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ABSTRACT
 

IMPROVING LIVESTCK AND MEAT MARETN INH WCRLD
THID 

Few areas of the agricultural sector differ as much between developed an 

develop.tng countries as the livestock-meat subsector. In the Third World it 

appea.r: to lag development of the gene: al economy and the agricultural sector. 

The evolution of the livestock-meat markating in developed countries is 

summarized and related to Third World progress. Effective demand pulls the 

development of livesock-meat marketing as evidenced by the meat export 

idustry ut*I izing more improved practices than the domestic oriented 

industry. 

There is wide variability in the livestock-meat marketing development 

in the Third World. A rather common problem, however, is that price and/or 

export tax policies tend to hold domestic prices for meat and livestock below 

international levels, discouraging the use of inproved practices. A list of 

research and development projects ranging from study of al'cernative price 

policies to s-cecifiic feasibility of marketing facilities are outlined. 

Change in the livestock-meat subsector in the developed countries has 

been evolutionary. There is no historical evidence that there will be a "meat 

,volution" to parallel the "green revolution" in the Third World. Some 

changes in infrastructure such as changes in price policy, market structure 

and market services can be made at relatively low cost and result in signifi

cant improvement in market performance. 



IMPROVIG LIVESI' AND MEAT MA NG IN TE THIRD WCRLD* 

By Donald E. Farris * * 

Few areas of agricultural marketing differ as much between developed and 

developing countries as the marketing of livestock and livestock products. 

Consumers selecting fresh meat in a modern supermarket self-service counter 

from among a wide variety of attractive transparent packages is a common 

occurrence in developed countries. The meat may be used immediately or kept 

in the refrigerator several days or frozen for use later. In many developing 

countries fresh meat often is purchased at an open stall in a central market 

having no refrigeration. The consumer's order is cut from a carcass that was 

slaughtered the night before and the product will be consumed that day. This 

kid of difference continues back through wholesaling, processing, marketing 

live animals and the production system. 

Key innovations that modernized the meat marketing inC.ustries of the 

developed countries began with rail transportation, refrigeration, qchanized 

processing and specialization of enterprises. 

In the developed countries, sanitary slaughter followed by refrigeration 

permits transporting long distance and temporary storage, if necessary, at all 

points in the marketing system. Refrigeration, coupled with rapid transpor

tation, can maintain a continuous flow of fresh (or processed) meat to large 

population centers while maintaining the peak of quality. Effective demand as 

a result of higher income is necessary to support the level of quality and 

services prevailing in the developed countries. Improving marketing in 
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developing countries that is consistent with a lower effective demand is 

clearly a greater challenge than most development professionals expected two 

or three decades ago. Perhaps the lack of progress is at least partially due 

to concentrating on improving production without simultaneously dealing with 

marketing and marketing policies. The exerience of the last two decades 

makes it very clear. Progress in the livestock-meat subsectors of the Third 

World is very difficult and a long-run process. The pattern of progress at 

best will be evolutionary if the history of the developed countries is 

follIo. There simply is no historical evidence that a meat revolution will 

parallel the "green revolution." 

Obi ective 

The objective of this report is to assist the Agency for International 

Development, Bureau of Science and Technology (AID S&1lRD) in developing a 

program of research and technical assistance activities in the area of 

livestock and livestock products marketing to promote agricultural development 

in low-income countries. 

More specifically, this paper wll (1) Briefly describe the nature of 

livestock and meat marketing, including its progress as economies develop, (2) 

Identify key problems limiting development of tue livestock-meat subsector in 

the Third World, and (3) Propose programs and research that would enhance the 

rate of development in Third World livestock-meat systems. 

Development of the livestock and meat subsectors in different parts of 

the world has progressed at vastly different rates. The path of development 

has been somewhat different; however, it has followed the same general 
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pattern, with some exceptions in the details, of course. Development has been 

pulled by great differences in effective demand, by the general level of 

development of the economy and by the level of development in agriculture in 

the counti-y. Although the path of developmemt has differed in detail the 

patterns of the developed countries have been similar as they adiapt technology 

and management systems to specia problems in their own livestock-meat 

sLbsectors.
 

Red meat is more palatable and is expensive relative to vegetable protein 

sources ard as a result, effective per capita demand for meat generally 

increases with income (Figure 1). The relative price of meat compared to 

other foods also influences this rate of increase. Perhaps that explains why 

latin America, Eastern Europe and Oceania points are to the left of the curve 

and East Asia is to the right in Figure 1. Oceania has relatively low priced 

meat and East Asia much higher pries. 

Costs of production and marketing mrat have been greatly influenced by 

developments outside of the subsec-tor. The tremendous reduction in the cost 

of producing animal feeds since World War I have reduced the cost of produc

tion of meat, especially in the developed countries, and in some developing 

countries that are net exporters of agricultural products. improvements in 

transportation, especiaLly the declining cost of truck transportation since 

World War II,have reduced marketing costs substantially. The commercial meat 

industry accelerated with the advent of mechanical refrigeration. improved 

communications also facilitate the development of livestock and meat 

marketing.
 

Some areas of the Third World have made significant advancements in 

livestock production and marketing such as Northern Mexico and the Pampas area 
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of South America. The pastorial areas of Africa, on the other hand. have made 

only minor improvements, despite improved mthcdis in'croduced by the colonial

ists. Overall, progress in the Third World is disappointing, however. 

Crotty (p. 1) states. "The gap between the attairnle and the attained, 

with emisting pastorial resources and knowledge, is wider than in any other 

major enterprise. For example, annual output per head of cattle is 14 lb. of 

beef and 10 gal. of milk in the countries with the poorest one-third of the 

world's population; it is 140 lb. of beef and 140 gal. of milk in the 

countries with the the wealthiest one-third. [That is a difference of ten 

tizes!] The shortfall in respect to cropland is much less: yields of cereals 

and prIses in the poorest countries are to-thirds those of the wealthiest. 

Production of beef per head of population in the countries with the poorer 

half of the world's population, already low, is declining. 

A comparable compaison of productivity in marketing is not available. 

However, it can be observed that the difference in the use of marketing 

methods and systems between developei and developing countries is as striking 

as are the differences in production. 

DEVELOPED CUFNIES 

United States
 

Reviewing the evolution of the livestock-meat marketing development in 

the U.S.A. may provide some perspective as to what is involved in our own 

development. Progress in development Legan in the colonial period, but most 

of the mcdern indastry has emerged since the 1900's. The first commercial 

meat packing plant was established in Boston in 1662, most likely producing 

only barrelled cured pork. Auction selling of livestock ias reported as early 

as 1676. The Brighton Market, established near Boston in 1756 was the first 

public stockyard of record where al were invited to buy and sell. 
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Livestock were transported by canal boats, river barges and by 

steamboats. Over land, they were moved by traling (trekking) to population 

centers where they were slaughtered by commercial packing plants or by 

individuals. The long Texs cattle drives began about 1842 -. one to New 

Orleans and one to Missouri. In 1846 a herd was driven to Ohto for feeding 

and 1855 one was driven from Texas to New York City. 

The developnt of the railroads resulted in a system where cattle were 

driven to the railroad then transported to the major cities for slaughter or 

to the Midwest or Northeast for feeding. Being a central railroad terminal in 

the Corn Belt made Chicago a logical meat packing center which produced pork 

to ship to the East. The first refrigeraged car of dressed beef was made in 

1877. The refrigeration was natural ice (Williams and Stout). 

Packing in large cities 

The focus of the meat iniustry marketing was the large cities in the 

Midwest and the Northeast. Practically all the rail centers had stcckyards 

that were surrounded by packing plants. Meat products were shipped out of 

these centers by refrigerated rail cars. In the 1920's some local 

distriL'ution was performed by tracks. The meat packing centers dominated meat 

marketing until efter World War II when modern trucks facilitated movement of 

packing plants to cattle and hog fattening areas. This resulted in a sharp 

increase in direct sales of slaughter livestock to packers, bypassing the
 

livestock terminal markets. In the merntime, country auction markets 

developed to handle the specializatiod taking place as more specialized 

cow-calf ocerations needed a local market where faam-ers could sell a few 

calves or a single cull cow at a time. By the 1950's the U.S. for the first 

time had as many beef cows as dairy cows and the cattle feedlot industry began 

to eand from the faxrrer-feeder lots of the Midwest to the large ccmercial 
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lots in California and later to the Southern Plains of Temas and Oklahoma. 

The meat packing industry had decentralized and specialized. 

Decent ralization 

The flexibility of efficient refrigerated rail and truck transportation 

made it possible to deliver meat over long distances in a short time. This 

allowed slaughter plants to locate in the production areas where most of their 

supplies were within 10 or 200 miles of their p -laut. It is much more 

efficient to ship about 50 percent fewer pounds of meat long distances than 

livestock where there is a modern transportation system available. 

In the 1980's, it appears the meat industry of the U.S.A. is mature - not 

that there are not more changes on the horizon - but the growth for the first 

time since the 1930's appears to have leveled off. At this point, there is a 

wide vaxriety of methods amd systems. There axe still old plants operating in 

cities; and there are still small plants in rural areas slaughtering only a 

few head a week. The major portion of the business, however, is specialized 

large scale slaughter and processing plants in or near the production areas. 

There is a mandatory national system of health and sanitation inspection. 

There are national grade standards for voluntaz use by the industry, as well 

as a national market news and supply reporting system.
 

Most of the slaughter livestock are sold direct to packers, bypassing 

public markets where producers have truckload volumes to sell. All types of 

markets exist, including a few elf otronic markets for lamb and feeder cattle 

that handle only a small volume to date. Most of the cow-calf operators use 

local auction markets, some of the larger ones sell direct or through order 

buyers, however. The auction market appears to he an efficient method of 

exchange for small lots of livestock. Producers are aided by an innovation 

called the "gooseneck trailer". Since its invention a little more than 20 
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years ago it has become the preferred method of short distance hauling of 

livestock. Being close to the ground, it is easy to load and unload and is 

more stable at highway speeds.
 

Development package
 

The developments in technology such as transportation, refrigeration, 

mechanized slaughter, and modern supermarkets axe all rather obvious 

conditions that support development in all the perishable food industries. 

The less obvious developments are the role played by a stable political and 

economic environment. Meat industries are capital intensive and require long 

range investments. Reliable government services such as market news, 

livestock and crop supply reports, and grades and standards facilitate the 

development of efficient pricing and buying and selling. 

In the United States order buyers commonly take orders by phone from 

farmers who need a truckload of stockers to graze seasonal pastures like 

winter wheat in the Southern Plains or mountain valley summer pastures. They 

may in turn place this order by phone with one or more dealers at public 

markets. Both feeder and slaughter cattle are sold direct frcm producer to 

buyer by phone (although a relatively small portion of the total volume). 

This is made possible by mutual trust and suTpported by the knowledge that 

verbal contracts and agreenents axe enforceable by law. The Packers and 

Stockyards Administration of the U.S. Department of Agriculture has a prcmpt 

payment regulation that requixes payment within 24 hours of purchase. Most of 

the U.S. truckload wholesale meat transactions are traded by phone and/or 

telex between buyer and seller. These trades often take place utilizing 

official USDA grades and within the buyer's standard buying specifications. 

They may relate to a standing contract that specifies the buyer's quality, 

trim and weight specifications, with prior agreement that price is determined 
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1y a specific market quotation a few days later (the approximate delivery 

time). 

These activities are ex-tremely efficient marketing methods that rely on 

mcdern technology, but the system works because the industry- organizations and 

tne government cooperate to see that the necessary rules, regulations and 

services axe available for a smoothly operating subsecator. 

Some of this technology has been and will continue to be transfered to 

the Third World (not necessarily without modification); but for it to result 

in t2je most effective development the necessary infratuoture, legal and 

economic framwork and managenent must be there in a f-ckage. Furthermore, 

all of it is not necessarily cost reducing. Some of it is quality enhancing, 

quality maintenanoe, cenvenience ar. cost increasing. Effective demand to pay 

for this technology must also be in place. This does not mean that a U. S. 

type slaughter plant or feedlot would be appropriate for the least deveope. 

areas of Africa. On the contrary, smaller, lower cost plants with minimum 

facilities (and most likely without refrigeration) would be more appropriate. 

Effective demand 

To illustrate the key role of effective demand, the large affluent market 

of the U.S.A. is the largest beef producer and at the same time the largest 

beef importer in the rworld. Imports consist mainly of frozen boneless beef 

used mostly for grinding from Oceania and Central America. Australia depends 

on the U.S.A. for about 50 percent of its exports (Figures 2 and 3). When 

record beef supplies were being marketed in the U.S.A. and other areas of the 

world in 1975-77, the !,rice of thin cattle in interior Australia dropped
 

essentially to zerc. The same was true of week-old bull dairy calves in the 

U.S. Cull cow prices in interior Tanzania would have been near zero becatuse 

the international price would barely cover the cost of transport and 
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processing, however, the Tanzanian Government had established a minimm price. 

The evolution of the United States livestock and meat subsector involves 

some phases found currently i- many Third World countries. In the early 

stages of development, there was communal grazing and trekking cattle to 

market. As late as the 1930's there was st!Il a hot meat trade and it was not 

uncommon for subsistence farmers to slaugbter their own meat suvply and sell 

the surplus to neighbors or local townspeople. 

One trend that appears rather clear (but not easy to document), is that 

the Third World is still in the process of increasing the number of public 

markets and the percentage of livestock being sold through public markets; 

whereas, the developed countries have passed that phase and are increasing the 

percent of livestock sold direct to buyers, bypassing the public markets. 

Public arkets serve the role of assembling small lots of non-uniform 

livestock. Once an operation has a truckload of uniform livestock to sell at 

one tize, direct selling is often more efficient (Farris, 1983). 

Other developed countries
 

Other developed countries are following the same general trends as the 

U.S.A. using about the same technologi; however, the scale is not as great 

and there is not the same degree of specialization. In Scandanav.an 

countries, producer cooperatives play a leading role in livestock and meat 

marketing. In Eastern Europe, the State is directly involved in physical 

hardli ng as well as pricing. The livestock-eat subsector appears to be one 

of the most difficult enterprises for socialist states to operate efficiently 

because of its completzy and difficulty in being standardized. 

In recent years, Japan's affluence, import and price policies have 

sharply increased the price for beef. These high prices have beer. an 

incentive to grain feed. steers in confinement (partly with imported grain and 

http:Scandanav.an
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hay) to slaughter weights of 1300-1500 ocunds! The economic signals are so 

strong that once a calf is born, every improved practice is used to get the 

maxium total beef from it. The Japanese have developed the most intensive 

cattle production and beef marketing system in the world as a direct result of 

their high price policy for beef since the 1970' s. 

The EC, likewise, has subsidized their dairy and beef industries. Once 

the largest ?wef deficit area of the world (Figures 2 and 3), they became the 

largest beef exporter in 1986, as a direct result of high internal prices for 

beef that reduced consumption and stimulated production. Heavy subsidies are 

being used to "dump" the surplus beef into the inte-i- tional market. This has 

"spoiled" the 1986 international market for beef, depressing it to $650 per 

metric ton or frozen boneless beef. This is the lowest since the 

international depression in beef in 1975-77, and has been devastating to beef 

producers in the exporting countries of South America. The EC experience is 

another classic ammple of how the livestock-meat subsector responds to 

effective demand. In this case it was artificially high prices, whereas, the 

Australian case in 1975-77 (and that of all other exporting countries) was 

artificially low prices due to import harriers in alternative markets when the 

U.S. market collapsed. 

The lesson here is that the EC policy makers apparently were not able to 

see the rapid rate and extent of development in the livestock-meat subsector 

as a result of their high price policies. The higher prices for cattle 

encouraged more fertilization of pastures, more stored feed and production of 

the existing inventory to heavier weights. 

Dpyeloping CountriJe 

The striking documentation of lack of development in the livestock-meat 

subsector is the low productivity of livestock production enterprises. 
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Developed countries with only 35 percent of the cattle in 1979, produced 67 

percent of the beef (Simpson and Farris, p. 6). Behind these simple data are 

many complex factors contributing to low productivity such as low calvimg 

rates, high calf mortality and a much longer time required to reach slaughter 

weight than t7;pical in developed countries. In the tropics where there a: 

wet and dry seasons it is not uncommon for cattle to lose almost as much 

weight during the dry season as was gai1ned in the wet season. It may take a 

steer 5 years to reach 800-900 pounds. Failure to use stored feed in stress 

periods is a source of substantial waste of food resources and a major barrier 

to subsector development in much of the developing world. This problem 

involves economics, marketing, production, management and government policy. 

It results in a great deal of waste of anizal and grazing resources. Its 

relationship to marketing is the interdependence. in scre cases a low price 

or trade policy that keeps the domestic price lower than the international 

market discourages stress period feeding. 

The policy of free communal grazing in many parts of Africa makes the 

herdsman's perceived cost of gain per animal essentially zero, whereas, all 

other al+ernatives such as the use of stored feeds have a cost. In high risk 

survival of livestock areas, ':here is a tendency to focus on cost 

minimization. In many African countries there is no safe place to store 

money. anks typically are not used and alternative investments are scarce. 

A herd of livestock may he about the only way for a people in rural areas to 

store and accumulate wealth. Livestock-crop operations are complimentary, 

especially in terms of handI ing cash flows without using a bank. 

Marketing 

In marketing it is difficult to find development problems that appear as 

severe as the obvious low productivity of livestock. It is not nearly as easy 
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to measure the waste involved in trekking cattle long distances to market, 

because the waste is born by society rather than the individual operators. 

Cattle must be grazed enroute and if they are trekked for a week or a month 

they have cost society that time of grazing without any gain plus some shrink 

and death losses. Likely a larger cost is the disease and ticks that are 

spread through the route to market. 

In Tanzania cattle were shipped in open top rail cars designed for 

hauling materials like sand or gravel. There were no provisions for feed, 

water, or shade on trips from the interior to the coast that ranged from two 

to four days. Shruik and death loss was often excessive, most of it avoidable 

with a little extra expense and management (Farris, et al., 1976). 

Constructing low cost slaughter plants in the surplus production area so that 

long treks are not necessary is an alternative, but the infrastructure 

sometimes is not adequate to support it. The large number of cattle that die 

of staration from severe drought also is a major waste. Adequate meat 

canning capacity and marketing programs to facilitate moving cattle to other 

areas could reduce this waste. 

Consumption 

eveloping countries con-ained 25 percent of the world beef supply in 

1977, only 6.7 percent of the pork, 19 percent of the poultry and 46 percent 

of the sheep and goat meat. On a daily per capita basis, in 1977 meat 

consumption in the developed group of countries (including poultry) averaged 

207.7 grams; in the centrally planned Conumnist countries of Eastern Europe, 

Russia and Cina it was 80.1 grams and in developing countries it was 30.6 

grais. "The developing group's average daily meat consumption barely exceeded 

one ounce, a meat intake eauivalent to two small hamburger patties per week 

but that was a 40 percent improvement over their 1967 meat diets. " (Wheeler, 
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et a!). 

Considering this low level of meat consumption and the fact that the 

developing countries have the fastest growth in population rates, there is 

little likelihood that Third World meat sul-ply will be adequate in the 

foreseeable future. This is an overriding problem that requires attention at 

the highest levels of governments and international organizations. 

Ezamples of Marketing Deveiouent 

Available published information on successf'ul marketing development in 

the livestock-meat subsector is scarce. Most of the available literature 

relates to problems. Many of the obvious successes are in the developed 

countries.
 

1. A Japanese example has application to the marketing of smal lots of 

livestock in many areas of Asia. Coming out of World War I Japan had a major 

land tenure reform that limited the amount of land any famier could own. 

Livestock production involved many small operators with only one or a few head 

per year to market. 

Being rembers of a federated cooperative organization mainly oriented to 

crops, the cooperative, however, established livestock auction markets for 

feeder cattle, custom abattoirs and carcass auction markets for slaughter 

cattle and hogs. The principal objective was to provide effective market 

access to small livestock producers. They have clearly accomplished that in a 

period of about 30 years. This is a pattern that could be useful in other 

Asian countries. 

2. In colonial Africa following World War II there was an active 

comercial beef marketing and processing industrj in East and Southern Africa. 

The primary product was canned corned beef exported mainly to Europe. These 

operations were given privileged entry into the European community. Kenya and 
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Botswana have continued to export canned beef at a premium over the 

international market. Tanzania, despite donor loans and assistance to a 

parastatal organization, lost their sanitation and health certificate about 

1975 and have had to sell at a substantial discount to other markets since. 

The point of this example is that it shows what can be done in tropical Africa 

and it shows that improved methods must be continued to maintain development. 

3. During the 1970's both Tanzania and the Philippines had projects to 

establish public livestock markets. It was easier to provide facilities than 

to achieve an efficient low cost market operation. However, these appear to 

be successful projects although the original pricing policy in Tanzania 

related to the markets was not a success (Farris, 1983). 

4. According to Jahnke (p. 165), the Kenya Dairy Cooperative established 

in 1954 was successful in that it provided effective marketing services for a 

large number of small dairymn in Kenya following independence. This project 

established a package of production and marketing services including a credit 

program and included construction of feeder roads. 

5. In the 1970' s, Syria, in restonse to the strong demand for live lamb 

and mutton in the Persian Gulf states, developed a specialized fattening 

industry. Lambs were L-=orted frm Turkey, gi azed on small grain in Northern 

Syria (scme were grain-fed in confinement) and trucked to the Persian Gulf for 

sale at a premu.um price. At the same time Damascus, Syria was importing lower 

cost lamb carcasses from Bulgaria. This overcame one of the problems often 

encountered in the Third World where operators are inclined to try to own 

livestock the entire production cycle rather than specialize and make use of 

the coimx-titive advantage of other operators who have higher cjuality or more 

a bdan forage. 

One negative aspect of this program was the livestock market in the City 

http:premu.um
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of Allepo. The largest market in the country had no improvements except a 

seldom used scale and a few buyer pens. It was mainly a meeting place with no 

organization, no seller pens, no loading docks and no market news except by 

word of mouth. Sales were by private treaty. There were many buyers a ' 

sellers when I visited the market in 1979, and one might say the marketing 

system was performing well. The progressive aspect of market performance was 

lackiJng because they had not made use of the widely adopted imroved methcds 

of operating a livestock market. The problem is that it takes organized 

action on the part of an industry group or the local or national govemment, 

and apparently some interests (probably the buyers) liblXi it just the way it 

had been for many years. 

Examples of Marketing Dvelopment Problems 

1. In Damascus, Syria the parastatal meat company operated a modern 

plant for lamb and mutton slaughter with an overhead rail system. It had a 

separate section for custom or do-it-yourself cattle slaughter. This was a 

bed system instead of a rail system as the volume was low. 

The plant appeared to be efficiently operated in 1979 and had good 

sanitation and veterinarian inscection. Sheeo carcasses were held overnight 

under refrigeration. The next morning carcasses were railed out of the cooler 

and transferred to the distribution com.pany - also a parastatal. Carcasses 

were weighed on a modern on-the-rail scale. From this point forward 

sanitation management and marketing deteriorated. Carcasses were lifted off 

the rail for tagging. They usually were rested on the floor of the loading 

platform while being tagged with the weight, total price and buyer's nare. 

Carcasses were then loaded on the floor of an insulated truck that had the 

rear doors removed for convenience of unloading at the many stops. The trucks 

went down dusty unpaved streets where carcasses were delivered to the small 



privately owrnpcd shops. Orders were fillec along the route exactly in the 

order that carcasses came out of the cooler. If a butcher ordered two 

carcasses they could both be top quality lambs or one might be an old ewe. 

There was no grading and all the. carcasses were the sane price, so that every 

time an old ewe was unloaded there was a great deal of yelling and arm waving. 

'The buyer had no recourse and usually had to make an energency purchase from a 

small (uninspectad) slaughterer to service his custoners with the quality they 

preferred. This is an Emple of a problem that could be rather easily and 

inensively solved, but the perscn who had the authority apparently did not 

want to be Lothered, or did not know ..'here was a problem (Sullivan and Farris, 

1980). 

2. In South America most agricultural, exports are taxed - sometimes at 

the sane percentage rate, scmetices at a differentiated rate. Five of the 

beef exporting countries in South America were szudied in 1973 and it was 

shown that tne ezrpor tax syste,'. was a disincentive to export the higher value 

added beef products. In all of the countries there was chronic unemployment 

and a cr.4 tical need for foreign exchange. The QP multiplier was estimated at 

3.3 for exporting live cattle, whereas bone-in carcass sections or frozen 

boneless beef had a multiplier of 4. 0, canned beef was 4.4 and cooked-frozen 

has 4.9. We found no case where the higher valued product had a lower 

percentage export tax to provide an incentive to generate more employment and 

economic activity (Simpson and Farris, 1974). 

This is one of several policies that discourage development in an 

indust7- where several South Arerican countries have an absolute, as well as a 

competitive advantage in trade. 

3. Many countries in the Third World use food price control to 

iTdir ly augment consumer income and/or minimum prices to augment producer 
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income. A typical problem with meat and livestock is that quality 

differentials are either very simple or absent. This discourages practices 

that would improve quality. 

In Tanzania. the parastatal livestock marketing company was the dominant 

buyer of cattle, supplying all of the cattle to the only commercial slaughter 

plant in the country and also buying inavoture cattle for the state owned 

ranches. 

The price policy was a flat price regardless of location and a small 

premium as weight increased. This automatically made young cattle the lowest 

price. Since small heir n, traders, and butchers could react to the fixed 

price of the parastatal buyer, the result was that most of the cattle offered 

to the livestock marketing company were lowest quality, mostly cull cows, at a 

long distance from the capital city on the coast. Advice from expatriot 

advisors had no impact. It was only after several years when the 

international market improved and very few cattle were being offered to the 

parastatal company that the policy of fixing cattle prices was dropped. The 

way for government to hes-t help small farmers and herd-m-van is to provide 

.ublic markets, try to control fraud and supply credible market information. 

Other examples are listed later, but a set of related problems in developing 

the livestock-meat subsector are summaxized below. 

Problems in the Third World 

1. 	 Progress in livestock-meat partially is tied to the economy. 

Lack of progress in livestock-meat subsector is partially related to the 

lack of development of the economy: (a) The lack of legal and economic 

environment to foster efficient markets and business practices. (b) Lack 

of develoment of infrastructure such as roads, transportation and 

utilities hinder use of modern marketing, processing and refrigeration. 
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2. 	 Low effective demand due to low incomes. 

Low effective demand is such that most consumers cannot pay for 

convenience, and services that enhance and maintain uality of meat. As a 

result there axe fluctuations in supplies and meat often must be consumed 

the same day it is slaughtered. 

3. 	 Marketing livestock is expensive. 

Livestock marketing systems in the Third World are relatively expensive 

compared to those in developed countries, partially because transportation 

and exchange is expensive. For this and other reasons, they often do not 

properly facilitate exchange of livestock in moving them to slaughter or 

to better pasture in other areas for those animals not ready for 

slaughter. Government regulation of marketing and marketing agents often 

interferes rather than facilitates efficient movement. 

4. 	 Slaughter facilities are inadequate. 

Livestock slaughter facilities are generally very simple. Some slaughter 

is primitive, especially in Africa, - en employing no facilities at all. 

Poor sanitalion and no health inspection is often a problem. Sanitary and 

efficient slaughter facilities with proper inspection and waste disposal 

can be provided in sizes suitable (from the small village to the large 

metropolitan area) at low cost per head of livestock. This would appear 

to be a good investment for any society. For long-run efficiency in the 

livestock-meat subsector there must be seasonal and cyclical excess 

capacity in slaughter plants to hardle energency conditions during 

drought, otherwise many aniels die of starvation. This excess slaughter 

capacity is a. common condition in the U.S. - where stored feed is commonly 

available. Where the entire livestock population deperds on the stazi~ng 

forage the excess capacity is even more important. Careful planning of 
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slaughter plant location, size and design is necessary for economical 

operation, however. Varant and abandoned plants do not contribute to 

develoment. 

5. 	 Meat processing is mostly for export. 

Meat processing, if done, is mostly for export and does not provide the 

Variety, convenience and storability available in most developed 

countries. For some countries, permitting a low import restriction for 

imported meat processed products may be the most economical way of 

providing consumers with these product alternatives. 

6. 	 Government services inazdeuate. 

Government services required for inspection, market news and other market 

intelligence such as available supplies, and gral2es and standards are 

often inadequate. The cost for these services is mainly the cost for 

personal salaries. In most cases these economies have high unemployment 

rates and the inirect cost to the economy would be relatively SMall. 

7. 	 Price control often distorts incentives and discourages technology. 

Market, custom, or governmenc regulations may not provide producers with 

the proper incentives for improving quality and timing of marketing 

livestock. Price fi :ing is not imcommon and this distorts the signals 

between consumers and producers. Government price setting generally is 

unable to provide the refined incentives to obtain the quality and/or 

serzvice on which consumers and suppliers would agree in its absence. 

Often this discourages the use of more technology or services. 

8. 	 Lack of off-season feed supplies. 

The practice of permitting cattle to lose substantial weight during the 

dry season (or winter) delays slaughter 1-3 years. This compounds 

overstocking problems and results in a waste of both cattle and range 
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resources. It does not provide consunrs with a continouos supply of 

uniform quality. 

9. Shortage of trained management and marketing. There is typically a 

shortage of trained managent and marketing professionals in the Third 

World. The problem is most acute in the countries that recently gained 

independence. Mainly because the subsector has so much variability, there 

is perhaps no other enterprise where there is a greater need for 

decentralized management and marketing; and this depends on a relatively 

large number of skilled oerators. 

AFRICA - Nature of Subsector 

Low Productivity 

Tropical Africa is one of the least developed world regions with most of 

the world's poorest countries. The econcmies of these countries are varied 

but most of them depend heavily on agriculture. Foreign exchange often 

depends on a few exort agricultural commodities. "The performance of 

livestock as a part of agriculture is particularly disturbing. While some 
modest productivity improverents have taken place in cropping, !iveszcok 

production increases in the past have been largely due to numeric eapansion of 

herds and flocks rather than to improvement of the productivity. Overgrazing 

and resource degradation characterize livestock production over much of the 

region while the apparent potential in other regions is not used at all," 

observes Jahnke (p.1.). 

Major livestock areas like the Sahel and parts of Eastern Africa are high 

risk drought areas where there is a constant threat affecting the survival of 

livestock and people. Livestock systems are typically subsistence, but a few 

improved operations exst on large ranches from the Colonial period and in the 

highlan s, but dairy operations have a comttitive advantage in the highlands. 



23 

Most of the cattle in tropical Africa are herded by subsistence farmers or 

semi-nomads or nomads and axe basically kept for milk. Sheep and goats are 

kept for a more regular family meat supply. The herds axe nd-med species and 

multipurpose, usai for milk, neat, fertilizer, hides, and a store of wealth. 

Wild anim-u.s are a constant oredator threat in many areas and livestock 

axe typically brought baclk to the boma at night for protection from animals 

and from theft. Tsetse flies and the diseases they carry prevent the use of 

some of the more productive grazing areas. Jahnke says that tsetse flies 

cover ahout /O peroent of tropical Africa. 

Southern Africa bs achieved a higher level of development in livestock 

production and marketing. In South Africa the livestock industry is modern 

with methods similar in many respects to Europe and North America desnite the 

coezistence wi ,h wifid animals in some areas. Comwircial feedlots are used in 

South Afrl.ca and the marketing system is a mixture of private enterprise and 

govelrnreut regulation. Livestock products account for 37 percent of the total 

value of agriculture (South African Dept. of Agriculture). 

Livestock marketing in Subsaharan Africa consists mostly of trekking 

cattle to market or to the railroad for the trip to the abbatoirs or packing 

plants. In villages, local butchers often slaughter with little or no 

facilities. Livestock markets are primitive and generally with poor 

facilities. At auction markets operated by the government-owned parastatal 

marketing company in Tanzania, there was substantial private treaty trading 

outside the auction, partly because it was too slow. A simple change in 

facilities and management could have changed that. Many of the cattle are 

purchased in the villages and then sold to other herdsmen at public markets, 

local butchers or a slaughter plant in the city. In several countries the 

government, in the form of a parastatal corporation, operates the export 
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oriented plants and the slaughter plants in the cities where the meat is 

consumed.
 

Although there are cases of unused poorly located and poorly operated 

plants, there is a shortage of r2ant capacity and a shortage of small plants 

-o serve sal villages. A village facili,-y consisting of a concrete pad with 

drainage, running water and equipment to hoist and move carcasses for skinning 

and cleaning is an improvement over no facilities. 

Small Stock to Increase 

Subsahaxra Africa has more than one-third of the goats in the world and 

almost one-fifth of the sheep. Ownership of smaJl stock is extremely variable 

among Africans. Herd sizes aze gieatest in the drier areas. In the humid 

coastal zone of West Africa there may be only one or two sma1l1 stock per 

family. In many cases, the smasl stock provide most of the family meat supply 

as cattle and camels are generaly regarded as dairy animals. Meat, milk and 

skin production from African small ruminants is, respectively, 16, 14 and 15 

percent of the world output from goats and sheep. Goats produce altogether 

about three times as much milk as sheep (Wilson). 

Wilson explains, "Goats assume more imortance than sheep as the 

management system moves from nomadic to sedentary and f=r purely pastorial 

systems to mixed crop-livestock systems_. " 

"With increasing pressure on land due to higher human population levels, 

it is prohbale -hat numbers of small ruminants, in part because of their wider 

dietary range. are increasing relative to cattle. An additional advantage 

accruing to small ruminants is their early physiological maturity and rapid 

i aproductive rate. Because of their ability to produce a greater number of 

twin births, goats are undoubtedly also increasing faster than sheep." 

Small stock can provide food for the family after severe droughts much 
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quicker than cattle and. cazels. They have a longer term ability to withstand 

difficult conditions, according to Wilson. 

With small stock combined with the cattle herd, herdsmen are able to 

reduce the seasonal variability in the family food supply as illustrated by 

Figures 4 and 5. In addi.tion, their production recovery from long-term 

drought is faster. Wilson provides data which shows LsmalI stock slaughter in 

four countries at 35 percent of the herd in 1970 prior to drought, then 

slaughtering at 43 percent in 1976 after the drought. 

A number of authors predict that small stock will be a more important 

scarce of meat and milk in Africa in the future (both absolutely and relative 

to cattle), especially for the smaller operator's family food supply, but also 

for commercial markets. Some of these sane authors also note that the 

marketing system is generally not as well organized to service the small stock 

industry as it is for cattle. This means that in some areas, special 

attention must be given to small ,;tock marketing. 

Small Stock Marketing 

Little detailed published information on marketing small stock in the 

Third World appears to he available. An unpublished report prepared by 

Bassett and Harston for USAID in Botswana provides information that applies to 

several areas of Africa. 

At the outset the-y point out that effective demand is a key factor in 

determining the role of an agricultural enterprise when there are close 

substitutes in a market economy. They observe that sheep and goats often 

appear to he only supplementa1y, as the market does not appear to have much 

direct bearing on the ratio of cattle to small stock in the production systems 

of Botswana. 

Local sales of small stock to neighbors and to local ahbattoirs accounted 
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for more market transactions (41%) than any other type of buyer, according to 

a market survey. Traders were second with 36%. Cooperatives made 17% and 

direct sales to Botswana Meat Commission (B. M.C.) were 6% of the transactions. 

Appaently the number of head per transaction was the inverse of transactions 

by type of buyer, according to Bassett and Harston.
 

They observed that marketing of sheep and goat meat was irregular and 

neither the butcher or consumer can be assured of a dependable supply because 

of the absence of a marketing system that slaughters and distributes the 

product in a regular and predictable manner. B.M.C. is geared to large volume 

hardling for export and not oriented to local distribution. 

"The prices for sheep and goat in the local butcher shops is surprisingly 

high, even higher than beef in some cases. The butchers and others in the 

marketing process could possibly handle the meat at smaller margins if the 

volume were greater and supply more constant," Bassett amd Harston speculated. 

Clearly, improved marketing systems emphasize higher volume and lower margins. 

However, higher marketing margins on sheep and goat meat are typical even in 

developed economies due to a variety of factors, a prima-ry one being a lower 

yield of retail meat from live sheep and goats compared to cattle. For 

example, a lamb or goat produces about a 50 percent or less carcass yeld, 

whereas, a steer will produce about a 55 percent carcass yield. 

Bassett and Harston observe that the countr- has only one commercial 

slaughter plant and suggest that the feasibility of one or more small 

slaughter plants located in the rural areas near the source of goat and sheep 

production should be studied. The feasibility of this type of operation 

depends on the reliability of quick delivery to the consumers. Generally 

where the "hot meat trade" is common, slaughter plants need to be close to the 

population they are expected to serve. 
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Recommndations 

The report notes that the most frustrating problem that producers of 

small stock face is the inadequate market for small stock compared to a ready 

export market for beef. Suggestions for improvement in small stock marketing 

made by Bassett and Harston axe recomimedations that would apply to many of 

the countries in Africa. These were: 

(1) 	 Establish a timely market rqws cervice along with reports of 

available supplies 

(2) 	 A gradi..ng system that facilitates communicating prices classified by 

different oualities or livestock characteristics 

(3) 	 Strengthen cooperative marketing to provide an alternative to traders 

(4) 	 More specialization in production and marketing 

(5) 	 Improve government services, including regulation of country 

livestock market practices 

(6) Allow B.M.C. prices to be more flexible, reflecting seasonal factors 

as well as the differences in export and dcmestic demand 

(7) Additional slaughter facilities to serve the domestic market 

(8) 	 Establish a land tenure reform that would facilitate controlling 

stocking rates consistent with avai-lable resources. 

Marketing Policies 

Sullivan states that livestock-reat subsectors in many subsabaran 

countries are operating at low levels of technology and commercialization. He 

argues there are a variety of reasons, but a central impediient is price 

policy. 

Frequently, price policies have the effect of providing the urban areas 

with lower priced meat than an open market system. The result is distortion 

of trade patterns with more live cattle exports to neighboring countries and 
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more of the better quality livestock being slaughtered by the "black market" 

and/or local butchers rather than the commercial slaughter facilities. 

Meanwhile, producers have less incentive to market livestock in a ti ,aly 

manner and engage in improved production. and marketing practices. 

Sullivan cites two examples to illustrate the market performance problems 

when government Ettempts to control prices of such a decentralized industry 

with highly variable quantities and supplies. He compared market performance 

of Ghana and Tanzania's livestock-meat subsecyors in if79 when both countries 

were controlling their respective red meat markets. Market performance for 

each is ccmpared with the 1969-71 period when there was less oontrol. Ghana, 

on the West Coast of Africa, is a net imorter of meat and livestock, whereas 

Tanzania, on the East Coast, has been an exporter of livestock and meat. 

"Government's role in the livestock meat subsector of each country varied 

in degree. Each country unervaIued its domestic production to supply 

inexpensive anima.l protein to urban consumers by instituting price ceilings on 

meat...... Retail meat prices were controlled and based on a formula pricing 

echanism, " according to Sullivan. These prices are shown in Table 1.
 

"An overvalued exchange rate in Ghana distorted the market for
price 

imported beef ..... Beef was undervalued compared to other scarce goods 

available. The shortage of red meat in the government shops was evidence of 

the distortion of price as a rationing mechanism, " Sullivan reports. 

"In Tanzania the live animal price for cattle paid by the government 

marketing board was a flat price based on a weight range with no differential 

for quality, season or location of purobase. Government also fixed the price 

at retail for beef. The government retail prices were not competitive, being 

about 65 percent of thL actual retail rarket price" (Table 1), Sullivan 

Elains. In addition to shortages of meat in the capital city of Dar es 
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Table 1. Meat Price Statistics for Ghana and Tanzania, 1979
 

Meat Border Price Border Price Govt. Retail Market Retail
 
Country Product at Govt. at Shadow Price Price
 

Exchange Rate Exchange Rate
 

-----------------------Currency/KG-------------------------------


Ghana Beef NCrI.26 NC5.49 N,3.35 N€7.00 

Lamb and 
Mutton N¢4.32 N¢20.00 

Goat N€4.32 N€20.00 

Tanzania Beef Tsh 5.90 Tsh 9.32
 

Lamb and
 
Mutton 
 -- Tsh 9.00 

Goat -- Tsh 9.00
 

Canned 
Beef Tsh 10.10 --

Source: G.M. Sullivan
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Salaam there was a shortage of supplies for the beef canning plant producing 

corned beef for export. 

Sullivan states, "The potential for administered. prices to improve the 

orderly development of the livestock industry in Subsaba an Africa is 

perceived as low, administered prices are usualy based cn political and 

social concerns rather than on efficiency principles. " 

Most governments axe not willing to let the free market be the sole 

allocator of agricultural products. When deviating from this approach, policy 

makers and citizens need to be aware of the likely impacts of the specific 

policy, and in the Tird World the question should be asked, "What would this 

do to development?" In the last two cases, they clearly would have a negative 

impact on livestock development. Tanzania has since moved back toward open 

market pricing. I am not aware of any changes in Ghana. 

In all areas, governments and government agencies apparently prefer to 

foster development; however, there are always cmflicting political and social 

objectives. To make effective and timely policy, poliJ makers and agency 

heads need a flow of accurate information concerning developments in all 

aspects of the subsector. My impression is that this is one of the critical 

problems in most African countries. Under these circumstances, a 

decentralized open market system is likely to be more effective in fostering 

development. An example of this problem was experienced by a State owned 

dairy farm in Tanzania in 1975. Despite a shortage of pasture, the manager 

had the entire crop of bull calves on hand. Some were nine months old. He 

explained that he had been unable to get permission from the Central Govern

ment official to sell them. 

Marketing Efficiency 

One can find a wide range of differences in livestock and meat marketing 
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methods even in the same city in Africa. Meat sold to the very poor may not 

use any marketing methods or tools that were not in use a century ago. 

Quality, sanitation and service would be about as low as a century ago. For 

the higher income and the tourist trade, the level of use of technology is 

higher and so is product quality, sanitation and service. This improved 

system, however, accounts for a very sma.1l part of the total volume. 

In marketing livestock, improved practices depend a great deal on 

development of transportation, communication, and commerce. Despite the lack 

of development in these areas there are some studies that report "efficient" 

and "satisfactory" marketing systems.
 

Janke (p.90), reviewing the Michigan State University livestock marketing 

studies by Herman (1979) and by Staatz (1979) noted findings of generally good 

performance in the functions of distributing livestock and meat products at 

reasonably low costs. Herman's study in Upper Volta specifies evidence of a 

high degree of competition, low concentration ratios (among buyers and 

sellers) and the absence of overt collusion. Other measures show traders' 

margins to be consistent with transpotation and transaction costs. Even the 

traditional trekking has its cost advantage over rail or truck, because 

in rail or truck transport - shrinkage losses become a major cost item." 

Transportation is often expensive and lacks dependability; however, the 

problem of shrinkage can be controlled. On long distance hauling one simply 

must off-load livestock for rest, feed and water. In the United States there 

is a law that requires it. If shrinkage is a major problem, then the system 

is not "efficient." Traders may cope with this problem by managing to trek 

livestock using free or low cost grazing and water enroute to avoid shrink. 

In countries where open markets exist and traders are allowed to enter 

without any effective barriers, good market performance might be expected 
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(considering the lack of infrastructure) if government is also providing 

minimum marketing services. Where inefficiencies are much more likely to 

exist is when government sets prices and parastatals are involved - in some 

cases with the charge to replace "private middlemen. " Under these circum

stances, signals from consumers to producers are distorted and inefficiencies 

usually follow. In Evangelou's study of cattle marketing efficiency in 

Kenya's Rasailarri, he concludes that, "In terms of the market structure

market oonduct-market performance model a generally efficient level of 

performance is inferred from the market's structure and traders' conduct. 

Though mean returns per sale for traders, (especially those operating in the 

Kajeado sample area) appear excessive, traduing risks and past non-sale options 

help to explain the trading margins." 

He reports that although truck transportation is being used for both 

feeder and slaughter cattle, the economics over the long run was still not 

clear. Before it becomes a widespread marketing alternative more market 

oriented production conditions must prevail and meat price controls must be 

changed to permit prices to cover transport costs. Evangelou raises as maz,7 

questions as he answers about marketing efficiency because the gross marketing 

margin just for buying live cattle and trekking to the Nairob:. area for 

slaughter was 90 percent. Ownership changed hans enroute and the total 

trekking costs were 20 percent. Evangelou was unable to explain the high 

profit margin. Other estimates were 18, 21, and 13 percent that involved 

ownership of just one week. He sunanrizes that, 'Local-level trading 

me- ni.ms in Maasai. a.nd are not an overriding constraint to the region's 

livestock development. Apparent sources of inefficiency, from nonpublic price 

negotiations at poorly equipped markets to the long-distance trekking of 

stock, do not create undue costs or constrict product flow, umder present 
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production conditions. It appears that these margins axe higher than would 

be encountered in most developed countries for moving livestock comparable 

distances. The 90 percent gross margin is excreme. Evangelou feels the 

others are representative.
 

Kenya's livestock-meat subsector appears to be more developed than some 

other African countries. In production there are several alternative systems 

such as group ranches, cooperative ranches and private ranches where same 

degree of control over stocking rates and grazing patterns is exercised. The 

fact remains, however, that livestock and meat production and narketimg in 

East Africa apparently had a higher level of development of the livestock-meat 

subsector three decades ago than at present. There were more specialized 

operations using improved production and marketing practices. This should 

provide some assurance that the traditional system can be improv d if basic 

policies are established and proven management and marketing practices being 

lased in Southern Africa and on other continents are d (not directly 

adopted) to the Subsaharan livestock-meat subsector. 

Jahnke's discussion of crop-livestock production systems in the hi hlands 

of tropical Africa relates improved production and marketing systems where 

intensive production methods introduced in the colonial period are being
 

continued to produce higher quality beef from fodder and/or grain feeding. He 

suggests that beef ,il continue to lose conetitive position to dairy in the 

highlands as population pressure increases, accompanied by decreasing average 

farm size. He reports that economics does not justify growing out and feeding 

male dairy calves on many of the intensive dairy systems as these are killed 

as small calves. He suggests that use of small stock for meat in these areas 

will gain in importance. 

Although there has been grain feeding of cattle in Kenya, Jahnke (p.
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213) holds that although there are special circumstances that favor it as 

prices fluctuate, that there is a tendency to swing back to the grain 

price/live cattle price ratios which shows the USA and Canada with the most 

favorable ratio at 1:10-12 and some countries in Africa with the least 

favorable price ratio of 1:2-3, where the EC countries are 1: 7-8 and Australia 

and Argentina are 1:4-5. 

Jahnke. in his pblication entitled "Livestock Production Systems and 

Livestock Development in Tropical Africa, " says "There axe not many striking 

examples of successful livestock developrent in Tropical Africa. Dairy 

development in Kenya is one and it therefore avpears justified to focus on 

this example when discussing dairying as a livestock development possibility. 

"Large scale dairy production, mainly aimed at the urban market and at 

exports, reached its peak shortly before independence, when about 600,000 

grade daily cattle were kept o large farms, practically all owned by 

Europeans." A snall holder dairy project that had its beginnings in 1954 is 

playing a vital role in Kenya continuing to be the only net dairy exporter in 

Africa. These dairies axe part of a cooperative program that assembles, 

processes and markets :he milk (Jahnke, p. 169). 

Marketing Pastorial Livestock
 

Under communal grazing conditions pastorialists are being given free 

grazing privi2eges with rights to deteriorate the pastorial. areas. Under 

these circumstances the cost of keeping a steer from four years old to six 

years old is essentially zero, but the gain in value must be e-mined against 

the value to the society of the use of that grazing for other livestock, 

especially lactating females. When pastorial livestock is viewed from the 

macro system, its inefficieny becomes more apparent because of the conflict 

of imividual actions with that of the group of pastorialists. Grazing fees 
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that would be put back into range improvement would place an incentive not to 

wste range resources just because they appear to the individual to be free 

and have no alternat ve use. 

There will be little if any long-run improvement in pastorial livestock 

production and marketing unless the pastorial area is either converted to 

individual parcels or is managed by a group or by the State where range and 

marketing improvement is central, viewing the entire area as one production 

unit. The managing group must recognize that as long as individual herdsmen 

or extended families maimize their own self-interest by maintaining the 

largest possible herd, the herds and the range will have low prcductivity. 

Sullivan, Farris and Simpson studied a village controlled grazing area 

and evaluated by a range-herd simulation model several alternative production 

and marketing practices. A simple village marketing policy requiring 

unproductive cattle to be sold at the beginning of the dry season iacreased 

the ten year average annual value of a village herd output by 18 percent for 

one village with mcderate rainfall (818 mm.) and 31 percent in a village with 

lower rainfall (537 nn. ). 

Production and marketing efficiency is vei 7 low in Subsaharan Africa. 

Some areas use essentially no improved technology or methcds. The result is 

no increase in per capita meat supply or quality improvement in the last 20 

years. The primitive system is extremely wasteful of animal agricultural 

resources. Marketing and price policy problems often di courage development. 

Governments must make soae fundamental changes in price, marketing and 

land tenure policies if they wish to encourage improved practices. Progress 

in increased smoll stock production and marketing should be given s-pecial 

attention as many professionals believe this has the greatest potential 
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developrent payoff. 

Improvemen~t in market structure, market policy and market services could 

be a great stimulus to development; however, this requires commitment from top 

level administration.
 

