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Marketing Processes

in De@el()pmg

Latin American Sociesies

CHARLES C, SLATER

Past economic develop-
ment efforts have over-
emphasized production
problems and neglected
marketing problems. The
thesis of this article is that
marketing "barriers" exist
which impede cconomic
growth in developing Latin
American societies, The au-
thor describes a systems ap-
proach for inducing national
market development  and
facilitating economic prog-
ress through selective re-
forms.

Janrnal of Marketing, Vol 32 tJuly,
1968), pp. Ho.45,

N MAXNY underdeveloped arcas of the world the lower two-thirds

of the income groups in most urban areas spend two-thirds or
more of their income on food, As much as half of this expenditure
provides assembly, processing fincliding the waste and loss in tran-
sit), and diztribution services to bring foed from the rural areas to
the cities. Cities in Latin America are growing at explosive rates in
many underdeveloped arens as a re<ult of migration from rural areas
as well as population expansion within the citics,  Yet, while these
cities expand. the marketing systems often remsin ancient and ap-
parently ineflicient.  Thus, it appears that the cxpenditure of onn
of the larpest “chunks™ of disposable ineeme in the urban areas
of underdeveloped areas of Latin Amerci iz to be found in the
food marketing system and manuficiurcd nenfood  consimption
goods marketiny svstem <erving laree wrban areas.

Scholars studying the role of markeding in developnunt have
underscored the nead for interdisceiplinary approaches,t  To ddite,
however, relatively few large-seale svstomatio studios of janrls s
role in devilopumioit huve been conducted.? Thia paper aifers a wav
of deceribing internal marketing processes based on vescarch deone
in Puerte Rico: La Puz, Boliviay cnd Recife, Brazils

The propesition considered was thut “harriers” exist along the
channels by which farm products veach consumers and, similarly,
“barriers” inhilit market participants fran inereasine the supply
of farm inputs rind nonfond consumption vocds to rural aveas, Study
of the marketing: systems can identify wavs in which seloctive ro-
forms can enhance market pavticipation wnd lead to ineresszed pro-
duction and increazed reul income throtshout the developing coun-
tries.  The papar attempts to relate the develspment preblem o
internal market processes, then develops the relation of “havriees"
to improved mavket performance, and finally presents a program to
induce internal market intepration,

Internal National Market Processes

The development process often conzizstz of increasing the income
of a region by utilizing the swrplus agricultural product to creata

Bertheld F. Hoeselitz and Wilbert F. Moove, editors, Tndustrinlizalion
mid Socivty (Paris: UNESCO. 1062, p. 264,

John R. Wish, Eeonomic Decclopment in Lativ: Aweriea: Ao Anin-
tated Hibliograply (New York: Praceer, 19650, particularly Chapter
3. pp. 33-60.

The results of these studies conducted ot the Latin American Market
Phinning Center are expected to he published later this vear. Also
see Procecdings of the American Marketing Aszocintion (Fall, 10631,
pp. 30-37, for a preliminary report of this researeh.
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specialized capital-intensive tools, primavily for use
in the urban seetor.  Wyn Owen, for example, has
asked:

How can peazants be encouraged to produce
a cumulative surplus of food and fibers over
and above their own consunmption, and how can
this smplus largely he channeled Lo investment
activity in the nonfarm sector without requiring
in exchange an equivalent teansfer of productive
vitlue to the fiom gector?

Professor Owen also pointed out that, broadiy
speaking, there have bheen two models of develup-
ment. the “Mars-Leninist™ model and the “Mill-
Marshallian” model,  The former is chuvieterized
by direet intervention of the state in production
plnning, in the imposition of a first cldm upon the
antput, and finadly, in the rationing of the surplus
in order to foster selocted urlan development goals
The “Mill-Marshallian™ model is characterized by u
Prunily farm operatinge unit in which a Jarge part of
the outpnt s exchanged for divect <utisfuction of
the prodicer’s wimts, as opposud to subsistence,
These two idead types of development wndels ave
rarely foand in the pure states Some degree of yegu-
Iation Liampers competition: alsoc market farming
exisis in nmst soctadistgericultueal arens, Some areas
Bave experimented first with ene sad then with the
other of these models. Yuroslavie his shitted from
the “Marx-Leninist”" model baek too the = Mill-Mar-
Shalinn” medel, As reported by Fleming and Sertie,
d tprofit oviented” Yupeslavian farm production
systenm s enabled the nition to achieve a domestie
saving rate of about 200 of the total social product.

