatives or other private sector marketing
 

institutions.
 

4. Develop plans for channeling additional credit re

sources toward the commercial sector as a stimulus 

to modernization and improved performance.
 

The need for foreign technical assistance for this 

kind of program wili vary substantially, depending on the
 

size of the country, the project scope within the country
 

and the availability of qualified local technicians. In
 

all cases, it is recommended that the foreign technicians
 

serve as advisors to the program, rather than contractors
 

who will conduct a quick study, render a report and depart.
 

Technical assistance needs are greatest during the initial
 

organizational period, the preliminary diagnosis and the
 

planning of a longer term strategy and related set of pro

ject activities.
 

The foreign advisor's task is largely educational.
 

Once a critical mass of trained personnel and the political
 

commitment has been achieved, foreign technical assistance
 

may be needed only intermittently for short term consulta

tion on overall organizational problems and strategic and
 

tactical adjustments in the program. Their continued parti

cipation on a consulting basis as objective critics of on

going programs may also have high payoffs. Meanwhile, more
 

specific technical assistance should be programmed to deal
 

with engineering and operations problems requiring highly
 

specialized skills.
 

Comprehensive marketing ruform programs, like many
 

other basic economic development activities, can only be
 

achieved over a long period of time. The type of program
 

recommended above should operate with a 5 to 10 year plan

ning horizon. Within that time span, high priority should
 

be given to training technicians for both p, lic and private
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sector positions in agricultural marketing. An appropriate
 
human resource development strategy should make provision
 

for 	three levels of training:
 

1. 	In-service, short term training for public agency
 
planners, market analysts and marketing techni

cians, currently employed in public agencies and
 

private firms.
 

2. 	Improved university-level training within the
 

country to increase the number and quality of
 

future market analysts and managers.
 
3. 	Specialized foreign graduate training for a
 

limited number of future high level analysts and
 

university teachers.
 

Meaningful market reform is 
no easy task. A substan

tial intellectual commitment must be made by politicians and
 
technicians who are viewing these issues de nouveau. 
Scarce
 
human, financial and political resources must be allocated
 
to programs which are often institutional, rather than phy
sical, in That is,
nature. the approach recommended in this
 
monograph focuses on such issues as 
communication systems,
 
grading standards and channel relationships, rather than on
 
central markets or grain storage facilities. The results of
 
market reform are not immediately apparent to the public.
 
Those involved in market reform must 
have a 5 to 10 year time
 
horizon. 
Continuity and commitment are critical. The task
 
is challenging and, we believe, the rewards 
are 	exciting.
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