There are some African examples of improved production and marketing 

systems; however, there are st ll professionals that are skeptical as to 

whether practices widely used elsewhere in the world can be adapted to their 

country. This suggests that regional conferences, training programs and 

research would be productive in increasing awareness, knowledge and potential 

of livestock-meat subsector improvement.
 

LATIN AMERICA - Nature of Subsector
 

The level of development in the livestock-meat subsectors is generally 

higher in Latin Amrica than is the case for Africa (except for South Africa). 

Land tenure in Latin America established private property early in its 

development and large cattle operations became rather common. Some of these 

were oriented to meat exports to Europe. Developient has been more on the 

order of that in the United States rather than Western Europe mainly because 

of the large specialized cattle and sheep operations. European influence can 

be seen in the operation of markets, packing and retailing, however. The main 

role of refrigeration in development is for export, although refrigerated 

sevice meat cases are common in cities, but the "hot meat trade" is still 

common, especially in the lower income areas. Use of self-service 

refrig arated retail meat cases is not widespread. Trekking cattle to market 

is not uncommon, but modern truck transm,\ortat:on is used in most areas to move 

livestock. Some of the older highways in L'gentina were designed with wide 
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snaces on both sides for driving cattle to market. 

Low Costs - Low Prices 

Like all large areas, there is gLeat diversity in Latin America. In the 

beef exporting countries of Central and South America the large scale 

specializd commercial operations are low cost-low return per unit blisinesses. 

In most cases returns not only are insufficient to cover regular confinement 

feeding of grain, they are not adequate to pay for the use of stored feed 

during stress periods. There have been times, places and conditions where 

confinement feeding of livestock for slaughter has been done. During the 

growing prosperity of Mexico in the late 1970's, grain finishing of cattle 

became an important industry in Northern Mexico. It was tried in Brazil in 

1973, but government changes in maximum prices for beef made it unprofitable 

to continue. 

Export taxes are in many cases levied on meat directly and sometimes 

indirectly by a differentiated rate of exchanve on exports. This causes the 

domestic price of livestock to be below the international price and 

discourages the use of some improved production and marketing practices. 

In different areas (but sometimes alongside the large scale) are smaller 

operations directed mostly to local markets or to producing feeder animals for 

the fattening areas with higher quality forage. Marketing problems are more 

acute for smaller producers for all the same reasons as elsewhere. They have 

less market information, and often do not have transportation for hauling 

livestock and taerefore have to depend on traders for their market. This can 

be an efficient outlet if there is easy access to market information and other 

traders. 

In many areas the tropical climate and poor quality forage result in low 

productivity. Production costs are low because forage is available the 
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year-round. In the lowlands of Bolivia and Columbia. for example, most steers 

are at least four years old before slaughter. Practicall.y all the heifers are 

kept for replacements because of low calving rates. 

Marketing 

Some of these cattle in Bolivia are slaughtered in the lowlands and the 

meat shipped by plane to La Paz. With this system, refrigeration is not 

required. 

Consumption 

Per capita consumption of meat in South America was projected to exceed 

the world average of 32.5 kg. in 1985. Argentina was by far the highest at 

119.5 kg. (just below the U.S.A. at 120), Venezuela was second at 47 and 

Brazil third at 44.4. Other South America averaged 34. Middle America 

averaged 30.9 (Table 2). 

Beef accounted for most of the Argentine meat consumption, whereas, for 

the rest of Latin America it accounted for about one-half. Pork and poultry 

shared most of the rest about equally, except for Venezuela where poultry at 

14.8 kg., accounted for about 3 times the consumption of pork. 

In most areas pork is more expensive than beef because pork requires 

grain feeding. Two decades ago poultry was also more expensive than beef in 

most places, but poultry prices are currently lower than beef in most of the 

region. The difference, however is usually much more narrow than in North 

America and Europe. This is indicated in Table 3 which shows pork cuts as 

high or higher than chuck roast, and chicken 63 percent of the chuck roast 

price in Buenos Aires and 59 percent in Mexico City in March, 1981. Chicken 

in Washington, D.C. was only 17 percent of the chuck roast price and in Paris 

and Madrid, only one-third the chuck roast price. This extremely low retail 

price for poultry meat coupled with a wide variety of product forms and 
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Table 2. Per Capita Meat and Egg Consumption Projections for 1985, by Region
 

All Sheep & a/
 
Regions Meat Beef Pork Goat Poultry Eggs Milk-X

............ Ko./Caoita-----------


United States 120.19 62.93 27.34 0.99 28.93 15.99 240.17
 
Canada 114.69 62.25 25.40 1.24 25.80 12.57 272.73
 

86.92 30.64 37.94 1.83 16.51 14.31 362.79
EC-6 

77.94 27.36 28.28 7.90 14.40 13.72 365.09
EC-3 


4.54 17.37 14.18 265.77Other W. Europe 74.38 22.85 29.62 
Japan 37.35 6.71 16.99 3.17 10.48 19.62 88.69 
Oceania 129.30 71.44 13.70 27.56 16.60 12.57 220.74 

43.95 22.85 3.23 7.56 10.31 6.30 113.19
South Africa 

21.76 40.65 2.65 14.94 15.10 357.84Eastern Europe 80.00 


8.54 15.75 423.98
Soviet Union 62.06 32.07 16.76 4.69 

4.45 6.03
China 23.38 2.32 15.31 0.89 4.86 


Middle America 30.92 15.73 6.43 1.68 7.08 7.71 130.76
 
Argentina 119.49 95.82 9.91 3.93 9.83 8.15 203.99
 

9.11 0.58 7.23 4.12 121.03
Brazil 44.39 27.47 

8.51 99.32
Venezuela 47.03 25.99 3.87 0.39 14.78 


Other South America 34.05 21.45 4.88 2.73 4.99 5.20 102.13
 
H. Inc. N. Afr. & H. East 29.92 5.16 0.34 11.40 13.02 6.90 64.43
 
L. Inc. N. Afr. & M. East 19.29 7.31 0.04 8.45 3.49 4.71 25.55
 

1.51 2.54 1.84 35.42
East Africa 15.49 10.66 0.78 

1.60 12.67
Central Africa 9.58 4.87 0.79 2.52 1.40 


1.29 0.33 0.11 0.66 0.19 0.11 14.79
India 

4.59 2.01 0.03 1.96 0.59 0.73 12.22
Other S. Asia 


5.23 0.00 3.59 4.72 13.72
Thailand 13.29 4.47 

2.72 5.41
Other S.E. Asia 10.40 1.67 6.86 0.06 1.81 

0.64
Indonesia 3.41 1.40 0.86 0.36 0.79 4.62
 

H. Income E. Asia 25.50 4.90 12.37 0.33 7.90 11.31 27.04
 
3.34 7.77 0.19 3.80 5.05 36.32
L. Income E. Asia 15.10 


Rest of World 21.62 10.06 4.66 3.71 3.19 6.11 39.37
 

World 32.48 12.73 10.95 2.25 6.55 6.45 98.8
 

1/ FAO
 

Source: Winrock International
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TABLE 3. Average Retail. Food Prices in Selected World Capitals 
March 3, 1981 

Paris Madrid Wash. D.C. Buenos aires Mexico city 

Steak, sirloin, hnls. 
(U.S. 

9.72 
dollars per kg.) 
7.44 9.46 7.12 4.78 

Roast, chuck, bnls. 9.68 5.07 7.47 6.67 4.36 
Pork chops 4.98 3.86 5.71 6.67 4.53 
Roast pork, hnls. 5.73 5.94 3.90 9.34 6.16 
Bacon, sliced .ckgd. 18.84 7.91 3.13 11.57 4.42 
Broilers, whole 3.45 1.65 1.30 4.18 2.57 
Eggs, doz. 1.90 1.28 2.18 1.91 .90 
Cheese, cheddar 7.35 7.55 3.86 12.01 11.90 
Milk, whole, liter .62 .47 .73 1.56 .47 

Inde Based on Chuck Roast Price 
Steak, sirloin, hnls. 1.00 1.47 1.27 1.07 1.10 
Roast, chuck, bnls. 1.00 1.00 1.00 1.0 1.00 
Pork cahos .51 .76 .76 1. 0 1.04 
Roast Pork .59 1.17 .52 1.40 1.41 
Bacon, sliced 1.95 1.56 .42 1.73 1.01 
Broilers, whole .36 .33 .17 .63 .59 
Eggs, doz. .20 .25 .29 .21 
Cheese, cheddar .76 1.49 .52 1.80 2.73 
Milk, liter x 10 .6'. .93 .98 2.33 1.08 

Source: Compiled from USDA, FAS, Foreign Agriculture, April, 1981. 
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convenience axe the reasons the U.S. has the highest per capita poultry 

consumption of any country despite the abundance of red meat. Pork and 

poultr~y prices not being lower relative to beef in Latin America is partially 

due to the higher relative cost of grain production versus forage production 

than in North America and Euroe. 

Livestock Marketing and Slaughter 

Livestock marketing facilities in Latin America vary widely. Ty7pically 

there are the large markets for slaughter cattle in the major cities with the 

slaughter plants nearby. The decentralization of slaughter plants to the 

production areas has not taken place in Latin America as is the case in North 

America (with a few exceptions such as Bolivia and Brazil). A principal 

reason is that marketing unrefrigerated meat is common practice. Under this 

system slaughter plants need to be near consumers. For plants oriented toward 

the export trade it would appear the economics would favor location closer to 

cattle finishing areas - once the outlook for growth in exports becomes 

clear. Exceptions are where some of the cuts from the carcass must be 

marketed in the "hot meat" trade of the coastal cities. Slaughter plants for 

export must meet international standards and this includes refrigeration 

unless it is strictlJ a canned meat plant. 

Among the slaughter plants for domestic markets there is great 

variability. Some are not managed well in terms of maintaining acceptable 

sanitary standards. Improvement in facilities and health and sanitary 

standards is needed in many plants as pollution and sanitation become a bigger 

problem in most cities. New plants should consider including refrigeration. 

The cost of adequate slaughter and processing facilities for meat is such 

a relatively small part of the total re-tail price of the meat that most 

societies should not cut corners on this aspect of the marketing system. 
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More general livestock markets especially for feeder cattle and cows are 

located in the production areas. They differ slightly from U.S. markets but 

apea to be reasonably efficient. No doubt one could find smal producers 

wi.th the usual small volume marketing problems. The main problems, however, 

often relate t: gcvernTxrent price and tax policies and lack of effective 

government market services. 

Retal markets 

Wholesale and retail prices are often controlled or influenced by 

government - resulting in depressed producer prices and fewer improved 

production and marketing practices. In addition, quality differentiation is 

nor as clearly rewarded as in the developed countries. In some cities, 

inshipment from other areas is not easy, either because of city officials, 

labor union leaders (or both). Where prices are not controlled this results 

in misallocation and price inefficiency. Where prices are controlled, it may 

result in the level of quality being lower than in a city where there is easy 

entry for wholesalers and retailers. 

Harrison, et al. studied retail and wholesale markets in Cali, Columbia; 

la Paz, Bolivia and Recife, Brazil. They observed that, "Some of the highest 

profit levels in the traditional urban food system are found in the 

institutions specializing in meat marketing.... In the case of Cali, these 

(high) profit margins are primarily the result of limited space availability 

within the public market for meat retaling and municipal restrictions on the 

number of meat wholesalers who can purchase through the city slaughterhouse. 

"The ezisting meat system provides a minimm of consumer services and 

results in an unnecessarily low quality product. Improved services and 

quality could be provided at the same or lower costs. Pricing and transaction 

practices do not facilitate the transmission of consumer preferences through 
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the system. Inadequate sanitation in meat handling endangers the health of 

consumers and reduces the meat's eating quali4ies." 

Harrison, et al. recommended improved sanitation and health inspection, 

special attention to improv-ing the performance of wholesaling and retailing in 

the low income areas. Noting that most consumers have no refrigerators (56 

percent in Cali and Recife) they recommnded that the urefrigerated meat 

marketing tradition be continued, but that more refrigeration be considered 

for those customers who could afford to pay for it. 

Available data for analyses of marketing performance in the literature is 

scarce. Fenn (p. 157) reported 1972 livestock-meat marketing margins in Lima, 

Peru that appear on the surface to be what one would expect of competitive 

markets. The farmer's share of the retail price was 65.7 percent for prime 

grade cattle, 64.3 percent for prime grade sheep and 75.3 percent for prime 

grade pigs. This is generally higher than many developed countries and is 

certainly higher than the U.S. producer margins. 

If one knew the local circumstances they might suspect that the marketing 

margins ranging from 25 to 35 percent paid for a minium of consumer services 

and sanitation as in the Harrison, et al. study re_-urted above. Furthermore, 

one could speculate that low income consumers preferred not to pay for added 

services and sanitation. Because consumers are not in a position to evaluate 

sanitation it becomes the responsibility of government in most societies to 

eotablish and enforce minimum standards. 

It is also not uncommon in many latin American counti±es that government 

has fixed maximum retail prices for meat; therefore, the marketing firms 

follow a strategy of minimizing costs. This often leads to reducing the 

quality and amount of seir ices. Where markets are not providing alternatives 

in products and services, it is usually because governments have not created 
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the economic environment for this tc, be done or unknowingly enacted policies
 

that directly discourage it.
 

A comprehensive set of studies of market performance in Third World 

countries would e very useful, especially if they were done so that
 

comparisons among countries could be made.
 

Marketing policy 

Marketing takes place within the legal and economic framework of the 

economy where it is located. All countries have different economic policies,
 

but a rather common policy in much of Latin America is to tax exports and/or
 

establish maximum prices for important food products; whereas many developed
 

countries subsidize or protect agriculture markets and subsidize producers. In
 

the case of an export tax (sometimes in the form of a differential exchange 

rate) the maximum domestic price is the international price for a specific 

quality of meat less the "export tax". This subsidizes consumers at the 

expense of producers and tends to discourage the use of improved production 

and marketing practices. Bale and Litz estimated the domestic price of beef 

in Argentina was 72 percent of the border (or international) price for 1976. 

In 1967, an Argentine rancher explained that a rancher typically could only 

afford to spend money on absolute essential practices such as minimal health 

care and fencing. At that time live fat cattle were U.S. $8 per cwt., about 

one-third the price of U.S. fat cattle. The market situation for Argentina 

and other South American beef exporters has not improved since 1967 except for 

short periods. 

In a study of Brazil's beef and dairy policy, da Silva, et al. stated
 

that "Policy makers have used the domestic market and external trade to hold
 

down the price of beef to consumers and to increase the supply in the
 

off-season. They conclude that a high rate of implicit taxation was imposed
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on the beef and dairy producers during 1949-1979. Fann level prices were more 

than 30 percent below free trade levels, reducing beef production and exports, 

while lowering prices to urban consumers. They concluded that when the 

effects of price distortions and production disincentives are combined, large 

economic losses are seen to he the result of government policy. 

Sumay 

In many Latin American countries livestock and meat markets are held 

below the free market equilibrium levels either by government setting prices, 

or by export taxes being levied on meat exports. The result of this is that 

producers subsidize consumers (and in some cases the non-agricultural sectors) 

with the export tax. Lower levels of improved production and marketing 

practices are the result. Typically, calving percentges are lower than the 

U.S. and cattle are older when they reach slaughter weight. 

Livestock markets operate reasonably well in some areas, but all could be 

improved with (1) More attention given to providing adequate government market 

services such as more timely and complete market news and supply information, 

(2) Extra attention by local governments to providing marketing supporr for 

small producers. This might involve organizing transportation services for 

livestock on market days, as well as establishing additional low cost public 

livestock markets with minimum facilities that might operate once a week or 

once a month to ser-e small producers who do not have direct access to an 

existing market. 

There should be a study to improve market performance of the national 

market by improving the market conditions for pricing at all levels in the 

livestock-meat industry. 

Governments should develop rules and policies that (1) Assist in 

decentralizing meat packing where refrigeration is feasible, (2) Improve 
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standards of health and sanitation at slaughter, processing plants and at 

retail stores. 

ASIA - Nature of Subsector 

This section is brief for several reasons. First, the author has Limited 

field exerience in Asia, second, the literature available on livestock meat 

marketing was limited, and third, some of the saze ideas and principles 

covered earlier also apply in the Asian Third World. 

The discussion of livestock and meat marketing in Asia must focus on the 

fact that most production units are very small. Mostly they are supplementary 

enterprises to a subsistence crop operation where the farmer may market only 

one or two animals per year. In this context there are some marketing 

techniques that appear very unusual to the Westerner such as immobilizing a 

pig in a wicker cage while being transported and displayed at a central market 

for sale. There are also some examples of large scale integrated operations 

in poultry and pork that rely on imported feestuffs and/or processing plant 

byproducts. 

Although effective demand is improving, per capita consumption of meat in 

Asia is lower than most of the rest of the world. The emphasis is more on 

pork, fish and poultry and less on beef. High income East Asia was estimated 

to consume 25.5 kg. in 1985. Half of it was pork and one-third was poultry. 

Low income East Asia wa: estimated to consume 15.1 kg. Again, half was pork 

and one-third was poultry (Table 2). In Idlia there is very little meat 

consumed. but dairy products are important. In Muslim areas there is little, 

if any, pork eaten. Cattle and buffalo are used for power and milk and most 

slaughter is old animals. As Asia develops, the demand for meat and poultry 

will increase significantly. The experience of Japan and other higher income 

Asia demonstrates that. China, the world's largest pork producing and 
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consuming country (Compare Figures 2 and 3.) will surely try to increase pork 

and poultry production as income increases. A recent China survey of school 

and college age children and young adults showed many were undernourished and 

only 2 or 3 percent overweight ( Houston Poa__ Dec. 3, 1986). One would 

suspect this problem is common in most of the Third World countries in Asia. 

China has an estimated per capita meat consumption of 17.6 lbs. per year, 90 

percent of it is pork (Hoefer and Jones, p. 2). 

Marketing 

It appears that improving livestock-meat marketing in Asia should be 

approached from three directions: 

(1) 	 Where there is a crop or farm supply cooperative or parastatal 

organization serving the producers in an area, they might consider extend

ing their services into livestock-meat marketing. This follows the 

Japanese concept of the role of cooperatives, and they have ben very 

effective in providing sinall producers with marketing services. 

(2) 	 Develop specialized, integrated prduction-processing operations that 

utilize 	imported feedstuffs if necessary. Taiwan and Japan have had great 

success in this direction. 

(3) 	 Maintain low import restrictions and permit low cost livestock feed, meat, 

poultry and dairy products to be imported to fill the growing demand. 

Since the EC bas essentially closed its markets to its former suppliers of 

meat - Oceania and South America; these areas have had surpluses and great 

difficulty finding markets. If the objective is development of Third 

World As..a, the best economics is to give access to the areas of the world 

with surplus agricultural resources. If Asia would permit importation of 

meat and dairj products with only a low tariff, the total exports from 

Oceania could be marketed there (See Figure 2). This is not likely to 
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happen, but there should be discussions in this direction, because an 

optimum development path involves exploiting your competitive advantages. 

Marketing for the small farmer 

In sbsistence farming areas, transportation, marketing livestock, and 

meat processing are sometimes rather primitive. Markets are often not 

specialized and have little or no facilities. Often livestock and meat are 

part of a central market for all types of products. National and municipal 

governments often operate markets, alattoirs and regulate market conduct. 

In Thailand, a livestock market may simply be a meeting place for private 

treaty trading. In the Philippines, the Marcos regime started a series of 

auction markets to serve small producers. The auction system did not work 

because it operated too slowly, however, the facilities are being used; they 

were converted to private treaty trading with ccmission men representing each 

seller. 

Future changes 

There is a trend toward more public markets for livestock in the 

developing world. Public markets have long been an efficient way of selling 

small lots of non-uniform livestock. The next step for some areas where the 

volume is available is likely to be more specialized facilities and services, 

including specialized transportation services for assembling the livestock. 

There is room for a substantial upgrading of narketing facilities and 

services at all levels. Viable projects would appear to be feasibility 

studies followed by pilot projects that are oriented toward more specialized 

marketing, processing and marketing services. As an economry moves from 

subsistence farming systems to a more commercial orientation, the markets 

should also simultaneously make the transition. 

The emphasis in other sections on government services and regulations 
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that create a legal and economic environment for free and open cometition
 

also applies here. In some cases, however, there is a need for government to
 

encourage and foster producer marketing organizations so that efficient
 

volumes can be achieved.
 

SUMARY 

Livestock and meat marketing in both developed and undeveloped countries
 

appears to have lagged that of other agricultutral commodities and products. 

Apparently much of the reason is the comple nature of the product, its 

perishability, its wide variability in quality and the difficulty of producing
 

consistent uniform retail packages of the product. In less developed
 

economies without good transportation, conmmunication amd refrigeration;
 

problems of livestock and meat marketing deve]opment are compounded. 

There are many rather simple and i-neensive improvezents that can be
 

made in marketing and processing ethods, in facilities and government policy
 

and services. Some of them may hzive little, if any, perceptible impact, but 

the path to progress is to continue to try those methods and apnrcaches that
 

have been shown to be useful elsewhere. On the production side, it appears
 

that many range and animal husbhandry practices cornonly used elsewhere are 

negated in a conmunal grazing setting where stocking rate is not controlled. 

In both production and marketing, price cont;ol negates many attempts at 

improvement. Dramatic improverents involve drastic changes and large 

projects that significantly change the system. There are few examples of 

sudden breakthroughs or drastic changes in the history of livestock and meat 

marketing in developed countries. Progress historically has been evolutionary 

rather than revolutionary.
 

In developed countries, marketing accounts for substantial value added to
 

the product, in many cases from 30 to 50 percent of the retail price.
 



51 

Apparently in developing countries it averages considerably less: however, 

there is wide variability. In subsistence type livestock operations where the 

meat is sold locally, the margin would be low, but supplying urban areas 

significantly increases the marketing costs. 

Although it may not necessarily be the highest priority, most Third World 

areas could make noticeable improvements in livestock and meat marketing at 

modest costs to the public or private sector, esecially if they are willing 

to examine the entire subsector and be willing to make changes in policies and 

government services. 

Most projects would have a higher probability of success if they include 

provision for training programs. Both private and public activities need to 

consider sore type of continuing training programs, especially for new 

employees.
 

RECOMMENDATIONS
 

Some Third World marketing problems may be easily assessed and one can 

proceed directly to working on improvements without research or a task force 

report. Other problems are complex, requiring careful planning and research 

to achieve gocd results. Those concerned with development should ask 

questions and start plans for improvement. 

What Needs to be Done
 

1. 	 Examine policies that set prices of livestock and meat. Do these provide 

incentives for improved production and marketing practices? Do they allow 

flexibility to serve different markets and different tastes with different 

prcducts?
 

2. 	 Evaluate government services to the marketing system. Are they adequate to 

protect the public health? Do they provide necessary market information at 

all levels in the system. Are grades and standards adequate? Are 
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markets regulated to prevent fraud? Is there free entiy into marketing? 

3. 	 What facilities are needed? Is there sufficient slaughter capacity to
 

handle seasonal and cyclical peaks? Are there sufficient local market
 

facilities to serve small producers?
 

4. 	 Ava-lable literature on livestock meat marketing is very scarce compared to 

production literature in the Third World Encou'age university studies and 

publications on improving livestock-meat marketing. Earark part of USAID 

Third World graduate student support for marketing research with a 

requirement for publication. 

5. Develop some pilot projects on improved marketing. There has to be 

experimentation on the part of someone to make progress. In some cases it 

may be desirable to operate pilot projects that change the marketing system 

at some specific level or location. 

6. 	 In pastorial areas devise programs to provide incentives for timely off

take of livestock. One alternative is to charge grazing fees to be used 

to improve the range and to send a signal that holding unproductive live

stock on commnal grazing property is not free. The fees could be used 

for 	projects to improve the range.
 

7. 	Conduct regional short courses in livestock-meat , rketing for aiminist

rators and managers from several countries. If possible tie these in with 

in-country trauining in the Third World. It is not uncommon for management 

of parastatal marketing companies or cooperatives to have no marketing 

training or experience prior to being appointed to a position with 

marketing responsibilities. 

Marketing Imprcvements 

Marketing systems the world over have the possibilities to be improved 

because economic systems are dynamic and are influenced by all sorts of events 



53 

including an onrush of technology. A list of potential improvements for an 

area as diverse as the Third World could be very long but they can be 

classified under four categories. 

1. Mazketing efficiency. involving projects designed to lower total cost. 

This often involves improved technology; however, improved management is 

critical, also. Increased efficiency may involve projects such as the 

feasibility of facilities location and operation - like livestock markets, 

slaughter plants, wholesale and retail outlets, and improved transportation 

and refrigeration. 

2. Marketing alternative product forms and qualities to oftain a higher 

price. This could involve changing both the production and marketing system 

to produce a superior retail product. Increased quality such as faster 

growing, younger slaughter animals, coupled with improved marketing methods 

that maintain quality or enhance it by further processing. 

3. Marketing policy - government and industry policies that create the 

legal and economic framework within which the market functions. Typically, 

Third World governments have played an active role in cotrolling both market 

strcture (operating parastatals, restricting entry) and market conduct 

(controlling price, allocating supplies) with the resLlt of rather poor market 

performance, in some cases, especially in the efficiency and the 

progressiveness dimensions. 

If policies are in place that encourage private enterprise, reward 

innovation, and insure competition, then the industry is likely to make 

progress in an evolutionary fashion with few, if any, intervention programs. 

On the other hand, if policies do not foster open market activity and private 

investment, then progress generally depends on government intervention 

projects. In &U cases, it is very important for government to maintain 
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policies and monitor and report performance and make available to the public 

the indicators of industr7y market performance (Farris, 1986). 

4. Market Services. 

Inspection standards and services to assure proper sanitation and disease 

control are essential. Timely market information such as market news and 

supply information allow the maket to adjust to changing conditions. 

Develop and monitor gradL s and standards that facilitate quick and easy 

communication in the market. It is often desirable to develop and moni.tor 

operating Lules for privately owned abattoirs and public markets. In some 

cases it appears necessary for governments to provide credit services, and own 

and operate public markets. 

A market system can. be operated in many ways, but all types, from free 

enterprise to state owned and operated, must be monitored so that the public 

and its representatives can evaluate its market performance. Otherwise, 

either private or public market operations will begin to serve interests 

other than the general public. 

RESEARCH PRCGRAMS 

The lack of published research on livestock-meat marketing leaves a wide 

range of research needs in the Third World. Depending on the situation, 

projects could range from a ocmnplete subsector marketing assessment to a very 

specific project such as the feasibility of a marketing or processing 

facility. The following categories are suggested to guide further research 

planning. 

1. Subsector marketing assessment. 

If a large or long-term project is being planned, it may be 

desirable to first do a quick assessment of marketing of the entire 

subsector before all aspects of the project are finalized. 
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The "Rapid Reconnaissance Guidelines for Agricultural Marketing 

and Food System Research in Developing Countries" may be appropriate 

for this purpose, depending on the amount and type of research already 

available. A quick, informal assesmns can be made much easier by 

the investigators observing the markets and interviewing operators, 

but for a large project a formal assessment study can provide the 

specific programs that follow, depending on findings of this 

assessment. They could involve any or all of the following, listed 

roughly in order of scope from comprehensive to more narrow projects. 

2. Analyses of the Market Structure, Market Conduct and Market Perfor

mance. 

Many of the marketing problems in the Third World are a result of 

there being no deliberate attention to what is required in terms of 

laws, rules and regulations to create an environment to achieve good 

market performance. Open markets under free entreprise do not operate 

well unless government has policies in place that maintain competition 

and protect the right of relatively free entry into the business. It 

may also require a credit program for this right to be viable where 

there has been a history of restricted entry. 

Likewise, a market system managed or dominated by price control 

or a parastatal may not perform well unless performance is monitored 

and policies are designed to provide incentives for good performance. 

At the very least, prices and margins in other countries should be 

compared as a first rough evaluation. Generally, when any agency 

group or parastatal is protected from foreign and domestic 

competition, one can expect market performance to decline. 

A comprehensive comparative market performance study of several 
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countries in a Third World region would be useful to establish a 

basis for considering policy changes to improve market performance. 

3. 	 Analyze Alternative Pricing and Marketing Policies to improve develop

ment. 

A common problem in the Third World Ls that prices are often 

controlled to achieve goals such as a transfer of income. This 

distorts quality incentives as well as reduces incentives to adopt 

improved marketing practices. Research that would estimate the impact 

of alternative policies on develorment in the livestock-meat subsector 

would be useful for designing price policy to encourage development. 

4. 	Evaluate the Impact of Alternative Government Services on Develop

ment. 

For a market system to perform well a variety of government 

services are needed - from operating public markets to developing and 

offering grading ser-vices, inspection services and enforcing rules 

that prevent fraud in livestock transactions. 

5. 	 Small Stock Market Development Aanalysis 

It appears that smalI stock will become a larger portion of the 

meat diet especially in Africa. Increased production may require new 

slaughter facilities, public markets and wholesale distribution 

systems. In some cases educational programs nay be required to pro

mote acceptance and efficient use of sheep and goat meat. 

6. Feasibility of Integrated Broiler and Pork Operations in Asian Third
 

World.
 

Low income Asian countries have the lowest per capita consumption 

of meat and poultry. Urban areas could be supplied pork amd poultry 

from integrated operations using imported feed grains. The
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feasibi lity of such operations needs to be estimated., especially 

effective demand, however. Japan and Taiwan have been quite 

successful with this type operationi. 

the 
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Grain Marketing Development in
 

Third World Countries
 

By
 

Donald W. Larson
 

Introduction
 

Developed and developed country governments as well as international
 

donors recognize the importance of grain marketing in the economic and
 

social development of third world countries. In these countries, grains
 

account for a major part of farm income and consumer food expenditures. In
 

addition, grain marketing typically includes a large number of producers,
 

consumers and intermediaries who are economically and politically powerful.
 

Improvements in grain market.ag that reduce food costs or improve farm
 

income can accrlerate the economic and social development of third world
 

countries. For these reasons, identification of ways for third world
 

countries and international donors to improve grain marketing merits
 

further investigation.
 

The general objective of this paper is to help AID S&T/RD develop a
 

program of research and technical assistance activities in the area of
 

grain marketing to promote agricultural development in third world coun

tries. The specific objectives are to: (1) describe the major changes in
 

grain production, consumption, and marketing in third -7orld countries; (2)
 

trace the evolution of grain marketing systems using a temporal and cross
 

section approach; (3) analyze the main factors contributing to change in
 

the grain marketing system; and (4) identify future research and technical
 

assistance needs in grain marketing.
 

*Consultant to Sigma One Corporation and Professor of Agricultural
 

Economics at The Ohio State University
 

http:market.ag
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The analytical approach selected is that of a food system which
 

includes the crop and livestock sectors of the economy. The participants
 

in the food system that produce, transform and distribute agricultural
 

products and inputs include input producers, input suppliers, agricultural
 

producers, domestic traders, importers and exporters, processors, whole

salers, retailers, institutional buyers and consumers. One may look at the
 

food system in a horizontal dimension by analyzing firms at a particular
 

stage that perform a similar set of functions such as rice millers. One
 

may also look at the food system in its vertical dimension as a commodity
 

subsystem such as grains that cuts across all the different functions of
 

the system from producer to consumer. These functions inc7,ude input
 

distribution, farm production, assembly, storage, transport, processing,
 

wholesaling and retailing. The vertical subsystem for grains is the main
 

focus of the present report.
 

For purposes of this report grains are defined to include rice, wheat,
 

corn, sorghum, millet, barley and oats. Grain marketing developments
 

during the last twenty years are emphasized because it is a period of rapid
 

change in grain markets, it is consistent with the objectives of the paper,
 

and it is the time period that the author knows best. Whenever possible
 

research results and secondary data are used to document the changes in
 

grain markets since the mid-1960s. In addition, the personal experiences
 

of the author in some 35 developing countries during the last twenty years
 

are an integral part of this study of grain markets in developing coun

tries.
 

/ 
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The next section of this rep-rt examines changes in grain production
 

and consumption in the world during the last twenty years. The emphasis is
 

on developing countries, but one cannot separate what happens in developing
 

countries from the rest of the world when studying a widely traded commod

ity such as grains. The following section analyzes the changes in grain
 

market organization and performance and the evolution of grain marketing
 

systems. The factors contributing to change in the grain marketing system
 

of third world countries are evaluated in Section IV. A program of applied
 

research needs and technical assistance in grain marketing are identified
 

in the concluding section.
 

Changes in Grain Production and Consumption
 

Changes in Grain Production
 

World grain production has increased at a fairly steady rate since the
 

mid-1960s, so that production has generally kept pace with utilization. In
 

some years (most recently 1983-84) production has failed to keep pace with
 

consumption because of poor crops in some major producing countries such as
 

the U.S. and Canada. World grain stocks reached a low of only 11.6 per

cent of utilization in that year but have increased very rapidly in recent
 

years so that grain stocks are currently at very high levels (Table 1).
 

Despite abundant global food supplies, there have been severe shortages in
 

a number of developing countries of Africa because of drought, government
 

policies and political instability. Food shortages are likely to continue
 

to be a problem on at least a periodic basis for many African countries
 

despite some recent efforts to solve the problem.
 



World grain production has increased faster than world population
 

growth rates and is the main reason for the increasing world grain stocks
 

in recent years. The production and utilization imbalance is most severe
 

in the developed countries because of low population growth rates (less
 

than one percent annually compared to over two percent annually in the
 

developing countries) and stagnating economies. Grain production has
 

increased steadily in the developed countries in the last twenty years and
 

is now about 1800 pounds per capita annually. In the same period, grain
 

production in developing countries has remained practically unchanged at
 

about 400 pounds per capita annually. In Africa, grain production per
 

capita has declined slightly during the last twenty years and also shows a
 

great deal of variability from year to year, whereas in Asia and Latin
 

America, grain production per capita has increased slightly and is much
 

less variable from year to year. Because of this production uncertainty,
 

grain marketing systems and government policy in Africa may have to be very
 

different from those in South America and Asia. A very effective grain
 

importing system is essential in those countries with highly variable grain
 

production from year to year.
 

The two grain production success stories of the last twenty years are
 

India and China which have changed from net grain importers to net grain
 

exporters. In India and China, this has been accomplished through the
 

introdu, :ion of higher yielding cereal varieties, increased use of ferti.

lizer and irrigation. In addition to those technical factors, China also
 

changed its government policy toward the agricultural .ector so that
 

workers now have monetary incentives to expand production. The European
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Community has also become a net erporter in recent years in large part
 

because of the high internal price support system that has been established
 

for EC farmers who produce grain and other commodities.
 

When on, looks at world grain production in terms of wheat, coarse
 

grains and rice, the production and utilization picture changes quite
 

dramatically among the three grains. World wheat production has been
 

growing faster than utilization for the last several years so that stocks
 

as a percent of utilization are approaching 25 percent, the highest level
 

in many years (Table 2). A similar situation exists for world coarse grain
 

(corn, sorghum, barley, and oats) production which has increased much more
 

rapidly than utilization in recent years. Stocks as a percent of utiliza

tion are near the 25 percent level and are expected to increase even
 

further because utilization is only growing at about three percent annual

ly, much less than the growth rate of production (Table 3). Only in rice
 

is the rate of growth of production nearly in balance with the 3.3 percent
 

average growth rate of utilization so that stocks have increased slightly
 

to about 7 percent of world utilization. However, it should be noted that
 

the rice stocks of North Korea, Laos, Vietnam, and China are noL included
 

and that these countries produce nearly 60 percent of the world's rice crop
 

(Table 4).
 

The world supply-demand imbalance that causes the increasing world
 

stocks is concentrated in wheat and coarse grains rather than rice and is
 

mainly a problem of large crops in developed countries rather than develop

ing countries. Rice is relatively more important in the developing
 

countries of the world. Good weather in combination with high support
 

prices and subsidies in the developed countries (Er and US) are the most
 

important reasons for the surplus wheat and coarse grain production.
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The increases in world grain production have led to many changes in
 

the structure of farming in developing countries during the last twenty
 

years. With the introduction of higher yielding varieties plus modern
 

inputs and irrigation, farms have become more specialized in the production
 

of a few commodities rather than the diversified, wider range of commodi

ties produced in the past. This is particularly true in countries such as
 

Taiwan, India, Brazil and Colombia where farmers have adopted the "Green
 

Revolution" technologies. In many other countries, particularly in Africa,
 

farming has changed very little in the last twenty years and continues at a
 

subsistence level with only small surpluses above family consumption needs
 

to markpto Increased specialization means that the marketed quantity from
 

each farm has increased even faster than grain production so that the
 

marketing system has had to grow rapidly to handle increasing amounts of
 

grain. As a result of the increased production and specialization, farmers
 

are more dependent on the market place to purchase their output and supply
 

their inputs. Because of this increased dependence, the economic conse

quences for producers of a marketing system that fails to provide the
 

appropriate marketing services in a satisfactory manner are more severe.
 

Income to grain farmers has probably increased in the 1970s because of
 

higher grain prices and yields in most countries of the world. The
 

favorable prices attracted more farmers and more land to grain production
 

and farmers increased their use of modern inputs such as fertilizers and
 

improved seeds. From the use of these modern inputs, world rice yields
 

have increased about 62 percent, wheat yields about 85 percent, and coarse
 

grains about 70 percent since 1961. World yields are currently about 2.1
 

metric tons per hectare for wheat and coarse grains and 3.1 metric tons per
 

hectare for rice. World wheat and rice yields have increased more rapidly
 

\i
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than coarse grain yields because of the rapid adoption of higher yielding 

hybrid varieties, increased use of fertilizer, expanded areas under
 

improved farm management practices (Wisner and Nourbakhsh).
irrigation and 


Millet yields, however, have remained essentially unchanged in this same
 

time period and millet is the food crop of many of the poorest and most
 

vulnerable farm families in Africa.
 

The above factors may have contributed to a dualistic structure in
 

farming with an increasing number of large, commercial farms producing
 

large quantities for market and a continuing substantial number of small
 

farms producing mainly for home consumption with a small surplus to sell in
 

the market. The small subsistence farms tend to rely on traditional
 

low yields. This dualistic
varieties with little use of modern inputs and 


structure appears to be most common in several countries of Latin America
 

(Bolivia, Brazil, Colombia, and Ecuador) and less common in Africa and Asia
 

(Taiwan and Korea), because of a more evenly distributed land ownership
 

and the implications
pattern. The existence of this dualistic structure 


for grain marketing in third world countries deserves more research
 

attention.
 

Changes in Grain Consumption
 

World demand for grains has increased at a moderate rate in the early
 

1980s because of a world recession in which world grain utilization
 

increased only slightly faster than the world's population growth rate.
 

Changing population growth rates and growing per capita incomes are the
 

main factors influencing the demand for grains in the diet. High popula

tion growth rates (near 2.5 percent annually in many developing countries)
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for grains; however, as development occurs these
 create an expanding market 


population growth rates will decline to much lower levels and slow this
 

source of demand for grain.
 

Because corn has a lower price relative to other cereals, 
corn has a
 

rice and wheat. Corn is
than other cereals such as
wider range of uses 


processed foods, industrial

used for direct human consumption, industrial 


non-food products such as starches, livestock feed and most recently for
 

Corn for direct human consumpethanol production to blend with gasoline. 


per capita

tion is largely concentrated in the developing countries where 


The per capita consumption
about twenty kilograms annually.
consumption is 


of corn for human food is substantially less than that for wheat and rice,
 

about 45 and 82 kilograms per capita annually, respectively. Per capita
 

developingconsumption of corn as a human food is very high in a few 

countries such as Mexico, Guatemala, Honduras, Kenya, Malaul, 
Zambia and
 

Zimbabwe where the per capita human consumption is about 100 kilograms
 

In several. other African countries, the per capita conzUmption
annually. 


for human food is about 40 kilograms annually (CIMMYT).
of corn direct 


for animal feed and 27
 
Worldwide, about 65 percent of corn use is 


The proportion
is for other uses. 
percent is for human food and the rest 


oF corn used for livestock feed increases rapidly with per capita income.
 

is over 200 kilograms
In developed market economies, per capita corn use 


use as a livestock feed. For
 
annually, with about 80 percent of the 


example, in the U.S. per capita corn use equals about 480 kilograms
 

For
 
annually with about 430 kilograms of that amount for livestock use. 


countries below US$300 per capita GNP, the percentage of corn for livestock
 

small; however, the proportion increases rapidly for countries with
 feed is 


per capita GNP above US$650, and is over 80 percent for most high income
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countries (GNP per capita of US$6,000). Thus, demand for corn as a
 

livestock feed can be expected to increase rapidly as incomes grow in the
 

middle income countries and can lead to major changes in the grain market

ing system as livestock feeding, feeds and processing become more impor

tant.
 

Growing per capita incomes are the most dynamic factor influencing the
 

demand for grain through changing consumption patterns for grains and meat.
 

As incomes grow, consumers increase the proportion of livestock products in
 

their diet which greatly increases the demand for grain to produce the
 

livestock products. Consumption of livestock products is much more
 

resource demanding because about 11 pounds of grain or grain equivalent
 

livestock feed are required to produce one pound of beef (Table 5). Grain
 

direct for human consumption will tend to decline with Lncreasing incomes
 

compared to livestock products and other products such as fruits and
 

vegetables.
 

The dynamics of this income and food consumption relationship for a
 

selected number of countries have recently baen studied by Rask and are
 

shown in Table 6 and Figure 1. Growth in GNP per capita and food consump

tion in cereal equivalents per capita between 1966 and 1982 among sixteen
 

countries reveals several interesting results. At low income levels (GNP
 

per capital of about $400 annually) food consumption expenditures consist
 

of about 55 percent on cereals, 30 percent on fruits and vegetables and 15
 

percent on livestock products while at high income levels (GNP per capita
 

of about $6,000 annually) food consumption expenditures consist of about 55
 

percent on livestock products, 30 percent on fruits and vegetables and 15
 

percent on cereals. Several middle income countries such as Taiwan, Korea,
 

The Philippines, and Brazil experienced rapid economic growth and rapid
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food consumption growth from 1966 to 1982 while some of the higher income
 

countries such as the U.S. and Canada changed food consumption very little
 

as a result of income growth (Figure 1). Food consumption in cereal
 

equivalents per capita tends to reach a saturation point at higher income
 

levels, causing the proportion spent on food to reach low levels (currently
 

16 percent of income in the U.S.) while that proportion of income spent on
 

non-food increases rapidly. In addition, at high income levels consumers
 

want more marketing services or conveniences rather than simply more food.
 

This leads to a faster growth in the demand for marketing services than for
 

food.
 

Grain marketing systems will need to evolve most rapidly in the middle
 

income countries (GNP/capita of $1,000 to $6,000) because the food consump

tion in cereal equivalents per capita is increasing most dramatically with
 

income growth. As Figure 1 demonstrates, the quantity of grain consumed
 

will be increasing rapidly in these middle income countries so that the
 

amount of grain moved through the marketing system will be increasing
 

rapidly. More efficient physical facilities will be needed and the
 

economics of grain marketing will become more important to producers and
 

consumers. The marketing system will also change because the sources of
 

demand for grain are changing. Livestock feeders, feed manufacturers and
 

industrial processors will emerge as the most important markets for grains
 

rather than retailers selling grains direct for human ronsumption as the
 

main source of demand. Grain quality and grades and standards will be more
 

important in the marketing system because the livestock feeders and
 

industrial processors will probably emphasize the need for quality products
 

more than intermediari,.s in the traditional marketing system. As this
 

surge in the demand for grains occurs, countries may also find that
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domestic production will need to increase rapidly or else grain imports
 

will increase rapidly to satisfy this demand. If grain imports increase
 

rapidly, large investments will be needed in modern grain handling facili

ties at ports and interior consumption centers. In the low income coun

tries, the grain marketing system will change more slowly because of the
 

low levels of demand for cereals and slow economic growth rates. Popula

tion growth rates and urbanization will likely be more important factors
 

affecting the evolution of the grain marketing system in low income
 

countries. In high income countries where food consumption has leveled off
 

and population growth rates are low, the grain marketing system will also
 

change more slowly.
 

Income distribution in the growth process can have major impacts on
 

the grain marketing system. If the benefits of economic growth are not
 

evenly distributed among economic classes, the demand for grain and
 

marketing services will lead to very different marketing systems. If
 

income is highly concentrated, a modern system with a broad range of high
 

quality products will probably emerge to serve the needs of a very small
 

percentage of the population, and the traditional system will continue to
 

serve the large majority of the population offering a limited range of low
 

quality products. A modern grain marketing system will probably grow much
 

less rapidly in a country with a highly concentrated income compared to a
 

country with a more equitable distribution of income.
 

Grain Marketing System Changes
 

Changes i,7 Grain Market Organization and Performance
 

Grain market organization and performance have progressed to an
 

improved system in many developing countries during the last twenty years.
 

Further improvements in the organization and performance of grain marketing
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systems can and will be made in the next few years as countries experience
 

economic growth. Many changes in grain market organization and performance
 

can already be identified; some of these changes contributed to improved
 

performance and others did not.
 

As grain markets have grown, the number and size of market partici

pants appears to have also increased, although data on a country by country
 

level to substantiate this is not available to the author. In the tradi

tional marketing system, the number of participants appears to have
 

increased without much change in the size of the operation because of the
 

nature of the traditional labor intensive system from consumer to producer.
 

The fact that it is a very labor intensive system with little capital
 

equipment suggests that few economies of scale are likely to exist within
 

the traditional grain marketing system. One indication of the lack of
 

change in the size of operation of these businesses in the traditional
 

grain marketing system is that these units tend to be owner-operated
 

businesses that are limited to the size that one person can effectively
 

handle with family labor and some hired employees. A large corporate form
 

of organization has not emerged within the traditional grain marketing
 

system of third world countries. Another indication of this relatively
 

stable size of operation is that the vast number of central wholesale
 

markets constructed throughout Latin America and Africa during the last
 

twenty years essentially replicated the same size of grain facility that
 

existed in the traditional system prior to construction of these facili

ties. Much was accomplished through construction of these wholesale
 

facilities but the size of operation was not significantly changed
 

(Panagides, Larson and Pessoa).
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In the modern system, the number and size of participants have
 

probably increased through time. The new technology of supermarkets in
 

combination with better rice and wheat milling equipment as well as food or
 

feed processing equipment have contributed to a larger size of operation.
 

The modern system seems to have captured most of the growth in grain
 

markets due to population and income changes by increasing the number and
 

size of its operations.
 

The number and type of market transactions have also changed through
 

time because of the increasing importance of the modern marketing system.
 

In the modern system, the supermarkets, flour mills, rice mills and
 

cooperatives have increasingly moved to contracting and vertical integra

tion to improve coordination in supply channels and to reduce the number of
 

transactions between producer and consumer. In the traditional system, the
 

type of transactions (usually spot market prices with intermediary credit)
 

has remained essentially unchanged, while the number of transactions may
 

have actually increased from producer to consumer because of the greater
 

number of participants in this system. Each participant must have a few
 

transactions daily to earn enough money to survive in the subsistence
 

economy.
 

For a variety of reasons, grain quality and product mix have improved
 

in the last twenty years. The market provides a much wider range of
 

product qualities to satisfy the tastes, preferences and incomes of the
 

consuming population. Rice in Brazil is an example of a situation in which
 

the consumer can choose from a wide variety of rice qualities with differ

ent prices and brands. The large supermarkets carry several different
 

brands of rice including their own private label plus those of rice millers
 

and some farmer cooperatives. The introduction and expanding use of grain
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grades and standards in many developing countries has contributed to better
 

quality grain products. Better seed varieties, more efficient processing
 

machinery and improved grain storage and handling have contributed to
 

better quality grain products as well.
 

Governments have made large investments in marketing infrastructure in
 

the form of better roads and highways, railroads, port facilities and
 

storage facilities to reduce transportation and handling costs in the grain
 

marketing system of most developing countries. Some developing countries
 

still have a long way to go in terms of this basic marketing infrastructure
 

so that the opportunity to further reduce transport and handling costs in
 

these countries is large. Bulk handling of grain products may be one of
 

the opportunities to further reduce handling costs in third world coun

tries. The widespread use of handling grain in bags in third world
 

countries suggests that there may be significant barriers to bulk handling
 

of grains in these countries. The economics of bulk handling versus bag
 

handling of grain in different developing countries needs further investi

gation. Better farm to market roads and even highways between major
 

trading center3 could lead to much lower marketing costs for grain.
 

Northeast Brazil, Colombia, Ecuador and Bolivia are but a few examples of
 

countries in which additional improvements in marketing infrastructure are
 

needed. Bolivia has many producing areas isolated from markets because of
 

poor roads that are impassable during much of the year and with very high
 

transportation costs when passable. Cochabamba, a major grain producing
 

area of the country, is linked to the capital city of LaPaz by a very poor
 

road that greatly increases transport costs. It is a time-consuming trip
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over a road that is very damaging to trucks and four-wheel drive jeeps.
 

Northeast Brazil and other countries have road conditions similar to that
 

described for Bolivia.
 

In the last twenty years, the developing countries have invested large
 

amounts of resources in modernizing existing grain storage and handling
 

facilities and building new facilities with all the necessary grain drying,
 

grading and quality control equipment. Although these facilities are owned
 

and operated by some government parastatal marketing organization in most
 

countries, private merchants also own and operate significant amounts of
 

grain storage capacity with all the appropriate equipment. However,
 

governments seem to have decided that grain warehousing is an activity that
 

belongs to the public sector. For the government-owned storage facilities,
 

poor location and management are important reasons for the low rates of
 

utilization of the storage capacity and consequently the relatively high
 

storage costs.
 