Owen concludes:

. .in the developing countries the emphasis
clearly should be placed, not on immediate equity
Letween farm and non-Tarm incomes, hut on the
maximization of the growth rate in agriculture
and the masimum immediate diversion of the
pesulting inerements to the protection and sup-
port of the emerging nonfarm sector and of the
generally ditferentinted and interdependent fea-
tres of o more highly developed economy, That
i, the identitied Mill-Maorshadlian model has been
deseribed not primarily to show how agricul-
tire tends to be an unduly exploited sector in
ceonomically advanced countries, but rather to
identify a tested and relatively painless method
whereby the inevitably “paintul™ or sacrificial
process of domestic capital accumulation can be
<ot in self-sustaining motion and progressively
accelerated inoa traditional agrarian ceconomy,

VWL L Owen, *The Double Developmental Squeeze on
Awviculture.” American Eeowomle Recicw, Vol LVI
tMareh, tasg), pp. -4,

S0 M. Fleming and V.o R, Sertie, “The Yugoslavie
Eeonamie System,” Titernationad Monctary Fund Staff
Pupers (July, 1062), pp. 202-223,

But, first must come the will and the wit to
effeet those structural reforms which are neces-
sary in most underdeveloped countries to con-
dition the application of this method of ac-
cumulation,®
Walt W. Rostow probably has had the most in-
fluence in cervstallizing understanding of the prob-
lems of veforming the marketing  institutional
structures of developing cconomies,  In his book
The View from the Sceenth Floor, Rostow sun-
marized his notions on the national market develop-
ment process,  He suggests:
... that there are four major jobs that must
e done, and they should be done simultaneously
as part of @ conscios natienal strategy, shared
by the public and private authorities. The four
elemetits are these:  a build-up of agricultural
productivity s a revolution in the marketing of
acvicultnral products in the cities; a shift of
industrsy to the production of simple agricultural
equipment and consumers’ goods for the mass
market: amd oorevolution in marketing methods
for such cheap manufuctured gouds, especially
in ruval areas.d
Rostow's thesis stressex that unless the dynamice
process is hrowyht into eperation. the transference of
pesources can atect income  distribution but has
Bttde growth result,  Without careful attention to
the exchange process, for example, little has heen
grined by some land reform projects, rescttlement
programs, and colonization programs.™

The Critical Sequence to the Internal
Development Process

For the pust two and one-half years a series of
studies of the role of marketing in the development

i Same reference as footnote 4, p, 67,

W. W Rostow, View from the Seveath Floor (New
York: Harper and Row, 1964), p, 136,

s vFactors Associnted with Ditferences and Changes in
Agricaltural  Production  in Underdeveloped  Coun-
trie~  Development and Trade Analysis Division,
U. S, Department of Agriculture (January, 1965),

+ ABOUT THE AUTHOR. Charles C.
Slater is at present Director of the
Latin American Marketing Planning Cen-
ter at Michigan State University, The
Center is now engaged in large-scale
studies of internal market processes of
Bolivia and Northeast Brazil.  Full re-
ports on these studies will be released
b appreximately one year from this pub-
i e ess dawend  lcation date. Dr, Slater is a Professor
in the Marketing and Transportation
Administration Department, Graduate Scheol  of  Business,
Michigan State University. Proviously he served as head of
Arthur D. Little's Consumer Marketing Section and Vice Presi-
dent of Supormarket Foods, a subsidiary of Omar, Inc,
He has contributed to various professional journals and has
served as a corsultant to business firms and government agencies.
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of San Juan, Puerto Rico: Recife, Drazil; and La
Yz, Bolivia az well as a series of other more limited
surveys of market institutions in other Latin Ameri-
an areas have been conducted.  Bused upon these
studies, a process of inducing imternal mmrket de-
velopment can be deseribed as follows:

1. Map Market Channels

The first step of this process requires a careful
mapping of the essential tlow of produets through
channels for important domestically produced fomd
products.  This mupping i usefal 1o describe the
quantities, the grading, the processing. wnd han-
dling contributions as well ax cost< and prices at
each step in the assembly and diztribution cvele,
Then as the products ave ohserved moving throush
the market channel, the channol oberators ure ine
duced to reveal the eriticat risks they see as the
limiting factors or “harriers" which inhibit their
accepting  responsibilite for more products hoinge
brought through the muoket chamel,  Some obe
servers have sugerested thid the Les harviers e
the future price expectations: others seemingly are
uncertuin as to the level of derand relative to sun-
ply in distant murkets,  In short, there appears 1o
be a lack of information abont some marketine con-
ditions and Tk of insurince aeainst mirket -
certainties. These market defects tend to minimioe
the murket exposure or visk the maket ¢fwnne! O]
eridors are willing (o tolerate, given the saqietines
stringent limits of their capital resonres,