There appears to be relatively little on-farm storage capacity in most
 

countries and what does exist tends to be inadequate for proper grain
 

storage and handling. On-farm storage capacity is limited despite numerous
 

attempts by international organizations to promote and finance on-farm
 

storage facilities. The reasons for a lack of on-farm storage certainly
 

merit further research efforts.
 

The investments in transport and storage infrastructure plus the
 

improvements in grain handling have all contributed to reduced product
 

losses in grain marketing. Grain marketing losses due to poor transporta

tion methods, grain storage and handling methods and farm harvesting
 

methods were estimated to be very high (15 to 20 percent of production) in
 

many countries during the late 1960s and early 1970s (FAO). Nearly twenty
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years later, these losses seem to have been reduced to much lower levels in
 

many developing countries. In modern, commercial, well-equipped grain
 

storage facilities, the losses due to storage and handling are very low;
 

however, losses in rural areas, especially on farms, may still be quite
 

high. There is some evideice that large scale state--cwned grain storage
 

facilities have large losses compared to commercial and farm storage
 

because of the differences in management attention to the details of grain
 

storage.
 

One of the most significant changes in grain markets has been the
 

shift from the high and fluctuating world market prices observed throughout
 

the 1970s to the relatively low and more stable prices of the mid-1980s
 

(Figure 2). Developing countries in Africa, Asia, Latin America and the
 

Near East were able to protect domestic producers and consumers from much
 

of the world market price variability during the 1970s. In these coun

tries, domestic prices tended to lag world prices and also tended to be
 

lower than world prices until 1981. World prices moved downward in 1981
 

and have declined f'rther since 1933. An important question for grain
 

marketing and for domestic producers and consumers is whether third world
 

countries will attempt to protect their domestic markets from the low
 

prices of the 1980s as they protected their markets from the high prices of
 

the 1970s. The highly profitable prices of the 1970s attracted many re

sources to grain production in developing countries (Brazil and Argentina,
 

for example) in order to achieve domestic self-sufficiency, reduce depend

ence on expensive grain imports or to compete on the world market for
 

exports. The return to these rescurces is declining significantly in the
 

1980s so that some of the resources will likely exit grain production in
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the rest of the 1980s. The rate of exit will depend on the degree of
 

protection that third world countries choose to pro~ride to their grain
 

producers.
 

Although the evidence on the change in grain marketing margins through
 

time is not available for most developing countries, some limited informa

tion across countries at different points in time is presented in Table 7.
 

The price paid to producers as a percentage of the prices paid by consumers
 

for rice, corn and sorghum varies considerably among the countries. For
 

rice, the producer share tends to be highest in the Asian countries and
 

lowest in Africa wi:. Latin America in between these regions. These margins
 

are affected by a number of factors such as the distances between producing
 

and consuming areas, the adequacy of transportation, the services provided
 

and costa o the services, and government policies toward the mark.ting
 

sector in all these countries. More than anything else, these results show
 

that a large amount of diversity exists among countries for the same
 

commodity and thac more information is needed before one could draw firm
 

conclusions about market performance from the margin data of these coun

tries.
 

Evolution of Grain Marketing Systems
 

Three parallel 'aarketing systems for grains and other products have
 

emerged in developing countries during the last twenty years. These three
 

systems are: the traditional food marketing system, the modern food
 

marketing system and the institutional food marketing system (Figure 3).
 

Grain products are marketed through all three systems with some significant
 

differences among the three systems because each system tends to serve the
 

needs of a particular clientele best (Riley et al., Slater et al.). The
 

traditional system consists of a large number of small merchants at all
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levels of the marketing system and tends to serve the needs of the small
 

farmers and low income consumers who sell or buy in small quantities a
 

lower quality product at the low end of the price range. The small farmers
 

and low income consumers have a large number of transactions and frequently
 

obtain credit from merchants to finance their activities. The modern
 

system consists of a small number of large firms that are integrated
 

horizontally and vertically and tend to serve the needs of large farmers
 

and higher income consumers who buy or sell in larger quantities a better
 

quality product at higher prices. These are self-service operations that
 

provide no consumer credit. Grain farmers in the modern system are more
 

likely to have credit from formal financial institutions, frequently at
 

subsidized rates of interest, than from marketing intermediaries. The
 

institutional system is essentially a public sector marketing system that
 

tries to serve all producers and consumers and generally has not performed
 

well in developing countries because of high operating Qjsts, management
 

inefficiencies, political interference and other reasons.
 

Three examples of these marketing systems for grain products are shown
 

for rice in northeast Brazil in 1967, corn in Colombia in 1968, and grains
 

in Kenya in the early 1970s (Figures 4, 5 and 6). In each country the
 

modern system was small but making an impact for rice and corn marketing in
 

these countries many years ago. The institutional system was also small
 

and no- significant in the Brazil and Colombia marketing systems. The
 

institutional system was much more important in the grain marketing system
 

of Kenya. The traditional system was the dominant force in the grain
 

marketing system of all three countries. If those studies were to be
 

repeated today, the results would very likely show a rapid increase in the
 

importance of the modern system, a stagnating but surviving traditional
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system and a more important institutional system. The modern system and to
 

a lesser extent the institutional system have captured most if not all of
 

the growth in grain markets from population and income increases. The
 

supermarkets have become important change agents in these marketing
 

channels and have improved the vertical coordination of the production

distribution system to serve better the consumers and producers (Harrison
 

et al.).
 

Although the institutional system has grown in importance in grain
 

markets because governments have pumped large amounts of resources into
 

government-owned parastatals, marketing boards and consumer retail stores
 

to help low income consumers and producers, there is a growing dissatis

faction with the results in a number of countries such as Kenya, Brazil,
 

Ecuador, and India (Heyer, Lele, Southworth et al., Larson). They have
 

become large, unmanageable, inefficient and very costly government bureau

cracies th.at have failed to accomplish their stated mission. The costs of
 

intervention in markets have been high while the benefits to producers and
 

consumers may not be that high. Some countries such as 
Ecuador and Brazil
 

have launched efforts 
to deregulate markets, reduce government intervention
 

in markets and regain control of government parastatals; however, the
 

results are not final and the number of countries willing to implement such
 

changes may not be large.
 

The rate of evolution of grain markets depends to a large degree on
 

the rate of economic development of the country. If countries grow
 

rapidly, the dynamics of income and population changes will create an
 

opportunity for rapid change in the grain marketing system. Brazil,
 

Colombia, Korea, Taiwan, and 
Thailand may be examples of countries where
 

rapid economic growth has led to a rapid evolution of the grain marketing
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system. Guyana and Bolivia may be examples of countries where economic
 

stagnation for extended periods of time has adversely affected the develop

ment of the grain marketing system. The grain marketing system in these
 

countries has not improved in recent years and may have regressed.
 

Government intervention in grain markets plus macro-economic monetary and
 

fiscal policies have had profound impacts on the economy of these countries
 

and on the performance of the graLn marketing system.
 

The development of commodity exchanges for cash and futures contracts
 

has been an important innovation in grain markets during the last twenty
 

years in developing countries. The establishment of these exchanges has
 

been an important activity to improve the pricing of grain products through
 

an open, competitive market with prices determined by supply and demand.
 

The exchanges represent an effort to move away from a government adminis

tered pricing system for grain products to a market determined pricing
 

system. Argentina, Brazil, Colombia, Ecuador and Pakistan are some of the
 

countries that have established commodity exchanges to improve the pricing
 

of grain products. A major problem of most of these exchanges is that the
 

government continues to play a pivotal role in grain trading so that the
 

exchanges are not functioning in a freely competitive market. Diagnostic
 

studies of the pricing efficiency gains (losses) from the introduction of
 

commodity exchanges in third world countries would have important policy
 

implications for many of the countries considering this pricing inno

vation.
 

Factors Contributing to Change in Grain Marketing Systems
 

Rapid economic growth may be the single most important factor contri

buting to change in grain marketing systems. Brazil, Costa Rica, Taiwan,
 

and South Korea have experienced rapid economic growth since the middle
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1960s that also contributed to rapid change in the grain marketing system.
 

Grain production, consumption, and marketing have evolved to better systems
 

in terms of the quantity and quality of product, coordination of supply
 

channels, grain handling and storage methods, number and size of partici

pants, marketing infrastructure, information and other factors. Guyana and
 

Bolivia may be be examples of countries where economic stagnation contri

buted to little or no economic development or change in the grain marketing
 

system. The most rapid evolution of grain marketing systems seems to occur
 

when GNP per capita surpasses US$400 to US$500 and where the distribution
 

of income is most evenly distributed such as Taiwan. In Brazil, the high
 

concentration of income has slowed the evolution of the grain marketing
 

system, particularly in the northeast of the country. In the south of
 

Brazil where the fruits of economic development are more widely distri

buted, the grain marketing system has been able to grow and progress more
 

rapidly. Where income is highly concentrated, a dualism tends to exist in
 

the production-distribution system with the small producers and consumers
 

served by traditional, small scale merchants and the large pioducers and
 

consumers served by the large scale, modern self-service merchants. This
 

dualism is readily apparent in many Latin American developi-g countries.
 

Rapid urbanization of developing countries (urban areas growing at a
 

rate of six percent or more annually) forces dramatic changes on the grain
 

marketing system because increasingly large quantities of grain must be
 

moved from the area of production to the urban consuming areas. Large
 

investments in marketing infrastructure and information systems are needed
 

to provide stable supplies of quality products to urban consumers at the
 

lowest possible cost. The more distant are the production areas from the
 

consumption areas, the more complicated becomes the marketing task.
 

I.-, 



An urban industrial bias in government policy of developing countries
 

affects the nature of the grain marketing system. The government's desire
 

to keep food prices low for urban industrial workers and to hold down the
 

inflation rate may result in food subsidies, retail price controls,
 

over-valued exchange rates and other policies that benefit urban consumers
 

at the expense of rural producers. Retail price controls that hold down
 

consumer food prices benefit urban consumers at the expense of rural
 

producers (Larson). Government subsidies on food are also much more likely
 

to be available to urban consumers than to rural consumers.
 

Overvalued exchange rates and other trade policies that directly or
 

indirectly tax exports and subsidize imports will benefit urban consumers
 

of food imports while taxing domestic producers of export crops such as
 

grains. With an overvalued exchange rate, the domestic currency costs of
 

an imported commodity are less than what would be the costs at a free
 

market equilibrium exchange rate so the consumers of an imported commodity
 

are subsidized. Producers of an export commodity are taxed because they
 

receive less in terms of domestic currency for exports than they would
 

receive at a free market exchange rate. In Costa Rica, The Dominican
 

Republic and Honduras, for example, overvalued exchange rates in past years
 

have subsidized wheat and coarse grain imports that benefitted local
 

consumers at the expense of local producers. The imported product substi

tutes for domestic production and consumption of grain products or other
 

close substitutes (Larson and Vogel). Such policies can have major impacts
 

on the grain markets because of the distortions in relative prices intro

duced by these policies. In addition, the policies may be an important
 

factor determining whether a national grain marketing system developes that
 

is based upon domestic production and consumption or whether a delivery
 

p 
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system for imported grains is developed. The overall costs to domestic
 

grain producers and the marketing system compared with the benefits to
 

domestic consumers needs further analysis in many third world countries.
 

Government marketing boards and parastatals are widely used in
 

developing countries to regulate the marketing of grain and other products.
 

Typically, these government institutions have a monopoly control of imports
 

and exports, set minimum producer prices, regulate markets with a buffer
 

stock policy, and buy and sell in the domestic market. These boards are
 

major factorz in grain marketing and pricing in most countries of Africa
 

and Latin America. Because of their power and resources, the boards can
 

promote the modernization of grain marketing or they can attempt to destroy
 

the incentives to improve the system. Research studies of marketing boards
 

and parastatals by Larson, Lele, Southworth and others have generally found
 

these institutions to be inefficient, non-responsive to consumers aL
 

producers, more costly than private sector trading, and very expensive for
 

governments to finance. One should bear in mind, however, that parastatals
 

were promoted because of the belief chat one could not depend on private
 

markets to perform certain functions. Market failure may still be a
 

problem in the grain markets of some third world countries. In addition,
 

governments may have political as well as economic objectives for para

statals that influence the performance of these institutions. Careful
 

examination of parastatals and other alternatives on a country by country
 

basis, taking into consideration the economic as well as other political
 

objectives, may be .he best way to improve the performance of grain
 

marketing systemg.
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Better information in cash grain markets has emerged in many develop

ing countries during the last twenty years because of improved communica

tion facilities and government development of daily market information
 

services that are linked to important production and consumption centers.
 

Information on prices, quantities, and qualities is available to improve
 

arbitrage among markets and from one time period to another. Since a few
 

of these market news services have been operating for many years, an
 

evaluation of the costs 
and benefits of these services might be valuable to
 

international donors and third world countries.
 

An important factor retarding development of grain markets is the
 

strong negative attitude toward intermediaries in many developing coun

tries. Government policies that typify this attitude are anti-speculation
 

laws that prevent merchants from storing grain and credit restrictions that
 

prevent private merchant access to bank credit. The marketing intermedi

aries are caught between producers and consumers and fail to satisfy either
 

group. Improved communication betwe-n private grain merchalts and the
 

government plus a better understanding of marketing functions could weaken
 

this bias and lead to policy changes that improve performance of the grain
 

marketing system.
 

A Program of Research and Technical Assistance in Gr n MarkeLing
 

A program of applied research and technical assi3tance in grain
 

marketing should include the following components: (1) appl.iad research
 

that focuses on important issues in grain marketing in several countries
 

over a four to five year period, (2) technical assistance to AID missions
 

and host country governments that may be of a short and long term natures,
 

(3) graduate degree and non-degree training of U.S. nationals and foreign
 

nationals in grain marketing, and (4) information exchange of research
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results and implementation activities through workshops and periodic
 

newsletters sent to interested researchers, policy makers and international
 

donors.
 

The applied research component of the program should be problem
 

oriented, diagnostic and prescriptive in nature. The objective of the
 

research would be to assist missions and host governments to improve the
 

performance of the grain marketing system. An important part of the applied
 

research would be a policy dialogue among AID missions, researchers and
 

host countries regarding marketing problems, research results and policy
 

options to improve performance. Another dimension of the applied research
 

component would be case studies of marketing innovation success stories in
 

various countries that could be prepared in a short period of time for
 

possible use in other countries and missions. It will be useful to
 

differentiate wo types of research. One involves technical problems of
 

grain marketing that influence costs and productivi.ty and the other
 

involves the institutions of the market and related policies. The techni

cal problems address the functions of storage, transportation, processing,
 

retailing, grading, financing, risk bearing, etc. The second type of
 

research addresses the market institutions such as pricing institutions,
 

?arastatals, marketing boards, taxes, tariffs, subsidies, market regula

tions, coordinating mechanisms, etc. All these have a profound impact on
 

market performance. Changes that reduce costs and improve quality have the
 

potential for increasing the real income of producero and consumers and
 

contributing to economic development of the country.
 

Some examples of the more important applied research issues that need
 

to be examined are as follows. Additional issues have been identified in
 

earlier sections of this paper.
 

http:productivi.ty
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of the wide array
The costs and benefits to producers and consumers 


of government policy instruments such as price and margin controls,
 

exchange rates and other taxes and subsidies that are used to intervene in
 

grain markets need to be evaluated. Price stabilization and buffer stock
 

policies that are implemented through government parastatals and marketing
 

boards have been very costly to developing country governments and fre

quently have failed to accomplish the government's food policy objectives.
 

to be examined more
The cost effectiveness of these activities needs 


determine whether the objectives can be accomplished more
carefully to 


whether some other alternative can
cheaply with the current institutions or 


accomplish the objectives at lower cost.
 

Better market information, especially outlook information, is needed
 

that they can estimate more accurately grain
by developing countries so 


production and utilization and formulate correct policies toward imports
 

and/or exports of grains for their country. To be effective, this must be
 

forward looking information and not historical information. The numerous
 

examples of incorrect decisions to import and export grain based on
 

inadequate production and utilization data in third world countries could
 

be avoided with reliable and timely outlook information. Such incorrect
 

these countries.
decisions have usually been very costly to 


Additionaal work is needed on uniform grain grades and standards in
 

most third w-, rld countries so that value of products to the end user can be
 

the grain producer. This
 more accurately reflected through prices back to 


would improve resource allocation decisions of producers and consumers and
 

lower cost through commodity trading by grades and contracts rather than
 

personal inspection of eac:h lot for sale.
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Ways to improve small farmer grain marketing are still needed. The
 

local country and foreign assistance efforts to help small farmers market
 

their products have usually turned out to be more expensive than the
 

traditional grain marketing system. The link between marketing and credit
 

especially for small farmers has never been thoroughly studied and analyzed
 

in developing countries to determine the economic co-, and benefits of
 

this relationship between intermediary and small farmer.
 

The modern marketing system has found ways to improve coordination in
 

supply channels through vertical integration and contracting. New ways to
 

improve coordination in the supply channels of the traditional system are
 

needed to enhance its long-term viability in grain markets. In a few
 

countries farmer cooperatives have been a means to improve performance of
 

the traditional system. Case studies of the reasons for these success
 

stores need to be completed and disseminated.
 

Information to document the evolution of grain marketing systems in
 

developing countries is quite limited. Temporal and cross section studies
 

of grain marketing systems are needed to clarify the understanding of the
 

evolution and performance of these systems and their contribution to the
 

ecomomic development of third world countries.
 

The technical aisistance component would utilize researchers and
 

consultants to provide short term technical assistance to AID missions and
 

host countries on grain marketing problems. The technical assistance would
 

draw upon the on-going applied research results discussed above to assist
 

in the solution to these problems. Where appropriate, long term technical
 

assistance would also be available to missions and host countries. A
 

roster of researchers and consultants by area of expertise, availability,
 

language capability, experience, etc. should also be developed as part of
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this component. Holtzman's rapid reconnaissance guidelines for agricul

tural marketing research will be especially useful for these short term
 

assignments.
 

The training component would include graduate degree and non-degree
 

training of U.S. nationals and foreign nationals in grain marketing. People
 

trained in marketing are needed to conduct research on marketing problems,
 

to work in private and public sector marketing firms, to advise government
 

policy makers on marketing problems and to train public and private sector
 

intermediaries in marketing and management. People trained in agricultural
 

marketing in developing countries seem to be in short supply today. Many
 

centers and programs in third world countries that trained people in
 

practical non-degree marketing programs 10 to 15 years ago are no longer
 

training people today. Financial support for graduate degree training of
 

foreign nationals and U.S. nationals also seems much more limited today
 

than 10 to 15 years ago.
 

The last component of the grain marketing program is an information
 

exchange system. This would include workshops in third world countries
 

where decision makers, international donors, marketing intermediaries and
 

researchers would discuss marketing problems, research results and alterna

tive solutions to those problems. A periodic newsletter that presents
 

abstracts of research results and examples of successful implementation
 

activities would also be a part of this component. The newsletter would be
 

sent to all interested decision makers, researchers, and international
 

donors.
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Table 1: Ccmbined World Supplies, Utilization, Trade 
and Stocks of All Grains in 1985-86, Projections for 1986-87 

.and Comparisons with Selected Recent Years in Millions of Metric Tons 

July-June 	 Total Ending Stocks as % 
Trade fears Production Utilization Trade Stocks& of Utilization
 

Projected 

1986-87 	 1,643 1,615 194 348 21.6 

Preliminary
 

1985-86 	 1,662 1,584 194 320 20.2 
1984-85 1,643 1,594 219 242 15.2
 
1983-84 1,482 1,554 208 181 11.6
 
1982-83 1,344 1,511 201 252 16.7
 
1981-82 1,498 1,462 210 219 15.0
 
1980-81 Y,446 1,460 215 183 12.6
 
1979-80 1,423 1,447 198 197 13.6
 
1978-79 1,462 1,435 177 221 15.5
 
1976-77 1,362 1,308 158 196 15.0
 
1971-72 1,197 1,179 110 183 15.6
 
1966-67 1,007 981 104 169 17.2
 

a/ 	 Excludes total stocks in mst communist nations due to lack of published 
data. Stocks are an aggregate of individual marketing years and do not 
reflect stocks at a single point in time. 

Source: U.S. Department of Agriculture, Foreign Agricultural Service 
Foreign Agriculture Circular, Grains, FG 10-85 (Washington, D.C.),
 
July 1985. Includes wheat, milled rice, and coarse grains.
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Table 2: World Wheat Production, Utilization, Trade, and Carryover
 
Stocks inMillions of Metric Tons in 1985-56 arnd Selected Recent Years
 

July-June Total Ending Stocks as % 
/Trade Years Production Utilization Trade Stocksa of Utilization
 

Projected
 

1986-87 	 504.0 503.1 91.5 125.3 24.9
 

Preliminary
 

1985-86 502.4 494.4 85.5 124.4 25.2
 
1984-85 515.6 500.2 106.9 116.4 23.3
 
1983-84 490.4 488.4 102.9 98.5 20.2
 
1982-83 479.1 467/8 98.6 96.4 20.6
 
1.981-82 448.4 441.5 101.3 85.1 19.3
 
1980-81 442.7 445.6 94.1 78.2 17.5
 
1979-80 424.4 444.2 86.0 81.0 18.4
 
1978-79 446.8 430.2 72.0 100.9 23.9
 
1976-77 421.3 385.8 63.3 99.8 26.2
 
1971-72 350.9 344.2 52.00 81.0 23.5
 
1966-67 306.8 279.9 56.0 82.1 29.4
 

a/ 	Excludes total stocks in most ccmmunist nations due to lack of
 
published data. Stocks are an aggregate of individual marketing years
 
and do riot reflect stocks at a single point in time. 

Source: U.S. Department of Agriculture, Foreign Agricultural Service,
 
Forei Agricultural Circular, Grains, EG-10-85 (Washington, D.C.), 
July 1985. Includes wheat and wheat products. 
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Table 3: World Coarse Grain Production, 
Utilization, Trade, and Carryover Stocks in 

Millions of Metric Tons in 1985-86 and Selected Recent Years 

July-June Total Endinga/ Stocks as % 
Trade Years Production Utilization Trade Stocks-' of Utilization
 

Projected 

1986-87 818.2 790.5 90.2 199.5 25.2
 

Preliminary 

1985-86 843.1 775.1 83.0 171.8 22.2
 
1984-85 809.3 780.1 101.0 103.7 13.3
 
1983-84 685.1 758.7 92.5 65.1 8.6
 
1982-83 778.8 753.0 90.2 138.7 18.4
 
1981-82 768.8 738.6 96.6 113.0 15.3
 
1980-81 732.0 742.1 108.8 82.8 11.2
 
1979-80 740.6 740.0 99.2 92.7 12.5
 
1978-79 751.7 746.0 92.7 92.2 12.4
 
1.976-77 703.5 684.2 83.9 78.2 11.4
 
1971-72 629.9 616.2 49.3 87.0 14.1
 
1966-67 521.2 520.2 40.0 76.1 14.6
 

a/ Excludes total stocks in most ccmmunist nations due to lack of pub
lished data. Stocks are an aggregate of individual marketing years 
and do not reflect stocks at a single point in time. 

Source: U.S. Department of Agriculture, Foreign Agricultural Service,
 
Foreign Agricultural Circular, Grains. (Washington, D.C.), FG 10-85 
1985; FG 6-85, April 1985.
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Table 4 : World Milled Rice
 
Production, Utilization, Trade and Carryover Stocks in
 

Millions of Metric Tons in 1985-86 and Selected Recent Years
 

July-June Total Ending Stocks as %
 
Trade Years Production Utilization Trade a / Stocks-/ of Utilization
 

Projected 

1986-87 320.6 321.4 11.9 23.3 7.2
 

Preliminary
 

1985-86 316.3 314.0 12.3 24.0 7.7
 
1984-85 318.3 313.8 11.5 21.7 6.9
 
1983-84 307.1 307.4 12.5 16.9 5.4
 
1982-83 285.5 289.5 11.9 17.3 6.0
 
1981-82 280.6 281.4 11.6 21.3 7.6
 
1980-81 271.0 272.3 13.1 22.1 8.1
 
1979-80 258.1 262.6 12.7 23.3 8.9
 
1978-79 263.7 258.6 12.0 27.8 10.8
 
1976-77 236.8 238.4 10.6 17.7 7.4
 
1971-72 216.4 218.8 8.7 15.3 7.0
 
1966-67 179.3 180.7 7.8 10.6 5.9
 

a/ Exports are computed on a calendar year basis. 

b/ Excludes total stocks in most communist nations due to lack of 

published data. Stocks are an aggregate of individual marketing years and
 
do not reflect stocks at a single point in time.
 

Source: U.S. Department of Agriculture, Foreign Agriculture Service,
 
Foreign Agricultural Circular, Grains, (Washington, D.C.), FG 9-84 
June 1984; FC 10-85, July 1985. 
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Table 5: Cereal Equivalent Conversion Factors 

COnmodi.ty Conversion Factor 

Plant Productsl/ 

Cereals 1.0 
PtIses 1.0 
Roots aiid tubers 0.2 
Yruits and Vegetables 0.2 
Oil Seeds 1.2 
Raw Sugar 1.1 
Tree Nuts 1.0 

Livestock Products 2/ 

Beef, veal, lamb and goat 11.0 
Pork 4.3 
Chicken, turkey, ducks and geese 2.3 
Eggs 4.4 
Mi.k products 0.6 

1/' Adapted fran Gilland 

2/ Estimated based on USDA Livestock-Feed Relationships 

Source: Rask
 

http:COnmodi.ty
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Table 6: Per Capita GNP and Annual Per Capital Food
 
Consumption in Cereal Equivalents for Selected Comtries, 1966 and 1982
 

Food Consumption in
 
GNP/Capital Cereal Equivalents/Capita 1 / 

Country 1966 i982 1966 1982
 

-- 1985 -- --- Metric Tons - --

Lower Middle Incone 

Pakistan $373 $410 .31 .38
 
Philippines 574 873 .39 .51
 
Nigeria 298 960 .30 .27
 

Upper Middle Income 

Turkey 900 1,460 .95 .95 
S. Korea 390 2,070 .38 .63 
Brazil 964 2,340 .80 1.03 
Taiwan 1,200 3,000 .47 .96 
Mexico 1,447 3,146 .66 .80 
Yugoslavia 1,032 3,627 1.06 1.50
 
Greece 2,269 4,636 1.18 1.45
 

High Incame 

Italy 3,802 7,380 1.28 1.56
 
Japan 3,052 10,900 .61 .79
 
Canada 8,249 12,600 2.22 2.12
 
France 6,341 12,780 1.91 2.25
 
West Germany 5,924 13,390 1.57 1.80
 
United States 11,200 14,200 2.10 2.20
 

1/ See Table 1
 

Source: Rask
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Table 7: Prices to Producers as a Percentage of 
Prices Paid By Consumers in Selected Countries (1970-1980) 

Rice Corn Sorghum 

----------- Percent--------

Malawi 55 Tanzania 38 Tanzania 38 

Tanzania 57 Kenya 57 Nigeria 60 

Nigeria 57 Malawi 48 Sudan 61 

Bangladesh 79 Nigeria 55 India 80
 

India 82 Philippines 72
 

Indonesia 84 Colcmbia 70 

Taiwan 66 Costa Rica 60
 

The Philippines 87
 

Colcmbia 70
 

Costa Rica 60
 

Brazil 63
 

Africa 52 

Asia 79
 

Latin America 64 

Source: FAO Conference on Food and Agriculture, August 1985, and other 
marketing studies for Taiwan, Brazil, Colcmbia and Costa Rica
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Figure 2: Real Farm Prices of Cereali and Retail Food Prices
 
in Africa, Asia, Latin America and Near East, 1967-83
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Figure 3: World Food Marketing Systems
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Figure 4: Rice Marketing Channel in Northeast, Brazil, 1967 
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Figure 5: Corn Marketing Channel in Cauca Valley, Colombia, 1968
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A COMPARATIVE ANALYSIS OF FRUIT AND VEGETABLE
 

MARKETING IN DEVELOPING COUNTRIES
 

CHAPTER I
 

INTRODUCTION
 

This report has been prepared by the Postharvest Institute for Perishables,
 
University of Idaho under a subcontract agreement with Sigma One Corporation,
 
Inc.
 

The objective of the report is to provida information designed to help the
 
Bureau of Science and Technology of the Agency for International Development

(AID/S&T) develop a program of 
research and technical assistance activities in
 
the area of fruit and vegetable marketing to promote agricultural development
 
in low-income developing countries.
 

The approach chosen for the preparation of this report is to first discuss the
 
role of marketing in the development of a fruit and vegetable industry in
 
developing countries. This section of the report presents the: (1) optimal

required conditions which must exist if a higher level of development is to be
 
achieved; (2) reasons for ensuring that the effective arid efficient
 
performance of the functions of marketing is critical 
for supporting a
 
development program; (3) potential contributions that an effective marketing
 
system can make to the development process; and (4) conditions which must be
 
ensured if an effective and efficient marketing system is to be developed to
 
support the development process. In short, this section of the report sets
 
the stage for an analysis of fruit and vegetable systems in low-income
 
developing countries relating to the achievement of desired end results to
 
enhance the overall development process.
 

The second section of this report presents a discussion of the evolutionary
 
process of fruit and vegetable systems in low-income developing countries.
 
The discussion in this section is presented in two parts: 
 (1) a discussion of
 
the factors, forces or events that cause 
the need for change in marketing
 
systems for fruits and vegetables; and (2) a delineation of the type of
 
changes which take place and the problems which typically occur as the various
 
factors and/or forces interact and dictate the need for change in fruit and
 
vegetable marketing systems.
 

The third section of this report reviews recent experiences and the current
 
situation in the organization and performance of the fruit and vegetable

marketing system in Sri Lanka and Jamaica. Comparisons will be made of the
 
development of the two marketing systems including identification of the
 
advantages and disadvantages associated with the various marketing innovations
 
initiated in each country.
 

The final section of this report presents the conclusions relating to: (1)

the critical factors affecting improved performance of fruit and vegetable

marketing systeras in developing countries; (2) recommendations for priority

market interventions required in the development of efficient and effective
 
marketing systems; and (3) areas of 
research and technical assistance that
 
should be initiated that will lead to the provision of more effective
 
assistance in the future development and evolution of fruit and vegetable

marketing systems in developing countries. Finally. comments and
 
recommendations are presented on the "Rapid Reconnaissance Guidelines for
 
Agricultural Marketing and Food Systems Research in Developing Countries."
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CHAPTER II
 

THE ROLE OF MARKETING IN AGRICULTURAL DEVELOPMENT
 

Optimal Conditions for Agricultural Development
 

Agricultural development projects in developing countries have been
 
traditionally designed to achieve the goal of 
increased production, hopefully

achieved at decreased pc- unit costs. The results expected from the
 
achievement of this goal included increased availability of food, hopefully at
 
less cost to consumers, increased farm incomes and generally increased
 
economic activity in the country. Unfortunately, little attention has been
 
given to determination of which comznodities should be produced in terms of
 
consumer needs End desires 
(attention is placed on which commodities are best
 
suited to soil .ypes, rainfall, growing conditions, etc.) and to how products
 
are to be provided to consumers at the time, at the place, in the form and at
 
a price the consumer is willing and/or able to pay. Neglect of consideration
 
of these factors has adversely affected many agricultural development projects.
 

In order to achieve any desired level of agricultural development related to
 
fruits and vegetables, three conditions must exist:
 

1. 	The fruits and vegetables produced must be marketable, i.e., acceptable to
 
and desired by end consumers and supplied to consumers at a price they are
 
willing to pay.
 

2. 	The fruits and vegetables produced must be marketable at a price which
 
exceeds the cost of production over the long run.
 

3. 	There must be an infrastructure in place to move fruits and vegetables
 
efficiently and effectively from the place of production to consumers 
in
 
such a way that they reach them at the time, at the place, and in the form
 
desired.
 

It is obvious when one accepts the above three conditions that the marketing
 
of and the market for the production of fruits and vegetables become the
 
critical elements of successful agricultural development.
 

In many third world countries, marketing of fruits and vegetables has
 
generally been considered to be the function of disposing of surplus

production. The typical agricultural development process initiated increased
 
production and then expected a market to exist for this production; if it did
 
riot, the marketing system was regarded as a constraint to the development
 
process. This traditional view of marketing is classified as 
the 	production

oriented approach to marketing. This approach is not appropriate if proposed

agricultural development programs in third world countries are to have any

chance of success. What is needed, and in Fact is critical to the success of
 
agricultural development programs, is a market-oriented approach to production.
 

The market oriented approach to production simply means that production
 
capabilities, resources and facilities must be organized and planned to
 
produce what the end consumer desires. 
 This requires a response from
 
agricultural producers to what consumers demand--rather than an attitude of
 
merely attempting to sell what they produce.
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The Marketina Sstem
 

Consumers, whether they are domestic or international, purchase products that
 
give them satisfaction. The specific product purchased depends upon the
 
satisfaction derived relative to competing uses 
for his/her limited income.
 
Thus, it is imperative that the production/marketing system for fruits and
 
vegetables supply a product which provides satisfaction at a price the
 
consumer 
is will ing to pay to receive this satisfaction.
 

To accomplish this task, the production/marketing system must provide a
 
product which satisfies three types of satisfaction, or as economists call
 
it--utility.
 

1. 	Place Utility which moves the product from where is is produced to where
 
the consumer wants it. This involves various marketing functions
 
including assembly or collection of fruits and vegetables from farms,
 
transporting to wholesalers and distributing to 
consumers.
 

2. 	Time Utility which provides the product at the time the consumer wants
 
it. This involves various marketing functions including stor',qe,

warehousing and the processing of 
fruits and vegetables into i form that
 
preserves the product until demanded at a later time.
 

3. 	Form Utility which changes the form of a product to make it more useful to
 
the consumer, i.e., wheat into flour. This involves the marketing

functions of processing and standardization.
 

There are a number of additional functions that facilitiate the effective
 
operation of the fruit and vegetable marketing system including buying,

selling, financing, risk bearing, market intelligence and market research. A
 
marketing system that effectively and efficiently performs all of the
 
marketing functions is a system that will enhance the probability of success
 
of any agricultural development initiative.
 

Contributions of the Marketing System
 

An effective and efficient fruit and vegetable marketing system is one that
 
can contribute to overall agricultural development in a number of ways:
 

1. 	It can reduce transaction and exchange costs between producers and
 
consumers, thus reducing the cost of 
fruits and vegetables to consumers
 
and/or increasing the incomes of the producers.
 

2. 	It can reduce risks by providing adequate market information flows among

the various participants of the system, thus making all participants more
 
knowledgeable of supply and demoand conditions, product movements, prices,
 
etc.
 

3. 	It can provide the organizational framework necessary to coordinate
 
production and consumption, thereby reducing the likelihood of periodic

gluts and shortages by rationinc the supply of fruits and vegetables to
 
consumers in response to their e/pressed needs and desires.
 

4. 	It can make available to consumers 
new 	products and/or improved products
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that can enhance the nutritional status of their diets.
 

5. 	It can provide ways and means to bring subsistence farmers into the
 
exchange economy by providing mechanisms for collective action and/or

introduce technology adaptable to marketing on a small scale.
 

6. 	It can reduce consumer costs and/or make additional qjantities of fruits
 
and vegetables available to 
consumers by initiating 4i-stituxions,
 
facilities, and technology designed to reduce postharvest losses in the
 
marketing channels.
 

7. It can, as development occurs and the marketing system expands, provide
 
opportunities for increased employment and income within the rural and
 
urban sectors of the economy.
 

8. 	It can, through appropriately designed research efforts, provide
 
participants in the system and policy makers with the necessary

information to facilitate needed adjustments on a timely basis in order to
 
prevent problems that might disrupt the orderly flow of fruits and
 
vegetables from producer to consumer.
 

Conditions Required for Effective Marketing
 

In order to facilitate the above potential contributions, an efficient and
 
effective fruit and vegetable marketing system must consist of: (1) effective
 
support services; (2) an adequate and efficient market infrastructure; and (3)
 
an adequate and effective policy framework for the regulation and incentive
 
programs required by the system.
 

Support Services.
 

Support services include various institutions, activities and programs
 
conducted by 
the public and/or private sector that are designed to create a
 
climate conducive to efficient and effective operation cf a marketing system

for the production of fruits and vegetables. The specific support services
 
included in the discussions of this report are; research, extension, market
 
intelligence and information, market regulation, and financing. 
A brief
 
discussion of the role of each of these support services is presented below:
 

Research. Adequate marketing and adaptive production research is a necessary

condition, and in fact, a critical prerequisite to an effective and efficient
 
fruit and vegetable marketing system. Research generates knowledge, and
 
knowledge is imperative to the decision making process. Decisions. based 
on a
 
sound foundation of research, become rationally oriented decisi,ias based 
upon
 
more complete knowledge regarding the potential impact from alternative
 
courses of action. 
 Without research, decisions tend to be based on intuition
 
and very little evidence of possible outcomes.
 

Various types of marketing research are required depending upon the potential
 
user of the research, i.e., policy-makers, farmers, and market intermediaries.
 

Policy makers need research to support the development of sound marketing

policies, adequate support services and efficient fruit and vegetable

marketing programs. Research must include short and long range projections of 
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potential social, economic and perhaps environmental impacts from alternative
 
marketi Jq and prod uction policy initiatives oti price levels, potential supply
and demand resDonses, profit levels at various levels of the production and 
marketing system, employmen, lteve!, etc. 

Farmers need marketing research to assist in decisions regarding what to 
produce, how to produca, when to produci, and how, when and where to market
 
their production of fruits and vegetables. The types of research required

include cost of produczion, potential demand ,or alternative crops, potential
 
supply available, estimated price projections, types of markets available
 
including costs and returns that can be expected from each market, and 
available alternative methods of marketing fruits and vegetables and their 
cost.
 

Market Intermediaries need market research to guide their decisions 
regarding buying, selling, transporting, storing, and packaging the fruits and 
vegetables that they handle. The types of researc,h required include ccsts OF 
various marketing function; and the benefits derived Frcm performing them, 
quality and quantity demands of consuners including any seasonality of
 
demands, suopl', potentia! and locations of supply and analysis of existing and
 
alternative technologies available for use in tne marketing of fruits and 
vegetables.
 

In addition to research designed to evaluate the structure, performance and
conduct of the fruit and vegetable marketing system, post'arvest loss 
reduction research is a critical eleme!0t. to the eificient and effective 
marketing of fruits and vegetables. The nature of fruits and vegetables
(perishability) subjects them to potential loss during harvest and throuyhout 
the marketing process. 
 Further, conditions of transport, availability of
 
packaging materials, adequacy of storage facilties, and limited knowledge of
 
product handling technology in many developing countries further subject

fruits and vegetables to potential loss. Research is essential to limit these
 
losses which, in turn, will reduce costs of marketing and increase the 
quantity and/or quality of fruits and vegetables to consumers.
 

Finally, production research (e.g., plant bre'-ding, variety development, etc.)
 
must be market oriented. That is, varieties must be developed with
 
characteristics desired by the consumer. 
Although this is required for fruits
 
and vegetables entering any market, it is particularly critical for entering
 
the export market because consumer tastes and preferences many times are very
 
different in a foreign market from the domestic market.
 

Extension. Extension, by definition, is the activity which extends
 
(disseminates) research results to potential users. In addition, extension is
 
an educational activity designed to inform potential research users 
of the
 
how, why, when and where of research application to enhance their operation.

Further, extension has the responsibility of relaying the research needs of
 
their clientele to researchers and to assist clientele in solving existing or
 
potential operational or functional problems relating to the utilization of
 
this research. 

Traditionally, extension personnel and programs have been primarily production
 
oriented, i.e., personnel are trained in production oriented areas, and
 
programs are designed to provide assistance to farmers for increasing
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production and perhaps 
to ircrease the efficiency of production. This is
 
especially true in developing countries in their attempt to increase food 
availability to their, people. 
As countries progress in development, the
 
marketinq of fruits and vegetables, and particularly the need to match
 
production to -onsumer demands, becomes a critical ingredient to further
 
development. The problem at this point becerves 
 one of either reorienting

existing extension activities to marketing programs or initiating a new
 
component of the extension organization, i.e., marketing extension.
 

Effective marketing extension programs must include the provision of
information to tne various participants in the fruit and vegetable marketing 
syst..m (farmers, market intermediaries and consumers) in che follo,wjing areas: 

1. 	Marketing principles, functions, institutions and structure including 
application, use, costs, benefits, efficiency, effectiveness and
 
alternatives;
 

2. 	Marketing methods, channels, pricing, outlook and other technical
 
information that will assist par-cicipants in the marketing system to 
implement most effectively the exchange and distribution of fruits and 
vgetables from the farm to the ultimate consumer; and 

3. 	Availability and use of harvesting and postharvest technology including
grades and standards to ensure consumers receive the quality products they
desire and to minimize postharvest losses during the marketing process. 

Market Intelligence and Information. Market intelligen,e and information
 
plays an 
 important role in improving the efficiency of the market hy informing
all producers, market intermediaries and consumes of the situation regarding
price and supply. The economic concept of an efficient market is one in which 
buyer and seller have perfect knowledge of the conditions attached to each 
transaction. In underdeveloped societies - whose transactions take place
directly between producer and consumer within the same geographic area 
something approaching this condition can be achieved. As society evolves into 
one 	 where producer and end user are far part and linked through a complex

system of primary buyers, transportrs, wholesalers and retailers, and where
 
the producer cai choose to use various channels to sat.isfy the ultimate
 
consumer, information systems must be provided so that no single operator can
 
take advantage of the other.
 

In parallel with the market operators' need for information is that of policy 
makers who attempt to allocate national resources to the maximum benefit of
 
the citizens, and that of administrators who execute the policy.
 

The 	market intelligence system to satisfy all these needs has 
to be designed
 
to satisfy the needs of 
the users in terms of relevance and timeliness. For 
the producer, consumer and the intermediate wholesalers and retailers, 
immediacy is vital. For the policy makers and administrators speed is less
 
important than accurate data and sound analysis and interpretation which
 
highlight the implications of the changes in market conditions.
 

Market Reulation. In support of marketing efficiency is the need 
for a
 
degree of regulation so that the buyers understand what they are buying, not
 
only in terms of the commodity, but also its weight and quality.
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The 	standardization of weights and measures and the verification of weighing

equipment is standard practice in many countries. A system of grades and
 
standards for fruits and vegetables is often much less well developed for
 
products which are principally supplied to the domestic market. 
The 	need for
 
accurate grade standards which ensure that the buyer can bid with confidence 
on description, becomes important as distances betweei seller and buyer
increase domestically, or internationally if an export trade develops. The
 
most important purposes served by grades and standards may be summed up as:
 

a) 	providing a common language between producers, buyers and consumers.
 

b) 	providing precise standards which are indispensable in settling disputes
 
between buyer and seller.
 

c) 	standardized grades form the basis for market surveys and prices utilized
 
and published by market news services and for meaningful price analysis.
 

Financing. Although credit schemes aimed at increasi,,g production of fruits
 
and 	vegetables are a common phenomena of agricultural development programs,

finance aimed at marketing is less common and in many cases, nonexistent. As
 
a fruit and vegetable marketing system develops, financing may be needed
 
during the performance of any of the marketing functions, e.g., grading,

packaging, transport, storage, processing, etc. Financing may be needed by a
 
private trader, or it may be needed to assist a group of 
farmers to form an
 
association to undertake one 
or more of the marketing functions.
 

Infrastructure.
 

Infrastructure refers to the physical attributes of 
a marketing system that
 
influence the flow and interrelationships within the system. It includes
 
transportation facilities and marketing institutions and premises that
 
influence the performance of all marketing functions. Changes in
 
infrastructure can often significantly improve marketing performance if
 
properly planned and implemented.
 

Institutions. 
 The marketing channels for fruits and vegetables in most
 
countries are usually very complex in offering a variety of routes for
 
producers to supply the end-user. When a society grows from a degree of
 
specialization of function within one comunity where the producer and the
 
consumer were 
in direct contact, to one where a large number of dispersed

producers are supplying the needs of 
a large number of consumers at some
 
distance away, a marketing system must be developed. In some cases the
 
consumers are in large conurbations and in others are almost as dispersed as
 
the 	producers but unable to produce the commodities themselves. Thus, they

require the assembly of produce from the production area and the
 
redistribution to consumption points. 
 This requires the assistance of traders
 
at various levels, which include farm-level collectors whc save the Fa:':rer the
 
task of transporting produce to market himself, wholesalers who assemble
 
quantitites large enough to satisfy large urban populations and redistribute
 
these to the retail trade.
 

The trading community fulfilling the tasks of transfer, assembly and
 
redistribution also relieves the farmer to 
some degree by assuming the
 
functions of grading, storage, risk bearing, seeking 
a market and financing of
 

-7



the marketing operation. Thus, the farmer is free to concentrate on the
 
techniques of production. The 
trade also acts as the primary c:hannel for
 
communicating customers wishes to the farmer.
 

Physical Infrastructure. Clearly, for the marketing system to operate

efficiencly, the physical 
facilities have to be appropriate to the
 
commodities, the climate, the distances involved, the farm types, and
 
marketing methods.
 

Marketing Premises should provide buyers and se!lers at all 
levels of the
 
fruit and vegetable marketing system, beyond the farm-gate, an adequate area
 
for the display and selection of goods, and a scorage/grading area in which
 
goods can be prepared. The premises should be hygienic with adequate water
 
supplies, washing and toilet facilities, garbage removal arrangements and pest

control measures. The 
site should allow free traffic flow both for incoming

goods as well as onward distribution of goods. Particularly important is the
 
need to provide only those services considered to be essential and to design

these facilities at minimum cost. Otherwise, charges for the 
use of these
 
faciliries may be greater than the benefits perceived by the users and the
 
facilities will be underutilized.
 

Transoort is a critical function in the marketing of fruits and
 
vegetables. Refrigerated transport often is advocated, but is frequently too
 
expensive to be justified. 
 The high capital outlay and maintenance costs and
 
the fact that the type of goods available for back-haul do not always require

refrigeration will teild to 
raise costs beyond justification by benefits
 
received.
 

Road constructiorn and maintenoce, while beyond the control of 
the operators

in the marketing system, can play a considerable role in the cost to society

of the products which 
are transported over them. This is particularly so for
 
perishable fruits and vegetables, which can be damaged in-transit over 
rough

roads, or can experience quality deterioration during transit over long

distances. 
 Further, vehicles traveling rough roads can receive considerable
 
costly wear and tear which will 
increase the transportation costs.
 

Exports depend upon good sea and air facilties. Sea transport is normally

confined to lower value, less perishable items (potatoes, yams) 
or large scale
 
export of fruits or vegetables held in refrigerated or controlled atmosphere

conditions. This 
type of trade has developed world wide and port facilities
 
are available in developed countries for containerized handling, customs
 
clearance, etc. However, developing countries may or may not have
 
containerized handling facilities.
 

Air freight is used for lower volume, high value, highly perishable fruits and
 
vegetables. Many countries have fruits and vegetables which require rapid

transit but lack suitable holding areas and handling facilities at the
 
airport. Invest.::ent in these facilties must preceed any serious exporting
 
program, otherwise a vital link is missing.
 

Marketing Policy.
 

Policy may be defined as direct government actions which provide guidelines
 
toward the achievement of predetermined national goals. National goals
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related to agriculture usually include raising farm incomes and rural 
family

standards of living and protecting consumers against high food costs. In
 
connection with these aims, other goals may be established which directly

affect the direction agriculture might take. 
 These goals might include:
 
increase foreign exchange (which will direct agriculure toward the production

of exportable crops); or, import substitution designed to -onserve foreign

exchange (which will direct agriculture toward producirr' crops that will
 
replace imported crops); or, achievement of self-sufficiency in the production

of certain crops (which will direct agriculture toward increased production of
 
these crops, many times in a situation whore world prices are well below
 
domestic cost of production).
 

It is very obvious that, depending upon the national goals established, a wide
 
array of policies may have to be initiated to adequately guide the nation
 
toward achievement of its goals. Invariably, established policies could lead,

and generally do, to conflicts and often produce undesired effects elsewhere
 
in the overall economy. This is particularly true when policies are
 
established on an ad hoc basis and implemented with little or no assessment of

their impacts on 
the specific sector involved or elsewhere in the economy.

Quite often this situation arises when: (1) a policy is initiated in an
 
emergency situation in an attempt to solve an immediate problem; (2) adequate

data are not available to conduct a thorough analysis of 
potential impacts,

particularly the economic, social, 
and perhaps environmental impacts, and (3)

there is a multiplicity of ill-coordinated policy-making bodies. These

situations exist in many countries, but perhaps 
are most evident in developing
 
ones.
 

Successful policies 
are those introduced in a coordinated and timely manner
 
after full consideration of the potential impact on 
the immediate problem and
 
on 
the other related sectors of the economy, based upon an accurate data base
 
and analysis. Thus, a critical 
prerequisite to te establishment of
 
"workable" policies is a sound data base for use 
in the analysis of potential

impacts and likely effects. Even if these conditions are met, however, there
 
is no assurance that any given policy will be 
100 percent successful. This is

particularly so 
in today's society where international events can have
 
significant effect on domestic actions. 
 Thus, adequate policy measures will
 
be those which are monitored, evaluated and, if the situation warrants,
 
revised periodically.
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CHAPTER III
 

THE EVOLUTIONARY PROCESS OF FRUIT AND VEGETABLE SYSTEMS
 

The Need for Change
 

There are numerous reasons of 
the need for change in fruit and vegetable

marketing systems, 
most of which relate to the achievement of the conditions
 
required for agricultural development in general and 
for effectiveness and
 
efficiency within the marketing system itself. 
 These conditions were
 
discussed in the previous section of this report. 
 In summary, the primary

needs for change in fruit and vegetable marketing systems are:
 

1. The most important factors affecting future demands 
for marketing

services, (i.e., the need for change) are population growth and location,
 
and the level and distribution of income within the developing country.

In most developing countries economic opportunity in rural areas sooner or
 
later become limited and a shift toward urbanization occurs, i.e., rural
 
residents move to urban areas in anticipation of employment

opportunities. This is particularly so 
as arable land is expensive and in
 
short supply. Then, agrarian societies develop and shift toward
 
urbanization. As this shift occurs, the traditional marketing of fruits
 
and vegetables, and the transactions taking place directly between
 
producers and consumers within the same geographic area, changes to where
 
the producer and consumer are far apart necessitating a need for further
 
transport, improved techniques of reducing postharvest losses due to
 
longer transit time, and a need to 
facilitate producer/consumer transfer
 
of product in an indirect manner.
 

Normal population growth in a country, and the fact that urban families
 
are less likely to produce food for their own consumption as they did when
 
they were rural residents, requires the movement of additional quantities

of fruits and vegetables through the marketing system. 
This requires

growth adjustments in the marketing system.
 

As incomes increase in a developing country residents tend to demand more
 
services related to the food products they consume, for example, cleaner,
 
higher quality, easier to prepare products, They also tend to demand a
 
broader line of products, particularly vegetables and fruit. These
 
demands place additional pressures on the traditional marketing system for
 
changes to accomodate these new demands. 
 On the other hand, income
 
increases in some developing countries have either not occurred or have
 
not reached the point where the demand changes have taken place. Thus,
 
the pressure has not affected the traditional system.
 

In come cases, fruit and vegetable marketing systems evolve 
over time to
 
accomodate the types of conditions which develop from the changes in
 
population growth, location, 
income levels and distribution. However,
 
this change is usually very slow if left to develop without assistance in
 
some form. And, usually, as the marketing system changes, many

inefficiences develop due to the "learn by doing" method of change and
 
political ramifications. Thus, a second need 
for change arises.
 

2. As the demand for increased quantities of fruits and vegetables and for
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increased services associated with marketing of fruits and vegetables

evolves in a developing country, it is soon recognized that logistical
 
systems and institutional arrangements are inadequate to cope with the
 
situation. In many cases producers are not provided with incentives
 
through the pricing system to 
increase their production and particularly
 
to improve the quality of the products they produce. 
 The road system,

transportation links, etc. are found to be inadequate to speedily handle
 
increased quantities of perishables from producers to the distant urban
 
markets. Facilities for handling, grading and packaging are 
inadequate
 
for assuring that quality fruits and vegetables reach the consumer.
 
Storage and processing facilities are insufficient to permit desired price

stabilization, and market information flows are 
inadequate to prevent

gluts and surpluses and the resulting violent price variations. A means
 
for providing for the credit needs of the market intermediaries is usually

non-existent to inadequate which greatly restricts the ability of these
 
intermediaries to accomodate change.
 

Accompaning the inadequacies which evolve in the marketing system is the
 
fact that, in most cases, the ability of the participants in the marketing
 
system to eliminate these aberrations is very limited. Further, because
 
most governmental supported research and extension programs have
 
traditionally been oriented toward production, the expertise is not
 
available to provide technical assistance and training to the participants

of the system for the purpose of facilitating improved effectiveness and
 
efficiency of the system.
 

3. In most developing countries, the government sooner or 
later enters into
 
programs designed to achieve economic development to facilitate improved

standards of living for its population. These programs generally are
 
structured to increase employment and income, increase and/or stabilize
 
the food supply, improve the nutritional status of the population, and
 
increase purchasing power for goods not produced domestically. Most of
 
these programs are designed to increase domestic agricultural production

and regulate imports and exports. Unfortunately, changes needed in the
 
marketing system to accomodate the results of increased agricultural

production have, generally not been considered in the original design of
 
the development program. In 
cases where the need for a marketing system,
 
or a change in the existing marketing system has been recognized, it was
 
generally assumed that a clear dichotomy existed between marketing and
 
production and that the marketing system required by the production system

could be developed independently. Further, in most cases, it 
was not
 
fully realized that the design of the marketing system depended upon
 
numerous factors, including historical, political and social factors, the
 
stage of production development, and, in particular, the level of
 
expertise available in the government and/or private sector.
 

Change and Problems Associated with Change
 

Change in fruit and vegetable marketing systems, in the absence of some form
 
of intervention, proceeds at a very slow pace. Interventions to speed up the
 
process of change can be initiated by either the private or public sector.
 
However, in most developing countries, incentives, particularly pricing

incentives, are insufficient to motivate the private sector to initiate
 
significant changes. Thus, the public sector usually must be called upon to
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stimulate the process of change.
 

Actions of the public sector designed to briny about change in the fruit and
 
vegetable system can be: 1) direct intervention such as the use of marketing

boards, buying stations, retail outlets, etc. 
or 2) indirect interventions
 
such as provision of 
support services, improving the infrastructure,
 
initiation of various market regulations and marketing policies designed to
 
ensure orderly marketing. Direct intervention by the public sector has in
 
general had little success 
in bringing about an efficient and effective
 
marketing system. Indirect intervention through such actions as: providing

market information; financing capital needs; improving infrastructure;
 
initiating and enforcing grades and standards; providing research and
 
extension programs; providing market development assistance, particularly for
 
export; providing tax incenii,,es; controlling imports and exports; etc. have
 
had varying degrees of succe-s.
 

The following are given as examples of the types of changes required and the
 
problems that arise with tie change.
 

Provision of Market Information.
 

As a marketing system evolves a critical element of that system is the
 
provision of market information to the participants of the system. A number
 
of problems surface as market information systems develop:
 

1. 	Often the information collected does not adequately reflect quality
 
differences and supply conditions--only price is reported. Prices alone
 
are next to useless without other important data and at the least can
 
greatly mislead the users of this information.
 

2. 	Data many times is collected without use of appropriate sampling
 
methodology which results in inaccurate data 
- inaccurate information can
 
be worse than no information.
 

3. 	Many times significant resources are devoted to developing elaborate
 
information collection systems with 
no provision for disseminating this
 
information to producers and market intermediaries. An informal system is
 
generally set up to disseminate the information among government agencies
 
so that the information can be utilized in policy making but no attempt is
 
made to dissemindte to users in the marketing system down to thi grass
 
roots level. Under these circumstances, orderly marketing as affected by

the particiPdnts of the system, is not assisted by the development of 
a
 
marke-c information system.
 

4. 	Generally, there i.:a lcck of understanding of the difference between 
market information and market intelligence. Market information is the 
result of the collection of data regarding supply, prices at various 
levels of the marketing ;v('.em, quality avcilable, etc., while market 
intelligence involves the ..,oilysi-V,i:ttis data and forming conclusions
 
about what the data means. z.ny tiw%,. data is colieci:ed and no analysis
is made while other, times i.me hLiod- ff analysis are more -ophisticated 
than cart be justified by -i:h0 a. in <-ither case, the inforriation 
presented to the decision ma.kers 
has 	i im .ed use. A critical component of
 
a total market inteliigenz- ;vogram is to ensure that the decision maker,
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first receives useful information, and second has the ability to
 
synthesize the information so that it provides useful input to the
 
decision making process.
 

5. Often, a distinction is not made between market information for short 
run
 
decisions (when, where and how to 
sell) and long run decisions (what to
 
plant). Both types of information are required to facilitate orderly

marketing--but in most countries, the orimary, and in many cases 
the only,

emphasis is placed on 
short run decision information, i.e., market
 
movements, prices, etc. This is generally due to 
the recognition of the
 
high degree of perishability of fruits and vegetables and the need to make
 
timely decisions on marketing. However, the glut and shortage problems
 
can 
only be prevented with adequate information befora the production
 
decisions are made.
 

Quality Assurance.
 

Grade standardization is a communication device which becomes useful 
as a
 
market economy develops. It is important to standardize fruits and vegetables

concerning quality, size and unit of weight in order to realize exact
 
transactions between buyers and sellers. 
 The usefulness of standardization
 
depends not only on the degree of commercialization of the market place, but
 
alsc 
on the willingness of market participants, from the producer t~rough the
 
consumer, to use it. 
This willingness cannot be taken for granted.--which it
 
has in many Lountries.
 

Rejection of grading by market participants may indicate that: 1) development

has not proceeded far enough to make standardization useful (an informal
 
grading system usually exists under the most primitive marketing system arid

generally works fairly well); 2) the usefulness of grades .nd standards is not
 
understood, i.e., farmers, market intermediaries and consumers must be made
 
aware of the benefits and costs 
of ensuring quality fruits and vegetables; or
 
3) some 
influential market participants feel that standardization is a threat
 
to their market power.
 

In short, policy markers must have the objectives of the proposed grading
 
programs clearly in mind and they need to understand how various market
 
participants will perceive it as 
a help or hinderance to their market
 
position.
 

Postharvest Loss Reduction.
 

The scope of improving the marketing of 
fruits and vegetables, especially by

reducing postharvest losses, is extremly broad. 
 There are limits, however, to
 
the introduction of new technology by the extension of 
local know-how, level
 
of organizational development, by the cost of 
introduction and implementation

in relation to scale of enterprise and consumer ability to pay for the use of
 
the technology, and sometimes by considerations of a social nature.
 

Fir example, there are many examples of the introduction of advanced,

labor-saving technology designed to 
reduce postharvest losses of fruits and 
vegetables that are justi fied in project papers from a macro standpoint, but
 
are simply too expensive for private enterprises to justify in an economic
 
sense. Further, many examples exist where the 
"top of the line" technology
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was implemented where less expensive, relatively simple technology would
 
suffice and would be costed at a level 
private enterprise could justify. In

these cases, the more elaborate technology is implemented as a "show-case" for
 
the government or donor agency but, in fact, usually ends up 
as a "white
 
elephant."
 

Fruit and Vegetable Processiqo.
 

In many countries, processing of fruits and vegetables is proposed as 
a method

of eliminating seasonal gluts and/or as a means 
of providing products with
 
export potential. The processing venture has been both successful and

unsuccessful. The successful ventures have been 
a result of the opportunity

to provide year round availability of certain highly seasonal 
fruits and
 
vegetables or to provide a speciality type product for export. However, a

major problem in these cases 
has been the difficulty of obtaining reliable
 
supplies of desired quality of 
fruits and vegetables at reasonable prices.

Farmers attempt to 
sell on the fresh market (which is usually higher in price)

and whats left over is available to the processor. If contractual agreements
 
are attempted to ensure a reliable supply, historical conditions in many

countries result in a negative reaction from producers toward contracting, and
 
in other countries a contract really does not mean anything. Further,
 
processors have had difficulties 
in getting farmers to plant varieties,

generally new to the farmer, that are desirable for processing.
 

In other countries, processing fruits and vegetables has been proposed as a
 
means 
of reducing loss due to the perishability factor, and of making use 
of
 
off-size, off-shape, overripe fruit. 
 Further, processing will create
 
employment opportunities for idle farm labor, particularly in the
 
off-production 
season. Seldom can a processing operation succeed when it must

rely on product that is in surplus, or available due to non-acceptability in
 
the fresh market. 
 There are also examples of processing facilities initiated
 
for reasons stated above, but in a country that either has a seasonality of

production that provides a product in fresh form almost year-round or where
 
competing products are available through the year. 
This is particularly true

in trooic regions where different fruits are in harvest throughout the year

and are substituted in consumer diets.
 

Collective Marketing.
 

In most developing countries, the production of fruits and vegetables 
is

widely scattered geographically and nearly all phases of production and
 
distribution is carried on 
by small scale farms or firms operating with
 
relatively low levels of technology. A frequently proposed solution to the

problems resulting from these conditions is to organize a local producer

association to 
improve the assembly market function, stimulate efficient
 
production methods, and provide the means 
of putting together larger volume
 
shipments of 
uniform quality and properly packaged fruits and vegetables for
 
movement to the market place.
 

Varinq degrees of success have been experienced with these producer

associations. Some have oeen 
very successful and some 
complete failures. The

failures have resulted from a number of factors: 
 1) producers had no
knowledge of marketing beyond the farm gate and thus were not prepared to
 
enter the system and provide the functions required to adequately market the
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product; 2) producers were unable to reorient their traditional operating

procedures such that they would fully participate as a member of the
 
association, particularly in obligating their produce to 
the 	association; and
 
3) the association was at odds with the traditional marketing system in that
 
it had to compete with an established system of traders that were related to
 
producers or were in many cases family members of producers and thus producers
 
would not switch to the association.
 

Government Policies, Regulations and Incentives.
 

Government policy formulation is an extremely complex process and must be
 
undertaken with thorough analysis of 
reliable data taking into consideration
 
all potential impacts if it is to be effective in achieving the goals 
it was
 
formulated to achieve. 
 Typically, a wide array of policies, regulations,
 
incentives, subsidies, 
tax levies, etc. are utilized to enhance the
 
development of marketing systems 
for 	fruits and vegetables.
 

There is a strong tendency for conflicts to occur between policies which often
 
produce undesirable effects. Further, the effectiveness of various government
 
actions are limited because: 1) marketing firms may not be .aware of how to
 
take advantage of them; and 2) these interventions are many times
 
inappropriately implemented, for example, poor timing, 
lack of consideration
 
that the specific actions need to be changed due 
to changing situations; and
 
3) failure to involve the private sector (the sector impacted by the
 
intervention) in the planning, development and implementation of the action.
 

In addition, it is not uncommon for i multitude of government agencies to be
 
involved with setting interventions, usually each agency setting these
 
interventions without consultation with any other agency. 
The 	result is
 
actions at cross 
purposes with each other and a high degree of uncertainty in
 
the private sector.
 

Government policies, regulations, incentives, etc. are many times strongly

interrelated in inhibiting efficient marketing systems for fruits and
 
vegetables in developing countries (much evidence indicates that this 
is true
 
in developed countries as well). Government policies spawn interventions that
 
are many times disincentives to participants nf the marketing system.

Examples include export taxes, government import/export monopolies on key

commodities, government marketing boards competing with the private sector,

and regulations that tend to discourage investment and expansion of 
the
 
marketing system by the private sector.
 

Examples of policies that stifle the development of marketing systems include:
 

1. 	Grenada placed an 18 percent export tax on nutmeg and cocoa, the major

foreign exchange earners for the country. The tax tended to price Grenada
 
out of the international nutmeg market and returned minimal returns to
 
growers. Because of this disincentive, growers refused sometimes to
 
harvest their crops and did not properly maintain the trees which in turn
 
reduced yields. A repeal of the tax by the government was a strong

incentive for producers to harvest their crop and properly maintain them
 
for maximum yields.
 

2. 	In the Caribbean, marketing boards have been a prominent part of the
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marketing system in a number of countries. Many of these boards have
 
become involved in regulating exports or imports of key commodities. Some
 
have even set up retail outlets for the sale of locally produced fruits
 
and vegetables which are purchased at their buying stations. These
 
marketing boards are set up to purportedly offer key food items to
 
consumers at fair prices and to purchase farm production at fair prices to
 
producers. What in fact happens is that marketing boards are strong

disincentives for local 
people to become involved in the marketing
 
system. These boards may buy at exhorbitant prices (to appease producers)
 
and sell at lower than cost (to appease the buyers). Although
 
politically, there may be advantages in such interventions, economically,
 
it reduces competition and provides strong disincentives to become
 
involved in the system by local entrepreneurs.
 

3. The Philippine government developed 
a slightly different version of
 
marketing boards, but experienced the same results as experienced in the
 
Caribbean, i.e., providing disincentives to participation and investment
 
by the private sector in the marketing system for fruits and vegetables.

Through the National Food Authority Food Terminal, the government, through

enacted policies, set up a plan to compete with the private sector in
 
importing, exporting, processing and retailing of food products. The
 
government monopolized imports and exports of key products 
to and from the
 
Philippines in order to partially support other inefficient competive
 
components with the private sector.
 

The result was increasing antagonism between the government and the
 
private sector instead of encouragement and incentives that should have
 
been directed by the government to the private sector. The total cost of
 
the exercise was not known because of government manipulation of cost
 
figures but considering the economic disarray in the Philippines, it must
 
have been high.
 

To facilitate the adoption of 
new and improved marketing methods, participants

of the marketing system must be made aware of both private and social gains

that can result from this adoption. In addition to public actions to
 
facilitate improved market relations, 
reduce risk and stimulate innovations,
 
actions may be needed to assist the private sector to adopt technology which
 
results primarily in social gains. These actions take the form of various
 
incentives which although initiated with good intentions, sometimes act as
 
disincentives:
 

1. Every developing country has 
from time to time enacted various regulations

designed to promote more orderly marketing, while other regulations may

have been enacted for political reasons rather than economic reasons. For
 
example, some regulations are used by corrupt forces to extract money from
 
the private sector while others were instigated many years ago and have
 
outlived their usefulness. Regulation on exports of various commodities
 
might have been a necessary tool to alleviate temporary food shortages,
 
but, in many instances, these regulations tend to remain in force
 
resulting in disincentives to traders 
in completing trade transactions.
 
Perhaps one of the most promising incentives to the private sector would
 
be to review regulations in force and eliminate the unnecessary

regulations to free up the private sector to carry 
on its marketing
 
functions in a competitive situation.
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2. 	Subsidies are many times provided by governments to encourage the
 
production of crops Jingled out by the government as critical to either
 
achievement of self-sufficiency (this is usually for basic food crops,
 
particularly cereals) or for export to generate foreign exchange or for
 
import substitution to conserve foreign exchange. Many times, the
 
economics of these crops would dictate a reduction of production of the
 
subsidized crops--this is particularly so where traditional crops are
 
subsidized because they have been grown for years and producers have grown
 
to rely on these crops, but they are no longer profitable enterprises.
 
The subsidization of these crops has tended to reduce funds available for
 
other needed areas of agricultural production and marketing and has tended
 
to keep land out of production of crops, particularly fruits and
 
vegetables, that have a comparative advantage for producers. Governments
 
typically donot evaluate the subsidy system with a view toward answering
 
the question of would the country be better off to import a specific
 
commodity rather than subsidize its domestic production.
 

3. 	Perhaps the most promising action that governments of developing countries
 
can initiate would be the inclusion of the private sector in the planning,
 
development and initiation of food policies. For one reason or another,
 
the private sector is normally left out of the economic planning process,
 
particularly the process involving agricultural production and marketing.
 
This occurs in spite of the fact that the private sector produces,
 
harvests, transports, stores, processes and sells the majority of the
 
agricultural commodities in most developing countries.
 

It is essential at this point, to relate an additional constraint to most
 
government interventions designed to improve fruit and vegetable marketing
 
systems. World wide, the local market place in remote areas is the core of
 
the community and the surrounding region and is a reflection of local economic
 
behavior and linkage. The patterns of social obligations and rights and
 
patterns of behavior linking the agricultural producer/seller with the
 
transporter/trader must be understood if market interventions 
are to be given
 
any chance of success.
 

Further, the stable food psychology is pervasive among subsistence farmers,
 
and farmers are unlikely to take the risk of switching much of their land to a
 
new crop without first providing for the stable foods for the family.
 
Farmers are aware of the vagueness in policy of government and past experience
 
counsels caution. Changing institutions to meet developing needs in an
 
agricultural society will occur successfully when an integrated approach to
 
the 	rural population and their problems is formulated and implemented at the
 
rural level. Development involves people, their modes of behavior and newly
 
emerging senses of identity. These factors must be thoroughly considered in
 
the pre-project situation analysis process. In many cases they are not
 
considered, or if they are, they are ignored in the project design. This has
 
resulted in limited success and in some cases failure of the development
 
project.
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CHAPTER IV
 

APPROACHES TO REDUCING PROBLEMS ARISING FROM
 
CHANGING MARKET SYSTEMS
 

This section of the report gives a brief overview of the characteristics,
 
organization, performance and problems of the fruit and vegetable

production/marketing systems of two countries--Jamaica and Sri Lanka. 
 It also
 
presents the various marketing interventions and the reasons for 
success or
 
failure of these interventions, that have and are 
being attempted to create
 
more efficient marketing of fruits and vegetables.
 

JAMAICA
 
Small Farmer Production.
 

Over 80 percent of farm units in Jamaica fall 
into the under 5 acre size
 
classification (about one-third under 1 acre and 50 percent in the 1-4.9 acre
 
size group). These small farmers produce most of the ration's domestic food
 
crops including fruits and vegetables. They also produce a significant

portion of Jamaica's export crops--it is estimated that small 
farmers produce

about one-third of all export production including coffee, cocoa, pimento,
 
ginger, bananas and citrus.
 

Small farmers are found scattered all over the island, but tend to be
 
concentrated in the hilly regions. 
 They tend to practice mixed cropping along

with a wide variety of crops under different conditions of culture and
 
methods. The small farmer does his 
farming using marginal hillside lands for
 
the most part, using simple hand too'., 
and has little or no assistance in
 
advanced agricultural technology.
 

The average small farmer in Jamaica has 
a shortage of working capital. He has
 
only limited exposure to and makes little use of marketing information in
 
deciding which crops to plant. He applies 
low rates of fertilizer
 
application, generally does 
not apply chemical weed and insect controls and
 
has difficulty obtaining labor to assist in farming operations, particularly
 
at harvest. In 
a majority of cases, small farmers must independently finance
 
seeds, fertilizers, pesticides, hand tools, 
labor and their subsistence
 
between crops because credit programs, as in most developing countries, have
 
not successfully been implemented down to the small 
farmer level. Many small
 
farmers cultivate several plots which are some distance apart, making it
 
difficult to transport inputs and to sell and transport the fruits and
 
vegetables produced.
 

The above characteristics of small farmers in Jamaica are 
generally typical of
 
small farmers some
in most developing countries. There are, however, 

characteristics which typify small farmers in Jamaica that are generally
different from most other developing countries. A large portion of small
 
farmers in Jamaica can be considered commercially oriented farmers from the
 
standpoint that they plan to produce, on 
a small scale, products for
 
commercial sale. That is, they are not subsistence farmers who sell
 
commercially that which they do not consume. However, the Jamaican farmer is
 
characterized as 
cautious about abandoning traditional agrticultural practices

when he 
has been and may again be confronted with poor weather conditions,
 
erratic prices and insufficient credit and inputs.
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incomes of Jamaican small farmers are relatively high, averaging around U.S.
 
$1,000, compared to incomes of small farmers in most developing countries.
 
This situation creates a different small farmer environment--economic, social,
 
cultural and psychological--which is not present in traditional developing
 
countries. The small farmer is very alert to the political situatiin around
 
him 	and is highly aware of the government's concern for small farmers and is
 
not 	adverse to expressing concerns and dissatisfaction with government
 
programs.
 

In summary, the small farmer production situation in Jamaica gives rise to
 
certain constraints to increased production and income. The major constraints
 
are:
 

1. 	Small and scattered land holdings resulting in inefficient management of
 
the production of fruits and vegetables.
 

2. 	Most fruit and vegetable production occurs on hillsides resulting in land
 
erosion which limits the productivity of the land.
 

3. 	Because of scattered locations and locations of sizable distance from the
 
major road network, transporting of production inputs to the plot and of
 
produce from the plot to market is difficult, time consuming and results
 
in high postharvest losses.
 

4. 	Limited availability of affordable labor, particularly for harvest.
 

5. 	Shortage of working and investment capital which limits ability to
 
optimally utilize production inputs and adoption of new technology.
 

6. 	Limited and costly production inputs such as fertilizer, seeds,
 
pesticides, and tools, etc.
 

7. 	Limited access to market information to guide decisions regarding what to
 
plant and when to market.
 

8. 	Volatile prices for produce resulting from substantial seasonal gluts and
 
shortages due to, primarily, a lack of planned production and to a lesser
 
degree for fruits and vegetables, a lack of adequate farm storage.
 

Small Farmer Marketing.
 

The 	agricultural marketing of products produced by the small farm sector in
 
Jamaica is separated into two well-defined areas. One is oriented towards
 
export crops such as coffee, cocoa, pimento, citrus and bananas. This sector
 
is reasonably organized, and is managed by Commodity Boards in all aspects.
 
The other is primarily domestic food-oriented, operated mainly in the private
 
sector with support from the Ministry of Agriculture.
 

Marketing to most small farmers in Jamaica encompasses only exchange of
 
ownership at the farm gate. Farmers plant those crops that brought the
 
highest price at their last harvest. They harvest only those small quantities
 
of produce that can be readily carried away by individual traders, commonly
 
called "higglers." These are either farm wives who market the produce of the
 
family farm and purchase directly from other small farmers in small lots, or
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other women wk' act as small retailers, wholesalers and transporters. The
 
estimated 20,000 higglers in Jamaica are the backbone of the small farmer
 
marketing system. It is estimated that they are responsible for the
 
distributic.o of about 80 percent of the domestic fruit and vegetable

production. Family ties, offering of credit to finance the production process
 
and provision of household supplies on the return trip (backhaul) and part
 
time employment are critical elements that point to the continuation of the
 
higgler marketing system in Jamaica.
 

Farm gate price is established between the farmer and the higgler. Usually a
 
price is offered by the higgler and then either accepted by the farmer and the
 
sale occurs, or rejected by the farmer and no sale is made. In many cases,
 
the no-sale resuts in the product being left unharvested and thus never
 
enters distribution channels. Often the higgler harvests the fruits 
or
 
vegetables as part of the exchange function. This 2llowis the higgler to
 
select the produce she wants (grading) and also relieves the farmer from
 
involvement in, or hiring labor, to harvest the crops. The quantity purchased
 
by the higgler is limited to the amount of product she can carry out of the
 
hills either on her head or in some cases with the use of a donkey. Produce
 
is transported to the roadside to be placed on public transport for movement
 
to the single terminal wholesale market in Kingston, only, in many cases, te
 
be trans-shipped back across the island to be distributed to customers located
 
there. This results in inefficient distribution and relatively high
 
Dostharvest losses from additional handlings and transport.
 

Although accouncing for a relatively small portion of the total amount of
 
fruits and vegetables marketed in Jamaica, an additional type of market
 
intermediary has evolved in recent years. This market intermediary is called
 
a "super higgler" who is in fact a professional full-time wholesaler. The
 
super higgler owns one or more trucks, purchases directly at the farm gate, at
 
parish or district markets or at the wholesale market in Kingston. They
 
sometimes retail these products at curbside, but more generally sell to
 
hotels, restaurants, green grocers and institutions on a contract or job lot
 
basis. These super higglers, as well as exporters themselves, secure produce
 
for the export market. However, the export of fruits and vegetables, except
 
for citrus and bananas (which are handled by Commodity Boards) as well as
 
mangoes and yams, is minimal.
 

It should be mentioned here that in 1963 the Agricultural Marketing
 
Corporation (AMC) was established by the Government of Jamaica to bring order
 
and efficiency to the marketing system. The AMC acted as a market
 
intermediary undertaking both retail and wholesale functions. Products were
 
purchased from farmers through over 200 buying stations and assembled, stored,
 
graded and packaged at eight regional branches. Central warehousing and
 
wholesaling operations were headquartered in Kingston. AMC's major function
 
was that of price stabilization, buying farm products at guaranteed buying
 
prices, it also had objectives of restraining consumer prices which it
 
attempted th,,ough the operation of AMC green groceries, basic retail shops and
 
mobile routes.
 

AMC was not successful and was totally discontinued in 1983. It was not able
 
to compete with or undermine the traditional higgler system. It probably
 
never handled more than 5 perceint of the agricultural products and generally
 
these were the products left behind by the higglers. All types of problems
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plagued AMC including insufficient operating capital, excessive waste,
 
pilferage, poor management, poor sites, conflicting objectives, etc. In the
 
recent years before 1983, annual losses amounted to millions of dollars.
 

In summary, the small farm marketing situation in Jamaica can be descrihed, in
 
terms of constraints as:
 

1. 	Small volume marketing as higgler! are limited to the quantity they can
 
handle.
 

2. 	Consumer demands are only partially reflected back to the farm level.
 

3. 	Grading is informal as official graders are not in use (some grades have
 
been developed but are for voluntary use and have not been accepted by the
 
traders.)
 

4. 	Postharvest losses are high.
 

5. 	Transport is difficult between farms and markets thus restricting access
 
to markets, increasing costs and increasing postharvest losses.
 

6. 	Public markets are inadequate and inconvenient since most are old, lack
 
space, are unsanitary and lack storage space.
 

7. 	Only one wholesale market limits trading and facilitates considerable
 

trans-shipment of produce and hence, increases cost.
 

Government Policy.
 

The government of Jamaica has set out basic policies for the development of
 
the small farm sector with the Following objectives:
 

1. 	The small farm sector should provide as much food and raw material as is
 
feasible to meet the needs for an adequate food and nutritional level of
 
the population, agri-industrial needs and the requirements for export.
 

2. 	The production of the small farm sector should be so structured as to
 
reduce reliance on imports, with the objective of self-sufficiency where
 
the small farm can produce best.
 

3. 	All agricultural lands will be protected from misuse and speculation so
 
that lands are used to their fullest potential, resulting in optimum
 
economic and social benefit.
 

4. 	The creation of employment opportunities in rural areas will be given high
 
priority to arrest the rural to urban population movement.
 

In relation to the marketing of agricultural products, the Government of
 
Jamaica in its National Agricultural and Food Marketing Policy and Strategy
 
sets forth the objective:
 

"To foster the development of an agricultrual and food marketing system in
 
Jamaica capable of efficiently distributing required factor inputs to
 
producers, capable of stimulating an expansion of production of the type,
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volume and quality of commodities demanded, and capable of distributing the
 
products of agriculture from the producers to the final consumers in a manner
 
that will achieve the greatest economic and social benefit."
 

Market Intervention.
 

The major market intervention attempted by the Government of Jamaica is
 
comprised of a number of components. As a stated policy, these components
 
were t) be initiated in such a manner that the existing marketing system (the

higgler system) was not to be replaced. Unfortunately, the existing system

and the reasons 
for the existence of the system were not understood and
 
evenutally it was recognized that many of the interventions actually would, in
 
fact, replace the existing system.
 

The 	basic strategy of the market intervention recognized the need for:
 

1. 	An institution to be a catalyst to bring about change and assist in
 
upgrading the marketing system,
 

2. 	Adequate facilities to permit the assembly, concentration and distribution
 
of fruits and vegetables,
 

3. 	Producer organizations to give farmers a vehicle for performing more of
 

the 	marketing functions, and
 

4. 	Upgrading of the Kingston wholesale/-etail distribution network.
 

Four market interventions were specifically designed as part of a major

Agricultural Marketing Development Project initiated by the Government of
 
Jamaica and USAID.
 

1. 	The establishment of a Marketing and Credit Division within the Ministry
 
of Agriculture to undertake marketing development, marketing extension,

marketing research, market news and information and quality assurance
 
activities. This Division was established and personnel trained to carry
 
out the various functions of the Division. Although not totally

effective, due primarily to low government salaries, lack of operating

capital and low levels of motivation, the existence of the Division has
 
brought marketing into the decision-making process of the Government. It
 
has initiated a relatively good market news collection function and is
 
improving the dissemination process. The marketing extension program has
 
been effective in bringing buyers and sellers together and 
in providing a
 
minimal level of marketing education to producers. The marketing research
 
group concentrated efforts on conducting feasibility studies for assembly
 
and 	grading stations but little else. Market development work was never
 
initiated. Grades were developed for most fruits and 
vegetables but since
 
quality grading for domestic production was voluntary and since there
 
appeared to be a relatively well established informal grading system,
 
these grades were never enacted.
 

2. 	The construction of 25 assembly and grading stations 
located throughout

the country in major fruit and vegetable production areas. The stations
 
were to be fully equipped and were to be operated by producer groups

organized into Producer Marketing Associations (PMA's). A number of
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problems soon surfaced including:
 

a. Producers did not understand this type of marketing nor how their
 
ownership of an Assembly and Grading station would improve their
 
situation.
 

b. The level of technology proposed for the stations was of "cadillac"
 
quality when "model T" was all that was required and because of this
 
the stations would never payoff.
 

c. Not all producer groups wanted an assembly and grading station since
 
in their minds these would directly compete with the higgler system
 
which employed many of their wives.
 

Eventually, the number of proposed assembly and grading stations were
 
reduced by more than one-half due to lack of interest and lack of
 
government funds for construction.1
 

3. 	The construction of 
four subterminal wholesale distribution markets
 
located th;-oughout the island in order to facilitate more orderly
 
marketing and greatly reduce trans-shipment of fruits and vegetables.
 
Eventual investigation of potential volume flows revealed that only one of
 
these subterminals might be feasible.
 

SRI LANKA
 

A number of circumstances have developed in Sri Lanka over the :'ecent past
 
that have affected the marketing system for fruits and vegetables. Among the
 
more important of these circumstances are:
 

1. 	Government policies since 1977 have, to a large extent, removed trade
 
restrictions and allowed the private sector an opportunity to play an
 
increased role in marketing agricultural products both domestically and
 
internationally. Economic policies of the Sri 
Lankan Government since
 
1977 have been characterized by a series of initiatives designed to
 
liberalize international trade policies providing greater freedom to
 
import and export many agricultural commodities. Beginning in 1977, state
 
sector trade monopolies for the import and export of most food products
 
were eliminated and the licensing of foreign trade was confined to a
 
minimum. Internal 
policies have been directed towards the encouragement
 
of investment by the private sector in many areas of economic activity.
 

It should be pointed out that the economic climate in Jamaica changed

considerably following the initiation of this project. 
 Of particular
 
importance was the almost complete loss of the Bauxite industry which
 
provided the major source of export earnings. Thus, financial obligations
 
of the Government of Jamaica to this marketing project could not be met
 
and consequently progress of the project was slowed almost to a
 
standstill. This might have been a blessing in disguise which saved the
 
government considerable sums of money.
 



This has been especially so for agricultural development and in the
 
increased production of agricultural crops, particularly rice.
 

2. 	The importance of agriculture, the heavy investments in the preceding

decade and declining government revenues from exports from this sector
 
prompted the government in 1984, to define 
a National Agriculture, Food
 
and Nutrition Strategy (NAFNS). 
 The objectives enunciater by the
 
government were:
 

a) 	 Achievement of self-sufficiency in basic foods - rice, milk, sugar,
 
fish and pulses.
 

b) 	 Expansion of 
export capacity to increase the contribution of
 
agriculture to the balance of payments.
 

c) 	 Enhancement of incomes and creation of 
new employment opportunities
 
in the rural sector.
 

d) 	 Improvement of the nutritional status of the people.
 

In general, these circumstances have led government attempts to maximize the

production of the basic food items 
to achieve self-sufficiency. Basically,

efforts were made to optimize the production of subsidiary field crops

(soyabeans, potatoes, chillies, onions, maize, cowpeas, cassava, green gram,

groundnut, finger millet, and sesame) and vegetables that have export or
 
import substitution potential.
 

Major effort was placed on increasing rice production. Policies were
 
initiated which did not tax rice directly, allowed prices to rise to world
 
market levels, subsidized inputs, and provided substantial research and
 
extension assistance to rice production. In addition, new lands were brought

into production through various development schemes, particularly the Mahaweli
 
Project.
 

The Mahaweli Project has the potential for irrigation of about 250,000

hectares of new land and to bring supplemental irrigation to about 65,000

hectares of existing land. This project has 
been devoted primarily to paddy

production and increasing hydroelectric capacity. Considerable resources have
 
been devoted to this project over the past four or five years (over 50 
percent

of total public capital expenditure was accounted for by Mahaweli related
 
capital expenditures each year during the 1982-84 period). 
 The 	result of

these expenditures have brought Sri Lanka very near to 
self-sufficiency in
 
rice. However, a decline in public investment occurred in many areas such
 
that development of other types of agriculture, namely subsidiary food crops

(SFC's) and vegetables was severely slowed. 
 In fact, public expenditures were
 
reduced in such areas as rural 
roads (badly needed to enhance marketing) and
 
operational expenses for research and 
extension departments (critically needed
 
to improve yields and marketing of SFC's and vegetables).
 

Now 	that self-sufficiency is near 
in the production of rice, and considering

that 	the rice produced in Sri Lanka has no prospect for export, 
lands being

brought into production must be diversified. Vegetables, along with the
 
SFC's, have been identified as 
crops suitable and desirable for this
 
diversification effort. 
 The 	problem is that since almost all resources have
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been devoted to rice production, little research is available for improving

yields of vegetables, and marketing assistance is non-existent. This, then,
 
is the background situation regarding the current situation with regard 
to the
 
vegetable production/marketing system in Sri Lanka.
 

Small Farmer Production.
 

About four million acres are under cultivation in Sri Lanka. About one-half
 
of this average is devoted to estate crops (tea, rubber and coconut), 45
 
percent to paddy production and the remainder to the production of other crops

including fruits and vegetables. Fruits, with the exception of banana,
 
pineapple and passion fruit which are exported, are primarily produced as
 
backyard or home garden ventures with commercial production almost
 
non-e-istent. Vegetables are currently produced on 
between 100,000 and
 
150,000 acres with about 70 percent of this acreage in landholdings of less
 
than one hectare. Conseauently, a majority of the fruit and vegetable

production occurs on landholding3 of a size which limits family income and
 
employment in rural areas.
 

Production of most vegetables is seasonal, being determined by the bi-modal
 
rainfall. The Maha rainy season runs from November to January when the entire
 
country has rain carried by the North-East mansoon, and by the Yala season
 
from May to September which brings rains to the South-West quarter of the
 
Island. Dependence on rain is being modified by increasing investment in
 
irrigation schemes, particularly the Mahaweli Project, which allows
 
diversification of production and double cropping. 
 This seasonality of
 
production and the irrigation schemes results in almost a year round
 
production potential for vegetables.
 

However, due to the 
lack of research and technical advice capabilities that
 
could enhance yields, vegetable production currently is limited. Further,
 
because of low yields, higher returns to alternative crops and the practice of
 
producing paddy as a priority crop for subsistence, vegetable production is
 
sporatic and considered a secondary crop in production schemes of the small
 
farmers.
 

In addition, the current situation relating to small farmer production of
 
vegetables gives rise to the following constraints to increased production:
 

1. 	Small farmers are located across the island, many of which are in
 
relatively isolated areas, considerable distance from improved roads
 
making the securing of inputs and marketing of their vegetables costly and
 
time consuming.
 

2. 	Since most vegetable producers have very small acreage and because of
 
isolation, the access to traders is extremely limited. In some cases,
 
traders do not visit the plot and there is therefore, no buyer.
 

3. 	The vegetable farmer has few sources of information for improving cultural
 
practices, or methods of handling and harvesting vegetables, or for how to
 
market their produce.
 

4. 	The availability of inputs to the production process is very limited.
 
Seed for vegetable crops, when available, is of poor quality.
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5. 	 The production credit situation is very poor. Banks advance cred(t
reluctantly and usually only when government policy forces them because 
default rates are extremely high. Farmers actually prefer privae sources 
of credit (neighbors, friends, family and market traders) because (a)
private sources are more convenient, (b) procedures for obzaining bank 
loans are difficult and :ime consuming, and (c) there is fear legaloc-
consequences from bank the .evenz of cropthe in 	 failure. 

6. 	Prices are volatile as a result of gluts and surpluses, lack of market 
access, and various governmeot import policies which have frequently had 
the effect of significantly lowering farm prices. in fact, cost of 
production budgets for many vegetables indicate d negative return to the
 
farmer.
 

Small Farmer Marketing. 

There are a number of different marketing channels and methods through which a
 
vegetable producer in Sri Lanka can sell his produce. 
 Further, not all
 
farmers, or for that matter, not all market intermediaries, choose to use only

one channel or method. result is
The a very complex marketing system. Figure

1 is a diagram which attempts to show this complex system.
 

In its simplist form, producers either sell Lo a trader (assembly agents,

trucker buyers, wholesaler), village market, (fair, boutique, market stalls)
 
or to a government agency (Marketing Department, or Parkfed). From this point

forward, sales may be made to other traders, wholesalers, retailers,
 
consumers, or government agencies. 
 The following is a brief discussion of the
 
various entities involved in the vegetable marketing system.
 

Traders. Traders may be (1) independent buyers who go to farms to purchase

vegetables, 
or they may purchase from village boutiques or fairs for resale to
 
wholesalers and in some cases retailers; (2) assembly agents or trucker buyers

who 	are essentially under contract with wholesalers located in the central
 
wholesale market in Colombo to purchase vegetables and deliver them to the
 
wholesaler. The agent is told the price to offer and pays the 	 f"armer on the 
return trip; or (3) wholesalers in the local area who piirchase from the farmer
 
and sells to retailers at local village markets.
 

As in most developing countries (but perhaps more 
so in Sri Lanka) the trader
 
is viewed as an unscrupulous exploiter of both the farmer and the 
consumer.
 
The complaint that many farmers are visited by only therefore
one trader and,

the farmer is at the mercy of the trader is not a result of collusion amongst

traders, but rather a result of insufficient surpluses at the farm level 
to
 
attract a queue of traders wishing to deal direct with t.he 
 Farmer.
 
Nevertheless, the importance of 
the private trader as a useful and essential 
market participant serving the small farmers produce disposal rneeds, and in 
many cases the timely supply of cash and credit for input supplies is not 
recognized by the Sri Lankan government or donor agencies. examplesRather, 
are given of traders offering lower prices at the Farm gate than offered in
 
the village or at a nearby government agency. Obviously a lower price would
 
be offered since the farmer is willing to accept a lower price and 
not have to 
spend the time and expense to transport the product to the market, or take the 
risk of product damage during transi. 
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The result of the negative attitude toward traders is that this 
very useful
 
and important 
resource (the trader) has generally been ignored in development
 
planning efforts in Sri Lanka.
 

Wholesalers. 
 In Sri Lanka, the hub of the marketing system for vegetables is
 
the Pettah market located in Colombo. In addition to housing wholesalers for
 
rice and subsidiary food crops, this central wholesale market houses 
some 800
 
commission agents/wholesalers specializing in vegetables plus about 200 who
 
both whulesale and retail. The trading atmosphere at Pettah appears to be
 
very competitive in that all wholesalers have free access to the same end
 
users and the number of wholesalers is large enough to eliminate the formation
 
of cartels.
 

Most transactions at the wholesale level 
take place on a commission basis,
 
i.e., vegetables are sent to the market by farmers or local traders who pay
 
transport and handling charges, then the wholesaler sells the product on
 
commission.
 

In the provincial towns, wholesalers operate to supply their immediate area
 
direct from the production area rather than via the central wholesale market
 
in Colombo. This reduces marketing costs and inter-regional disparities in
 
prices.
 

Government Agencies. Two separate government agencies 
are directly involved
 
in the marketing of vegetables.
 

Markfed (the Sri Lanka Cooperative Marketing Federation Ltd.) buys

vegetables through its own collection agent network which consists of almost
 
300 multipurpose cooperative societies with '500 branches. Markfed currently

buys about 1 percent of the vegetable produk cion and this percentage has been 
declining over the past few years. It has 
six retail stores in Colombo and
 
one in Kandy through which it sells the vegetables. The vegetables are very
 
poor quality and ill-presented in these stores. In reality, as a trading
 
entity ir vegetables, Markfed's role appears co have little justification.
 

Marketing Deoartment operates about 200 retail outlets, 17 purchasing
 
centers and 3 wholesale booths. This agency claims to handle about 8-10
 
percent of the Colombo vegetable trade, but outside Colombo an insignificant
 
amount. 
 It dops have contracts to supply institutions such 3s hospitals. At
 
the present time, the government treasury has stated that it will no longer
 
cover all department costs which has placed the Marketing Department in
 
jeopardy since only about 65 percent of staff costs covered by the
are 

operation.
 

Overall, it is estimated that the combined share of the national 
vegetable
 
trade held by Markfed and the Marketing Department is about 2 percent. It
 
appears that neither entity is economically justified in the vegetable
 
industry.
 

An overview of the vegetable marketing system in Sri 
Lanka reveals the
 
following major problems which tend to reduce, and in some cases 
inhibit, the
 
efficiency and effectiveness of the overall marketing system:
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1. The majority of farms other than estates, are of less than one hectare in
 
extent and of this 
area the major part is devoted to rice, thus vegetable

production is practiced on a very small 
scale. Small volumes from a large

number of widely dispersed individuals makes market rationalization
 
extremely difficult.
 

2. 	Research and extension staff and programs are 
almost wholly devoted to

production increase, and this principally for rice. There is no 
forum for

redirecting resources, human and financial, 
into a market oriented program

which considers diversification of cropping either at national 
policy or
 
execution level. Such initiatives as 
have been taken to introduce market
orientation have been taken at project level 
rather than national level,

thus accentuating the very fragmented agricultural policy and support
 
structure of Sri Lanka.
 

3. 	Financial institutions worldwide are reluctant to 
fund the small farmer.
 
In agricultural marketing in Sri 
Lanka this reluctance is fueled by a lack

of guidance on the benefit which can accrue 
to the farmer or trader from

improved marketing practices. 
 Cash flow problems force shorz-run sales,

which can further exacerbate a depressed market.
 

4. 	The technologies of vegetaLle harvesting, handling, packaging and
 
transport are currently receiving no research attention. High wastage

figures are reported, the cost effective avoidance of which would reduce
 
marketing margins.
 

5. 	There is no evidence of recognition in the Department of Agriculture that

assistance to the private trade would in fact benefit the farmer. 
The

extension service, being at farm level, 
should be aware of the problems

which the farmer faces in marketing his goods and should be helping to
 
make all channels freely open to 
him. The Marketing Division of the

Mahaweli Economic Agency has 
recognized this and has forty-three marketing

extension officers identifying trading opportunities and helping traders
 
and farmers to 
interact. The Department of Agriculture, on the other

hand, confines itself 
to encouraging cooperatives and other state
 
organizations and does not even circulate farm-gate prices to traders. 
 In

the 	Department of Agriculture there is 
no evidence of any appreciation of
 
the service which the private trade renders the farmer. 
 The 	private

trader markets the overwhelming proportion of vegetable production.

Hence, if a serious attempt is to be made to create a more efficient and
 
effective marketing system, it is obvious that the Department of

Agriculture should concentrate its efforts on improving the performance of
 
the private trader sector.
 

6. 	Inadequate and inconvenient market premises add to costs and 
increase
 
health risks. The Colombo Pettah Market is probably at a point where its
 
social costs outweigh the benefits.
 

7. 	Agro-industries are 
a potential means of developing orderly marketing.

This growth is hampered by such factors as a restrictive land policy which
 
inhibits economies of scale, 
a lack of technology development research,
 
and high import duties on certain input items.
 

8. 	Policy formulation is founded on 
data whose basis is weak and whose
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variation from different agencies are frequently irreconcilable. The
 
analysis of the data is often inadequate. The number of bodies
 
formulating policy on this basis results in contradictory signals to the
 
farmer and the trade.
 

9. 	Grading schemes for vegetables have received virtually no support from the
 
ministries concerned with agriculture. Standards have been developed and
 
promulgated for some products for export. 
 For selected products, standard
 
grades could be introduced for use in domestic marketing with the aim of
 
improving efficiency.
 

10. 	Given the decrease in the volume of trade done by the various public

institutions, i.e., Marketing Department and Markfed, per unit costs 
are
 
rising steeply. Several government institution retail outlets can be seen
 
located side-by-side, all offering an overlapping limited range of
 
products. There can be no justification for continued public funding of
 
all these agencies as trading entities--apart from ds an employment
 
creation scheme.
 

11. 	in general, expertise in marketing, particularly in the Ministry of
 
Agricultural Development and Research, is non-existent. Therefore, the
 
ability to initiate corrective marketing research and extension programs

is very limited and not adequate to facilitate support service for the
 
development of effective and efficient marketing of vegetables.
 

Government Policy.
 

Agricultural development policy formulation and implementation in Sri Lanka
 
can be described as being generally on an ad-hoc basis, crop oriented and with
 
individual policies unrelated to each other. 
 This situation, however, is not
 
uncommon in other countries, developing and developed. 
 There are a number of
 
reasons why this situation exists in Sri Lanka: (1) lack of adequate
 
information and/or analysis of available information to allow evaluation of
 
the potential impact from alternative courses of action; and (2) lack of
 
recognition of the interrelationships that exist between different policies,
 
some of which may, on the surface, appear to be independent of each other.
 
This is particularly true in the case of national economic policies such as
 
currency devaluation effects on agriculture, or policies designed to restrict
 
imports of non-agricultural commodities and their impact on potential exports
 
of agricultural products.
 