Stadies in Puerto Rico Lave revealed thit the
most favorable etfects upon the oty pates of
commadities occur when the risks ave peduced or
spread buck up the channel, starting 2t {he retdl
level and working hackward up the stpply channel.
When mavket visks are veduced, prodicer< and dis-
tributors scemingly are more willinge o expand their
output.®

It is relatively importiant to be asonred that the
risks along the channel wre not renoved  “down™
the market channel fiest o« fop example,  producey
first, then distrilutory, for the production Fespotisos
which might occur would run into the still-oxistine
market blocks further along the channel,  Opee
frusteated. the producers ind wssembly marhet -
erators would then be verv reluctant to expind
output a second time after mavket fuilure the nrst
time. Morton Paglin oberved:

Since the farmer with o relatively large hold-
ing can cke out a moderate income withont the
trouble of hiring a high per cont of nenfamily
labor, o the rizk of borrowing additional work-
ing capital for other inputs associated with

Relly Max Hareison, “Agvicultural Market Coordina.
tion in the Eeonomie Develonment of Puerto Bieo™
(Unpublished  Ph.D.  dissertation, Deportment of
Agricultural Economics, Michigan State University,
1966), p. 112 11,

Journal of Murketing, July, 1968

intensive cultivation, he frequently seems to
prefer the low-effort, low-risk, low-output puack-
agre to the higher-risk, higher-profit, hicher-out-
put combination.to
Mellor has described this preference for a minimum
risk production option as a “low aspiration™ pattern
of behavioe

2, Institute Sclected Market Reforms

The =econd step in the process of inducing internal
national warket development is to inaugarite selectod
market reforms that will hegin to provide assup-
anees of mirket demand for prodacts starting with
retailer and poing buck up to the producer.  When
mirket reforns have spread or reduced rishs, then
added capitid and options to utilize technology Ui
will vield gredter output may e more weleomed Ly
innovators,

Againg 31U seems important at this stage to pecoer.
nize innovitors and (o focts energies upen these
more likely condidites for produaction and ket
chimnel expansion.  In etforts o understamd the
ditfferences in willingness to aceept muket riske,
concepts of the diffusion of innoevation devleped b
Fverctt Rogers and others can be vsernl s The
critical findine from eee oforts to understand the
ditfu=ion of innovation < thie there seem o Lo owe
plainabie and important Giferences in the rate of
adoptiony of muvheting innevations by petidlers as
well o others buek up the commodity channel s

30 Expand Mavket Channel Capacity to

Muateh Exparded Flow

The third event or step in the process is to adinsi
to the dnereased output that will likelv enter the
market chinnels 0 elorts o minimize peeceivied
marhet ri<ks have heen suceesstful, Thus, o seoonud
greneration of market channel yeforms mav oy e
eredit expanzion and price ~opports 1o o emntiadnge
the wWmost cortain stresses thrd wi'l Lo pat o the
existing muketing  svatem, Often storave and
hamdbing fucilitios have to e oxpeoasdad to mateh 1
higher output ——or at Lot indenmitieation previded
until storigre and Landling Tacilities wre expanded.

Often, lezal reforms are needed s prodoction ex-
pands, For example, o furnover tux on vidue added

1 Morton Paeling *Swrplus Agvicultueal 1 ahor o |
Develonment: Facts ond Fioores" Aooiivan 1o
poorie Revicr, Volo LY Sentember, 1065), prn S1O-
R,

Jobn W, Mellor, “The Use and Productivity of | DETERINY
Family Labor in EBarlv Stages of Aerienbtarg! Doe.
velopment Jawcval of Farw Feanowies, Vol 43
CAugust, 19620, pp, 317551,