Sir Lanka has numerous examples of conflicting policies which have resulted in
 
additional problems. For example, the policy of 
limiting landholding size in
 
the Mahaweli Program to one hectare places 
extreme difficulty on attempting ti
 
achieve an efficient marketiny system for vegetables produced on these
 
holdings. This is particularly so because emphasis has been placed upon the
 
use of the land primarily for rice production with the remaining space for
 
alternate crops. The result is that very small 
quantities of vegetables are
 
produced on each individual landholding creating a situation where the
 
marketable surplus is insufficient to attract competing traders. Thus, the
 
farmer must either sell to a lone trader at a price low enough to cover the
 
traders increased cost of collecting because of small volume, or incur the
 
cost of taking his small volume to the weekly pola or to a government buying
 
agency, which is often further away than the local 
"pola" and accepts graded
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produce only.
 

Policies in Sri Lanka formulated and implemented to assist producers in
 
marketing their products have centered on price policy and government
 
intervention as a trader in the marketing system at the farm level to maintain
 
prices at or above specified levels to the farmer, and at the retail level to
 
maintain low price levels to the consumer. The objectives of these actions
 
are to increase farm incomes and the standard of living in rural communities
 
and to protect consumers against high price levels. To complement this
 
program, imports of designated commodities (onions, potatoes, etc.) have been
 
regulated from time to time, restricted to maintain or increase farm level
 
prices, 
or allowed to be imported to keep consumer prices from increasing
 
excessively as a result of production shortfalls.
 

The major price policy implemented in Sri Lanka is a "Floor Price Scheme"
 
which does not include vegeTables. However, price supports for alternative
 
crops will have an 
effect upon the decision to produce vegetables, i.e., if
 
the support price for commodities included in the scheme iL relatively high in
 
comparison to anticipated prices for vegetables, the farmer will plant the
 
commodity under the scileme 
since the support price is annourced in advance of
 
the sowing season.
 

The intervention of the government as 
a trader in rh-: system includes
 
vegetables as a commodity handled. 
 Only about percent of the vegetable

production is marketed through government fa:iities and in general these 
vegetables are in very poor condition--in. :;caing that the government receives 
vegetables turned down by the private 'raer" system. 

There are a number of otiier schu'ms that directly or indirectly affect orderly

marketing of fruits and vegetaclAes, such as planting subsidies (currently in 
use to promote increased fruit production), fertilizer subsidies, agricultural
credit schemes, etc. ,- rious problem however, in that these various 
schemes are not always implemented i a fuLly coordinated plan designed to 
increase the production of those crops wnich will return the highest returns 
to the use of resources available to the farmer for production purposes.
Further, essentially no consideration is given to available markets, consumer
 
demands, etc., but rather, it is assumed that government will purchase what is
 
produced.
 

In short, government policies are uncoordinated, many times developed by

different Ministries, and they are designed to increase production with no
 
consideration given to where the production will be marketed or to ensuring

that an infrastructure is in place to market these products.
 

Market Intervention.
 

Interventions in the marketing of fruits and vegetables in Sri Lanka have
 
essentially been limited to direct trading by the gevernment. This 
reflects
 
government policy prior to 1977, i.e., 
the State assumes the responsibility of
 
performing the function. Little recognition is given to the fact that the
 
private sector perhaps could adequately perform the Function of marketing if
 
provided some support by the government.
 

Recently, however, it has been recognized that the private sector has
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essentially taken over the 
function of marketing fruits and vegetables despite

efforts of the government to be a state trader. Further, new demands have
 
been placed on the marketing sector to provide a means to dispose of potential

increases in the production of fruits and vegetables resulting from large
 
amounts of new lands coming into production of agricultural commodities and
 
government concern 
that this land be sown to other crops than rice, preferably
 
vegetables and subsidiary frood crops.
 

Thus, government's concern now centers 
on the role it can play to assist in
 
further developing the private sector with the objective of improving, and in
 
some cases, developing a marketing system for fruits and vegetables.
 

As a result of these concerns, a recent study of the situation resulted in the
 
following proposed interventions:
 

1. Initiate and staff a research program in agricultural marketing and
 
postharvest technology. This program should have the following
 
characteristics:
 

a) 	 Include elements of both basic and applied research, but with major
 
emphasis on applied research incorporating results of basic research
 
already conducted from other Asian countries, i.e., conduct basically
 
adaptive research.
 

b) 	 Marketing research should be designed to provide information to three
 
major groups of clientele: 1) national policy makers - to assist
 
them in making more informed decisions regarding choice between
 
policy alternatives. At present, little if any information is
 
developed regarding the impact of various policy alternatives on the
 
fruit and vegetable production/marketing system, or for that matter,
 
any other segment of the agricultural industry in Sri Lanka; 2)

market intermediaries - to assist them in developing a more efficient
 
and effective marketing system for fruits and vegetables; and 3)

farmers - to assist them in making more market-oriented production
 
decisions and to make more 
informed decisions regarding alternative
 
methods of narketing their produce.
 

c) 	 Provision must be made to 
assure that research results are adequately
 
disseminated to potential 
users and that needs for research be made
 
known to the research unit.
 

d) 	 Organizationally, the private sector must be incorporated into the
 
planning process for research programs. At present, the private
 
sector is neither involved with the agricultural research planning
 
process, nor does it receive research results. Research is currently
 
conducted by the government (Rice Processing Research and Development
 
Centre, Paddy Marketing Board, the Agriarian Research and Training
 
Institute, etc.) and esentially is disseminated to other governmental
 
agencies only.
 

e) 	 Provision must be made for either placing all research efforts under
 
one administrative body or for coordinating the research activities
 
of the 15 separate research institutes and departments functioning

under 7 ministries and the Office of the President. The result of
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the current structure is, in some cases, duplication of effort, and
 
in other cases, significant voids exist. At present, marketing
 
research is not conducted by any agency and postharvest research is
 
conducted for only basic crops, primarily rice. Further, market
 
oriented production research is non-existant. These problems must be
 
corrected and it appears that they can be corrected only under
 
conditions that provide directed leadership.
 

2. 	Initiate an extension program in agricultural marketing and postharvest
 
technology. This program should have the following characteristics:
 

a) 	 The extension orientation must be to not only disseminate
 
information, but also to assist potential users of the information to
 
adopt this information in the form of actual incorporation into their
 
operating situation. This will require personnel training in
 
marketing and postharvest technology. It is not proposed, however,
 
to initiate a new division of government, staffed with additional
 
personnel. Rather, existing, selected personnel should be utilized
 
by providing training and backup assistance by formally trained
 
specialists (which would be new peisonnel since none presently exist).
 

b) 	 Educational efforts must be oriented to two distinct groups: farmers
 
in the area of the when, where and how to market fruits and
 
vegetables as well as how to make production decisions that will
 
result in a marketable product; and market intermediaries in such
 
areas as the use of market information, determining costs and
 
benefits of alternative methods of marketing and handling, packaging,
 
transporting, etc. of produce, and in areas of evaluating supply and
 
demand conditions in terms of optimizing returns from performing
 
their functions of marketing.
 

c) 	 A critical component of initiating a program of assisting farmers and
 
market intermediaries is to convince leadership of the need for such
 
a program. Therefore, efforts need to be made to educate
 
administrative personnel as to the importance of marketing fruits and
 
vegetables in an efficient and effective manner in order to assist
 
production oriented development programs to have a chance of success.
 

3. 	Significantly improve the market/production information collection and
 
dissemination process. This proposed intervention would have the
 
following characteristics:
 

a) 	 Collection, analysis and dissemination of production statistics must
 
be centralized and procedures initiated to provide more reliable
 
information. At present, production information (acreage,
 
production, yields, etc.) and market information (prices, product
 
movements, etc.) is collected by and provided by a variety of
 
governmental agencies. In most cases, primarily due to collection
 
methods and procedures, the information released varies tremendously
 
from agency to agency. As a result, policy development agencies,
 
farmers and market intermediaries are forced to make decisions based
 
upon totally unreliable information and decisions made by one policy
 
agency is many times in direct conflict with decisions made by
 
another simply because the data bases upon which the decisions were
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made 	is very much different.
 

b) 	 Efforts must be made to disseminata production/market information to
 
the potential users of this informa-,on--particularly in a form
 
usable by the end-user. At present, information is only published in
 
English (primarily because most information is only disseminated to
 
other governmental agencies) whereas farmers and most market
 
intermediaries do not understand English. To be effective, this
 
information must be provided in the native language and ways must be
 
determined to provide this information directly to farmers and market
 
intermediari es.
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CHAPTER V
 

CONCLUSIONS
 

Critical Factors Affecting Marketing System Interventions
 

Certain critical factors affect the evolution or transformation of fruit and
 
vegetable marketing systems in developing third world countries. 
 These
 
factors take on differirg levels of importance from country to country due to
 
tradition, social conditions, resource availability, attitudes, perceived role
 
of the public vs the private sector, etc., 
as well as the specific commodities
 
handled. 
 It is possible, however, to draw generalized conclusions regarding

these factors and the situations in which these factors are dealt with in
 
relation to their effect on the design of market interventions and the
 
potential for the success of these interventions in improving marketing
 
systems.
 

1. 	Analysis of Existinq System. 
In many cases, the initial analysis of the
 
existing marketing system, its performance, its conduct and its problems,
 
particularly economic, social and technological aspects, is not conducted
 
at a depth which reveals the many interacting elements which, in fact,
 
drive the existing system. Thus, the recommended market interventions may

not be adequate and at times may be totally inappropriate. This situation
 
can 
be corrected, however, if there is adequate flexibility to alter the
 
proposed courses of action during the progress of the project.
 
Unfortunately, many development projects are not flexible and, in fact,
 
performance of 
the project is measured only on the basis of achieving the
 
stated objectives and carrying out the specifically defined activities.
 

2. 	Transfer of Technology. It is not always appropriate to attempt to place
 
technology from a developed country into a marketing system of 
a
 
developing country. Generally the technology is far to expensive to
 
expect repayment at price levels 
received in developing countries. In
 
most cases, the types of output from this technology (packaging, grading,
 
etc.) may not be demanded by consumers nor will they be able to pay for
 
these activities and services. Further, high unemployment and relatively
 
low wage rates in most developing countries require a thorough evaluation
 
in relation to displacement by expensive imoorted capital.
 

3. 	Existing Marketing System. In all cases, the existing marketing system
 
must be considered in the design of developmenz programs and every effort
 
must be made to incorporate it into the proposed system. Otherwise,
 
chances of success will be very low. Traditional w.-ys of doing things are
 
difficult to change and will take time. A new system simply cannot
 
replace an existing program until everyone involved is firmiy convinced
 
that the new system is "better" and will directly benefit them.
 

4. 	Marketinq Margins. The identification of "high" marketing margins for
 
fruits and vegetables must not necessarily be considered as a condemnation
 
of the marketing system. Considerable postharvest loss potential due to
 
high perishability, plus additional 
costs incurred for improved packaging,
 
transport, etc. to reduce postharvest loss, tend to result in higher
 
margins than other less perishable agricultural products. Poor roads,
 
lack of adequate transport vehicles, potential equipment failures, time
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consuming transport distances, etc. result in costs that are inherent to
 
developing countries and will -increase marketing margins.
 

5. 	Quality Assurance. 
 In most developing countries, the informal grading of
 
fruits and vegetables appears to be adequate for the domestic market.
 
However, if consideration is being given to entering the export market, a
 
more formal standardized quality assurance program is required. 
 It is
 
extremely important to structure into the grading system the quality

characteristics of the countries to which the produce will be exported.

Usually, preferred quality in the exporting country is different than in
 
the country to which exports will be sent. Producers have been producing

for domestic requirement and will very likely have 
to change cultural
 
practices to 
provide the produce desired for export. Thus, considerable
 
effort must be made to 
reflect export quality standards to producers and
 
to provide assistance and perhaps incentives to producers to achieve
 
production of the quality desired.
 

6. 	Processinq. Processing of fruits and vegetables is often proposed as 
an
 
intervention designed to reduce gluts and provide a market for additional
 
production. Many of these ventures 
have failed due to such factors as
 
inability of processors to obtain adequate reliable supplies of 
raw
 
products; inadequate market analysis for products produced; and inadequate

consideration of seasonality of production of 
fruits and vegetables,

particularly in tropical areas where these items 
are generally available
 
in fresh form on a year-round basis.
 

7. 	Export. Many export programs have been unsuccessful for fruits and
 
vegetables because of the problems resulting from attempts to secure the
 
production for exports from small 
farmers, widely dispersed throughout the
 
country. Assembly, quality control and reliability of supply are factors
 
difficult to control 
in most developing countries. It appears that, if
 
export of fruits and vegetables is to be developed, the production process
 
must be centralized and 
at a scale that will allow efficient production,
 
assembly, grading and transport. This is contrary to the objective of
 
most developing countries to achieve its production goals through small
 
farmers and, thus is not politically acceptable in some countries. The

"mother farm" concept has been proposed as an alternative to large scale
 
production enterprises. This may be a viable alternative, if the mother
 
farm implements a program to teach appropriate technology to small farmers
 
and if both the small farmers and the mother farm live up to their
 
obligations.
 

8. 	Public Marketing Agencies. 
 In general, the performance of public

marketing agencies, i.e. marketing boards and other types of 
government

marketing entities, has been poor, particularly in handling products for,

the domestic market. Government agencies in developing countries are
 
generally inadequate to deal effectively with fruit and vegetable

marketing because of the complexity involved and dynamic nature of the
 
marketing requirements. Government agencies have been hampered by

extremely high overhead costs, 
lack of marketing expertise, and
 
particularly a lack of 
incentive to achieve efficiency especially when
 
losses are covered by the treasury. Thus, replacing private traders with
 
governmental agencies does not appear to 
be a viable intervention in most
 
cases. 
 At the very least, any country considering this type of
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intervention should investigate experiences of other countries, and
 
consider these experiences in their final decision.
 

9. Postharvest Losses. Considerable postharvest losses incurred during
are 

the marketing of fruits and vegetables, particularly in developing

countries. Reduction of these losses will 
result in an increase in
 
available food supplies which, from a humanitarian standpoint, is
 
desirable. 
 Thus, in many countries the conclusion is that these losses
 
must be reduced. However, experience has shown that, even though

technology reduces loss, whether or not it is adopted by the private

sector depends upon whether or not the economic benefits from the
 
reduction in loss 
are greater than the cost of using the technology. In
 
order to evaluate the cost/benefit ratio, an identification of the
 
magnitude of the loss and the specific cause 
of the loss must be made.

This is seldom, if 
ever, done before the loss technology is introduced.
 
For" those cases where the benefits do not exceed the costs, unless the
 
public sector is willing to subsidize the adoption of technology for
 
purposes of increasing food supplies, adoption by 'he private sector has
 
not materialized even though, in many cases, considerable funds have been
 
spent to make the technology available.
 

10. 	Production/Marketing Systems. In most developing countries major emphasis

is placed upon allocation of resources to assist in the improvement of the
 
agricultural production sector with little, 
if any, resources devoted to
 
the improvement of the agricultural marketing sector. In fact, in most
 
developing countries, ;t is assumed that a clear dichotomy exists between
 
these two sectors. In these cases, development of an effective marketing

system has either been impossible or has taken an extremely long period of
 
time and resulted in considerable frusCration during the development

process. It is critical to the success of development efforts directed
 
toward marketing systems, and in fact, toward the development of

production system:, that the production and marketing of any agricultural

product be considered as one system. 
 This system must be developed as a
 
join:, fully coordinated production/marketing system in all aspects.
 

11. 	Coordination of Government Policies. 
 Inmost developing countries, there
 
is a multiplicity of government agencies involved in the development and
 
implementation of policies which directly and indirectly affect
 
agricultural production and marketing. 
 It is commonly the situation that
 
there is little, if any coordination of policy development activities of
 
these agencies and there is little evidence that there are any overall
 
national objectives toward which policies are directed. This situation
 
results in numerous conflicts, uncertainties and confusion. Successful
 
policies are those that are introduced in a coordinated and timely manner
 
after full consideration of the potential impact on the immediate problem

and 	on the other sectors of the economy. This is best achieved by

centering policy decision making authority in one entity. This however is
 
not always possible, so the second best approach is to implement a
 
coordinating committee comprised of the individuals with decision-making

responsibility and authority.
 

12. 	Formation of Farmer Associations. In most developing countries the need
 
exists to bring together the production of fruits and vegetables from a
 
relatively large number of small producers widely scattered around the
 
countryside. Further, there is
a need to assemble these products into a
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volume large enough for efficient transport to market and to properly

grade and package the produce such that uniformity, postharvest loss
 
reduction, and quality control is achieved. 
 Due to the empnasis in many

of these developing countries to improve the situation of the small
 
farmer, it is often recommended that farmer associations be formed to
 
perform the various marketing functions required. Any profits received
 
from the performance of these functions would be returned to 
the farmer
 
members of the association, thus enhancing their economic situation. 
 When
 
the decision is made to form farmer associations, considerable effort is
 
usually expended to educate members and potential members in areas such
 
as: cooperative principles, board of director duties and 
responsibilities,
 
board/manager relations, principles of management, etc. 
 Generally, little
 
if any education is provided to farmer members concerning the marketing
 
venture in which they are becoming involved. These members normally know
 
very little about the marketing process beyond the Farm gate. If members
 
are to fully support their association they must be made aware of the
 
importance of all of the functions that must be performed by the members
 
individually and collectively, and by the association that their
so 

produce is efficiently and effectively moved from the farm to the
 
consumer. Commitment by members is critical to the success of any

collective action taken by the association -- knowledge of the why, what,

where and when of 
this collective marketing activity is a prerequisite to
 
this commitment.
 

Priority Market Interventions
 

In general, market interventions designed to assist in the development of
 
efficient and effective marketing systems for fruits and vegetables have been
 
most successful when directed at the provision of 
support services. Two of
 
the commonly suggested support services, provision of market information and
 
intelligence, and the provision of credit are 
basic to and a prerequisite for
 
successful progress toward improvement in market performance in the fruit and
 
vegetable industry of developing countries. 
 It is, thus, critical to
 
implement these support services as 
the first step in the development of
 
market interventions. There is considerable evidence that if this is not a
 
first step, other market interventions will be very difficult to successfully
 
implement.
 

1. Provision of Market Information and Intelligence.
 

The provision of market information and intelligence to the participants
 
of the fruit and vegetable production/marketing system and to the makers
 
of policies which affect this system is absolutely critical
an 

prerequisite to any attempt to impact the performance of the system.

Policies designed to assist in the development of an efficient and
 
effective production/marketing system must be based upon adequate,
 
accurate and timely information with sound analysis and interpretation.
 
Effective decisions on the part of the participants of the
 
production/marketing system (producers, market intermediaries and
 
consumers) must also be based upon sound analysis of adequate, accurate
 
and timely information.
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Such 	a system of market information and intelligence must have the
 
following characteristics:
 

a. 	 The information must be collected, assembled and analyzed 
such that
 
the resulting intelligence meets the needs of the end-user. This
 
requires input from the users 
in the design of the system.
 

b. 	 The information collected must be inclusive of the 
various factors
 
that affect the market situation. These factors would include, in
 
addition to prices at all levels of the production/marketing system,

price variations due to quality differences, available and projected

supplies, market location, services provided, etc. This requires a
 
determination of the important factors affecting price and then a
 
planned, organized procedure for securing this information.
 

c. 	 Data collection must produce accurate and 
reliable information. This
 
requires identification of appropriate sources of data and the 
use of
 
appropriate sampling methodology to ensure representative data are
 
secured.
 

d. 	 Analysis and interpretation of the market information collected must
 
either be provided to the users of the information, or the users must
 
have the ability to analyze the data themselves. This requires

either the establishment of an entity to perform the analysis

function or the implementation of a program to provide analysis
 
training to potential users of the information.
 

e. 
 The information and/or intelligence generated must be disseminated to
 
the end-users 
in a timely manner and in a form that can be understood
 
by the user. This requires the determination of the most appropriate

channels of communication as well as determination of the most
 
appropriate format, style, content, language, etc. 
so that the
 
information disseminated is useful.
 

2. Provision of Marketing Credit.
 

As the need for improvement in the performance of a fruit and vegetable

marketing system becomes evident it should also be evident that to
 
facilitate needed improvements will require access to adequate credit to
 
finance them. Traditionally, however, credit schemes have been made
 
available for production oriented ventures but seldom to marketing

activities. A major reason for the lack of 
credit schemes for marketing

involves the negative perception of the market intermediary and a lack of
 
understanding of the role of marketing in general. 
 Often, it is difficult
 
to evaluate the likely returns from investment in a new technology
 
designed to, for example, reduce postharvest loss during the marketing
 
process. On the other hand, it is relatively easy to evaluate the
 
potential returns from the investment in fertilizer to increase yields.

Thus, banking institutions have generally been reluctant to offer credit
 
to marketing ventures, particularly those undertaken by private traders.
 

Furthermore, since it is difficult to evaluate the benefits from the
 
adoption of new marketing methods and technology, potential users (private

traders) are reluctant to secure credit and incur 
a debt that involves
 
uncertainty in ability to repay.
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The 	solution to this situation involves:
 

a. 	 Evaluation of the cost/benefit situation in regard to the
 
implementation of marketing methods and technology.
 

b. 	 Education of market intermediaries and financial institutions of niot
 
only the cost/bnefit situation, but also the overall 
role 	and
 
functions of the marketing syscem in the 
overall agricultural

development process including potential impacts from improvements in
 
marketing on the society ol- the nation.
 

Critical Needs for Research
 

Although there are numerous areas 
which hav need for research, this report
 
will limit its comments to two of the top priority areas need:
of 


1. 	Numerous studies of agricultural marke-ing have been conducted in
 
developing countries. 
 In total, significant contributions have been made
 
in describing how markets aid marKeting systems work, in delineating

problems which affect th! 
efficiency of the system, and in identifying

potential interventions designed to 
improve markets and marketing
 
systems. Studies have also been made of the effect of 
social
 
relationships on the organization and conduct of marketing systems.

Somehow, however, sociology oriented research has 
not, 	generally, been
 
integrated with market oriented research. 
 As a consequence, market
 
interventions initiated upon the recommendations from agricultural

marketing studies have not in many resulted in the
cases achieved or 

expected change in the system. 
 The reason usually can be traced to the
 
lack of considerati)n of _ocial relationships, social attitudes and social
 
habits and traditions as they affect the way participants of the marketing
 
system react to change.
 

There is a definite need to initiate research designed to evaluate the
 
interrelationships between 
tne economic, marketing and social factors
 
which influence the performance and conduct of 
fruit and vegetable

production/marketing systems in developing countries. 
 This research
 
should result in recommendations a to how proposed interventions 
can
 
incorporate marketing, economic and social 
factors such that actual
 
results from the intervention approximate expected results.
 

2. 	A second area 
of research need involves an investigation of the role, and
 
the problems associated with this role, 
of various types of incentives to
 
bring about change in marketing systems. In some cases, direct market
 
interventions, such as 
assembly and grading stations, have been initiated
 
through the use of non--price incentives, i.e., it was felt that current 
price levels would not suffice to enaoe the initiator of ti intervention 
to recapture the investment in, ind/cr the operational costs of the
intervention and thus suosidies, grants, etc, utilizedwere as a means of
-introducing the intervention into the system. Over the long run it was 
found that the service provided by the interventicn could not be justified

in terms of consumers willingness and/or ability to pay for this service.
 
Thus, continued subsidy was 
required or the intervention was terrinated.
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There is a need to determine those factors whichi 
affect the potential

success 
of market interventions and how these factors 
are influenced by
different forms of incentives, specifically in terms of their effect onthe potential success of the intervention in improvinq the effectiveness 
of the marketirn system. 

Comments on "Rapid Reconnaissance Guidelines for Agricultural
Marketinoo and 'oid Systems Research in DeveloDino Countries" 

There is no question that a rnrr srructured procedure nees to be developed toguide short term resear -h rf:rt-s designed to gain insigiht to theorganization, operation and i-rforiiance of fooa systems and to identify systemconsTraints and orpoor*tunities. In the past, many of these short term researchefforts have failed to identif' all factors, and in some cases the majorfactors, that affect h; current performance of the system. As a consequence,many projects, activi'ie, and act-ions developed and implemented (based on theconclusions reached by the snort term research effort) have had limited
 success in iifn oving the afficiency and effectiveness of the marketing

system. Yet, incre;asing cost of conducting 
studies has Placed severelimitations on 
the ability to conduct long term studies which allow time foradequate identification processes. 
 Thus, it is most desirable Co design 
a
procedure which will 
result in a high probability that ali 
major factors
affecting the performance of the marketing system as well as the majorconstraints and opportunities of 
the system will be identified in as short a
time period as possible. The following 
are recommendations regarding the
proposed "Rapid Reconnaissance Guidtlines for Agricultural Marketing and Food
Systems Research in Developing Countries" by John Holtzman:
 

I. 
First and foremost, rapid reconnaissance techniques as proposed in the
 paper must, as the paper points out, be used "as a tool for learning moreabout commodity marketing or other aspects of the food system through
observation and analysis, for identifying system constraints and
opportunities, and for identifying promising applied research." 
 Further,
"it should not serve as a basis for generating definitive policy
prescri)tions. Secondly, again as pointed out in the paper, "recommendedinterventions emerging from rapid assessments, particularly improvedtechnologies, marketing institutions, and management methods, 
should be
tested as pilot projects aid regarded as experiments." If these points
are accented and adhered to, the use of rapid reconnaissance techniqueswill result -in a significant contribution to the process of improving
agricultural marketing systems. 

2. Restricting the focus of the rapid reconnaissance to 
one or two related

commodities in a subsystem context, or 
to a specific segment of a market,
or to a specific function performed in the aiarketing system, and/orspecific geographical region, is essential 

to a 
to this approach. Conducting


rapid reconnaissance of an entire food system, such as the fruit andvegetable production/marketing system simply will 
not work. However, a
word of caution must be said 
regarding the degree of restriction. In

almost all 
cases where market interventions are introduced into an
industry or a subsystem of an industry, there will likely be 
some form of
impact on some other industry or some other subsystem of the industry.
For example, if the fruit and vegetable export industry is selected for
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rapid reconnaissance, the exclusion of the evaluation nf the impact of
 
products culled from the export market entering the domestic market could
 
have disasterous effects. Or, the introduction of technology into the
 
fruit and vegetable marketing system which drastically reduces postharvest

losses in vegetables and results 
in an increased quantity of vegetables in
 
the marKeT, could result in lower prices, which in turn could result in 
a
 
reduction of acreage planted and 
a reduction in the demand for fertilizer
 
and other factor inputs---It is imnoortant to assess 
the impact of reduced
 
demand for fertilizer and other inputs on the factor input

production/distribution system. Thus, 
it is not always possible or, in
 
fact, advisable to restrict the market study to a single .ubsystem without
 
the ability to expand the study to include analysis of other impacted

subsystems. This is particularly critical when policy makers are to be
 
influenced by the findings of the study.
 

3. The most significant shortcoming of 
the paper "Rapid Reconnaissance
 
Guidelines for Agricultural Marketing and Food 
Systems Research in
 
Developing Countries" is limitation of the key areas 
of investigation in

Rapid Reconnaissance (table 2). 
 This table covers very well normally

accepted areas of investigation that an economist would cover. 
 It does
 
not however, cover other factors which impact the performance of the 
marketing system, particularly sociological Factors. Also not covered by
the items in the table are factors inherent in the production system,

i.e., cultural practices, rotations, irrigation, etc. that can have
 
significant impact 
on the ability to successfully initiate certain market
 
interventions and/or develop orderly marketing. 
 In addition, there is no
 
mention of evaluating postharvest losses in the marketing system--one of
 
the major causes of wide marketing margins particularly in perishable

commodities. 
 These areas need to be added to the listing of key areas of
 
investigation which will 
result in considerable strengthening of the
 
technique.
 

4. The paper does a very good job in describing the mechanics of conducting

the reconnaissance and should suffice for assisting members of
 
reconnaissance teams to initiate and carry out a meaningful study.
 

5. The Postharvest Institute at the University of 
Idaho, in cooperation with
 
several other international organizations, has designed a methodology to
 
utilize mid-level developing country agricultural agents to begin the
 
process of identifying postharvest losses in fruits and vegetables.

Without having it in mind in the early design stages, it now appears that
 
there are 
complementary aspects between the Rapid Reconnaissance and
 
Postharvest Loss Assessment methodologies. The comolementary aspects are:
 

a. 	 Both methodologies are designed to focus on 
;egional marketing

problems within a few related commodities per study; and
 

b. 	 The postharvest loss assessment methodology requires a preliminary

overview of the organization and conduct of the marketing system

before the data collection process for the actual assessment begins.

It aDpears that this methodology, now in draft form, complements the
 
Rapid Reconnaissance methodology since it primarily consists of 
field
 
questions designed to identify the various factors affecting the
 
performance of the production/marketing system.
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The Postharvest Loss Assessment is designed to be conducted primarily by

in-country personnel. As proposed, higher level in-country technical
 
specialists will supervise the regional studies 
on particular commodities
 
but mid-level agricultural agents will be responsible for the collection
 
of data. As orginally designed, this methodology would focus on
 
identifying areas where postharvest losses occur. However, after
 
completing the initial draft, the manual 
"Identification of Causes and
 
Solutions for Postharvest Losses," appeared to offer an additional benefit
 
in identifying aberrations that affect the performance and conduct of the
 
overall marketing system within which the postharvest loss assessment is
 
being made. 
 The Postharvest Loss Assessment Methodology has not been
 
field tested as yet. Plans are being formulated to conduct field tests in
 
1987.
 

It is proposed that an effort be made to determine if the two
 
methodologies can be integrated in such a way as 
to better assist in
 
solving developing country market and postharvest loss problems.
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CHAPTER 1
 

INTRODUCTION
 

Role of Fertilizer
 

Economic development of agriculture-depeadent low income countries
 
depends on the sustained growth in agricultural productivity. This, in turn,
 
depends in large measure on the expanded application of advanced crop production
 
technologies involving the increased and more efficient use of agricultural
 
inputs, including fertilizers, improved seed varieties, pest control, modern
 
farm implements, and water. The vital role of fertilizer in raising crop output
 
and land productivity is universally recognized. 
 The crucial role of fertilizer
 
is apparent from the high priorities accorded fertilizer supply and demand
 
enhancement policies in national plans of developing countries striving to
 

achieve food self-sufficiency.
 

In order to expand fertilizer use and use efficiency, fertilizer must
 
be made available to farmers in the most suitable forms and types, 
at the needed
 
times and places, in adequate amounts, and at prices which will provide incentives
 
to farmers to use it. 
 Also farmers must be made aware of the role of fertilizer
 
and provided with fertilizer-related technical information needed to increase crop
 
yields and maximize economic benefits from its 
use. The effective performance
 
of these fertilizer marketing functions is essential to promoting agricultural
 

growth through expanded and efficient use of fertilizers in developing countries.
 

Fertilizer Use in Developing Countries
 

Fertilizer use in the foodcrop sector in most developing countries
 
began around the 1950s. As reported in Table 1.1, fertilizer consumnption in
 
developing countries was about 1.8 million mt in 1953/54, which was 
about 10% of
 
the world fertilizer consumption. However, fertilizer consumption in developing
 
countries increased to 42.9 million mt (24-fold increase over a 30-year period)
 
in 1983/84, which was about 35% 
of the world fertilizer consumption. Expanded
 
fertilizer use led to an increase in agricultural production. However, it also
 
created many problems related to fertilizer supply management and fertilizer
 

'-i 



2
 

marketing. Fertilizer use 
(both per hectare and aggregate), however, is still
 
rather low in most developing countries.
 

Attributes of Fertilizer Market
 

Fertilizer is an intermediate product and its demand is a derived
 
demand. 
The 	level and growth in fertilizer demand depends upon the size and
 
growth in the agricultural sector. Fertilizer is a bulky product and thus
 
creates high demand for transportation facilities, especially during the peak
 
demand periods. Since fertilizer use is seasonal, it also requires large storage
 
facilities. 
 There are generally large numbers of small consumers dispersed all
 
over the country, leading to high marketing costs especially in countries with
 
small fertilizer market. 
There is very little product differentiation since
 
fertilizers are fairly standardized products. 
 Government intervention is rather
 
widespread in the fertilizer sector--production, trade, marketing, use, and
 
pricing--in most developing countries.
 

Trends in Fertilizer Marketing
 

The 	fol2owing are 
the 	broad global trends in fertilizer marketing:
 
1. 
Gradual shift in favor of high analysis fertilizers, resulting in lower
 

marketing costs per unit of nutrients.
 
2. 
Gradual shift in favor of multinutrient (compounds or bulk-blended) fertil

izer products.
 
3. 	Transport of fertilizer in bulk, resulting in lower transport and handling
 

costs but relatively higher losses as 
compared to bagged fertilizer.
 
4. 
Increasing use of liquid fertilizers, especially in developed countries.
 
5. 
Recognition of micronutrient and sulfur deficiencies and supply of these
 

nutrients along with primary nutrients (N, P, and K).
 
6. 	Greater emphasis on multichannel fertilizer marketing systems as 
opposed to
 

single channel systems.
 
7. 	Greater involvement of the private sector in fertilizer marketing in addi

tion to (or in lieu of) cooperatives and government agencies.
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These gradual changes are due to many factors, including developments
 
in fertilizer technology, an increase in the size and complexity of fertilizer
 
market, an increase in demand for fertilizer-related technical advice, and
 

government policy.
 

Fertilizer Marketing Problem
 

Despite significant progress made in strengthening fertilizer marketing
 
systems in many developing countries, particularly in Asia and Latin America,
 
marketing related constraints to e:panded fertilizer use persist to varying
 
degrees in most developing zountries. The most important of these relate to:
 
restricted availability of fertilizers, low level of farmer knowledge ou fertil
izer use, unfavorable fertilizer/crop price relationships, and limited fertilizer
 
credit availability. In many countries there is also a lack of government
 
commitment and/or capability to plan and implement coordinated fertilizer supply,
 
marketing, and use policies and the absence of an economic environment conducive
 

to fostering the expanded use of fertilizer.
 

Fertilizer is a vital input for agriculture and food production. 
Most
 
developing countries produce and/or import fertilizer to meet their requirements.
 
Fertilizer plants are often located near the raw material supply sources. Fertil
izer is used by large numbers of farmers, small and large, who are dispersed all
 
over the country and are often far from the fertilizer plants or ports.
 

Fertilizer is not only a strategic input, it is also a rather bulky
 
product. It requires an efficient fertilizer transportation system to move
 
fertilizer from the plant or port to farmers' doorstep. 
 Since fertilier use is
 
seasonal (generally bimodal) it also requires large storage capacity. Fertilizer,
 
of course, is of little value unless it is used by the farmers. In this context,
 
fertilizer marketing provides an important link between fertilizer production
 
and/or imports and fertilizer use. Fertilizer distribution (transportation,
 
storage, and handling) is an essential component of fertilizer marketing.
 

Fertilizer marketing systems are relatively inefficient in most
 
developing countries. As a result, the economic costs associated with
 
inefficient fertilizer marketing are high either in the form of high financial
 
costs and/or in the form of lost potential agricultural production due to lack
 
of fertilizer, untimely fertilizer deliveries or wrong fertilizers. In order to
 

tc 



4
 

maintain incentive prices at the farm-level, governments often intervene and
 

provide financial assistance in the form of fertilizer subsidies 
to compensate
 

for high procurement and marketing costs. Fertilizer subsidies related to
 

marketing can be reduced or even eliminated by making the fertilizer marketing
 

system more competitive, efficient and cost-effective.
 

Objectives of the Study
 

Broadly, the purpose of this paper is to provide an overview of fertil

izer marketing systems and policies in developing countries. 
 More specifically,
 
the objectives of the study are: (a) 
to discuss role of fertilizer marketing;
 

(b) to provide an overview for comparative fertilizer marketing systems and
 

policies in few selected countries; (c) to describe the evolution of fertilizer
 

marketing system and policy in Bangaldesh; and (d) to identify measures in order
 

to improve the efficiency of fertilizer marketing systems in developing countries.
 

In addition to a broad comparative perspective, many of the issues
 
related to fertilizer marketing systems and policies are described in the context
 

of Bangladesh. This is primarily due to recent significant changes in fertilizer
 

marketing in Bangladesh. Bangladesh has experimented with the implementation of
 

major policy reforms in the 
area of fertilizer marketing, including privatization
 

of retail trade, fertilizer price deregulation, and redaction in fertilizer
 

subsidies. The lessons learned from Bangladesh experience in fertilizer
 

marketing will be of great interest and relevance for other developing countries.
 

The comparative analysis of fertilizer marketing systems and policies
 

in few selected countries (including Bangladesh) provides the basis for recom

mendations for improving the efficiency of fertilizer marketing system in devel

oping countries in Asia, Africa, and Latin America.
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Table 1.1. 	 Evolution of Fertilizer (N+P205+K20) Consumption
 
in the Worlda
 

Fertilizer Consumption in
 
Developed Developing 

Year Countries Countries World 
-  - - - - - - (million mr)---------

1953/54 17.2 1.8 19.0 
1963/64 32.1 5.5 37.5 
1973/74 65.1 18.5 83.6 
1983/84 81.2 42.9 124.0 

a. Derived from data reported in FAO (1985).
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CMAIPTER 2 

ROLE OF FERTILIZER MARKETING 

The purpose of this chapter is twofold: (1)to examine the factors
 
affecting the development of fertilizer marketing systems and (2)to provide an
 
overview of fertilizer marketing functions and strategies in developing countries.
 

Development of Fertilizer Marketing Systems
 

The 	organizational structure and operations of fertilizer marketing
 
systems differ markedly across various developing countries. This is partly
 
due to differences in socioeconomic conditions, stage of fertilizer use 
develop
ment and most importantly national government policy. 
In most developing coun
tries, the development of the fertilizer sector and its marketing component has
 
occurred or is taking place in 
an 	environment characterized by the following..
 
1. Relatively low but growing levels of fertilizer use which portend increased
 

expenditures on fertilizer in the years ahead.
 
2. 	A geographically dispersed fertilizer market composed of a large number
 

of small farmers generally lacking the level of knowledge, skills, and
 
equipment to use fertilizer efficiently and requiring both technical and
 

financial assistance.
 

3. 	The absence of an adequate fertilizer-related agronomic data basc necessita
ting the costly expansion of fertilizer use reasearch facilities, programs,
 

and staffs.
 

4. 	Inadequate national agricultural extension programs requiring additional
 
funding to expand facilities, programs, equipment, and staff.
 

5. 	Lack of adequate domestic fertilizer supply capability due to lack of
 
raw materials and/or lack of production capacity necessitating construction
 
of 	costly manufacturing facilities, improving plant operations, and/or
 
increasing imports each of which entails the major expenditure of scarce
 

foreign exchange.
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6. 	Inadequate fertilizer transport, storage and handling, and communications
 
infrastructure requiring important capital outlays for providing needed
 

infrastructure and equipment.
 
7. Lack of complimentary farm inpuis such as fertilizer-responsive seeds, pest
 

control agents, and modern implements.
 
8. 	Lack of sufficient nunbers of adequately qualified management and technical
 

support personnel to organize and operate the supply, marketing, and use
 

research facets of the fertilizer sector.
 
The developing countries facing these problems require large-scale
 

investments in creating fertilizer supply capability and marketing infrastructure,
 
not 	to mention expanded fertilizer research and extension services. 
The national
 
importance of expanding fertilizer use coupled with the high costs associated
 
with organizing and implementing needed fertilizer sector programs has led to
 
widespread government involvement in virtually all aspects of fertilizer sector
 
development and operation. As a consequence government actions rather than mar
ket forces most often dictate the ownership, organization, and operation of
 
fertilizer supply and marketing systems in developing countries.
 

In addition to government agencies, private, and ccoperative
 
organizations also participate in various fertilizer sector activities in 
most
 
developing countries. However, governments usually engage in and/or exercise
 
control over fertilizer research, extension, production, importation, marketing,
 
quality, prices, and trade. 
 Private and cooperative organizations participate
 
primarily in supply and marketing activities. On the whole fertilizer marketing
 
systems in developing countries differ markedly in terms of public and private
 
sector participation, organizational fornzs, and operational functions, depending
 
on the nature and degree of government intervention.
 

Fertilizer Marketing Functions and Strategies
 

Despite wide variation in their organization and operation, fertilizer
 
marketing systems in developing countries have, or should have, 
a common purpose--that
 
of determining and serving farmers' fertilizer needs in 
a timely and cost
effective manner. The achievement of this goal requires the successful performance
 
of the following activities which collectively constitute the marketing function:
 
product selection, demand estimation, procurement, distribution, sales, market
 
development, pricing, and supply of credit.
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The performance of a national marketing system will be determined by
 
how well each of these activities is executed by the public and private organiza
tions which are charged with their implementation and how effectively the activi
ties of these individual organizations are organized and integrated into the
 
nation's overall marketing scheme. 
 The fragmentation of responsibilities for
 
different marketing activities between different ministries (e.g., agriculture,
 
industry, finance, or planning) or departments within the same ministry, often
 
encumbered with jurisdictional rivalries, may add to problems in coordination and
 
timely execution of the interdependent marketing activities to the detriment of
 
the overall national marketing effort.
 

Delays in or inaccurate assessment of demand by the agency responsible
 
for that activity, and/or delays in making foreign exc'-nge available for
 
procurement of imports, could delay ordering by the importing agency and
 
result in late arrival of needed fertilizers and shortages at the farm level.
 
Delays in ordering and tardy arrival of fertilizer are not uncommon occurrences
 
in some developing countries. In 
an attempt to ameliorate these problems, some
 
governments have established central government bodies 
to plan, coordinate, and
 
monitor all fertilizer sector activities. Examples of such government-sponsored
 
agencies include the National Fertilizer Secretariat in Sri Lanka, the Fertilizer
 
and Pesticide Authority in the Philippines, and the Fertilizer industry Coordi
nation Committee in India.
 

As noted earlier, fertilizer marketing strategies and systems are 
coun
try-specific in 
nature and usually involve the interaction of several public- and
 
private-sector agencies. 
 This makes it difficult to generalize as to the organi
zation and operation of the individual marketing dctivities acrcs a broad spec
trL of developing countries. 
 However, some general observations may be helpful
 
in identifying areas 
for improving the operations and efficiency of fertilizer
 
marketing functions, and heuce, fertilizer marketing systems.
 

Fertilizer Product Selection
 

It is of paramount importance to provide farmers with the products most
 
suitable for specific soil and cropping situatioos in order to improve fertilizer
 
use efficiency and raise farmer income. 
While marketing organizations are
 
responsible for making the most suitable products available to 
farmers, the
 
national agricultural research institutes bear the main burden for determining
 
the suitability of different fertilizer products and determining fertilizer
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needs of crops under specific agroclimatic conditions. Significant progress has
 
been made in building national and regional agricultural research facilities and
 
programs in many parts of the developing world; however, from the perspective of
 
improving fertilizer use efici:ency and profitability, there is a need for
 
expanding rhe agronomic data base in most developing coLutries, particularly in
 

respect to localized site-specific cropping situations. 
This is essential for
 
formulation of more useful fertilizer use recommendations. Marketing organiza
tions rarely possess the financial resou-ces or technical skills to conduct
 

basic fertilizer use research but should maintain close contacts with national
 

research organizations to benefit from their findings. 

Estimation of Fertilizer Demand 

An accurate and timely estimation of demand is crucial in meeting 
farmers' requirements for fertilizer--what, when, and where--while avoiding 
excessive and costly inventory accumulations. Long-term national fertilizer 
demand projections used in 1 ig range supply planning are often made by planning
 

agencies with inputs from the Ministry of Agriculture, extension service, and
 
public and priiate marketing organizations. Projecting long-term demand generally
 

involves factors related to the economics of fertilizer use, cropped acreage,
 

irrigation, credit availability, and crop production technology. The time
 
series data on 
these variables needed for demand projection are usually not
 
readilV available. The need for improvements in the data base and projection
 

technicues is evident from experiences of many countries, including Thailand,
 

Venezuela, and Bangladesh.
 

National level short-term and annual sales forecasts may be prepared
 
by various government bodies, with inputs from other concerned organizations,
 

and/or by individual marketing organizations. More realistic annual sales
 
forecasts (by month, by product, by region, and by sales cutlet) are be.;t pre
pared from information gathered by local sales personnel familiar with local
 

farm conditions. However, due to difficulties encountered in Nigeria, Cameroon,
 
and Ghana in obtaining timely and accurate information on fertilizer receipts,
 

sales, and inventories, there appears to be wide scope for improving the sales
 
forecasting process and monitoring system in these and other developing Countries.
 

The establishment of marketing research facilities and improvement of
 
the management information system Vould improve sales forecasting and demand
 

estimation in several developing countries where sales forecasting appears to be
 
carried out more or less in an 
ad hoc fashion.
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Fertilizer Procurement
 

Public fertilizer marketing organizations usually purchase as much of 
their anticipated needs 
as possib!-e from local fertilizer plant.s and obtain the
 
remainder of Uhei requirenenl-s from external sources via diLect purchases, 
donor gr.-Ints, and/or bilateral trade agreements. Local production capability is
 
often erratic and unreliable necessitating close monitoring of supplies from 

these sources. The need to improve product procurement and transport procedures
 

and scheduI..s is often indicated.
 

Fertilizer procurement from external 
 sources requires long lead time
 
(4-0 mon. ). The 
 purchase and delivery of fertilizers from overseas sources 
requires 
cetailed advaace planning in terms of quantities to be purchased,
 

suppliers, 
ocean transport, port handling, and inland transport. Past
 

experiences in Bangladesh, Ghana, and Nepal point to 
the need for significant
 
improvements in import planning and procurement systems. 
 Purchasing department
 
personne.l could benefit from additional training in all aspects of international
 

marice. operation and procurement techniques, including product sources, price
 
trends, 
ocean freight costs, port loading and unloading facilities, in-country
 

storage facilities, jnd inland transport.
 

For donor-supplied fertilizers, there is 
a need for close coordination
 
between donors and the host country to determine fertilizer needs and to develop 
orderly supply schedules in order to 
assure timely arrival and avoid port conges

tion. Countertrade or barter arrangements offer a means 
of conserving foreign
 
enchange but involve close coordination. between the fertilizer procurement
 
agency and other branches of government. Countertrade arrangements are 
important 

in India, Indonesia, and several other developing countries. 

Many developing countries import bagged fertilizer. This may be
 
appropriate when import quantities 
are low. However, as imports rise, signifi

cant savings in overall cost and foreign exchange may be possible by importing
 
fertilizer in bulk and bagging it at the port of entry as 
practiced in Bangladesh,
 

India, and several other countries.
 

Fertilizer Distribution
 

Timely fertilizer availability at the farm level is 
the key requisite
 
for expanding fertilizer use. Supply shortages 
can and do lead to higher farm

level prices which deter usage. Accurate assessment of demand, timely procure

ment, and the ability to physically distribute fertilizers to use areas are
 
important factors affecting fertilizer availability at the farm level.
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Physical distribution is the most costly component of the fertilizer
 
marketing process in developing countries. According to FAO reports, distribu
tion costs (transport, storage, handling, and losses) represent from 30% 
to 50%
 
of the total fertilizer marketing costs 
in several Asian and African countries.
 
Of these the cest of transport is usually by far the most important. Improvements
 
in the efficiency of the transport, handling, and storage functions throughout
 
the entire distribution chain, from supply point to local sales outlet, offer
 
excellent opportunities for reducing farm-level delivered costs and should
 
receive primary consideration in fertilizer marketing improvement projects. 
 In
 
many developing countries, meaningful information on marketing costs of publicly 
operated systems is often unavailable. in such instances a first order of 
business should be to assemble distribution cost data to 
serve as a basis for
 

prioritizing distribution improvement program activities.
 

The design of a cost-effective physical distribution system usually
 
involves determining the number, locations, and capacities of warehouses (plant
 
and transit) and Local-level sales outlets based on present and projected area
 
demand, off-take rates, and restocking schedules. Furthermore, fertilizer
 
distribution systems must be monitored on a regular basis and change, must be
 
made as 
needed to keep pace with changing demand patterns. Least-cost movement
 
(transport) plans should be developed based on the availability and costs of
 
road, rail, and water transport. Reasonable movement contracts must be negotiated
 
with reliable transport firms, bearing in mind that transport costs may be
 
minimized by scheduling regular shipments from supply points 
to intermediate
 

warehouses and sales outliets.
 

Fertilizer distribution costs may be reduced by making greater use 
of
 
direct shipments from production plants or import warehouses to district whole
salers and local retailers. Bypassing shipments to intermediate warehouses can
 
cut transport costs since longer mileage freight .ates are generally lower than
 
rate., for a number of shorter hauls of an equal distance. The fewer number of
 
loading and unloading operations lessen the possibility of bag breakag'. and
 

product losses.
 

The evidence from some developing countries indicates that public
sector fertilizer warehouse operations 
can be improved through better warehouse 
management practices, particularly with respect to product-stacking procedures, 
proper segregation of products and first-in first-out stock movement plans. In
 
most instances housekeeping practices could also be improved. 
Warehouse
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operating personnel should be trained in product properties and handling techni
ques to avoid excessive warehousing losses. 
 There is often a need to develop or
 
strengthen stock-control systems to continuously monitor inventory levels and
 
replenishment schedules. 
 More effective cost accounting systems are often
 
required to monitor and control costs of all facets of distribution system
 

operation.
 

Fertilizer Sales Channels
 
With few exceptions, fertilizer marketing systems in most developing
 

countries involve the participation of a number of public, private, and coopera
tive sales channels. In some countries (Bangladesh and Nigeria) the marketing
 
process has been relegated to publicly operated agricultural inputs marketing
 
agencies. These agencies may sell directly to farmers through their own retail
 
outlets or act as primary wholesalers selling to private or cooperative whole
salers 
or retailers who store and sell fertilizers to farmers.
 

In other countries (India and Venezuela), public and private companies
 
and/or cooperatives market products (which they produce or puchase from other
 
domestic or import sources) through their own outlets or through other public,
 
private, or cooperative wholesale or retail dealers. most
In any event in 

developing countries, fertilizers reach the farmer through a network of whole
salers and retailers. 
 The marketing management skills of these wholesalers and
 
retailers 
can be a decisive factor in promoting fertilizer use. In some countries
 
fertilizers are also sold to farmers through extension services, regional agri
cultural development programs, commodity marketing boards, 
or agricultural
 

credit banks.
 

Regardless of sectoral affiliation, the fertilizer retailer can be an
 
important force in influencing farmers to expand fertilizer use and use it more
 
efficiently. By virt:.re of his close association with farmers in his 
area and
 
his knowledge of local farming conditions the dealer is in a unique position to
 
advise farmers on the types and quantities of fertilizer to use and how to apply
 
them to ac' eve best results. In most developing countries private fertilizer
 
dealers are local shopkeepers who handle a variety of agricultural inputs and
 
general household merchandise and are not particularly adept in fertilizer
 
marketing. 
 In order to better serve farmers' needs and stimulate fertilizer
 
sales, dealers generally require training in the agroeconomic aspects of fertil
izer use, market development, and sales techniques. Dealer training in business
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management, including accounting, stock control, and credit procedures,
 

should assist the dealer in operating his fertilizer business more profitably and
 
motivate him to promote fertilizer sales more aggressively.
 

Although high priority has been assigned to the development of agricul
tural cooperatives in many developing countries, they generally play a far less
 
important rolr in fertilizer marketing than private dealers. India and South
 
Korea are among the notable exceptions. In Indonesia the government is increasing
 
cooperative activities in fertilizer marketing. Cooperatives, and other public
 
sector dealers, require training similar to that prescribed for private sector
 
dealers. Additional incentives, in the way of salary adjustments, improved
 
working conditions, and job performance recognition would be helpful in 
over
coming the complacency and lack of motivation, cost consciousness, and innovation
 
usually ascribed to public sector fertilizer marketing organizations.
 

Fertilizer wholesalers have been established by public, private, and
 
cooperative enterprises in many developing countries. 
Fertilizer wholesalers
 
purchase, store, and sell fertilizers and may provide credit to the retailers
 
which they serve. Wholesalers may also engage in promotional activities and
 
provide technical assistance and training to retailers to support their overall
 
marketing efforts. Wholesalers could in many cases benefit from the same type
 

of training as that suggested above for retailers.
 

The multi-sales channel approach to fertilizer marketing is generally
 
beneficial for all developing countries. The competition which it fosters
 
should increase fertilizer availability at competitive prices and give farmers 
a
 
greater choice 3f product sources and services. While competition is to be
 
encouraged, great care must be exercised in developing national fertilizer
 
marketing policies which treat all participants in the marketing system equitably
 
in respect to marketing areas, pricing flexibility, and government regulation.
 

Fertilizer Market Develoment
 

Market development, including sales promotion and farmer technical
 
assistance, is 
a necessary activity in expanding fertilizer use and use effi
ciency. The main issues 
are the types of technical assistance programs and
 
promotional services which are required to motivate farmers to buy and use more
 
fertilizer and how these services might be provided in the most cost-effective
 
manner under given country conditions. Technical advisory and promotion services
 



14
 

which include farm demonstrations, farmers' meetings, field days, soil testing,
 
and farmer communications programs are 
provided by government research and
 
extension services, universities, and fertilizer marketing organizations.
 

The nature of the market development activity which may be required
 
depends on the stage of fertilizer use development in a particular developing
 
country. In those countries, including many in Africa and some 
in Asia and
 
Latin America where fertilizer use is still in the relatively early stages of
 
development, market development programs should, and generally do, 
focus mainly
 
on educating farmers on the benefits of fertilizer use through programs involving
 
personal contacts with farmers. Fertilizer demonstrations, farmers' meetings,
 
and field days are used to demonstrate the effectiveness and profitability of
 
fertilizer use at tuis stage. Agricultural research and extension organizations
 
assume a leadership role in providing these programs with the fertilizer industry
 
offering secondary support. In many developing countries, the national extension
 
services 
are lacking in funds and technical personnel and are too thinly spread
 
to reach and effectively service the mass of small farmers requiring technical
 
assistance.
 

As farmers' knowledge of fertilizer use increases and consumption
 
rises, the role of fertilizer marketing agencies in market development becomes
 
increasingly more active, but the involvement of the agricultural research and
 
extension service agencies remains essential. At the stage of expanding fertil
izer use, which is 
common to most Asian and Latin American countries, mass media
 
advertising and other communication forms become extremely important to 
reach
 
large numbers of farmers and to provide more advanced technical information. At
 
this stage properly trained fertilizer retailers, given technical and promotional
 
support by fertilizer manufacturers and wholesalers, can be very effective in
 
encouraging expanded fertilizer use through enhanced promotional schemes and
 
farmer-advisory services. 
 The potential contribution of fertilizer dealers in
 
promoting fertilizer use 
is recognized in many developing countries--such as
 
Venezuela, Bangladesh, Brazil, and India--where dealer development and training
 
programs have been incorporated into fertilizer market development strategies.
 

Although much progress has been made on many fronts in 
recent years,
 
the promotional activities and farmer assistance programs in many countries fail
 
to reach the large numbers of small farms requiring these services. Deficiencies
 
in national extension services and the lack of trained marketing company sales
 
personnel, wholesales, and retailers continue to impede-the implementation of
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more effective market development programs. Many fertilizer marketing organiza
tions, mainly those in the public sector, lack the organizational structure,
 
personnel, and facilities to 
carry out needed dealer development programs.
 

Fertilizer Pricing
 
Fertilizer price is a 
principal determinant of fertilizer use. 
Farmers
 

will not use fertilizer in the absence of sufficiently favorable fertilizer/crop
 
price ratios and 7alue/cost ratios. 
 In many developing countries, these price
 
ratios would be too low to induce farmers to use fertilizer were it not for
 
government fertilizer subsidies. The fertilizer/crop ratio may be altered by
 
adjusting either the fertilizer or crop price, or both. 
In an effort to keep
 
consumer food prices low, most developing countries have elected to adjust
 
fertilizer prices by subsidizing fertilizer production and/or marketing activi
ties. 
 As a consequence, government intervention in determining fertilizer
 
prices is the norm in 
most developing countries. Furthermore, in many countries,
 
governments exercise direct or indirect control of retail prices of fertilizer.
 

Governments regulate fertilizer prices for several reasons: 
 to ensure
 
stable and uniform countrywide prices, to guard against excessive margins by
 
fertilizer marketers, or to protect the operations of high-cost local producers.
 
The degree of price control can range from the establishment of fixed retail
 
prices to 
the setting of prices and margins at successive stages of fertilizer
 
marketing. As observed in Bangladesh and elsewhere, the price control is
 
generally ineffective when demand exceeds supply. 
In those countries where
 
prices are subject to government control, prices and margins should be set at
 
levels which will provide incentives to manufacturers and marketers to engage in
 
market development activities and make capital investments.
 

Setting of national uniform prices, and in effect equalizing transport
 
costs, is 
a central issue of fertilizer pricing policy in many countries. 
 It
 
becomes more important in efforts to reduce subsidies and encourage increased
 
private-sector participation in fertilizer marketing. 
 Seasonal pricing and
 
volume discounts are other important issues in pricing policy. 
The establishment
 
of seasonal prices should enhance fertilizer availability at the farm level by
 
stimulating off-season movement from supply points 
to sales outlets and by
 
reducing the burden on the transport system during the heavy demand planting
 
season. 
Volume discounts would promote the development of wholesalers and lower
 
transport costs by allowing larger unit shipments.
 

' '* 
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Price factors are important at every stage of fertilizer use develop
ment in developing countries. In the early introductory stages, a large and
 
direct price rubsidy is usually necessary to induce farmers to use fertilizers.
 
As fertilizer use increases, price subsidies 
can rise substantially to a point
 
that they become excessively burdensome to the government and remedial action in
 
the form of subsidy reduction becomes necessary. Improvements in the marketing
 
system can lead to cost reductions which may in part offset the effect of subsidy
 
reduction. When fertilizer use is fully developed, subsidies 
can reach unsustain
able levels. However, economic factors affecting fertilizer use, i.e.,
 
fertilizer/crop price relationships, assume even greater importance in setting
 

fertilizer prices.
 

Fertilizer Credit
 

Credit availability is an important element in expanding fertilizer
 
use. 
 Both crop production credit and fertilizer distribution credit are generally
 
needed. The importance of production credit is evident from FAO reports which
 
indicate that between 30% and 60% of the fertilizer distributed by governmient
 
agencies and cooperatives ia many Asian countries involves credit. 
However, in
 
most developing countries, farmers have only limited access to short- and medium
term production loans through agricultural and commercial banks, cooperatives,
 
growers' associations, and other loan programs. Delinquencies in payment and
 
nonrepayment of loans and high delivery and recovery costs are major U*oblems to
 

lending institutions.
 

From the farmer's perspective, loan application processes arc overly
 
cumbersome and time consuming and collateral requirements may be difficult to
 
meet. 
The role of fertilizer marketing organizations in agr.cultural production
 
credit is generally limited to increasing farmer awareness of availability of
 
credit from various sources, providing assistance in developing credit needs,
 
and assisting farmers in applying for loans 
at lending institutions. Fertilizer
 
wholesalers and retailers may at times provide production loans to 
credit-worthy
 
farmers, particularly if these dealers have access 
to institutional credit. If
 
denied access 
to credit from public and commercial lending institutions and
 
retailers, farmers often turn to friends or money lenders who may charge exher
bitant interest rates. The high cost of borrowed money can reduce farmers'
 
profitability of fertilizer use and dampen his desire to 
use it.
 

Lack of 
access of public and private fertilizer marketing organizations
 
to institutional credit to finance stocks and investments in marketing system
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infrastructures is another important constraint to 
the increased and timely
 
availability of fertilizer to farmers. 
 Fertilizer wholesalers and retailers
 
generally require financial assistance to purchase and carry inventory to ensure
 
timely availability of fertilizer. In many countries the 1-3 month delayed
 
payment terms extended wholesalers and retailers by fertilizer suppliers are
 
helpful but do not cover the seller's credit needs.
 

In order to encourage expanded fertilizer use additional production
 
and distribution credit should be made more readily available to 
farmers and
 
fertilizer dealers through lending institutions at reasonable interest rates.
 
In regard to production credit, loan application procedures should be streamlined
 
and collateral needs liberalized. Distribution loans, normally secured by
 
dealers' stocks, should be made more readily available to increased numbers of
 
wholesalers and retailers.
 



CHAPTER 3
 

COMPARATIVE FERTILIZER MARKETING SYSTEMS AND POLICIES
 

The comparative fertilizer marketing systems and policies are briefly
 
discussed for seven developing countries. These are Bangladesh, India, Indonesia,
 
and Pakistan from Asia; Cameroon from Africa; and Brazil and Mexico from Latin
 
America. 
According to FAO, all these countries are classified as developing
 
market economies. This chapter draws extensively from a study by Mudahar
 
and Schultz (1986).
 

Role of Agriculture and Fertilizer
 

Population Dynamics
 

The average population growth has been above 2.0%/year in all the
 
developing countries; and close to 3.0%/year in che 
case of Cameroon, Mexico,
 
and Pakistan (Table 3.1). 
 The majority of the population is still rural, with
 
population density over 1,500 persons/l,000 ha of cropped land in all the
 
developing countries; and over 7,000 persons/1,000 ha of cropped land in the
 
case of Bangladesh and Indonesia. Food production, a basic necessity, must keep
 
pace with population growth since most of tLhse countries have a precarious
 
balance of payment situation and may not be able to import food commercially.
 

Contribution of Agriculture
 

As GNP/capita increases, the relative contribution of agriculture
 
declines. 
 In the Asian and African countries, the agricultural sector accounts
 
..
or over 50% of the labor force and over 25% of gross domestic product (GDP)
 
(Table 3.1). Clearly, economic development in these cout,,ries is closely linked
 
with agriculturz.l production performance. 
One must not undermine the importance
 
and implications of agricultural development for equity, employment, and partici
patory economic growth since a larg- share of population 3nd labor force is still
 

in the agricultural sector.
 

N
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Role of Fertilizer
 

Fertilizer is a vital input for agricultural production, both food and
 
expoyt crops. 
 The available empirical evidence indicates that approximately
 
one-fifth to one-third of incremental agricultural production can be attributed
 
to fertilizer use. Given the relative scarcity of cropped land or very high
 
cost of development of new lands, agricultural growth strategies must focus on
 
multiple cropping and yield growth strategies. These strategies will not succeed
 
in the absence of fertilizer use by farmers. 
 One must realize, however, that
 
fertilizer usc and its productivity depends upon many associated technical
 
factors and economic policies. 
 In any case, the right type fertilizer must be
 
made available to farmers 
at the right time, right place, and at the right
 
price. 
Fertilizer marketing plays a vital role in all of these activities.
 

National Fertilizer Sector Dnamics
 

Fertilizer Consumption
 

All cf the countries in this survey are still passing through early
 
(but at different levels) stages of fertilizer use development. The aggregate
 
fertilizer consumption has been growing at about 10%/year or higher (Table 3.2).
 
It will be relatively more difficult to maintain these high consumption growth
 
rates in the future due to (a) fertilizer consumption in the base periods is
 
much higher now than in the past (inmost developing countries fertilizer use in
 
general agriculture began in the 1950s) and (b) fertilizer use has become rather
 
common. 
Future growth in fertilizer use will 
come from an increase in fertilizer
 
rates and its use 
on crops and in regions where it is not currently used.
 

Fertilizer Security
 

After the fertilizer crisis and skyrocketing fertilizer prices in the
 
international market in the 1970s, many developing countries expanded domestic
 
fertilizer capacity based on indigenous and/or imported fertilizer intermediates
 
and raw materials. Since the 
fertilizer raw materials are not evenly distributed,
 
all the countries may not be able to become self-sufficient in meeting their
 
fertilizer need.. Many modern fertilizer plants (primarily nitrogen) were built
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or are under construction and several of the study countries have improved
 

fertilizer self-sufficiency index (Table 3.2). Indigenous fertilizer production
 

does provide fertilizer security and may stabilize domestic fertilizer prices.
 

However, in many cases these objectives have been or are being achieved at high
 

economic costs and large fertilizer subsidies which are often difficult to
 

justify purely on economic grouzds.
 

Fertilizer Imbalance
 

The appropriateness of balance in applied fertilizer nutrients must be
 
viewed in the context of soils, crops, farming systems, and crop technology.
 

The available evidence indicates that there is an overemphasis on nitrogen in
 

most developing countries, often at the cost of other primary, secondary, and
 

micronutrients (Table 3.2). Most of these nutrients are not only less expensive
 

but also are less energy intensive as compared to nitrogen. Lack of proper
 
balance in applied nutrients reduces fertilizer productivity and profitability.
 

Fertilizer Use by Farms
 

In Asian countries, a major share of fertilizer is used on food crops.
 
Both small and large farmers grow food crops. The relative share in aggregate
 

fertilizer consumption by small farmers is generally about the same 
as their
 

share in cropped land. 
On the other hand, in African and Latin American coun
tries, a large share of fertilizer is used on cash and export crops grown
 

primarily by large farmers, plantations, and estates. Even in these countries,
 

however, the relative share in fertilizer use by small farmers and on food crops
 
is gradually increasing, partly in response to policy reforms, improvements in
 

crop technology for food crops and stated national goals 
of food self-sufficiency.
 

Fertilizer Use bv Products
 

The popular nutrient supply sources include urea for nitrogen, triple
 
superphosphate (TSP), and diammonium phosphate (DAP) for phosphates, and potassium
 
chloride (KC) for potassium (Table 3.3). Ammonium sulfate (AS), as a source of
 
nitrogen, is used primarily in those countries where it is produced as a by

product. Single super-phosphate (SSP), as a source of phosphates, is used in
 
those countries which have indigenous phosphate rock. The following trends are
 

apparent in nutrient supply sources over time.
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1. 	The high analysis fertilizers are gradually replacing low analysis fertil

izers, such as 
urea for AS and TSP for SSP. The high analysis fertilizers
 

do save transportation, storage, and handling costs per unit of nutrient
 

supplied. However, they are also responsible for widespread sulfur defi

ciencies in tropical agriculture since sulfur supplied by AS or SSP is not
 

included in urea or TSP.
 

2. 	As fertilizer use goes up and the fertilizer sector develops, straight
 

solid fertilizers are replaced by multinutrient compounds, solid blends, or
 
solutions. The use of fertilizers in the form of compounds reduces distri

bution costs, improves nutrient balance and fertilizer productivity.
 

3. As fertilizer consumption increases, more and more fertilizer moves in bulk
 
and is either sold in bulk or bagged closer to the point of consumption.
 

This approach does save distribution costs but runs a higher risk of
 

adulteration and physical loss.
 

Fertilizer Marketing Organization
 

Government involvement in the fertilizer sector in developing countries
 

is quite common and it is usually rationalized as follows: (a) fertilizer is an
 
essential commodity required for the production of food; thus, government control
 
is mandated to achieve the most equitable distribution of fertilizer and wide

spread benefit to the country; (b) fertilizer production facilities 
are capital
 
intensive and thus unattractive for private-sector development; and (c) fertil

izer distribution requires a major investment in infrastructure and related
 

facilities that usually is beyond the capabilities of nongoverament entities.
 

In some developing countries cooperatives play an important role in the supply and
 
distribution of fertilizers. Cooperatives, with the exception of some producer
 

cooperatives, 
are usually owned and/or subsidized by the government, and they
 

usually focus on specific fertilizer-related activities. The following common
 

marketing features prevail among the study countries:
 

1. 	The primary distribution system (from the factory gate or port to primary
 

distribution points in the major marketing regions) is dominated by the
 

government.
 

2. 	Shipment of fertilizer in bags predominates although bulk movement to
 
bagging and/or mixing plants 
is used in special circumstances.
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3. 	Government-owned, government-assisted, or Drivate-sector cooperatives play
 
a major role in wholesaling and retailing fertilizer.
 

4. 	Producer cooperatives, parastatals, and other large consumers 
of fertilizer
 
often operate with relative independence from the overall fertilizer supply
 

system, which is usually designed to serve the sma Lholder.
 
5. 	Private fertilizer dealers (esDecially retailers) are very important in
 

providing the final links in the distribution chain between the primary or
 
secondary distribution points and the farmer.
 

6. 	Promotion of fertilizer through dealer training, farm-level demonstrations,
 
and education is recognized as an essential element to bring about increased
 

fertilizer consumption and crop production.
 

7. 
There is often lack of effective coordination and communication among
 

different ministries.
 

8. 	There is also a lack of adequate training in fertilizer use research and
 

farm-level demonstration activities.
 

9. 	The farm-level delivery of bulk fertilizers and the use of fluid fertilizers
 

are almost nonexistent.
 

10. 
 Governments play important roles, directly or indirectly, in influencing
 

the organization and operation of fertilizer marketing.
 

Marketing Infrastructure and Cost
 

Most of the technical and operational innovations being used or under
 
study are designed to ensure delivery of fertilizer to the farm level in the
 
correct quantity and at the correct time. 
 Because of the inflexible nature of
 
most fertilizer processes, and the seasonalicy of demand for fertilizer, the
 
most common method used to obtain this goal usually involves large in-country
 
storage of fertilizer. 
Storage is provided (1) at the production unit or near
 
the port, (2) at primary distribution points located throughout the market area,
 
(3) in warehouses located at secondory distribution points, and (4) in warehouses
 
operated by cooperatives, parastatals, wholesalers, 
anu retailers. In many
 
cases the in-country fertilizer inventur amounts to he annual consumption, and
 
is rarely below about 50% of annual consumption. In somt cases (for example,
 
Bangladesh and India), 
seasonal price discounts designed to encourage off-season
 
purchases and farm-level storage have been quite successful.
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Because of the high cost of building storage facilities and the
 
financing of large fertilizer inventories, most of the primary or regional
 
storage facilities (including fertilizer inventories) are operated bv the
 
following government-subsidized organiz3tions: 
 (1) manufacturers or marketing
 
organizations (for example, FERTIMX in Mexico and PUSRI in !ndonosia), (2) agri
cultural supply organizations (for example, BADC in Bangladesh), 
or (3) government
owned warehouse organizations (for example, central and state warehouse corporations 
in India). In the extreme case 
(Mexico), 
title to th. fertilizer is maintained
 
by the government (FERTI1MX) until the fertilizer is actually paid for by the
 

farmer. 

Another distinctive feature common 
to the systems in all the study
 
countries is that the fertilizer marketing cost is relatively high, ranging from
 
about US $20/mt to as much as about US $230/mt, with about US S4 0 -$75/mt being 
typicil (Table 3.4). 
 In many cases the true cost 
to the country is difficult to
 
determine because of the financial structure of the various marketing and 
distribution organizations, different accounting procedures, subsidies, and
 
special concessions. 
 in any event transportation and inventor finance charges 
are 	the two major cost components of all the physical distribution systems. 
 The
 
following are among the most 
common methods used by most of the countries studied 
to minimize or decrease the cost of transportation and storage without jeopardizing
 
timely delivery of fertilizer to the farmer:
 
1. 	Improved demand forecasting of farm-level fertilizer needs.
 
2. 	Optimization of transport and storage facilities based on 
improved demand
 

forecasting.
 

3. 	Use of block trains to obtain favorable costs, more efficient handling, and
 
optimum use of limited rolling stock.
 

4. 
Bulk shipments to regional bulk-blending or bagging stations 
to minimize
 
freight and handling costs and to speed up discharge rates and thereby
 
optimize the use of available facilities.
 

5. 
Use of coastal and inland water transport, especially on long-distance
 

routes.
 

6. 	Expansion of the role of private-sector wholesalers and 	 retailers to ease 
government-.owned warehousing requirements and inventory cos:s.
 

7. 	 Price discounts to encourage farmers to putrchase fertilizer during the
 
off-season and thus relieve corngest:ion of transport and 
 storage facilities. 
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Fertilizer Price Policy
 

The average farm level fertilizer prices for the study countries are
 
reported in Table 3.5. 
 It is striking to find large variations in farm-level
 
prices for a given fertilizer from one country to another. For example, urea
 

price varies from a low of US $83 in Cameroon to a high of US $252 in Brazil.
 

Similar differences are 
evident in other fertilizers as well. Major points
 

which emerge from the comparative analysis of national fertilizer price polic

are 	the following:
 

I. 	Both ex-factory and retail (except Bangladesh) fertilizer prices are fixed 
by the government and are generally designed to achieve predetermined goals 

of production efficiency in the fertilizer industry, and price parity with
 

agricultural coamodities at the farw-ievel (Table 3.6). 

2. 	The available evidence indicatecs that regulated official fertilizer prices
 
at the retail level may not alwav 
 be equal to the actual prices paid by 

farmers. The actual prices are generally higher when there is fertilizer
 

scarcity and lower when there is a glut. Adequate national fertilizer 

supply does not always assure lack of localized scarcities at the crucial 

times. In this context, fertilizer supply management and efficient mar

keting become very important to assure reasonable fertilizer prices at the
 

farm-level. Bangladesh deregulated retail-level fertilizer prices all over
 
the 	country in 1983. The deregulation policy does not appear to have had
 

any 	adverse impact on fertilizer prices or availability which can be traced
 

directly to deregulation.
 

3. 	With the exception of Bangladesh, the retail fertilizer prices are held
 

uniform across 
the country through equated freight and/or transport subsidy.
 

Such a policy is 
easy to admioister and does not discriminate against the
 

farmers in remote areas. However, farmers close to the supply source pay
 

relatively higher price due to equalized high transportation charges, in
 

case there is no transportation subsidy.
 

4. 	In the 
case of Indonesia and Cameroon, retail fertilizer prices were the 

same for different fertilizers, irrespective of their nutrient content and 

cost. Such a policy cannot be justified on economic or efficiency grounds.
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5. 	It is rather common to hold retail fertilizer prices constant (in nominal
 

terms) over extended periods of time. Some of tht examples are India,
 

Indonesia, and Cameroon. As a result, real fertilizer prices decline over
 

time. In recent years, many countries have raised fertilizer prices in
 

discrete jumps. It is much more practical and realistic to raise retail
 

fertilizer prices gradually, once or twice a year, rather than in big jumps
 

once in several years.
 

6. 	Several countr'ies, including India and Pakistan, have recently raised
 

retail fertilizer prices in order to reduce the burden of fertilizer subsidy.
 

The increase in fertilizer prices does reduce fertilizer consumption, at
 

least in the shortrun, unless it is associated with positive nonprice
 

policies, including high yielding crop varieties, irrigation, credit, and
 

adequate fertilized supply at the right time and place.
 

7. 	Cameroon has been following a dual fertilizer price policy, i.e., subsidized
 

prices for coffee and food crops and nonsubsidized prices for all other
 

crops. There is evidence of leakage and black market for subsidized fertil

izer. Furthermore, such a price policy is difficult to administer. If, in
 

fact, :here is a need to provide incentives to coffee farmers, it may be
 

more appropriate to manipulate crop prices as compared with dual-price
 

policy for fertilizer.
 

8. 	The retail fertilizer prices in Brazil are very high as compared with
 

derived border prices for imported fertilizers. These high prices are
 

partly due to trade barriers to protect its high cost domestic fertilizer
 

industry. Brazil established a large-scale fertilizer industry to achieve
 

fertilizer security as the overriding national goal. However, this policy
 

has been responsible for high cost fertilizer industry, high retail prices,
 

a drop in fertilizer consumption, and agricultural production.
 

9. 	Farmers in most countries are not paying the economic prices of fertilizer.
 

During 1985, as reported in Table 3.5, fertilizer prices paid by farmers in
 

Indonesia; Mexico, and Turkey were even lower than the f.o.b. prices of
 

fertilizers. In India, for example, the retail price of urea paid by
 

farmers in 1985 was US $177/mt. On the other hand, the average delivered
 

cost of imported urea up to the retail point would have been US $227/mt
 

(US $135 f.o.b. price, US $50 sea freight and insurance and US $42 for port
 

handling, equated freight, and marketing margins) with transport subsidy,
 

P[
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and US $265/mt without transport subsidy. Clearly, there was a large com
ponent of price subsidy, and hence scope to reduce the fertilizer subsidy
 
by raising urea prices. In fact, fertilizer prices were raised (reverted
 
back to 1981 levels) in India effective February 1, 1986. However, the
 
fertilizer prices should be raised in such a 
way as to maintain a parity
 
with crop prices in order to provide incentives to farmers. The f.o.b.
 
urea (or other fertilizers) prices ii the latter half of 1985 and in early
 
1986 were lower than the 1985 arerage prices, indicating that the prevailing
 
current fertilizer price- paid by farmers may be close to 
economic prices.
 

Fertilizer Subsidy Policy
 

With the exception of Brazil, fertilizer subsidies (direct and indirect)
 
are given in all the other countries. However, the fertilizer subsidy cost is
 
becoming a serious burden and most countries are now making serious efforts to
 
reduce fertilizer subsidies, but only gradually (Table 3.7). 
 The following
 
conclusions emerge from the comparative analysis of several countries with
 
respect to their experience with fertilizer subsidies.
 
1. The reasons for high fertilizer subsidies are many and vary from one 
country
 

to another. Broadly, high fertilizer subsidies are due to 
(a)high produc
tion costs for indigenous fertilizers, (b)high procurement costs for
 
imported fertilizers, (c)high marketing costs, primarily transportation,
 
and (d) the desire to have low fertilizer prices at the retail level. In
 
India, for example, 47% of increase in fertilizer subsidy from 1980/81 to
 
1983/84 was due to an increase in cost of main inputs in fertilizer produc
tion. 
India has already taken several steps to reduce fertilizer subsidy.
 
This includes (a)an increase in retail fertilizer prices, (b) an elimina
tion of custom duties on all imported equipment for the fertilizer sector,
 
and (c)an elimination of excise duty on electricity. There is need to
 
rationalize the retention price scheme in order to further reduce fert.lizer
 

subsidy.
 

2. After the energy and fertilizer crisis of the 1970s, man-, developing coun
tries pursued a policy of import-substitution, with the objective of
 
stabilizing prices and to reduce dependency on the international market.
 
They have been partly successful in reducing the share of imported
 



27
 

fertilizers but at a large economic cost. 
 Brazil and India are good
 
examples. 
 Most of the new plants in India have very high cost of produc
tion as compared with the international prices. Since the fertilizer
 
prices are 
too high for farmers, respective governments (not Brazil) are
 
subsidizing the fertilizer production. For example, in India during
 
1983/84, 86% of the subsidy was for indigenously produced fertilizers and
 
the remaining 14% was for imported fertilizers. Within the indigenous
 
fertilizer sector, 79% 
of the subsidy was for the retention price scheme
 
(price subsidy) and 21% 
for freight subsidy scheme (freight subsidy).
 
Concerted efforts must be made to reduce fertilizer subsidy through
 
(a) improved operational efficiency and management of fertilizer plants,
 
(b) reduced energy consumption, (c) reduced capital and operational costs
 
of fertilizer production, and (d) rationalization of input pricing for the
 

fertilizer industry.
 

3. 	Most of the subsidy goes for fertilizers containing the primary plant
 
nutrients (N, P, and K), although there may be evidence of other nutrient
 
deficiencies. For example, in the 
case of Indonesia during 1981,'82, 90% of
 
the fertilizer subsidy was for urea and TSP only. 
 If subsidies must be
 
given, blanket fertilizer subsidies must be replaced by component subsidies
 
with cle,:jrly 
identified goals (security, economic or technical), time
 

phasing, cost limits, and efficiency norms.
 
4. 
In most countries, fertilizer subsidy schemes are not efficiently admin

istered and implemented. 
 For 	example, Brazil terminated its fertilizer
 

subsidy policy after 2 years (1975 and 1976) because of poor implementation.
 
5. 	Relatively little is known about the cost of different subsidy components
 

and their cost effectiveness. 
 In the absence of such crucial information,
 
it is difficult to design rational and efficient fertilizer subsidy schemes.
 
For example, during 1984, 42% of total fertilizer subsidy cost of US $365
 
million in Mexico as indirect subsidy in the form of low ammonia prices.
 
Most other countries subsidize natural gas prices to ammonia/urea plants.
 

6. 
A large share of fertilizer subsidies merely compensates for high produc
tion, procurement, and marketing costs which are partly due to operational
 

inefficiencies and partly due to uneconomic national policies. 
 As 	a result,
 
farmers are not the only beneficiaries of fertilizer subsidies; others
 

include producers, importers, distributors, and consumers of agricultural
 
commodities. Most developing countries are 
reluctant to raise cron prices
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because of consumer pressure, especially in the urban areas. These same
 
governments also argue that input, including fertilizer, subsidy schemes
 
are less inflationary, less expensive, and easy to administer. 
However,
 
some of these subsidy schemes have little economic justification.
 



Table 3.1. Key Economic Indicators for Selected Developing Countries During 1983
 

Population

Density Contribution Cropped


Population Tota] Cropped 
 Rural GNP/ of Agriculture Food Land UnderCountry Population Growth Area Land Populaticn Capita Labor Force GDP Index Irrigation 
T(m1illion)I 7Persons/'0W0i0 h-a TDS $7 - -- N - -(I

Bangladesh 96 2.4 6,667 10,507 83 130 74 47 101 20India 
 733 2.3 2,230 4,354 76 260 
 71 36 108 23
Indonesia 156 2.3 819 7,681 76 560 58 26 121 27Pakistan 
 90 3.0 1,119 4,392 71 39t 57 27 105 72 
Cameroon 10 3.1 
 17 1,437 61 820 83 24 84 e
 

Brazil 130 
 2.3 153 1,740 29 1,880 30 
 12 113 3
 
Hexico 
 75 2.9 380 3,178 31 2,240 36 
 8 106 22
 

a. From 1973 to 1983. 
h. Persons/'000 ha of cropped land. 
c. Refers to 1981. 
d. Refers to 1981-83 average index of food production/capita; base index is 
100 for 1974-76.
 
e. Less than 1%.
 



T.,tI 3.2. N
National Fertilizer Sector Status in Selected Developing Countries During 1983/84
 

Coon 

CountrL Consumption Self-S Iffiiency Annual
Production Imports Exprts K:P 205 :K2 0 _gowth in onsumtion
Usea 
 lindex 
 Balance
- - - - - - ('000 mt of nutrifts - - -

A B -C-- 7-k
/ M -...
Bangladesh -. .545 416 195 
 28 60
India 6,608 8.9:4.2:1.0 13.1
4,546 1,355 
76 10.0 6.3
0 39 69
Indonesia 1,495 1,445 7.4:2.1:1.0 12.1 10.5
367 7.3
162 74
Pakistan 1,201 1,106 97 9.7:3.1:1.0 16.5 18.8 17.5
282 159 59 
 92 
 32.1:9.1:1.0 
 16.4 10.8 
 6.2


Cameroo i 33 0 33 0 
 5 
 0 
 0.8:0.3:1.0 
 3.7 11.5 3.0
 
Brazil 
 2,157 1,455 832 
 129 29
tlexico 1,445 1,303 67 0.8:1.2:1.0 14.6 0.0
233 91 61 -!!.4
90 19.8:71:1.0 
 9.6 6.8
a. KIg/hia 12.0
of arable 
land and permanent
b. DomIestic prodlictio, crops.
as percent of total consumption, Ir.terms of nutrients from finished fertilizers only.
c. Compound growth rate 
from 1965/66 to Does not account for stocks.
1.982/83; which are 3-year averages, centered on the years shown. 1.

For example, 1965/66 Is an average of
1964/65, 1965/66, and 1966/67; and 0 
Compound growth 

1982/83 is an average of 1981/82, 1982/P3, and 19113/84.d. rate frow 1976/77 to 1982/83; -hich are 3-year averages, centered one. Compound grow'1h rate from 1919/80 Lhe years shown. to 1982/83; which are 3-year averages, centered on 
the years shown.
 



Table 3.3. ContL ation of Different Fertilizer Products to Nutrient Consumption in Selected Developing

Countries During 1983/84 

Ni trogen a Phosphate a Potassiuma 

Other Other b Other 
Country Urea AS 

----------
Straights Comounds SSP TSP 

(%)------------(7)------------( 
Straigihts poaonds KCl KS Straights

0h)-
Compounds 
---

Bangladesh 95 - - 5 - 74 - 26 i00 - - -
India 82, 2 2 14 17 1 1 81 59 1 - 40 
Indonesia 2 7 - 1 - 95 4 1 95 1 - 4 
Pakistan 74 2 8 16 7 - - 93 - 63 - 37 

Cameroon 17 32 - 50 - 2 9 89 43 - - 57 

Brazil 44 20 16 20 26 19 II 44 82 2 - 16 
Hexico 39 25 21 15 15 40 3 42 21 25 - 54 

a. Percent contribution to total N, P205 , or K20 consumption.
 
1). The share of ammoniuzm phosphates, primarily DAP, in compound phosphate fertilizers was 26% in Bangladesh,

59% in India, 59% in Pakistan, 10% in Cameroon, 35% in Brazil, and 35% in Mexico.
 
c. Potassium sulfate (K2 SO.4).
 
d. Negligible or none.
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Table 3.4. 	Estimated Fertilizer Marketing Costs in Selected Develoving
 
Countries
 

Margins or interest 	onb Other
 

Country 	 Storagea Transportation Commissions Inventories Costs Total

--------------------- ($/mt)- - -- ------- -- --


Bangladesh 22 1g -e 6-10 18 59-63 
India 6 2 5 (rail) 11-22 9 - 31-50 

3 -8 (road' 
Indonesia 8-15 8-32 11-15 5-6 2-4f 34-72 
Pakistan 3 - -	 6 18 5 3g
 

65-74
 

Cameroon 110 i 	 2 1 -5 8 k (rail) - 19 - 75-2301 
21j-117 (road) 

Brazil 10 2-5i - 14 -m 

Mexico 4 20 - 7 - 40n 

a. Based on reported inventories assuming $1/mt in and $1/mt out (handling plus
 
$3/mt-month.
 
b. Based on reported inventories valued at $200/mt and 12% annual interest. If
 
storage capacity only was given, quantity assumed was equivalent to 50,% of
 
storage capacity.
 
c. Other costs are generally not available. Therefore, total is not necessarily
 
sum of cost components listed.
 
d. Journey 	of 1-25 km.
 
e. Journey 	of 276-300 km.
 
f. Advertising, promotion, and education.
 
g. Domestically produced fertilizer. 
h. Imported fertilizer.
 
i. Storage plus all handling including ship unloading, port charges, and losses
 
of product.
 
j. Assumes 	250 km journey.
 
k. Assumes 	900 km journey.
 
1. Depends 	on source of estimate.
 
m. Sufficient data not available to determine or estimate total cost.
 
n. Reported total not including interest on inventory and other finance costs.
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Table 3.5. Average Farm-Level Fertilizer Product Prices in Selected Developing
 
Countries During 1985
 

Country 


Bangladesh 

India 

Indonesia 

Pakistan 


Cameroon 


Brazil 

Mexico 


International (f.o.b.)b 


a. Not available.
 

Average Farm-Level Prices
 
Urea AS DAP TSP 
 KC1
 

183 -a - 179 146
 
177 123 268 192 
 96
 
91 91 - 91 91 

152 75 -  -


83 83 -  -

252 200 427 314 
 227
 
85 33 - 99 90
 

135 81 184 136 99
 

b. 1985 annual average international spot prices, f.o.b. Western Europe for
 
bagged urea; U.S. Gulf for AS, DAP, and TSP in bulk; and Vancouver for KCl in
 
bulk. $15.00/mt was added for bagging and bags when price was quoted in bulk.
 
The current international fertilizer prices are lower than indicated since
 
they have been declining in the last year or so.
 

4. 
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Table 3.6. An Overview of Fertilizer Pricing and Subsidy Policies in Selected
 
Developing Countries During 1985
 

Country 
Price Regulation 

Ex-Factorv Retail 
Retail Price 
Uniformitv 

Fertilizer Subsidy 
Producer Farmer 

Bangladesh 
India 

Yes 
Yes 

No 
Yes 

No 
Yes 

Yes 
Yes 

Yes 
Yes 

Indonesia Yes Yes Yes Yes Yes 
Pakistan Yes Yes Yes Yes Yes 

Cameroon a fesb Yesb a Yesb 

Brazil Yes 
 Yes No 
 No No
 
Mexico Yes Yes Yes Yes 
 Yes
 

a. Cameroon has no production facilities in operation.

b. For subsidized fertilizers only; Cameroon follows dual pricing policy at the
 
retail level.
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Table 3.7. Estimated Cost of Fertilizer Subsidy in Selected DeveloDing
 
Countries
 

Country Year 
Subsidy Cost 

Local Currency US $ 
Bangladesh 1983/84 TK 1,426 million 56.3 million 

1984/85a TX 900 million 33.0 million 
India 1983/84, Rs 10.48 billion 919.3 million 

1984/85' Rs 19.32 billion 1,545.6 million 
Indonesia 1981/82 Rs 243,805 bill . 369.4 million 
Pakistan 1982/83c Rs 1,840 million 129.6 million 

1983/84 c Rs 1,137 million 72.0 million 

Cameroon 1984/85d FCFA 6,109 million 13.6 million 
1984/85' FCFA 9,840 million 21.9 million 

Mexico 1984f -g 365.0 million 

a. Estimated. 
b. Budgeted. 
c. Net. 
d. USAID estimate.
 
e. IFDC estimate.
 
f. Direct and indirect.
 
g. Not available.
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CHAPTER 4 

FERTILIZER HLKETING SYSTEM AND POLICY IN BANGLADESH 

The purpose of this chapter is to analyze the fertilizer marketing
 
system and fertilizer marketing policy in Bangladesh. 1 Specifically, the objec
tives are: (1) to discuss the evolution of the fertilizer marketing system and
 
policy, (2) to describe the existing fertilizer marketing organization and
 
channels, (3)to analyze fertilizer marketing costs and margins, (4) to evaluate
 
the operational efficiency of the fertilizer marketing system, and (5) to de
scribe specific measures taken to improve the efficiency of fertilizer marketing
 

2
 
system in Bangladesh.


Evolution of the Fertilizer Marketing System
 

Fertilizer was introduced in Bangladesh around 1951. 
 The market for
 
fertilizer has expanded from a 
mere 3,000 mt of product in 1951/52 to about
 
74,000 mt of product in 1962/63 to almost 1.2 million mt of product in 1985/86.
 
The historical dynamics of fertilizer consumption, as measured by sales, in
 
Bangladesh is reported in Figure 4.1. The fertilizer marketing system in
 
Bangladesh is by no means a "static" system. 
In recent years, the marketing
 
system has experienced several major changes under the impetus of USAID's
 

Fertilizer Distribution Project which was initiated in 1978. The marketing
 
system appears to be adjusting well to these changes. 3
 

1. This chapter is based on Mudahar (1984) and Kapusta (1985).

2. The analysis of fertilizer marketing system and policy in Bangladesh is
 
based on both primary and secondary data. The relevant BADC and non-BADC
 
sources of secondary data include BADC (1981), BADC (1984), Hoque (1982), Food
 
and Fertilizer Planning and Monitoring Secretariat (1983), and Bangladesh

Ministry of Agriculture and USAID (1982). The primary data used in the analysis

were collected through the BADC/IFDC monthly farmer fertilizer DCice surveys.

3. Further details on different aspects of the fertilizer marketing system in
 
Bangladesh are available in several IFDC publications, including Chuang, Hill,

and Barnett (1978); Hill and Benton (1979); Hill and Benton (1980); Clayton

(1981); IFDC (1982); Moots (1982); and Mudahar (1983, 1984).
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Phase I
 

The Bangladesh Agricultural Development Corporation (BEAC) has been
 
responsible for marketing fertilizer since 1962/63. 
 The predecessor of BADC was
 
the East Pakistan Agricultural Develcpment Cor-poration 'EP:DC), which was estab

lished in 1961; the name was changed to BA.DC in 1971. BADC is a corporation which
 
is wholl.v owned by the government. Along with fertiliZ-r, BLIOC is responsible for
 

distributing seeds and irriga7:ion equipment and services. 
 The 	sugested organization
 
of its Supply Wing (reflecting changes to facilitate the imolementation of the new 
marketing system described later), which is responsible for fertilizer marketing, 
is shown in Figure 4.2. Total BADC emplovment approximates 21,000, with about 

2,800 involved in fertilizer-related activities. The key regulatory features of
 
the 	marketing system in Phase I, the so-called Old Marketing Svste,n (OMS), were 

the 	following:
 

1. 	BADC, an "absolute public monopoly" was responsible for procuring and
 

distributing fertilizer up to the level of Thana Sales Center (TSC), beyond
 

which private dealers and cooperatives sold to farmers.4
 

2. 	The private iealers, limited to 13 in every union, were appointed by BADC,
 
and each dealer was assigned to a fixed marketing territo
 7 .
 

3. 	The fertilizer retail price at which a deal r 
could sell to a farmer was
 

fixed and uniform throughout the country.
 

4. 	The dealer's commission was fixed by B.ADC a level which was
at low and
 

perceived by dealers as providing limited economic incentive.
 

Phase II
 

The fertilizer marketing system in Phase I!, the so-called New Marketing
 
System (MS), was 
first introduced in Chittagong Division on December 1, 1978;
 

it was expanded to Dhakaiand Khulna Divisions on January 1, 1980, and later
 
expanded to the whole country (except Chittagong Hill Tracts) on July 1, 1980.
 

The 	primary features of RMS included the following:
 

1. 	BADC was 
still "absolute public monopolv" for fertilizer p)rocurement but
 
its 	role in fertilizer distribution was reduced to servicing Primary Dis

tribution Points (PDPs) and viable TSCs only.
 

4. The name of thana administrative unit was changed to Upazila in 1985--see
 
footnote 5. 
For ease of discussion the older thana designation is used in this
 
paper.
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2. Any number of private dealerz could sell fertilizer by merely registering
 
with BADC without any restrictions on their number or market territory
 

(except within the 5-mile border zone).
 
3. 	The retail price at which a dealer could sell fertilizer to a fartner was
 

still fixed and uniform throughout the country.
 
4. 	The economic incentives to private dealers were expanded (but were still
 

regulated) through an increase in dealer's commission, price flexibility at
 
wholesaler level, quantity discounts and credit facilities.
 

Phase III
 

The 	INMS was further modified by deregulating retail fertilizer prices.
 
The 	price deregulation was first introduced in the Chittagong DiviLion on
 
April 1, 1982, and later expanded to the whole country (except Chittagong Hill
 
Tracts) 
on April 1, 1983. The ccncpt of price deregulation in this context is
 
rather limited. The PDP and TSC prices are still regulated by BADC and are
 
fixed at the same level across all PDPs or TSCs for a particilar fertilizer.
 
However, the dealers are free to sell fertilizer to farmers at any price.
 

Fertilizer Marketing Organization and Channels
 

Marketing Organization
 

The fertilizer marketing system in Bangladesh is organized somewhat
 
like a "pyramid." 
 BADC, an absolute piblic monopoly, is responsible for pro
curing fertilizer from domestic fertilizer plants (except ammonium sulfate) and
 
through imtort (commercial or grants) at the national level. 
BADC is also
 
responsible for distributing nationally procured fertilizer up to PDPs and TSCs
 
through various transit and intermediate warehouses. As shown in Figure 4.3, a
 
large number of private dealers and cooperatives sell fertilizer to farmers,
 
directly as well as through their subdealers. The private fertilizer dealers at
 
the retail level compete with each other and with cooperatives involved in
 

fertilizer sales.
 

Spatial Dimensions
 

According to Bangladesh Bureau of Statistics (1982) and Bangladesh
 
Times (1983), as 
of 1983, Bangladesh was divided into 4 administrative divisions,
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21 districts, 65 subdivisions, 477 thanas, and 4,420 unions (Figure 4.4).5
 

There are about 65,000 villages in Bangladesh and each union consists of approxi
mately 15 villages. Furthermore, the total number of households in Bangladesh
 
is about 13.47 million, and 6..256 million of these are directly involved i'a
 
farming--58% as owners, 41% as owner-cum-tenants, and the remaining less than 1%
 
as pure tenants. The large number of small farmers, who 
are widely and remotely
 
distributed across the countryside, provide a challenge and an opportunity to
 
make the right kind of fertilizer available in adequate quantities to all farmers
 
at the right time and at reasonable prices.6
 

Fertilizer Allocation
 

National targets for fertilizer sales are set for the long term (as
 
part of 5-year plans) and short term (as annual targets which are derived from
 

long-term targets). The national annual target is then split into district
level monthly/seasonal targets. BADC then allocates fertilizer to each district
 
according to these targets. The fertilizer allocation is, however, adjusted
 

from time to time in view of changes in fertilizer demand and supply at the
 
district and national levels. 
 Such a strategy ensures eouitable distribution of
 
fertilizer to different districts but also implies a maximum limit on the amount
 
of fertilizer a dealer can purchase and sell. There are also regulations that
 
impose a limit on the amount of fertilizer a dealer can purchase from a PDP or
 

TSC, especially in periods of scarcity.
 

5. In 1984, the administrative structure was altered as follows:
 

Old Geomnaphical Coverage New
 
Union 6-12 Villages Union
 
Thana (Police Station) 6-13 Unions Upazila

Subdivision 3-12 Thanas
 
District (Zila) 1-6 Subdivisions/12-30 Upazilas Zila (District)
 
Division 
 3-7 Districts
 
6. According to Sidhu, Baanante, and Ahsan (1982), the percentage share of
 
sample farmers using fertilizer was 68%, 6201, and 61/ in Boro, Aus, and Aman
 
seasons, respectively, during 1979/80. However, the percentage share of farmers
 
actual> using fertilizer increases with an increase in farm size. 
 For examp.e,

during Aman 1980 season, the percentage share of sample farmers using fertilizer
 

°
was 54', 57'', 67", and 72%, respectively, for farm size categories of less than
 
1.0 acre, between 1.0-2.5 acres, between 2.5-5.0 acres, and greater than 5.0 acres.
 
On the other hand, fertilizer use per acre appears to have an inverse relationship
 
with farm size.
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Marketing Channels
 

The fertilizer marketing channels in Bangladesh, as outlined in
 
Figure 4.3, can be broadly divided into three categories: (1) government,
 
(2) private, and (3) cooperatives. The role of government in retailing fertil
izer is limited to those identified remote areas not served by others and in
 
border areas where private dealers and cooperatives are not allowed to sell
 
fertilizer. The private fertilizer dealers operate at both wholesale and recail
 
levels. Dealers purchase fertilizer from BADC PDPs and TSCs and sell fertilizer
 
through their own outlets as well as through their subdealers. The cooperatives
 
are also involved in fertilizer marketing. Thana Central Cooperative Associa
tions (TCCA), now Upazila Central Cooperative Associations, purchase fertilizer
 

from BADC and then distribute it through local Krishi Samabaya Samity (KSS)
 
outlets. In the OMS, the cooperatives were given preferential treatment over
 
the private dealers and accounted for about 25% share of the market. 
However,
 
in the NMIS most of these economic incentives have been withdrawn from coopera
tives and their market share dropped significantly to less than 10%.
 