12 Fverett M, Rocers, Didosion of Toworalions (New
Yurk: Free Press of Gleneoe, 102y,

EoJohn R Wish, “Food Retailine in Eeonomie Develon-
ment: Paerto Rico 195021965 (Unpullizhed  Pha,
dissertation, Depantment of Marheting and Transpor-
tation  Administration, Michigan  State University,
1967, pp. 11188,
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Froene 1. Indoeing inte:nad national market development,

i applied in Prazil,  In the state of Sio Paulo mar-
ketingr cooperatives are usually taxed the full 1540,
while small independent merchunts somotimes sell
cooperitive members' output withour paving ruli
taxes, Thus, beeause of eclivetion ditferences, i tax
scheme s penadizing cooperative marheting progreams
which arve cupported by other grovernment programs,
The impuact upon prod
at lower prices s usual
o<, and often higher net, incomes,

seers of the hirher ontpat
bvoto inercase their higher
The lower
prices have to he understoed as necessary for the
expansicn of effective demand, The marketing of
mille by producers in Puerto Rico is a care whepe
catput expanded wt lower bhut mnore stable prices than
producers had reasonally achieved prior to the in-
stallation of effective milk marketing programs, !

4. Retailing Reforms to Create

Multi-Product Qutlets with High

Turnaver-Low Margin Operations

A eritieal step in the proecess of veform of agricul-
ture and food channels must tike place at the retail
level, Most developing societies are characterized
by o muititude of smadl specialty merchants in publie
market:, who often sell small mwmounds dadly at low
maopin, but do little to encourage suppliers by offer-
ing to buy large quantities of products of uniform
quality at stable prices.

Y For a discussion of this problom of produces response
to changes in nrice levels see Kelly M, Harrizon, *Ver-
tical Coordinntions end Relected  Praduct Markets

Pa0-10650," Robert Naxon, editor, The Role of Food
Maiketiog tw Feaoonde Decelopaent of Paerto Rico:
A Somdner Swimmary (East Lansing: Latin Ameriean
Stuwdies Center, 1966), pp. 55-606,

What appesws Lo he needed are a few large multi-
preduct merchants zeliing: “lead” items at low mar-
rins Lo rain trattic and then grain profits from selling
other, less fregnently bonght items at higher prices,
Siech Lerge-ceale retadl operations nesd not  cater
only to the upper-income fumilies,  There are a few
cases where sueh retadl operations arve affecting the
marketing oiiciency of communities.!”

5. Expansion in Demand Due to Lowered
Prices and Greater Discretionary Income

Finally, i the process has heen orgunized ap-
propriately, the increased consumption of food in
the urban area vields higher levels of nutrition and
productive encrgics,  Of equal hinportance are the
income clasticity effects, Robert D, Stevens found
that in Indin the income elasticity for food was
approximately 0.7.'% Thus, while a larger stock of
food at lower prices would induce increased consump-
tien of food, it would also inercase the diseretionary
incenie with the concomitunt increases in demand
tor uonfood items.  Therefore, o parallel analysis
and planning sk iz needed to foster expansion of
nonto:d production and consumption based on a re-
duction in the perceived market risks faced by mar-
Keters of the locidly-processed nonfood  consumer
gonds and farm inputs,

The evele of events can be illustrated schematie-
ally, (See Figure Lo The task is one of identifying
15 Sime veference as footnote 13,

Wtobert DL Stevens, The Elusticity of Food Conswmp-
tiow Assoeciated With Chonges o Dreome e Deeclop.
ing Corrtrics, Foreign Aericultural Eecnomic Roport
No. 23, Feonomics Researeh Serviee  (Washington:
U. 8, Department of Agrciculture, 1965),
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Frovee 20 Orgnization for continging murheting development effort,

the appropriate sequence of risk reductions or “bar-
rier” removals that will induce expansion of autput,
Price elasticity of demand will result in income
gains for the producing sector, while income elusti-
city will result in increesed diserctioniry incone to
foster growth in the nonfood sectors of the vconemy,
This description ix, of coursc, an over-simplitication
of the process.  Quite likely, there are soveral dis-
continuities and, in some situntions, distunetiona)
features apparent in the kind of chanee outlined
above. This dezcription of murket processes seems
useful in understanding communitics as varied as
San Juan, Recife, and La Puz. The barriers to
growth in income arve, however, different in each of
these communities, though the techniques of identi-
fying them are similar.  Three broad prolilem areas
may be encountered,

First, the lags in the diffusion of innovation cn
seriously reduce the effective response to the risk
reductions fostered by the changes.in the marketing
systemi.'™  Consumers and distributors, as well as
producers, have to adapt to chunges in the marketine
reforms.

Sccond, the transfer of resources us a result of
changes in marketing institutions is neither auto-
matic nor necessarvily trouble-free.  Of preat impor-
tance is the fact thut the food murkeiing systems
of underdeveloped wreas are usually very labor-in-
tensive, and most reforms reduce the proportion of
labor needed to carry forward the marketing tasks,
Usually, the miarket people have few alternative
occupational opportunities, and they are a voeal,
urban group,  Thus, marketing reforms may not

17 R, Vincent Farace, * A Tentative Caneptual and Roe-
search Framework for the Anadysis of the Economie
Exchange in Developing Countries,” paper presentoil
to the International Communication Disvizion, Associ-
ation for Education in Journalism (Towa: August 30,
1966),

automatically receive a welcome from those now re-
sponsible for the traditional muoketing system, It
iz, therefore, importunt to know: 1» the extent of
increased consumption due to income effects; 2y the
amount of diseretionary inconie diverted to nonfood
con=umption expenditures as a result of the lower-
priced but more plentitul foods; and 30 the extent
and  timing  of  displacanent and  unemplovnient
cattced by the marvketing institutiona reforme. Some
of these market reforms can be expected o displace
Iabor, even thouyh gross product chunpes may more
than otfset the unemplovment,  Therefire, coordi-
nated labor-abzorbing activities may be needed asx
reforms are implemented,

A third problem is that the evele of eifects out-
lined above requires the government to have some
way to compare the costx and benefits that such o
development approach would entail,  Withont such
a basis for evaluation, competing priovities {or do-
velopment  could  break the covele outlined  above,
For esample, the short-term balanee of puvments
problem could very well inauce high  short-term
priorities to be placed upon export crops such as
sugar in the Northeast of Drazil.  Apainst this <hift
in resources must be weighed the import sabstitu-
tion etfects of greater domestic production of rfarm
and nonfarm products that the efforts to expand in-
ternal national markets would induce,  Similarly,
import tax structures may be such that needed equip-
ment for fostering more stable domestie production
is denied entry on otherwise economically sound
ferms,

Conclusions and Problems of Application

The development efforts of the pust have over-
stressed the production problems of devetopment at
the expense of solving the various exchange prob-
lems,  This appears to be correcting itself to some
extent.  There also appear to be the heginnings of
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@ theory of national market development, which is
wenerally consistent with the observations of econo-
mists—such as Owen, Paglin, and  Rostow—who
point out the need for new social and quantitative
research skills o deal with exchange institution
veforms,  The interdisciplinary team approach is
making some limited headway in making the theory
operational.  Finally, there is o growing recognition
that o systems approach, utilizing computers to assist
in simulating complex processes, may be needed to
appraise costs and benefits of alternative develop-
mental strategries,

The guestion of how to proceed becomes important,
for there iz as yet no sustaining teadition to imple-
ment national marketing development.  Internal na-
tional market provesses scemingly need to be institu-
tionalized.  The critical problem is how to utilize
government resourees to foster the appropriate pri-
vitte sector growth. Here @ page from the experience
of Puerto LRico might be helpful, A series of de-
velopent agencies “fomented”™ change, Observa-
tions “ex post’ sugwest o pattern which could be
installed o= o continuing tisk-oviented program, A
four step program is shown in Figure 2.

The four steps can be deseribed as follows:

1. Identify market development needs or oppor-
tunities by sustained research into marketing
channels and the visks and bottlenecks seen by
operators, .

i

2. The costs and benefits attributable to the new
(or continued i marketing institutional reforms
an be evaluated—possibly using a simulation
madel as part of the decision processes of gov-
arnment and financial development oflicers,

3. For these projects that appear to have imme-
diate merit, scek out and promote the partici-
pation of potentially interested investors and
entreprenceurs,  Here a different set of skills
is needed beenuse  personnel evaluation and
promotional efforts are not usually part of the
marketing researchers’ skills,

4, Finally, if the program is launched, supervised
eredit can be an important tool to foster the
development  gouls and insure that operators
(at least those who ave in debt to the develop-
ment ageney) follow the desired rules of busi-
ness operation. 1t is useful to bray in mind
that some marketing institutions will need to
be  “‘vetived”’—and the use of development
funds to “retire” ineflicient institutions may
he cheaper and faster than palitical techniques.

Internat nurket processes, described as outlined in
thix paper. permit development planners to identify
specitie veforms to foster marke* integration,  IFur-
ther, thix approach allows planners to foster private
sector development,