Dealer Profile
 

Precise information on the number of dealers (both wholesale and
 
retail) in Bangladesh is rather sketchy. In 1978/79 under the OMS there were
 
about 35,400 registered dealers of which about 18,800 were 
actively engaged in
 
selling fertilizer; there were no private wholsalers. With the relaxation of
 
dealer registration requirements and operation of rules under the NMS the numter
 
of active dealers rose to about 24,000 then dropped off to a current level of
 
23,000, including about 5,000 small-scale wholesalers. The increase in number
 
of registered fertilizer dealers may be partly misleading since under the NMS
 
the same dealer can be registered at more than one PDP. 
 About 87% of registered
 

dealers in N-MS were also OMS dealers.
 

The size of many :etail fertilizer dealerships, as indicated by the
 
amount of retail fertilizer sales, appears to be 
so small that it is not econom

ically viable for an individual to deal exlusively in fertilizer. According to
 
Hill and Benton (1980), 70% of active dealers are part time, and the average
 
annual sale per dealer has increased from approximately 25 mt in 1975/76 to
 
34 mt in 1977/78. 
 Based on sales of about 1.2 million mt in 1985/86, the
 
average retail dealer sold about 52 mt.
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Fertilizer Marketing Costs
 

The actual fertilizer distribution costs in most developing countries
 
are generally very high. Bangladesh is no exception. Furthermore, because of
 

government regulations in the marketing system, hidden subsidies, and operational
 

inefficiencies, the estimated marketing costs do not always reflect the actual
 

costs of 	fertilizer marketing.
 

Magnitude 	of Marketing Costs
 

The magnitude of fertilizer (marketing) incidental costs, as determined
 

by the accounting system used by BADC, is based on cost estimates for moving
 

fertilizer from port or factory to the farmer. The incidental costs are fixed
 

at the same level for all the fertilizer materials, irrespective of the origin
 

or destination of fertilizer, and whether the fertilizer is imported or domes

tically produced. The estimated incidental costs in the N1IS have decreased from
 

TN 722/mt 	in 1978/79 to TK 511/mt in 1984/85 as shown in Table 4.1. These
 

average incidental costs are added to average c. & f. or f.o.r. prices in order
 

to obtain average delivered cost for fertilizer at the retail level. The derived
 

average fertilizer costs indirectly form the basis for establishing retail
 

fertilizer price and determining fertilizer subsidy.
 

The magnitude of incidental costs is fi:.:ed at the same level for all
 

the fertilizeZs, whereas the average fertilizer costs varj by fertilizer and
 

their source of supply. As a result, the relative share of incidental costs in
 

average fertilizer costs varies from one fertilizer to another.
 

Comonents of Marketing Costs
 

The magnitude of various components of incidental (marketing) costs,
 

along with their relative share, is rep, rted in Table 4.1 for 1978/79 and
 

1984/85. During 1978/79 (transitional year between OMS and NMIS), the average
 

incidental costs for fertilizer marketing and distribution in Bangladesh were
 

estimated to be TK 722/mt. For 1984/85, under N'IS, these costs had dropped to
 

about TK 511/mt. These costs are obtained by dividing total fertilizer marketing 

and distribution costs, as estimated by BADC, by total tonnage of fertilizer 

sold during the year in question. 

The relative contribution of 11 individual cost components has been
 

estimated and reported in the table. During 1973/79, three components accounted
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for approximately 84% of total incidental costs. 
 This includes 43.8,% for move

ment and hanuling, 21.7% for commission, and 18.3% for inventory loss. Staff
 

pay and allowances accounted for 5.5% of total costs. 
 In 1984/85, movement and
 

handling costs remained the largest contributor to marketing costs, accounting
 

for about 64.4' of total costs. Overhead and staff pay and allowances were
 

other important cost elements making up about 14.7% 
and 9.4% of total marketing
 

costs, respectively. At this stage, it is important to point out that the
 

incidental costs and their cost components are based on BADC's bookkeeping
 

system and hence do not reflect the actual fertilizer marketing and distribution
 

costs.
 

As has been estimated by Hill and Benton (1980), the relative share of
 

individual cost components at 
the district level has -hanged with the establish

ment of NNS. During 1978/79 the share of commission paid increased from 39% to
 

58%; the share of transport and handling cost declined from 15% to 3%; and the
 

share of inventory interest declined from 30% to 26%. Comparable data for later
 

years was not immediately available. These shifts reflect the general philosophy
 

underlying the RIIS, i.e., increase economic incentives to dealers and lower
 

distribution costs through an improvement in operational efficiency in fertilizer
 

marketing.
 

Dealer's Commission in the OMS
 

The commission paid to fertilizer dealers in the OHS was fixed by
 
BADC. Broadly, the criteria used to fix dealers' commissions were: (1) the
 

greater the distance of the dealer from BADC sale point, the greater the commis

sion; and (2) the commission was 
higher in the border zone than in the interior.
 

Cooperatives were given a wholesaler discou-nt which permitted them to sell to
 

private and local cooperative dealers. The evolution of commission for private
 

fertilizer dealers in OIS is reported in Table 4.2. 
 On !he average, the com

mission increased from TK 44.28/mt in 1973/74 to Th 138.74/mt during 1977/78.
 

From the BADC sale point to his store, the dealer pays all the costs from the
 

commission.
 

Dealer's Commission in the NS
 

As reported in Table 4.3, the process of establishing a commission for
 
fertilizer dealers was simplified in the NiS. The commission az TSC was 
approxi

mately 60% of that paid at PDP. 
 This was partly because, on the average, the
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distance of the dealer from TSC waz less than the corresponding distance from
 
PDP. However, the commission is the same for all those buying from TSC or PDP,
 
irrespective of their distance or mode of transportation. Quantity discounts
 
are available for purchases from PDP but not from TSC. The dealer pays all the
 
transportation and handling costs after fertilizer purchase from his commission.
 

Since December 7, 1981, there has been no increase in the PDP or TSC commission
 
for the fertilizer dealer. BADC stopped fixing dealer commissions after retail
 

fertilizer prices were detegulated.
 

Relative Share of Dealer's Commission
 

in Bangladesh, dealer's commission is equivalent to dealer discount
 
from official retail fertilizer prices. The commission i. already accounted for
 

in estimating incidental costs. Fertilizer commission is uniform for all the
 
fertilizers, irrespective of their PDP, TSC, or retail prices. As reported in
 

Table 4.4, the fertilizer commission during 1933 at PDP was approximatelv 7%-0"
 
and at TSC was 4o-%o of the official retail price. Even though the commission
 
was uniform for all the fertilizers, the percentage of commission was high for
 

low-priced fertilizers and vice versa. 
 At the ?LP level, dealer commission was
 
even higher for those who were eligible for a quantity discount, which was TK
 
30/mt to TK 40/mt, depending upon the quantity purchased.
 

Operational Efficiency of Marketing System
 

Government intervention and distortions in the fertilizer market make
 
it difficu.t to determine the operational efficiency of the marketing system.
 
Despite serious constraints with respect to infrastructure and resources, the
 

marketing system in Bangladesh is performing rather well in providing fertilizer
 
to farmers on time and in adequate quantities. There is, however, substantial
 
scope for reducing fertilizer marketing costs and imDrcving the operational
 

efficiency of the marketing system.
 

ertilizerM~arket Eouilibrium
 

First, fertilizer demand is seasonal, whereas fertilizer production is
 
a continuous process. However, fertilizer imports creaLe discontinuity in
 
fertilizer supply, especially at low level- of fertilizer procuction.
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Second, fertilizer demand is diffused all over the country, whereas
 
fertilizer supply is localized depending upon the number and location of fertil

izer plants and ports.
 

Third, there is a need to make a clear distinction between (1) fertil
izer available at the national level with BADC and BCIC; 
(2) fertilizer available
 
with BADC, including transit godowns, warehouses at the port, and ships at port
 
or in high seas; 
(3) fertilizer available with BADC for immediate distribution;
 
and (4) fertilizer available with fertilizer dealers.
 

These factors have important implications for fertilizer market equi
librium, storage needs, 
size of inventory and fertilizer transportation. Proper
 
planning of fertilizer supply to meet seasonal fertilizer requirements is neces
sary and large capital investments are 
required to build storage facilities at
 
strategic points 
as well as adequate transportation facilities.
 

According to FAO statistics on fertilizer consumption and produc on,
 
the worldwide fertilizer market is approximately in equilibrium when supply
 
exceeds demand by 3% to 
7o, depending upon the fertilizer and international
 
market conditions. This 
allows for fertilizer losses and fertilizer in the
 
pipeline. 
However, at the national level supply should generally exceed demand
 
by more than 7%. T'his is 2specially important for developing countries like
 
Bangladesh in order to account 
for the following factors:
 

1. Fertilizer losses.
 

2. Safety stock.
 

3. Stock with sDeculating dealers.
 

4. Fertilizer in pipeline.
 

5. Shutdown of fertilizer plants.
 

6. Late arrival of imported fertilizer.
 

7. Fertilizer movement across borders.
 

These factors reduce effective fertilizer supply, i.e., reduce fertilizer avail
ability in local markets for purchase by farmers, especially in the peak fertil
izer demand months. However, the relative importance of these factors as well
 
as the optimum size of fertilizer stocks may vary from one 
country to another.
 
Lack of an effective market communication and infrastructure, which is prevalent
 
in most developing countries, further reinforces the need for efficient supply
 
management, proper planning, and floating stocks.
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Buffer Stock Policy
 

In the ONS, BADC buffer-stock policy in Bangladesh implied sales-to

inventory ratio of 2.4 at the national level 
(5 month stock or 42% of target
 

sales) and 4.0 at the district level (3 month stock or 25%,''o of target sales).
 

According to Moots 
(1982), in the NMS efforts are being made to maintain sales
to-inventory ratios of 3.1 at the national level and 3.0, 4.4, 2.9, and 2.3 in
 

Dhaka, Chittagong, Rajshahi, and Khulna divisions, respectively. These buffer
 

stocks, which appear rather large and expensive to maintain, are expected to
 
ensure adequate fertilizer availability in Bangladesh. Seasonality in fertilizer
 

consumption creates an additional economic burden on the fertilizer marketing
 

system in the form of a need for large fertilizer stocks.
 

Fertilizer Transportation
 

According to 1loots 
(1982) and BADC sources, fertilizer transportation
 

modes included the following:
 

Transport Mode UD To District Within District 
(0) 

Rail 37 <5 
Water 21 30-35 
Road 42 60-65 

Total 100 100
 

Manv different modes of transport, except rail, were used to carry fertilizer
 

from PDP or TSC to dealer stores. Finally, as reported in Table 4.5, 67"-82% of
 
the farmers carried their fertilizer from dealer stores to the farms themselves.
 

BADC has limited control of fertilizer movement since it is transported
 

by other government agencies and by the private sector. 
As a result, sometimes
 

it takes several weeks for fertilizer to 
arrive at dealer stores. Fertilizer
 

transport is cheapest by water and most expensive by road. Proper planning and
 
adequate allocation of boats and railcars for transporting fertilizer would not
 

only expedite fertilizer movements but would also lower transportation costs.
 

Fertilizer Storage
 

According to BAUC (198-') the total fertilizer storage capacity avail

able to BADC as of Nay 1, 1984, was as follows:
 

\ .
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T _ Transit PDP TSC Total 

- -------- ('000 mt)---------
Own 36.5 264.1 18.5 319.1 
Rented 7.9 92.7 20.0 120.6 

Total 44.4 356.8 38.5 439.7
 

The PDP storage capacity will increase substantially when the construction of
 
all the proposed warehouses is complete. This is expected to remove one of the
 
primary constraints on timely fertilizer availability to dealers.
 

Loose Fertilizer Sales
 

As reported in Table 4.6, approximately 80% of urea, 90% of TSP, and
 
100% of MOP sales are in loose form, and the rest in bags. 
 As a result, there
 
is a possibility for adulteration, underweighing, and deterioration of fertil
izer. There is, albeit limited, evidence that these problems do exist in
 
Bangladesh. 
However, not enough is known about violations in fertilizer quality
 
control. One way to reduce such problems is to 
use small-size bags. This will
 
increase bagging cost, but the standardization of quality and the convenience of
 
carrying smaller bags as 
head load may compensate for the added cost.
 

Source of Information
 

One of the functions of an efficient marketing system is to provide
 
technical and market information to farmers. reported in Table 4.7, approxi-
As 


mately 80". of the farmers receive no information about fertilizer. 
About 10% of
 
the farmers receive information from the dealers. 
 Clearly, it is possible to
 
improve the information base and its transfer so 
that farmers are in a better
 
position to make decisions with respect to purchase and use of fertilizer.
 
Dealers are one logical source of such information and, if properly trained, can
 
support the extension service in developing and disseminating information related
 

to efficient and economical fertilizer use.
 

Market De.'elooment 

Under the OMS, the lack of effective sales promotion and farmer tech
nical assistance programs seriously limited the expanded use of fertilizer.
 
Promotion of fertilizer use 
rested mainly with the Ministry of Agriculture's
 
extension service, which 
was and is underfunded, understaffed, and generally
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unable to serve the needs of Bangladesh's 12 million small farmers. At that
 
time BADC's role in market development was also limited by lack of staff and
 
funding support. BADC local level staff members responsible for working with
 

fertilizer dealers and farmers lacked the technical skills, informational
 

material, time, and means of transport to cover their assigned areas. The
 
fertilizer dealer's potentially crucial role in promoting fertilizer use was
 
likewise restricted by his limited knowledge of the agronomic aspects of
 
fertilizer use 
and his lack of skills and resources in organizing and conducting
 

fertilizer promotion and farmer assistance programs.
 

Cognizant of the dealer and farmer knowledge-related constraints to
 
fertilizer use expansion, the NIS made fertilizer dealers the focal point of BADC's
 

market development program. Accordingly, a dealer development and training unit
 
was established within the BADC organization with the express purpose of building
 
dealer's fertilizer use knowledge and developing his sales promotion skills and
 

farmer assistance capabilities through an organized continuing nationwide dealer
 
training effort. 
Training in various facets of business management is also
 

offered to dealers as part of this program.
 

A cadre of BADC dealer training officers has been trained and to date
 
about 17,000 dealers have participated in training programs conducted in each of
 
the country's 21 districts. A large volume of training and sales promotion
 

literature has been prepared and distributed to dealers and farmers. A third
 

party evaluation of BADC's dealer development and training program confirmed the
 
soundness of the approach and the successful implementation of the program. 
 Its
 

continuation was recommended. The BADC dealer training effort has proved to be
 
a cost-effective way of transferring fertilizer use and crop production tech

nology to farmers.
 

Human Resource Develoument
 

In Bangladesh, as in most developing countries, improvement in the
 
operational efficiency of the marketing system can be affected by strengthening
 
the management and operating skills of personnel involved in the conduct of the
 

various marketing functions.
 

To overcome these personnel-related deficiencies training was made an
 
integral component of the NMS implementation process. Over 200 individuals,
 

mostly of senior- and middle-management rank, were provided training opportun
ities in in-country and overseas training programs and marketing study tours
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arranged by IFDC and other organizations. Topics covered a broad range of
 
marketing-related activities including marketing management, procurement, data
 
collection and analysis, physical distribution and handling, market development,
 
dealer systems, bulk handling, use of microcomputers, and economics of fertilizer
 
use. 
 In several instances, these training activities were supported by short
term consultancies designed to aid BADC personae! in improving specific marketing
 
activities.
 

New Marketing System
 

The overall objective of the NIS is 
to improve the operational effi
ciency of fertilizer marketing. This is being accomplished through (1)an
 
improvement in economic efficiency in fertilizer marketing from supply source to
 
farmer and (2)an increased availability of quality fertilizers to all classes
 
of farmers in the country at competitive prices. The principal reforms under
 
NMS include (1)exvpanded role of the private sector, (2)fertilizer price de
regulation, (3) creation of additional fertilizer storage facilities, (4)stream
lining fertilizer procurement through imports, (5)improving fertilizer marketing
 
and distribution systems, and (6) dealer development and training. 
The under
lying purpose for these reforms is to reduce marketing constraints, reduce
 
fertilizer delivery costs, increase fertilizer availability in all areas and to
 
all farmers, and increase opportunities for greater competition at all levels.
 

The more important improvements made in fertilizer marketing under the
 
NIIS are summarized in Table 4.8 which identifies and indicates the remedial
 
actions taken to ameliorate the main marketing-related impediments expandedto 
fertilizer use. 
 IFDC has been engaged in providing technical assistance to BADC
 
on these and other facets of fertilizer marketing system improvement under the
 
USAID-funded Fertilizer Distribution Improvement Project I (FDI-I).
 

USAID is in the early stages of implementing Fertilizer Distribution
 
Improvement Project II (FDI-II) which will expand private-sector involvement in
 
fertilizer marketing and distribution through the development of larger-scale
 
private wholesalers operating on a national scale. 
 To support the organization
 
and facilitate the operation of these large-scale wholesalers, FD!-II will make
 
funds available for (1) providing credit to wholesalers and retailers for the
 
purchase and maintenance of inventories, (2) technical assistance in expanding
 

m 
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dealer development and training programs, and (3)infras'ructure improvements to
 
overcome 
constraints to the physical distribution of fertilizers. If required,
 
funds from the dealer credit program may be used to purchase imported fertilizers.
 
IFDC will be providing technical assistance to BADC under FDI-II also.
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Table 4.1. Estimated Average Incidental Costs for Marketing and Distributing
 
a
Fertilizer in Bangladesh During 1978/79 and 1984/85
 

Cost Element 


Movement/handling 

Dealers' commission 

Stock losses 

Overhead 

Staff pay and allowances 

Physical verification/bagging 


and dunnage
 
Warehouse rent 

Establishment costs/repair 

Publicity and training 

Interest on working capital 

Marine insurance 


TOTAL 


Incidental Costs. TK/mt 
OMS (1978/79) YMS (1984/85) 

%of % of 
Cost Total Cost Total 

316 43.8 32 64.4
 
157 21.7 - 0.0
 
132 18.3 11 2.2
 
17 2.4 75 14.7
 
40 5.5 48 9.4
 
3 0.4 1 0.2
 

21 2.9 2 0.4
 
10 1.4 12 2.3
 
1 0.1 1 0.2
 

20 2.8 16 3.1
 
5 0.7 16 3.1
 

722 100.0 511 100.0
 

a. Private communication, R. D. Benton, June 1985.
 
b. Dealer commission was not included in incidental costs when retail
 
fertilizer prices were deregulated. This partly explains a drop in incidental
 
costs during 1984/85.
 

fix 
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Table 4.2. Evolution of Commission for Fertilizer Dealers in the OMS in
 
adeshaBan. 

Commission
 

Year Effective From Commission Tier TK/md TK/Loag Ton 
Average b 

TK/Long Ton 
(miles) 

1973/74 June 1, 1973 0-2 1.15 31.30 45.00 
2-4 1.41 38.40 
4-6 1.65 44.90 
6-9 2.00 54.40 

>9 2.52 68.60 

1974/75 March 27, 1974 0-3 1.75 47.60 60.00 
3-6 2.00 54.40 
6-9 2.25 61.20 

>9 2.52 68.60 

1975/76 c January 7, 1975 0-3 3.50 95.30 119.00 
3-6 4.00 108.90 
6-9 4.50 122.50 

>9 5.00 136.10 
1976/77 d e - - 119.00 

1977/78 January 1, 1978 
 0-a 4.00 108.90 141.00
 
>6 6.00 163.30
 

a. This table is based on information obtained from several BADC and non-

BADC sources.
 
b. According to Benton (1979) from 1973/74 to 1977/78 the average reported

commission was 44, 60, 116, 119, and 101 TK/long ton sold as 
compared to
 
average estimated commission of 58, 70, 130, 130, 135 TK/long ton sold for
 
the corresponding years.
 
c. Excluding ChiLtagong Hill Tracts where the commission was slightly
 
higher, effective January 6, 1976.
 
d. Same as for 1975/76.
 
e. Information not available.
 
f. The cooperative sector was favored over private sector through higher
 
commission.
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Table 4.3. Evolution of Commission for Fertilizer Dealers in the NMS in
 
- a-Bang 2.a es h 

Commiission at
 
PDF TSC

Year Effective From Th,'Long Ton TK/mt TK/Long Ton TK/mt 
'973/79 Deceber 1, 1978 S{20.00 136.10
 
1979/80 December 1, 1979 230.00 136.10 
1980/81 November 2, 1980 230.00 226.45 236.10 134.01
 
1981/82 I . ber 7, 19§1 280.00 275.68 
 163.33 '16.F, 
1982/83 3, 982.60.O 27.(0t 
19-3,SZ As o :pi 'l 9 3 275.00 - 160.00 

a..Th iss ba-sd aieoniformatioi outained from several 2,-"C and ofo
sources.s oDC DeaLer paavs all the freight and hardling cost a !:e:; 

b In adjition to conmission, quantity discounts were 14 vend : ... at 
'].-K 30/it :or -L-tif .15) mt, and TK 40/at for lifting ' ,mt. 

Table '.4. 	 Fertilizer Dealer Discount (Commission) From Official Petail 
Fertilizer Price in Bangladesh During April 1983 

PICcPDP Price Discouna T iC D:iscounth 
Official Retail d' of . 

Fertilizer Price TX/mt Retail Price Tie' Resai. Price 
(TK/mt) 

Urea 	 3,970 275 6.9 
 160 4.0
 
GTSP 3,750 275 7.3 160 
 4.3
 
PTSP 2,950 275 9.3 160 
 5.4
 
DAP 3,970 275 6.9 160 4.0
 
MOP 	 2,950 275 9.3 160 5.4
 

a. In addition, quantity discount was 
allowed at TK 30/mt if the quantity

lifted at a time was at least 15 mt; 
and at TK 40/mt if the quantity lifted
 
was at ].east 25 mt. Minimum quantity which a dealer must lift was 3.0 mt,
 
except in Barisal, Faridpur, Patuakhali, and Khulna districts where the
 
minimum requirement was 1.0 mt.
 
b. No such 	quantity discounts were allowed. Minimum qua:itity which a
 
dealer muss- lif was 0.75 mt. 

Effective- July 1, 1982. 
d. Effective December 7, 1981.
 

c 
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Table 4.3. Percentage of Farmers Using Different Modes of Fertilizer
 
Transportation in Bangladesh
 

Month/Year
 
Mode of 1981 1982
 

Transnorta-ion December January February March April May June July
 

Cart/tomtom 5.1 7.9 
 8.8 6.3 9.1 9.3 9.9 7.4
 
Head/kuli/laborer 81.6 75.5 72.7 78.1 73.8 68.5 68.2 66.9
 
Rickshaw 6.6 11.0 12.0 
 8.2 9.0 7.8 7.0 8.2
 
Boat/l unch 4.4 
 2.6 3.2 2.6 2.5 5.8 6.0 12.3
 
Bus/motore 1.5 0.8 0.1 
 1.4 3.3 5.2 7.9 4.5
 
Bicycle 0.8 2.2 3.2 3.4 2.3 
 3.4 1.0 0.7
 

Tn..al 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
 

No. of farmers
 
surveyed 473 607 
 697 697 569 463 302 269
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Table 4.6. Distribution of Loose or Babged Fertilizer Sales in Bangladesh 

Urea TSPG MOP 
Month/Year naoged Loose Tocal a ed Loose Total Baged Loose Total 

-,0. . . . . . . . . . . . . . . 

1981 
December 13.0 87.0 100.0 5.4 94.6 100.0 1.1 98.9 i00.0 

1982 
January 20.9 79.1 100.0 6.4 03.6 100.0 2.2 97.8 100.0 
February 34.4 65.6 100.0 13.0 87.0 100.0 2.7 97.3 100.0 
March 25.6 74.4 100.0 6.7 93.3 100.0 2.0 98.0 !00.0 
April 20.4 100.0 92.3 100.0 1 i00.0
79.6 7.7 100.0 
May 20.2 79.8 100.0 6.8 93.2 100.0 - 100.0 100.0 
June 21.4 78.6 100.0 2.9 97.1 100.0 - 100.0 100.0 
July 22.7 77.3 100.0 12.5 87.5 100.0 - 100.0 100.0 
August 22.7 77.3 100.0 17.2 82.8 100.0 - 100.0 100.0 
September 25.1 74.9 100.0 5.9 94.1 100.0 - 100.0 100.0 
October 30.8 69.2 100.0 11.8 88.2 100.0 - 100.0 100.0 
November 12.3 87.7 100.0 6.5 93.5 100.0 - 100.0 100.0 
December 15.2 84.8 100.0 21.6 78.4 100.0 1.4 98.6 100.0
 

1983
 
January 18.0 82.0 100.0 16.4 83.6 100.0 3.1 96.9 100.0
 
February 22.2 77.8 100.0 10.5 89.5 100.0 - 100.0 100.0
 
March 28.7 71.3 100.0 2.3 97.7 100.0 - 100.0 100.0
 
April 22.7 77.3 100.0 12.4 87.6 100.0 - 100.0 100.0
 
May 19.5 80.5 100.0 6.6 93.4 100.0 - i00.0 100.0
 
June 18.7 81.3 100.0 7.2 92.8 100.0 - 100.0 100.0
 
July 20.8 79.2 100.0 16.8 83.2 100.0 2.1 97.9 100.0
 

a. None of the quantity was bought in bags.
 



Table 4.7. Sources of Fertilizer Information to Farmers in Bangladesh
 

llonthz/Year
 

Source of 
 1981 
 1982 Honth/Yr
Fertilizer Information Dec. Jan. Feb. -1983
arch April Ha June July August SepL. Oct. Nov. Dec. Jan. Feb. Narc f.A Ma June Julv
Information not. 
 . . .
 . . . . . . . . .
 . . . . . .
 - --" --- _ ---- --- -_ _- ---  _ - _- 
available 72.3 74.2 81.9 83.2 
 63.7 62.1 74.8 76.2 77.4 82.1 85.5
TAOa 18.8 

82.9 82.9 81.9 86.3 88.8 83.5 85.9 87.1 88.8
19.9 16.7 13.1 13.5 15.1 12.0 7.0 
 3.6 2.8 2.1 2.8 
 4.3 7.6 5.4 2.9
Dealer 3.3 3.8 3.1 1.4
4.1 5.7 1b4 3.7 22.4 21.3 11.2 14.0 15.4 11.6 11.8 14.0 12.2 10.5
Radio/newspaper 0.2 0.2 
7.9 7.9 10.6 8.0 8.8 7.9
 - 0.2 - 0.9 1.4 1.8 - 0.3 -  -leighbor - - - - - 0.2 -  - - - - - - - - - - - 0.4 0.8 0.6 0.8Ideal farmer 1.4
4.0 - -  - 1.5 1.1 1.4 1.8 3.5 0.3 
 0.3 0.6 - 0.4School teacher 0.4 - - -

- 1.8 1.7 1.2 0.50.2 - -  - - - - - - - - - - - -

Total 100.0 100.0 100.0 100.0 
100.0 100.0 100.0 !00.0 100.0 100.0 100.0 
100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
 
No. of farmers
surveyed 469 612 697 
 696 570 465 349 358 279 319 
 339 392 351 437 
 467 518 491 477 
 510 429
 
a. Or other extension agency in the agricultural department.
 
b. No information was available.
 



Table 4.8. PriOcial FN---

Fertilizer Marketing Constraint 


Demand estimation 


Supply availability 


Procurement costs 


Storage infrastructure and 

costs 


Transport infrastructure and 

costs 


Warehouse management/loss 

prevention 


Inventory control 


Marketing costs and points 


Management information system 


Fertilizer market information 


Market research/planning 


Sales promotion 


Dealer incentives 


Dealer credit 


Agronomic database 


Fertilizer policy development 


Personnel development 


Narketing Constraints and Remedial Actions Taken Under 

Remedial Actions 


* 	 Trained personue! 

Improved forecasting techniques


* 	 Upgraded data base 

* 	 Trained personnel 
* 	 Improved procurement procedures for domestic and 

import purchases

Improved lifting procedures at local plants
 

* Reduced cost of impo-ts by ex-anding imports in 
bulk form with in-coutry bagZing
 

* 	Reduced number of intermediate warehouses 
* 	 Formulated national warehousing plan 


Conscructed nt.eded warehouses
 
* 	 Idencified costs by mode 
* 	 Negotiated new movement contracts 
* 	 Developed/implecented least-cost transport system
 

* 	Prepared warehouse management manual 
* 	 Trained personnel 
* 	 Instituted improved storage/handling procedures 

* 	Developed central inventor; control and 

accounting system


* 	Trained personnel 
* 	 Instituted inventory control system 

Estimated cost and cost ccmpenents 


* 	 Consolidated ?,C detler saje: points from 

400 TSCs to IOU KJPs
 
* 	 Established oathi? 1AC fertiLzer newsletter to 

monitor supply and sales performance
* Instituted fertilizer monizor:ng system: monthly
 

survey of farm-level prices, credit, ana
 
information sources
 

* 	Commissioned I--DC/BA.RC to conduct cemoreheasive 

multi-year farm level sur;eys of agrrcultura!1 
production, fertilizer use, 
and ecuity
 

* 	 Developed prototype for annual rke.in plan 

* Organized BADC dealer developrent and ti 

unit
 
• 	Instituted countr-'rwide leal-r p::iningprograms
* 	 Organized fertilizer demonstrations and farmers'
 
meeting
 

* 	 Prepared/distributed sales promotion literature 
and sales aids 

* Eliminated cumbersome licensing requirements

* 	 Eliminated market territoar restrictions 

* 	 Dercgulated retail price of fertilizer 

-	 Eliminated preferential reatoent of cooperatives
* Developed it-kind dealer credit program requiriing 


bank guar-atets 

Proposed establishing BADC credit unit
 

* 	 Organized/conducted fertilizer use efficiency 

experiment- to 
improve fertilizer recommeniations 


* 	Organized 1-DC/Bangiadean counterpart study of 
policy options for deveiopment of fertilizer
 
sector
 

- Evaluated fertilizer price deregulation
 
Arranged for participation of BADC management/ 

markering personnel tn variety of tLian:tng
 
programs and study tours
 

ITM S in Bangiadesh 

Status
 

Continuing process
 

Implemented, continuing
 
assessment
 

Implemented
 

Implemented, under
 
continuing review
 

Implemented, under
 
continued review
 

Implemented in part,
 
under review
 

Imph..±tted, studying
 
coznuterization of
 
systeal
 

-folemroted,conrinucd
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IOpleTD
e.ed, continuing
 

Completed
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fur rc:savatson
 

Corie:m 

Continuing
 

http:I--DC/BA.RC


1,400-

Sales, 1,000 mt
1,2004 

1841/85 1985 186 
-. Urea 832 795
 
,~TP 34-i 297
 

1,000 M 60MP 69 
C" Others 13 4 

': 800" 

-

GO0
 

400 

1- 200
 

G8/6i9 70/71 75176 80/81 85186 
Ferilizer Year 

Figure 4.1. Evolution of Fertilizer Sales in Bangladesh. 
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CHAPTER 5
 

IMPROVING THE EFFICIENCY OF FERTILIZER
 

MARKETING SYSTEMS
 

The efficiency of a fertilizer marketing system can be measured by the
 

level of performance and cost effectiveness in making the right fertilizer
 

available to 
farmers when and where it is needed and in generating an increased
 

demand for fertilizer by providing the promotional and educational services
 

required to maximize farmers' profits 
from its use. As noted in the preceding 

chapters, the countr-specific nature of fertilizer marketing systems makes it 
difficult to offer a single prescription vhich will apply to improving fertil
izer ma,-keti-g systems in all developing countries passing through different 

stages of fertilize use develooment. To make meaningful system improvement 

recomendations for a given country it will require an assessment, of the supply
and demand-related constraints which serve as impedLnents to the cost-effective
 

operation of the fertilizer marketing system in that country. Strategies and
 
programs for ameliorating these constraints can then be developed.
 

It may not be possible to o.ffer a set of uniform suggestions for
 

improving the efficiency of fertilizer marketing systems in all, or even most,
 
developing countries by drawing on information as to how marketing systems are
 
organized -nd operated in a number of these countries. However, it is possible
 

to delineate those marketing-related constraints which generally interfere with
 
the effective performance of fertilizer marketing systems, 
to assign relative
 

orders of importance to specific problems, and 
to suggest possible remedial
 

actions. This chapter attempts to 
identify and offer approaches for overcoming
 
some of the more pressing operational and government policy constraints to
 

fertilizer marketing system based on the experiences of develoDing countries.1
 

I. See Appendix I for listing of selected IFDC fertilizer marketing-related
 
studies.
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Fertilizer Marketing Ooerations and Costs
 

The effectiveness of a fertilizer marketing system is dependent on
 
several factors: (!) stimulation of farmer demand for fertilizer, (2) timely
 
and accurate assessment of projected demand for fertilizer, (3) provision of
 
cost-effective fertilizer supply to meet projected demand, (4) development of
 
cost-effective delivery systems to make fertilizers available at the right time
 
and place, and very importantly, (5) the estnblishment of government policies
 
and programs which are conducive to ensuring profitability of fertilizer use by
 
farmers. The efficiency of the fertilizer marketing system will rest on how
 
effectively these functions and policies 
are designed, implemented and integrated
 
into a coordinated national marketing effort.
 

Stimulation of Fertilizer Demand
 

Government policy and fertilizer promotion programs should focus on
 
improving the profitability of fertilizer use and on motivating and assisting
 
farmers in making more efficient and profitable use of fertilizer. In most
 
developing countries there is 
a need to organize and/or strengthen programs to
 
generate, evaluate, codify, and disseminate crop response and fertilizer use
 
information that is more responsive to farmer needs. The national agricultural
 
research institutions, national extension service, and public and private sector
 
marketing organizations have roles 
to play in stimulating demand for fertilizer.
 
The types of programs which are needed and contributions of those organizations
 
will apend largely on the stage of fertilizer use development in a given country. 

The lack of an adequate agronomic database is often a major impediment
 
to the expanded and more 
efficient use of fertilizer. Site-specific crop response
 
data are needed to provide a basis for formulating fertilizer recommendations
 
better attuned to localized soil characzeristics, crop production conditions,
 
and management practices. 
 The generation of such data usually requires establishing
 
and/or strengthening national coordinated soil fertility and fertilizer use
 
programs involving appropriate government agricultural research institutes.
 
Also, expanded experiment station and farm-level research programs are often
 
required to determine nutrient needs and crop response functions for major 
crops under acteal field conditions. These actions are especially important
 
in the introductory stages of fertilizer use. 
 To support increasing fertilizer
 
usage, there is 
a need for refining economic optimum levels of fertilizer use
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based on crop responsive tests, practical farm management conditions, realistic
 
cost/benefit relationships, and realistic farmer risk and socioeconomic
 

condit.ions.
 

Technology transfer is a central issue in developing farmer knowledge
 

on efficient and profitable use of fertilizer as a means of stimulating demand.
 

The national extension service provides the crucial link between fertilizer
 

research and farmer use, particularly by the masses of small-scale farmers, at
 
all stages of fertilizer use development. in most, if not all, developing
 

countries there is an urgent need to expand and/or strengthen national extension
 

service programs in terms of organization, facilities, and staff capabilities.
 

As fertilizer usage increases, fertilizer marketing organizations, both public
 

and private, can and should assume more prominent roles in promoting fertilizer
 

use through enhanced market development programs. Fertilizer dealers, wholesalers,
 

and retailers are uniquely positioned to influence farmers in their fertilizer
 

use practices, but often lack the technical and sales promotion skills 
to reach
 
and advise farmers on the proper and more profitable use of fertilizer. The
 

institution of fertilizer dealer development and training programs are strongly
 

encouraged to prepare dealers for assuming greater responsibilities in prcmoting
 

expanded fertilizer use.
 

Fertilizer Demand Projections
 

Accurate and timely fertilizer demand and annual sales forecasts 
are
 
essential in ensuring timely availability at the farm level and to avoid excessive
 

and costly inventory accumulations. Long-term (about 5-year) demand projections
 

are reauired by government agencies and the private sector to develop long-term
 

supply strategies, involving expansion of local production capabilities and/or
 

procurement planning.
 

The reliability of annual sales forecasts is affected by the nature of
 
the forecasting process and the training and experience of those involved in
 

their preparations. The most reliable forecasts are generally those built from
 

inrormation provided by sales personnel familiar with pat usage patterns and
 

conjditions affecting future use in local market areas. 
 In many developing 

countries, public and private marketing organizations lack the information base 

and organizational apparatus to plan, organize, and implement such a sales 

forecasting system and to perform the needed sales monitoring function. Sales
 

forecasting and monitoring can be improved by organizing and institutionalizing
 

a formal market research and planning activity in the fertilizer marketing system.
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The preparation of long-term demand projections generally involves
 
forecasting the future behavior of 
a number of economic variables and their
 
effect on fertilizer demand. 
 In many countries, the required historical use
 
data are unavailable and forecasters lack the technical experzise and equipment
 
needed to employ necessary analytical methods. Programs are needed to establish
 
the fertilizer database, to provide necessary equipment, and to 
train persoanel
 

in the application of forecasting techniques.
 

Fertilizer SUDDlV
 

From a national perspective, fertilizer supply improvement programs
 
should be directed at increasing local production capability (provided the
 
country has comparative economic advantage), lowering the cost of domestic
 
production, and improving fertilizer import programs. 
From the fertilizer
 
marketing organization's viep-ooint, the 
focus should be on developing timely,
 
reliable, and cost-efficient supplies of fertilizer products needed to meet
 
sales forecasts and safety stock requirements. Basically this involves proper
 
planning of supply needs, determining the most cost-effective sources of supply
 
(domestic and/or import), 
and organizina and instituting efficient procurement
 

programs and procedures.
 

Supply planning begins with the preparation of realistic sales fore
casts. Suggestions for improving this process 
were covered in the preceding
 

section. A properly organized market research and planning function will also
 
provide needed information on indigenous and external supply sources, product
 

prices, and transport and handling costs 
to serve as a basis for determining
 

appropriate suppliers of individual fertilizers needed at various sales locations.
 

The supply planning function also determines quantities to be made available
 

through bilateral trade agreements, those 
to be supplied by donor organizations,
 

and those which must be purchased from commercial sources.
 

In many countries the organization and management of the procurement
 
function should be strengthened and supported by training of supply and purchas

ing managers and staff in 
regard to product types and properties, sources,
 

prices, transport and handling techniques and costs, delivery lead times,
 

shipping and receiving facilities. The need to 
train import procurement personnel
 

in all aspects of international market operation is 
of particular importance;
 

emphasis 
should be placed on praparing and evaluating international tenders,
 

awarding supply contracts, and monitoring performance. Timely placement of
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import orders is important because of the long lead times required 
to process
 
such purchases and to arrange for availability of foreign exchange.
 

Fertilizer Delivery Systems 

.An efficient fertilizer delivery system is the key to making fertilizer 
available to famne.rs ,,hen and where it is needed. The physical distribution
 
function is the predcminant comonerint of most government-controlled fertii
 
marxEtng ;Vstems. It is also 
 the cj tliest. Accordingly, improwement.: in the 

............ o .ctiiti.. involved in Dhvsican! distribution shouild -ank 

'h-i n e ia ! assis:..a.ce p-o,,r-. ':or iiprovin Zer markentig....:.. 


A n ca. ai.er ft. rirI i. i i plan should be formulated to deter
mine the num.111ber,. ,!..21Z...._ns n . of intermediate .nd local sales
 
outlets reauired to acco: 1dar.,2 2: 1t and projected sales volume, taking into
 
account seascr:ai sa!es Tvozsrns an'd restocking schedules. New ware,oinou
 
caacitv mv nave to . bu:l, to supuiement existing capacity. The per-fninance 
and adequacy of the distribution system should be monitored and adjusted 
.o
 

conform to ch:ln,- s in d m:25.
 

Programs should be :<'vised to determine transport and handling costs
 
:or each mode or combination cf modes of transuort available for deliv, rfz
 
fertilizer to intermediate and local sales outlets. 
 Based on this information,
 

a least-cost transport system should be developed and implemented. Transport
 
and handling costs should be monitored on a regular basis and changes made as
 
necessary, to ensure lowest ',,,Li.very costs throughout the warehousing networkL.
 

,
To reduce storage anu hnd i losses fertilizer warehouses should be
 
regularly inspected to a::eroain their suitability for fertilizer storage. A 
warehouse maintenance program st-.:essing preventive maintenance should be devel

oped. Standardized warehousing management practices should b" devised and 

instituted and management and staff training programs conducted 
to improve
 
operational efficiency and to reduce product losses and 
costs.
 

The stock control and accf.uunt'- system should be strengthened, or one
 
should be introduced if none exists, and personnel trained in its 
application as
 
par.:, of a general effort to improve the distribution iiformation system to
 
ensure adequacy of supplies throughout the distribution system.
 

http:famne.rs
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Profitabilitv of Ferti'lizer Use
 

Farmers in the developing world and elsewhere use fer--:lier for the 

economic gains which they hope co derive from its use. Increased' profl:abilit 

is the overriding Lssue in expanding fertilizer use. I*Re level of farmer orofit 

depends on many factors, the main being crop price_, fe: ifizer orices, croU 

response to :ertiJ'izer, and costs associated wirn. the urtc : j .......... Ohter
 

factors which influence fertili.:er Lse and p~o~itc, uilitv iclude farmer know].edge, 

risk, tenancy, credit, irrigation, and, very iimrrtantlv, fer-il:i-r availability. 

The degree of assurance of a market and satisfactory :a oket prices for his 

output are also important considerations in the farmer's decision to use fertilizer. 

Actions for relaxing the use information and farmer knowlel-e con

straints to market development were touched on earlier, as w.;ere those factors 

related to improving availability and reducing farm-level costs through the 

development of more cos-e -'ective distribution sysL ims. hos of the other 

issues related to increasing the farmer's profitability of fer.til.ze: use such 

as pricing policy, subsidies, and credit availability, generaily fall within the 

purview of national fertilize: policy development and are discussed in the 

succeeding sec:ion. 

The following observations are made in respect to pricing policies and
 

practices as they impinge on the operation of the marketing sy-tem. Seasonal 

discounts can have a positive effect on improving availability and lowering 

distribution costs by encouraging off-season movement and reducing the burden on 

the trausnort system during the peak demand months. Volume discounts can lead 

to lower warehouse handling and transport costs by permit.i--ig -a:ger unit
 

shipment. They are also an important factor in further.ing th development of
 

wholesalers.
 

Fixed marketing margins should be reviewed regularly to ensure that
 

they are high enough to provide sufficient incentivwe for- 'hi' : ers and retail

ers to conduct needed sales promotion and farmer services programs. host fertil

izer dealers are in need of credit to finance stocks and to invest in storage
 

facilities and transport equipment. Access of fertilizer marketing organizations
 

to institutional credit for these purposes is essential as a means of lowering
 

operating costs and promoting improved availability.
 

http:fer.til.ze
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Fertilizer larketing Organization and Policy
 

Minimum Government intervention 

Government intervention '. the fertilizer marketing systems 
in most
 
deve 1c.. ng countrie-s, especially 4- Africa, is widespread. It varies from
 

complete ownership, operation, and control to partial controls only. In the 
initial stages of fertil.ier introduction and fertilizer use development govern
ment can play a positive :ole. As the fertilizer use increases and market
 
expands government should serve as 
a regulator and limit its activities to
 
providing incentives and services needed 
co improve the efficiency of fertilizer 
marketing systems, Governments should not be in the business of actually selling 
fertil.... whicb can be performed relativey more efficiently by the coopera
tives and/or the private sector. Manv countries, e.g., Bangladesh, are in the
 
process of privz!tizing the fertilizer marketing system with favorable economic
 

impli:ations.
 

Comoetition in the Fertilizer Market
 

The goal of minimum government intervention is not to replace public
 
monopoly with private monopoly in fertilizer marketing. Rather there is a need
 
to increase competition at both wholesale and retail levels. 
 This can be accom
plished through increasing the number of marketing channels as 
well as the sales 
points. There should be no restrictions on entry or exit for fertilizer dis
tributors, wholesalers, and retailers. Government regulations and regular 
monitoring ef tle marketing system should discourage collusion, hoarding, and 
price-fixing in order to protect the interests of the farming community, and the 
interest of the nation in general.
 

The role of governmuent in retail trade needs to be reduced and limited
 
to monitoring and regulating fertilizer availability, price, and quality. 
A
 
multichannel approach to fertilizer marketing should be encouraged to increase
 
competition, Private fertilizer dealers 
should be allowed not only to sell
 
fertilizer but also to provide necessary services and transfer techinical knowl
edge to former-. The cooperative sector should be encouraged to participate in
 
fertilizer marketing but not at the cost of the private sector.
 

The optimum mix of government and private participation is largely
 
determined by the state of affairs in the particular country and by the degree
 
of maturity of the agricultural sector as a whole, specifically the fertilizer
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and transport sectors. In many cases the systems in use are quite dynamic and
 

are constantly undergoing an evolutionary process. Therefore, at any given
 

i.oint in time, a system that works well in Bangladesh, for example, may not be
 

appropriate for Cameroon or Brazil. 
 For this reason, the transfer of fertilizer
 

marketing and distribution concepts, methods, and technology should be under

taken with considerable care and caution and only after a thorough study of the
 

short- and long-term site-specific conditions.
 

Marketing System Coordination
 

Lack of coordination among different marketing organizations, between
 

fertilizer marketing organizations and the government agencies, among different
 

ministries of the government is a serious constraint for efficient operation of
 

fertilizer marketing system. This leads to delay in decisionmaking, conflict of
 

interest, overlaDs in responsibility, and lack of knowledge about market develop

ment and government policy. Effective coordination across different concerned
 

agencier can improve the operational efficiency of the fertilizer marketing
 

system and reduce fertilizer marketing costs.
 

Fertilizer Dealer--A Crucial Link
 

Irrespective of the nature and organization of fertilizer marketing
 

system, the fertiliz2r retailer serves as an important link between the marketing
 

system and the farmer. The fertilizer retailers should provide appropriate
 

serices to the farmer, including technical advice related to efficient fertilizer
 

use. Of course, fertilizer retailers would not and cannot replace the agricul

tural extension service. Rather both should work in close collaboration with
 

each other. The fertilizer retailer should be more than a stockist. However,
 

the fertilizer retailer would not be in a position to provide needed services to
 

the farmer unless he is fully trained and provided with appropriate incentives.
 

,'ercilizer Quality Control
 

Most developing countries either do not have a fertilizer quality control
 

law or it is not adequately enforced. There is evidence of fertilizer adultera

tion and underweighment but its occurrence varies from one 
country to another.
 

There is a need for appropriate fertilizer quality control law and its adequate
 

enforcement, irrespective of the nature and organization of fertilizer marketing
 

system. Farmers generally perceive tfhat the private sector, since it is inter

ested mainly in profit motive, will do anything to make money, especially when
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there is a scarcity of fertilizer. Fertilizer quality control law can 
remove
 
some of these apprehensions about the private sector and protect the incerests
 

of the farmers.
 

Agronomic Fertilizer Research
 

Appropriate fertilizer research is an 
extremely important component of
 
fertilizer sector development. This research should lead to development of
 
crop- and soil-specific recommendations related to selected fertilizer types,
 
fertilizer rates, and fertilizer management under varied agro-climatic conditions.
 
Due to relatively small fertilizer market and potential spillover effects, 
the
 
private fertilizer sector is not interested in making large investment in agro
nomic fertilizer research. As a result, government must take the lead and
 
allocate needed resources to 
carry out both basic and applied fertilizer research
 
designed to generate needed information for efficient operation of the fertilizer
 

marketing system.
 

Fertilizer Information System
 

Appropriate information is essential to 
design and operate effective
 
fertilizer marketing systems and fertilizer policies. 
Yet most developing
 

countries do not have the very basic data needed to address these questions.
 

Lack of appropriate information can result in policies which are ineffective or
 
counterproductive in achieving the desired policy goals. 
 The appropriate set of
 
data must be reliable, complete, consistent, and timely. The policy information
 

generated from sound economic analysis performed on poor quality data can be
 
very deceptive and misleading. As 
a result, there is a need to establish a
 

national fertilizer information system which should collect, analyze, and publish
 
all the needed information on the fertilizer sector, including international
 

fertilizer market trends. 
 Such a system would also provide necessary data for
 
fertilizer marketing research and planning. 
The developments in computer
 

technology and easy availability of personal computers has greatly facilitated
 

the organization and management of fertilizer information systems.
 

Monitoring and Evaluation Systems
 

The national fertilizer monitoring and evaluation system should be
 
linked with the national fertilizer information system. This system should be
 
designed to monitor fertilizer price, availability, and quality at the national
 



70
 

level, and evaluate various government programs and policies with respect to
 
their performance and implications. Fertilizer monitoring and evaluation systems
 
would diminish the alleged fear that the private sector might take undue advan
tage of farmers. 
 It would provide "early warning signals" to the policvmakers
 

of any impending fertilizer crisis so that an appropriate and timely corrective
 

action might be taken.
 

Provision of Fertilizer Credit
 

Fertilizer credit has been recognized as 
one of the important con
straints to expanded fertilizer use by farmers (production credit) and to
 
expanded participation in fertilizer marketing by the private sector (distribu
tion credit). There is thus 
a need to expand fertilizer credit availability and
 
increase access 
of small farmers and dealers to this credit. Fertilizer credit
 
must be made available at commercial rate of interest but with less bureaucratic
 
red tape. The underlying logic for such a credit policy is to facilitate expan
sion in fertilizer use and trade rather than 
to provide subsidies to the rich
 
and well-to-do. The historical experience with subsidized credit schemes has
 
not been very good. 
There have been credit defaults and poor repayment records.
 
The fertilizer credit system needs 
to be linked with the proper monitoring
 

system.
 

Fertilizer Price Policy 

Appropriate fertilizer price policy is crucial for fertilizer sector 

development at all levels, including fertilizer production, procurement, market
ing, and use. Producers must be given incentives to invest in fertilizer plants
 
and operate them efficiently. Fertilizer dealers must be allowed reasonable
 
margins to 
cover their costs and provide services to the farmers. The fertilizer
 
price paid by farmers must be closely linked with crop prices received by them,
 
and value/cost ratios of fertilizer use for different crops. A farmer will not
 
use fertilizer unless it is profitable for him to 
use it. However, dual price
 

schemes should be terminated.
 

Fertilizer Subsidy Policv
 

Every effort must be made to reduce fertilizer subsidies. However,
 

there is a need for a more systematic approach to first quantify the cost of
 
different subsidy components, determine their effectiveness, and establish
 

I, 
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priorities. For example, subsidizing a particular fertilizer or nutr:.ent may
 

improve fertilizer use balance and hence fertilizer productivity. Subsidiz.ng
 

transportation in remote areas may keep prices low and encourage farmers in
 

those areas to make use of it. Fertilizer subsidy schemes need to be admin

istered more efficiently. Subsidizing high cost or inefficient fertilizer
 

production, procurement, and marketing systems should not be confused with
 

fertilizer subsidies to the farmer.
 

Needed Policy Research
 

There is a need for more in-depth analysis for one or two countries
 

with broad experience in different aspects of the fertilizer sector and should
 

focus on developing a model approach to fertilizer marketing, pricing, and
 

subsidies. The study should be analytical, policy oriented, and result in
 

specific oolicy recommendations for -hose countries which are still in the early
 

stages of fertilizer sector development. Since the fertilizer sector provides a
 

vital link between the agricultural and industrial sectors, the study should be
 

comprehensive to enable an understanding of the various linkages and analyze the
 

implications of different macroeconomic policies on the fertilizer sector.
 

Research and Technical Assistance Strategies
 

In the preceding chapters, tha importance of the fertilizer sector in
 

the economic development of low income countries has been analyzed. The role of
 

marketing in fertilizer sector development was described and individual com

ponents of the fertilizer marketing zyszem were examined. The importance of
 

organizing and operating the fertilizer marketing system into an integrated and
 

coordinated national marketing effort was stressed. Salient features of the
 

fertilizer marketing systems in seven developing countries were compared. 
Detailed infomation was presented on the evolution of the fertilizer marketing 

system in Bariglades_. The varied and pervasive role of govern-m...t in fertilizer 

marketing in most devi. :1 countries was highli2 td. B:;e'j on this informa

tion principal constraints t:o fertilizer marketing improvements h.ave been Liden

tified and alternative aT:rcaheL i;r overcoming them have been presented. This 

section briefl, summarizes selected policv: issues and suggests research and 

technical assist.ance strategies for consideration of various national and inter

national organizations. 

http:Subsidiz.ng
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National Fertilizer Policy
 

Issue
 

The need for clearly defined and coordinated national fertilizer
 

supply, marketing, and use policies linked to and supportive of naticnal
 

agricultural development objectives and programs. Identification and
 

prioritization of specific research and technical assistance programs for
 
the development of fertilizer marketing systems in designated target
 

countries.
 

Strategies
 

1. 	Employ rapid reconnaissance study format to select target countries
 

for in-depth policy studies and to provide an overview of the fertil

izer sector, especially fertilizer marketing system and policies, in a
 

particular selected country.
 

2. 	Organize and conduct national level, comprehensive study to identify
 
and assess fertilizer policy, sup -related
er~___ poicy suply, marketing, and use-eae
 

constraints to fertilizer sector development consistent with national
 

agricultural development policies and programs. 
 Develop recommenda

tions for national oolicies and action programs for amelioration of
 

key impediments to fertilizer sector development, emphasizing marketing
 

system improvements.
 

Fertilizer Use
 

Issue
 

Lack of knowledge on the part of farmers, dealers, and policymakers on
 
proper fertilizer management practices and potential economic benefits
 

associated with fertilizer use. Deficiencies in agronomic research capa

bilities and agronomic database. Weakness in communicating information and
 

providing technical assistance to farmers.
 

Strategies
 

1. Determine agronomic and economic research capabilities of agricultural
 

research institutes. Provide technical assistance in establishing or
 

upgrading facilities and programs. Establish training programs to
 

strengthen staff capabilities.
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2. 	Evaluate e: isting agronomic database. Provide technical assistance in
 
developing research programs 
to generate information responsive to
 

farmer needs.
 

3. Assess organization and performance of national extension service.
 
Determine farmer technical assistance needs and information sources.
 

Provide technical assistance and training to strengthen extension
 

system and programs to improve services to farmers.
 

4. 	Employ fertilizer dealers to 
supplement technical assistance efforts
 
of extension service. 
 Provide technical assistance in formulating and
 
implementing fertilizer dealer development and training programs to
 
enable dealers to provide farmers with appropriate fertilizer use
 
information. 
 Train dealers in fertilizer market development and
 

business management.
 

5. Organize fertilizer policy workshops, identify relevant fertilizer
 
policy issues, conduct sound fertilizer policy studies, and communi

cate the potential economic consequences of various decisions to
 

policymakers.
 

Fertilizer Supplv 

Issue 

Lack of cost-efficient, timely, and adequate supplies of proper fer

tilizers at locations conveniently accessible to farmers.
 

Strategies
 

1. Provide technical assistance in developing historical database and
 
suitable methods for making short and longer term demand projections
 

by product, by location and by season.
 

2. 	Make technical assistance available, as 
needed, for improving fertil

izer procurement planning, purchasing, and monitoring.
 
3. 	Provide assistance in developing cost-effective fertilizer warehousing
 

network and least-cost transport and handling system by taking into
 
account existing and anticipated market demand and currently available
 

and 	improved road, rail, and water transport capabilities.
 

4. 	Develop and implement technical assistance programs for improving
 
warehouse management, stock control, and cost accounting systems.
 

Develop and implement personnel training programs as needed.
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Prices and Subsidies
 

Issue
 

Lack of needed economic incentives for fertilizer use by farmers and
 
provision of these incentives at minimum cost to the government.
 

Strategies
 

1. Design and conduct farm-level survey of fertilizer use and agricultural
 
production. 
 Determine price and value/cost relationships and the
 

economics of fertilizer use by farm size groups and for major crops.
 

2. Carry out research to assess the cost and effectiveness of existing
 
subsidy programs and subsidy components. Determine priorities for
 

reducing subsidy based on opportunities for lowering farm-level cost
 
through more 
efficient fertilizer production, procurement, and mar

keting system operation, improved subsidy program administration, and
 
increased fertilizer productivity. Provide technical assistance, as
 
needed, to implement subsidy reduction schemes which do 
not create a
 
substantial economic burden on the treasury and do not unduly impair
 

farmer incentives to use fertilizer.
 

3. Study current pricing policy and practices to determine level of
 

dealer costs and margins. Provide assistance in developing government
 

pricing policies and strategies which assure adequate incentives for
 
dealers to engage in market development activities.
 

Fertilizer Finance
 

Issue
 

Amelioration of dealer distribution and farmer production credit
 

constraints to expanded fertilizer use.
 

Strategies
 

1. 	Determine credit needs, sources, and costs of dealer distribution and
 
farmer production credit. Provide technical assistance in developing
 

credit delivery schemes which provide convenient access to inszitu

tional credit at reasonable interest rates.
 

2. 	Provide assistance in developing programs to inform farmers 
on the
 

nature and availability of credit, to assist farmers 
in determining
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credit needs, filing loan applications, and monitoring loan repayments 

to minimize defaults.
 

Fertilizer Information System
 

Issue
 

The need for reliable, timely, and consistent fertilizer market infor
mation tc 
enable government policymakers and fertilizer-sector adminis
trators to make better decisions in long-range planning and day-to-day
 

operation of the fertilizer sector.
 

Strategies
 

1. 
Provide technical assistance in developing, systematically maintaining,
 
and reporting information on volume and value of 
local fertilizer
 

production, imports, sales, and inventories by product, by location,
 
by month. Publish and disseminate pertinent information in the form
 
of monthly and annual fertilizer situation reports.
 

2. 
Provide assistance in developing a national fertilizer monitoring and
 
evaluation system designed to systemati.cally gather, codify, and
 
evaluate changes in farm-level fertilizer and crop prices, availabil

ity, and quality.
 

3. 
Conduct studies which evaluate the potential economic consequences of
 
alternative policy options and devilop guidelines for formulaLing
 

appropriate fertilizer policies and generating needed information.
 

Fertilizer Oualitv Control
 

Issue
 

To assure that farmers receive fertilizer products with prescribed
 

quality.
 

Strategies
 

1. Conduct investigation of farm-level fertilizer sales practices in
 

respect to possible product adulteration and weight discrepancies.
 
2. Provide technical assistance in developing consumer protection-oriented
 

fertilizer control laws, establishing fertilizer sampling and testing
 
organization and facilities, and preparing necessary legislation and
 

enforcement agencies.
 

'U 
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Program Implementation
 

Issue
 

The need to develop approaches for facilitating the implementation of
 
fertilizer sector development programs.
 

Strategies
 

1. 	Conduct in-depth fertilizer sector study, alluded to earlier, to
 
identify and assess problem areas 
and to recommend specific action
 
programs for overcoming impediments to fertilizer sector development.
 

2. 
Obtain government commitment to affect recommended changes and to
 
provide, to the degree possible, technical and financial support.
 

3. 	Determine and arrange for necessary incentives and engage experienced
 
multi-national (or local) fertilizer organization to 
work with the
 
government and interested donor agencies in developing and implementing
 

agreed upon fertilizer market improvement programs.
 

To summarize, fertilizer marketing research and technical assistance
 
activities need to be directed at 
(I) fertilizer policy studies and policy
 
reforms, (2) 
accurate fertilizer demand forecasting, (3) creation of needed
 
fertilizer infrastructure which requires large capital investments, (4) fertil
izer finance for farmers and dealers, (5) education and training of farmers,
 
dealers and policymakers, and (6) development of fertilizer information systems.
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1. 	West Africa Fertilizer Study (Volumes I-VII)
 

Volume I Regional Overview, 1977
 

Volume II Senegal, 1977
 

Volume III Mali, 976
 

Volume IV Upper Volta, 
1977
 

Volume V Niger, 1978
 

Volume VI Chad, 1977
 

Volume VII Mauritania, 1978
 
2. 
Economic and Technical Aspects of Fertilizer Production and Use in West
 

Africa, 1977.
 
3. 	Bolivia Fertilizer Situation and Recommendations, 1979.
 
4. 	Mexico: The Fertilizer industry, 1979.
 
5. 
Thailand Strategy for Fertilizer Development--A Prefeasibility Study, 1980.
 
6. 	Nigeria: Fertilizer Marketing Study, 1981.
 
7. 	Economic Evaluation of Fertilizer Supply Strategies !;:" the ASEAN Region:
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1. 	All the fertilizer marketing-related studies for Bangladesh 
are 	listed
 
as part of the references.
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BREFACE 

Nowhere in the literature of agricultural marketing does
 
there exist a synthesis of the features of the wholesale-retail
 
food distribution system as they evolve in developing
 
economies. The recognition of this lacuna prompted the
 
initiation of this paper. Having plunged into some of the
 
relevant literature and having reviewed the last twenty years of 
endeavor in this sphere of enquiry has only heightened the
 
author's awareness of the need for a complete text on the
 
topic. This presentation is intended to serve as a basis of
 
discussion for the kind of research which 
should be initiated
 
now.
 

The exercise of having to put the observed features of the
 
wholesale/retail system into an evolutionary perspective has 
increased the author's recognition of how important this basic
 
understanding is to improving the interventions of marketing
 
practitioners. At the same time this study has reinforced the
 
impression that the most relevant literature on the topic 
remains the work which was written more than a decade ago and
 
which focuses solely on the countries of Latin America. The
 
Latin American Market Planning program at Michigan State
 
University, and the related research projects undertaken by
 
COBAL in Brazil and FIDEC in Mexico stand out as some of the few 
sources of relevant documentation today.
 

Most of the work on food marketing in Africa has focused
 
heavily on -rural or producer oriented issues. ThIs includes the
 
work done by William C. Jones, Carol Smith and William Skinner
 
at Stanford University as well as the more recent work at 
Michigan State University. 

The FAO, the IDB, and the IBRD have undertaken numerous 
public wholesale andretail market construction and-reform 
projects which has generatea a useful body of marketing
 
literature. Few of these projects however have attempted to be
 
master marketing plans for systemic change. One of the few
 
examples of such a plan outside of Latin America which comes to
 
mind is the case of Korea. Further documentation of that recent
 
major undertaking will be welcomed. In gene-al however, it is
 
high time for a reconsideration of market planning as a 
discipline to respond to the woes of development in the Third
 
World today.
 

The objective of this report is to help AID S&TARD to
 
develop a program of research and technical assistance 
activities in the area of urban wholesale/retail food
 
distribution systems in less developed countries. It is to
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provide the basis for critical discussion of key issues related
 
to the evolution of the markecing svstem and appropriate 
interventions to facilitate the development of that system. If 
this paper provides the necess;ry spark to ignite interest in 
the outstanding issues of wholesale-retail market interventions,
 
it will have been a success.
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THE URBAN WHOLESALE-4RETAII, FOOD DISTRIBUTION SYSTEM
 
IN BROADDR CONTEXT
 

To understand the functioning of the urban wholesale and
 
retail food marleting system in Third World cities it is imperative
 
that the system be seen in the context of the broader agricultural 
commodity marketing system of which it is a part.
 

A. The Agricultural Commodity Market System Defined
 

The market system for agricultural commodities consists of the
 
series of transactions and associated activities and facilities
 
which are responsible for moving agricultural products from the
 
producer to the consumer. The range of possible transactions which
 
may be required from farmgate to the consumer can be categorized
 
according to conventional functional steps depicted graphically
 
below.
 

BRODUCTI ON
 
+
 

ASSEMBLY
 
+
 

UROCESS ING
 
+
 

WHOLESALING
 
+
 

)RETAILING
 
+
 

CONSUMPTI ON
 

"+" = TRANSPORTATION and STORAGE 

Not all of the steps may be observable as discrete
 
transactions in a given commodity system. The same functions may
 
be performed without a high degree of specialization. In the
 
simplest instance the producer performs all of thf:ce functions and
 
sells directly to the consumer. The string of activities and
 
facilitie3 through which products must pass from producer to
 
consumer aries to ?uit the particular product, place and
 
complexity of the demand structure. The absence of discrete
 
institutions identifiable as "assemblers", "wholesalers" or as
 
"retailers" can be the case either 
for simple economies or in
 
sophisticated vertically integrated marketing systems in which the
 
differentiation is entirely internal.
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It is important to understand the terms used to describe the
 
distinct levels of exchange irrespective of the degree of
 
differentiation of 
those functions. The following basic definitions
 
will be useful throughout the discussion:
 

ASSEMBLY: Collection and accumulation of the commodity into units
 
of the most economical quantities, entailing
 
collection, sorting, grading, and storage. While
 
tzansportation is in fact a separate function,
 
assemblers eften perform this activity as well.
 

BROCESSING: Any 
activity which adds value to the commodity through
 
some physical transformation of the product. This
 
includes simple activities such as slaughtering,
 
cooling, cooking, drying or packaging.
 

WHOLESALING: Selling to intermediary merchants, but who not
do sell
 
principally to consumers. The intermediaries may be
 
retailers, industrial or i-stitutional users, or to
 
other wholesalers. 

)RETAILING: Selling to final consumers.
 

B. Economic Development Context
 

Economic development is essentially the process which results
 
in increased resource productivity. This is achieved through
 
increased specialization and the 
development of new technologies and
 
.institutions which permit greater 
returns to labor and capital
 
through increased efficiency. The evolution of the urban food
 
distribution system is best understood in this context.
 

In the early stages of development the most efficient marketing
 
processes are simple and direct. Production and demand ai:
 
relatively homogeneous with little regional specialization. Few
 
opportunities exist to coordinate production with profitable
more 

market opportunities.
 

As specialization proceeds, clusters of population form small
 
urban areas 
where off-farm service or producer enterprises,
 
government and administrative services, and financial and legal 
institutions concentrate. The demand of the urban population for 
agricultural products in turn creates a need for more highly 
specialized marketing service:. The 
products required are both for
 
diiect consumption and as inputs for an increased number o'
 
processing enterprises.
 

The other important new tendency in the structure of demand 
as 
development proceeds is the creation of export industries which in 
the initial stages are often handled through parallel specialized 
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marketing channels. Those exports tend to be unprocessed raw 
materials, produced in response to the demands of foreign entities,
 
which can be further processed for a protit in the importing
 
country. As the national economy evolves toward higher incomes,
 
increased urbanization, and improved marketing infrastructure,
 
those products may play a larger role in the local economy and 
value added processing may emerge for both local consumption and
 
for export. The implication is that the domestic marketing system
 
is improved as the export marketing system becomes more efficient
 
in a global market economy. 

Varying levels of productivity in the urban clusters result in 
varying levels of income and therefore differing demands for
 
agricultural commodities. As the process of specialization
 
continues, and as labor productivity and demand for food increases, 
the market system must become more complex as well. The most
 
notable shift in demand is away from starchy roots and direct 
consumption of grains to increased consumption of meat and indirect 
consumption of grains. Marketing channels must then evolve to
 
respond to different streams of varying volumes, types and
 
qualities of food products.
 

The two most dramatic changes in the behavior of urban 
dwellers as compared with their rural origins are the increased 
demands for convenience and for variety. 

The trend towards a more varied array of food products has 
several causes. The population which concentrates in urban areas 
is itself from varied regional backgrounds with demands for 
products which are not familiar to all of those areas which serve 
the urban demand for agricultural products. Furthermore there are 
changes in the demand for products as the population acquires a 
taste for foods with which they were previously unfamiliar. Hence,
 
the marketing system is expected to provide a wider assortment of
 
products as development proceeds.
 

The trend towards demand for greater convenience is the result 
of the higher value of the consumer's time and of the greater 
distance which urban consumers generally must travel on a regular 
basis to maintain supplies of food items. This latter 
characteristic is especially pronounced in those cultures where 
there is a strong demand for various perishable commodities. The 
premium which is placed on the consumer's time in purchasing 
foodstuffs is mitigated to some extent by delegation of buying 
duties to members of the household or household employees who have 
a relatively lower cost associated with their time. Even so, over
 
time the marketing system must respond to the desire for increased
 
retail stores to appear in urban residential areas and for mobile 
vendors or street fairs to replace the consumer's daily trip to
 
some central market plaza.
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FORCES OF CHANGE
 

The 	 progression towards increasing productivity passes through 
a different path in each economy, often faltering and falling
 
backwards. The host of problems associated with the development 
process are all too well known. Moreover the measures taken by
 
governments to alleviate these afflictions often generate new and
 
sometimes more pernicious problems. The purpose of this paper is:
 

1) 	 To track and explain the generalized evolutionary course
 
of events in the development of food marketing systems;
 

2) 	 To analyze the interventions governments and development 
institutions have undertaken to assist that process; and 

3) 	 To direct additional research into marketing issues and
 
design which will advance the development of the urban
 
food distribution s-stem.
 

As planners seek to foment development in their own societies
 
or in less developed economies they attempt to assist, they
 
typically seize upon efforts to increase efficiency in production
 
technologies. These same planners tend to give little or no
 
emphasis to labor productivity in the commercial sector. Attitudes
 
towards the commercial sector frequently are shaped by the 
misperception that merchants are parasitic elements rather than 
productive elements whose enhanced efficiency would benefit
 
consumers and producers.
 

A. Paradigm of Evolution of Food Marketing System
 

Table 1 is a graphic depiction of the evolutionary process of 
the marketing system. The table traces the chief characteristics 
associated with the process of change from the rural economies 
which spawn the incipient urban marketing system to the most 
advanced marketing systems found anywhere. Those characteristics
 
are divided into two categories. The first five are the predictive
 
variables which may be properly considered as the "Forces of 
Change". There are however a number of important secondary
 
characteristics which are associated with the progression but which 
evolve in response to the more fundamental predictive variables.
 

These two types of characteristics exhibit a complex
 
interaction which makes determining causality difficult at times.
 
Changes in the production system and in the marketing system are
 
highly interactive. Producers become more market-oriented as the
 
urban markets develop, but it is difficult to say that the change 
in the production system was the cause of the evolution of the
 
marketing system. )Rather the production system, product mix, and
 

- 6 -


Kelly Harrison Associates, Inc. 



CATEOORf 

I. 

URBANIZATION 
& 
REG ION AL 
SPECIALIZ ATION 

II. 

INCOME 

LEY EL 

III. 


TRANSPORT 

& OTHER 

INFRASTRUCTURE 


IV. 


COMMUNICATION 
INFRASTRUCTURE 

V. 

GOVERNMENT 
INVOLVEMENT 


"I. 
PREDOMINANT 
TRADER 
INSTITUTION 

VII. 

PRODUCTION 
SYSTEM 

VIII. 

PRODUCT 

miX 


IX. 
FINANCIAL 
INSTITUTIONAL 
SUPPORT 

x.
 

MARKET 

COORDINATION 

II. 

SPATIAL 
ORGANIZATION 
OF MARKETS 


TABLE 1 : 
Paradigm of Urban iarket Evolution
 

I PRE-
URBAN 


IPREDOHINANTLr 
RURAL WITH 

LITTLE 


IREGIONAL 
IDIFFERENT' N 

I 

ILOW 

IINCO HE 

I 
PATHS & 

ICRUDE 

IROAD3 
I 

I 

ILIMITED 

IOUTSIDE 


ILOCAL 

JAREA 


II 

I 

* 
1SPORADIC 
GOOVERNMENT 


IINVOLVEMENT 

I 

1

f 
I 
IHOUSEHOLD 

IMEMBERS 
IONLT 
I 

I 
ISELF 
ISUFFICIENCT 
I 

IPREDOHINANTLY 

IGRAIN & 

ISTARCHr 

IROOT 


ICROPS 

LOCAL 
IONLY 

IAUTONOHOUS 


IDIFFUSE 
IPOINTS OV 
EXCHANGE 

I 

I.-I 

STAGE STAG E STAG E
i II III I 

SUBSTANTIAL PR EDO MIN ANTL r
URBAN HUBS URBAN 

DISCRETE 
 SURROUNDED POPULATION,
URBAN 
 BY DISTINCT PRONOUNCED
 
CL USTE RS AREAS REGIONAL AL
VITH ASSOCIAT.D DELINEATION
INCIPIENT WITH DIFFFR?!NT OF PROD' N 
REGIONAL TYPES OF CORRESPONDING
 
SPECIALIZATION AGRI 
 & EIOUST TO COMPARATIVE 

PRODUCTION ADVANTAGE 

UPPER-


LOW & 
 LOWER- MIDDLE,

LOWER- MIDDLE & HIGH & 
MIDDLE UPPER- INDUSTRIAL
 
INCOHE MIDDLE 
 MARKET
 

ECONOMIES 
-_I 

CENTR AL IZ ED 
MARKET 
 WHOLESALE TRANSPORTATION 
ROADS & FACILITIES, INTEGRATED WITHI 
LiMITED GOOD REGIONAL INTERNATIONAL I
UnRAN & EXTENSIVE NETWORK I 
INFRASTRUCTURE NATIONAL
 

TRANSPORTATION 

REGIONAL EXTENSIVE 
CO MHU NICAT 1O N NATIONAL COMHU NICATION ILIMITED, 
 COMHU NI C,. T ION INTEGRATED WITHI 
TELECOMMIN NETWORK INTERN ATION AL 
PRINCIPALLY 
 INCLUDING 
 NETWORK
 
IN CENTRALIZED TELECOMM, N 
FACILITIES ONLY
 

REGULAR 

INVOLVEMENT 
WITH AT LEAST 

LIMITED 
EFFECT ON 
MOST ALL 
PRODUCTION & 
HERCHANDI3INO 

RURAL 

PRODUCER.-

TRADERS 
& URBAN 
BUYERS 

MARKET 
SURPLUS 
PRODUCTION 

SEASONAL 
FLUCTUATIONS 
STILL GREAT, 
GROWING 

IMPORTANCE 

Or HIGHER 
T*ALUE PRODUCTS 

LIMITED 
NON-LOCAL 
MONET 
LENDING 

SPOT MARKET

& IMPERFECT 
DEMAND 

ANTICIPATION 

P9RICDIC 
MARKETS 


-7 -


SYSTEM OF' 
COMMO DITT TAXES/SUiSIDIE3I 
POLICIES, EFFECTING MOST I 
SOME MARKETINO COMMODITIES, 
BOARDS, 
EXTENSIVE 

INVESTMENT 

IN URBAN 
FACILITIES 

PROFESSIONAL 

MERCHANT3 

MARKET 
ORIENTED 
PRODUCTION 

EXT ENSiE 
TARIETY, SOME 
IMPORT SUBST'N 
INCREASED 

PERCENTAGE 


LIVESTOCK & 
HORT. PRODUCTS,

CONVENIENCE 
FICTOR GROWING 

DE PENDABLE 
FORMAL 
CREDIT 

SOME 

FORWARD 

MARKETING 

FIXED 
CENTRAL 

EXCHANGES 


GOVERNMENT 
OPERATION OF I 
SOME FACILITIES I 
BUT EXTENSTIE 
PRIVATIZATION 

MERCHANTS
 
& SOME
 
VERTICALLY 
INTEGRATED 
PROCUREMENT 

GLOBAL 
MARKET 
ORIENTATION 

FULL GAMUT,
 
HIGH PROPOR7IONI
 
PERISHABLES, 
MEAT,FISH,EGOS
 
& DAIRY PROD.
 
CONVENIENCE
 
CONSIDERABLE
 
IMPORTANCE
 

RELIANCE ON
 
NATIONAL &
 
INTERNATIONAL
 
FINANCIAL
 
INSTITUTIONS
 

DYNAMIC 
EFFICIENC7
 
RESPONDING 

TO GLOBAL 
MARKET
INFORMATION 

ULTIPL ICITT 
OP CENTRAL 
PLACES & 
TAROETTED
 
DIRECT 

BUYERS 



predominant type of trader are characteristics which evolve in
 
response to the more fundamental processes of urbanization,
 
specialization, income growth and support of government
 
institutions and infrastructure.
 

This schematic depiction is obviously an idealization of the
 
processes which take place. The paths of no two marketing systems
 
are identical. The fundamental distinction between che patterns
 
traced by different developing economies is the differing rhythm of
 
progression between the scages. Observing how the evolution of one
 
category may lag behind the progression expected from the idealized
 
paradigm can be useful for planners in diagnosing problem areas and
 
designing interventions. The usefulness of this paradigm at
 
present is as a first attempt at building a realistic yardstick
 
which fellow marketing specialists can refine as a standard
 
diagnostic tool.
 

B. Predictive Variables
 

The following paragraphs characterize each of the rubrics used
 
in the paradigm of market evolution depicted schematically in Table
 
1.
 

1. Urbanization and Regional Specialization
 

The best objective measure available to us for measuring 
urbanization is the World Bank Table showing urban population as a 
percent of total population for each country in the world. Table 2 
reproduces that data for a wide spectrum of countries around the 
world. As a practical rule of thumb Stage I countries have up to
 
one third of their population in towns and cities. Stage II has a
 
level of urbanization between one and two thirds, while Stage III
 
has more than two thirds of the population living in urban areas.
 
The reader should be careful to note that the ranking in Table 2 is
 
based on income levels rather than level of urbanization. However,
 
there is a high correlation between income levels and degree of
 
urbanization.
 

The concept of regional specialization follows our earlier
 
discussion of the broader development process. As urban demand
 
becomes more variegated, rural areas respond by developing
 
ac:ording to their relative comparative advantages. This is a
 
phenomenon which can be observed and measured. There is however no
 
handy objective index of regional specialization. The level of
 
urbanization will serve here as a surrogate for that index until
 
more in depth work can be done.
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2. Per Capita Income
 

Again the IBRD World Development 'Report provides :readily
 
available annual data which serve as an objective measure of 
income
 
levels. The categories used by the World Bank correspond broadly
 
to the different levels at which the observer expects to find
 
various basic features of the system. Those categories are: Low
 
Income; Lower-Middle Income; Upper-Middle Income; High (Petroleum
 
Exporting Developing Economies); and Industrialized Market
 
Economies. )Referring to Table 3 the reader 
can see the World Bank
 
data arrayed and divided. There is nothing intrinsically important
 
about the absolute income levels, but the relative levels are 
convenient to show the correlation of predictive variables with the 
other attributes in the system. 
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3. Transpoi t and Other Infrastructure
 

There is a basic relationship, between the evolution of the 
transportation network and the development of t:.d- Other 
infrastructure has a suppo rti:, role which 9 t J I;iy associated
 
with tha t -- esu
infrastructure, -cp.cL:i" and water 

become important in 


Icctly which 
ass- lbpv rc.c-u,ssin-g ,.:ho le sale/et Li 1ing

There is no handy index of th,., extenit of the HraDrcO i:at ion network 
available in the World Bank ,at: a cited aboc. indices do exist a ud 
can be developed. Here the characterizations aire based ,n relative 
terms oi the extensiveness of networks 

4. Communication infrastructi;re 

The terms used to typify the developr:ent of the
 
communication 
 network are similar to uhose for transportation. The 
predictive relationship between communication networks and 
marketing networks is clear. Market information travels via
 
communication 
 systems to enable priceP ormation to occur. 
Inefficiencies in communication lead to coL;t(y irNperfections in
 
that process.
 

5. Government and Institutional Development
 

The section devoted to government interventions details
 
some of the ways in 
which the government can facilitate the
 
development of the 
marketing system, The broader involvement of 
the government in thi! economy, uhrough taxes, subsidies and other
 
policies, affects 
all aspects of market interaction and
 
development. We hasten to add that the governmient 
involvement
 
could be a retardant to grc-,th, but 
it is true that the level of
 
penetration and institutional development is 
highly predictive of
 
the extension of the marketing system.
 

C. Associat.d Attributes
 

I. Predominant 'tader Institution
 

This characterization 
refers to the type of trading
 
institution, whether individual or corporate, which typically
 
conducts wholesale business in the system. aK"is ranges from
 
producer-traders to 
sophisticated trading o.-ganizations in which
 
each individual has 
a specialized function suclh as procurement, 
inventory control, financial management, cr logistics. 

2. Production Syst em 

The production system is the most fundamental attribute
 
associated with the predictive variables. 
 In fact, one might argue

that production specialization is one of the predictive attributes
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because of its interaction with other predictive variables. Each
 
categorization refers to the market orientation of the producer.
 
It says nothing for the type of commodities which are grown.
 

3. Product Mix 

Product mix refers to the predominant commodity types
 
which are traded in the system. This is significant since each
 
type has distinct assembly, storage, transportation, and
 
merchandising requirements.
 

4. Financial Institutional Development 

The credit arrangements associated with each stage of the 
development of the market system is significant since access to
 
credit is an essential condition to expansion. The different
 
stages are broadly depicted from money-lenders to international
 
financial institutions.
 

5. Market Coordination 

Market coordination is a topic which could and has been 
the basis for tracking the evolution of the overall system itself. 
Coordination here refers to the types of linkages between each of 
the steps in the commodity system from producer to consumer. These
 
steps are expressed here especially in terms of the agreements
 
between buyer and seller.
 

6. Spatial Organization of Markets 

This too is a measure of market development which has been 
the subject of important works by economic geographers. The most
 
general description of the spatial pattern is traced here.
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DRANSFORMATION OF THE WHOLESALE-#RETAIL MARKETING .SYSTEM
 

A. Evolution vs. Intervention
 

If the evolution from simple rural economies to more complex,
 
productive and predominantly urban economies were a smooth
 
progression along the various points of the developmental
 
continuum, the only desirable interventions into the marketing
 
system would be those to stimulate the process so that it would
 
advance more rapidly. Instead the reality of the Third World urban
 
market systems in transition is fraught with imperfections.
 

Yet an attitude prevails amongst many development planners 
that the market system works adequately for the most part. The 
market system seems to be working in some abstract sense since 
markets always "adjust themselves" through the price mechanism to 
the 	conditions which separate producers from consumers. Government
 
interventions are preponderantly on the side of agricultural
 
production as if the market 3ystem were separable from the
 
productive enterprise.
 

The underlying optimism which leads to the neglect of
 
marketing reforms seems to derive in no small measure from the
 
neo-classical microeconomic notion of "perfect competition". Too
 
many planners assume away the problems of the marketing system.
 
Their faith in the market forces leads them to underestimate how
 
far the real market may diverge from some ideal of perfect
 
competition. In so doing they imply that the economic realities do
 
not diverge substantially from the theoretical assumptions upon
 
which the theory rests. A review of the basic underlying
 
assumptions of that theory rests are helpful:
 

Perfect Comoetition
 

1) 	 There are a large number of buyers and sellers trading
 
homogeneous commodities. No single buyer or seller can
 
influence the price of a commodity through his own
 
individual actions or by conspiring with others;
 

2) 	 No restrictions are placed on supply or demand;
 

3) 	 Mobility of goods or services prevails. No barriers exist
 
to exit or entry into the market.
 

4) 	 Complete knowledge and perfect information flows
 
concerning the conditions of demand and supply.
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A note on what appears to be a basic shortcoming of the way in
 
which perfect competition is defined concerns technology and
 
management. The neo-classical definition addresses complete
 
knowledge and perfect information, but it does not specifically
 
qualify that there should be perfect mobility of technological and
 
management innovations. 
 The neo-classical preoccupation is with
 
price-formation. The s7ecific inclusion of the mobility cf
 
"know-how" enhances our appreciation for a crucial element of
 
perfect competition from which the realities of 
developing
 
marketing systems diverge in significant degrees.
 

The realities of the urban wholesale and retail system in the
 
Third World diverge sharply from these ideal conditions. It would
 
be utopian to expect th2 system to 
be free of major imperfections
 
in relationship to the textbook ideal. What planners can expect,
 
however, is some pattern of the expected imperfections at various
 
stages.
 

Throughout the following characteriz-tion of various ideal
 
stages, the reader must keep in mind one fundamental point. There
 
coexists at any given time more than one 
stage in a developing
 
economy's market. This fragmentation is typical. While the
 
majority of the population lives, for example, in a system of
 
regional surplus marketing associated with periodic markets even in
 
cities, a segment of the population in the capital lives in 
a
 
marketing microcosm which imports essential features of the most
 
advanced marketing technology. These discontinuities are typical
 
of the experience of the majority of developing economies today.

For example, while food wholesaling/retailing in Stage II economies
 
is typically dominated by central wholesale markets and satellite
 
retail plazas occupied with many small scale narrow product line
 
merchants and complemented by neighborhood 
stores in residential
 
areas, "parallel channels" begin to appear with corporate chain
 
stores served by 
a vertically integrated warehouse and some forward
 
contract supply arrangements.
 

B. A4propriate Evolutionary Pattern
 

i. Stage One: )Regional Surplus Marketing
 

NB: As throughout this paper, masculine pronouns are used
 
for convenience when referring to an indefinite person of 
either
 
gender. Frequently, even predominantly in some countries, traders
 
are in fact female.)
 

The "marketing firm" or institution characteristic of the
 
typical initial stage of the urban wholesale-retail system is an
 
individual entrepreneur. The merchant serves generally as a
 
combined wholesaler-retailer who may well be involved 
in assembling
 
the product as well. Usually the trader was previously more
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Such a trader has no specialdirectly involved in production. 

most basic


training, is commonly illiterate, and possesses only the 

accounting skills. The trader provisions himself with products 

common to the regional market which offered for sale inare 


tend to be preponderantly .tarchy root
surplus. These products 


grains available as surplus production from largelycrops and 
traditional smallholders.
 

marketing operation is financed primarily through
His 

or on credit from local money-lenders. Little or no


family funds 


formal credit is available.
 

size tens of
The urban area served may vary in from 


thousands to a substantial metropolitan area of one million 

a third of the popclation of the
inhabitants or more. Less than 
in towns or cities. Market roads connect 

country typically resides 

often with poor secondary
periodic markets to population centers 


directly. Urban roads

roads for assemblers to reach the markets 


but with 	 a low level of maintenance.are sufficient 	 generally 

are availa ,Le within urban areas but
Telecommunications 

is
producer-market information rarely transmitted between grower
 

areas and the towns or cities. Most communication about overall
 

trends is communicated informally.
 

Prices are determined
on basis.
Transactions are a cash 


through negotiation on the spot market with only a limited ability
 

on the part of rural producers and traders to anticipate demand 

trends. While retail sales are available in larger towns at
 some 


any time, the system remains oriented toward periodic markets. 

Even in those cities large enough to sustain constant
 

trading and a clientele accustomed to the convenience, the supply
 

sales tend to be concentrated in two or
of commodities and 	 heaviest 

private markets begin

three days each week. Convenience stores and 

stream which 
to develop as a complement to the principal marketing 

Mobile markets (sales from

remains in public market places. 


to crop up in response to new
 
trucks) and spontaneous markets begin 


diffuse urban marketing network.
a more
opportunities for 


Government involvement is already pervasie in the early
 

stages of the evolution of the urban wholesale-retail marketing
 

system. Public markets are overseen usually by municipal
 

wholesale markets are frequently operated by
authorities. Official 

Government controlled

national authorities in the capital city. 


especially for key 	 commodities or
marketing boards are common, 

security issues are prominent. Subsidies and taxes
 
wherever food 


commodities typically.
effect a considerable number of 
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Thus the predominant wholesaler is in fact an
 
individual wholesaler-retailer in this Stage I system.
 
Specialization is beginning to evolve in the form of 
traders
 
specialized in certain commodities. The predominant marketing
 
area is still an open air market with some buildings and street
 
trading available for some items continuously. They are
 
provisioned either directly as they transport 
their lots with
 
them in the countryside or purchase from rural assemblers and
 
fellow vendors to create a greater assortment. Inventory
 
management is simply to bring only as much as can be sold in a
 
given selling period, usually one to three days a week. Even
 
vendors of more storable commodities tend to maintain an
 
inventory corresponding to the expected volume of a given weekl.'
 
period.
 

Handling of loads is labor-intensive, though most
 
products are transported to market by truck, bus, boat, or in 
some instances by individuals travelling by rail. Beasts of 
burden are only common for those travelling relatively shorter
 
distances, 
though they are common in those areas. gandling in
 
the market areas is principally manual, assisted by push Cart or 
simple conveyances. 

2. Stage Two: National Surplus Marketing
 

As the urban market for rural products develops, some
 
producers begin 
to respond by tailoring their production to meet
 
the changing composition and volume of the new demand. 
 Traders
 
play a vital role in making producers aware of the new
 
opportunities. The emergence of professional traders 
usually
 
coincides with the changing system of production. The most
 
advanced producers and marketers become aware of import 
substitution opportunities which they can capture. New
 
perishable commodities often are grown in the areas immediately 
surrounding urban hubs. Livestock production may remain 
in the
 
traditional producer areas, particularly for large stock, but
 
the marketing channels tend to concentrate in urban areas. 
Fish, poultry, egg, and dairy production begin to take on more
 
significance as well, although the starchy tubers and grains
 
remain the 
staple fare of the majority of the population. More
 
dependable formal credit sources become available to merchants 
in this point of the development of the marketing system.

Traders are thus able to carry larger inventory and trade over 
longer distances. 

Substantial urban population hubs develop. Typically
 
between one and two thirds of the population live in towns and
 
cities. The principal flows of commodities now pass through
 
centralized wholesale facilities 
close to transportation hubs.
 
An extensive national transportation network serves these hubs.
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Improved regional roadways facilitate the assembly of rural 
products to feed into the national grid. Simultaneously the
 
communication network expands increasing the 
flow of market
 
information passing directly between producers 
and marketers.
 

More direct communication results in a higher degree of
 
coordination. ;Rather than rely generally on spot market prices 
and to be subject too their volatility, merchants and producers 
begin to share the risk through the introduction of forward
 
contracts. Whether formalized into a contract or not,
 
established 
trading partners evolve. The more homogeneous and
 
widely produced is the commodity, the greater the tendency
 
toward forward contracting. Simple agreement evolve for other
 
commodities, such as perishables, which tend not to be sold by
 
contract. 
 Along with the central wholesale facilities come
 
regular trading in markets which operate with a much less 
pronounced periodic pattern.
 

Government authorities operate a growing range and 
complexity of marketing facilities. These include central
 
wholesale, storage, cooling and many transportation facilities.
 
The Government initiates publicly run marketing boards,
 
subsidized urban outlets 
and other policy inspired marketing
 
institutions.
 

Stage II is thus typified by a much greater
 
differentiation 
in functions between wholesaler and retailer.
 
Broadline wholesaling is beginning to emerge, wholesalers
 
specializing in providing a convenient 
and economical assortment 
of products in order to reduce transaction costs associated with 
retailers buying from large numbers of narrow line wholesalers.
 
Inventory management becomes much 
more crucial as inventory is
 
carried over longer periods even if the wholesaler sales outlet 
is still predominantly a market with a distinct periodicity.
 
The emergence of more services to retailers and institutional 
buyers occurs, 
with credit, transport and related advantages
 
offered to maintain a more stable buyer-seller relationship.

This relationship may become more fermalized to include forward
 
contracting. Financial management and bookkeeping of various 
accounts is more rigorously pursued. Merchandising techniques 
also become more sophisticated as the intermediaries begin to 
target their markets more and more accurately. 

3. Stage Three: Global Surplus Marketing
 

The most advanced stage of development of the urban 
food distribution system found in developing economies is
 
comparable to the predominant system found in more advanced
 
economies. The differences are a question of degrees-rather
 
than nature of the system. The most sophisticated marketing
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systems found in post-industrial economies today achieved the 
basic characteristics after 1950 and now refine their human and 
technological resources. 

The individual merchant is no longer the dominant 
institution managing the urban wholesale-retail system.
 
Commercial marketing organizations with specialized functions
 
oversee the movement of the greatest volume of products while
 
individual merchants serve smaller or more specialized niches in
 
the system. Families continue to operate at the retail level
 
and at the wholesale level for specialized product lines.
 

The production base which supplies the market is no
 
longer confined to regional or national boundaries. As price
 
conditions change arouad the world the marketing mechanism is 
abl.e to import items to respond to the structure of demand. All 
types of food products are available. Urban demand for high 
value perishable horticultural and livestock products increases 
disproportionately as income levels rise. Demand 
for products
 
with a higher convenience or service component follow the same 
pattern. Merchant groups have access to national and 
international lines of credit. Financial management requires a
 
greater proportion of the firm's overall management time. 

Less than a third of the total population resides in
 
rural areas. Transportation necessary for both internal
 
marketing and international import and export is integrated. 
The network is extensive. The communication network is
 
similarly comDiete. Most market information is transferred by
 
telephone or telex.
 

Vertical integration from the farm to the consumer 
becomes more common within private farming/marketing firms. 
Independent growers 
also contract or develop strong agreements
 
for specific markets at specified times. Market information is
 
globalized such that firms can source their products at long

distance to respond to cycles or irregularities of supply.
 
Various private wholesale facilities operate, some in
 
centralized government or cooperative exchanges. Producers can 
channel their product through a variety of exchanges in various 
1o cales . 

There is widespread prevalence of vertically integrated 
chain store arrangements. The earliest appearance of this 
coordination arrangement between wholesaling and retailing is
 
the individual company which owns retail stores, 
the wholesale
 
warehouse and procurement operations supplying those stores.
 
Typically as competition from that more profitable arrangement
 
puts pressure on other retailers and wholesalers there is a
 
tendency for traditional broad line wholesalers to organize
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voluntary chain systems their customers to
store among emulate
 
the corporate chains in management style and procurement 
arrangements. Finally, individual retailers may feel the
 
competitive pinch from both corporate chains and voluntary
 
chains and organize their own cooperative chains. 

Direct and indirect Government involvement in
 
commodities is pervasive, but direct Government control 
of
 
marketing facilities is less important than in earlier stages of 
develo.ment.
 

Those individuals and institutions which emerge to
 
operate in this stage of the evolution of the urban food
 
distribution system perceive themselves and are perceived by 
others as part of a distinct profession. Differentiation is no
 
longer simply between wholesale and retail functions, but
 
further specializat:ion within functional subcategories. 
Procurement is one such function, buyers comparing alternative 
sources on a global basis, no longer limited to local 
production. Suppliers may thus change with changing price 
conditions and product differentiation, but buyer-supplier
 
agreements tend to be quite stable, 
adjusting to the competitive
 
environment to maintain that stability. Inventory management
 
entails accurate accounting of levels of supply and fluctuations 
to coordinate buying to maintain stock. Handling and storag' 
facilities tend to become more capital intensive 
in this stage
 
as the value of the time of the employees increases. 

The typical sales outlet tends to be one which offers
 
increased convenience and variety to the public. This can take
 
on many forms, including supermarkets, open air shops,
 
convenience stores, or retail warehouse outlets to cut overhead
 
expenses to obtain a competitive edge.
 

Advertising takes on much greater significance in that
 
sort of environment, making full use of a wide range of
 
communications media.
 

C. Signs of Disequilibria
 

The idealized stages of market evolution are useful for
 
comparing what is observed in a particular food distribution
 
system with the paradigm. Divergences from the expected pattern
 
are not necessarily significant however, since marketing systems
 
are constantly in transition. When these divergences coincide
 
with signs of stress in the system, then they can prove helpful
 
in analyzing how the system may be awry.
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Analysts need to identify the 
symptoms of disequilibria

which are likely to prove significant. Observers of the market 
system then need to 
recognize these telltale signs. Impressions
 
may be gathered through rapid reconnaissance of a market 
system. The development of this and other methodologies will
 
serve those who have become sensitive to the concept of market 
evolution and coordination. 

Here are some of the most commonly observed failures of the 
urban wholesale retail systems to evolve harmoniously: 

* Producers who wish to market their products yet find 
irregular opportunities to do so and encounter 
difficulties reaching those urban consumers with unmet
 
demand for their products. 

Credit is infrequently available to merchants through
 

advantageous formal channels. Traders either forego 
opportunities which would increase revenue
their and
 
the overall efficiency of distribution, or they are
 
obliged to pay excessive rates of interest which
 
further impede their rate of growth. 

* Shortages and gluts occur frequently. 

* Vendors find they cannot communicate with other vendors 

and customers with ease. 

* Congestion and physical barriers separate vendors, 
transporters, and customers.
 

Marketing channels are complicated. Many transactions
 
must be made for the product to pass from assembly to 
retail. 

* Administration of markets and government marketing 
boards is ineffective in many cities throughout the 
Third World.
 

Market places are often situated in ways and places 
where they should not be,.resulting in abandoned or 
under-utilized facilities. Simultaneously-retail 
outlets abound in areas for which they not
were 

provided. 

* Consumers encounter major impediments to shopping 
efficiently. Transportation and transport
 
infrastructure constitute major obstacles. 
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Alternative transportation, packaging, handling or other 
management practices can be identified which would clearly 
increase profitability of implementing fir.7ms.
 

Alternative institutional or policy provisions can be
 
identified which will clearly improve the economic
 
performance of the entire system in terms of efficiency,
 
equity and progressiveness.
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INTBRVENTIONS IN THE EVOLUTION OF
 
THE MARKETING .SYSTEM
 

A. Litany of Market ,Reform Measures 

For all the dearth of marketing projects relative to
 
production projects in the 
Third World, 	there exists a fairly

substantial menu from which planners have chosen over the past few 
decades. The 
types of projects noted here are categorized by their
 
"hardware" and "software components". They are further classified
 
here according to which segment of the food distribution system in
 
which they intervene.
 

MARKET INFORMATION
 

Hardware: 	 The 
"hardware" component of market information
 
projects is generally limited to the purchase of
 
computers and database management systems. 

Software: 	 Market information services establish market 
data
 
collection systems and train personnel to analyze, 
report and disseminate that information. 

ASSEMBLY
 

Hardware: 
 Grading stations, storage warehouses and assembly
 
centers (centros de acoDio in Latin America) are the
 
usual physical facilities. The assembly centers may
 
include initial processing functions or may go so far
 
as to package product for direct export.
 

Software: 	 Marketing boards, whether governmentally operated or
 
autonomous, are often introduced at the assembly
 
level. Cooperatives or Farmer Associations may be
 
promoted.
 

The implementation of grades, standards and
 
classification systems can be introduced.
 

Storage management and post-harvest handling programs 
are ir.Stituted in association with storage facilities.
 

BROCESSING
 

Hardware: 	 Processing facilities covering 
a wide technological
 
and product gamut may be introduced, including the 
most simple cleaning, cutting, or cooling processes or
 
more mechanized preparation and packaging equipment.
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Software: 	 Technical assistance corresponds to all the different
 
types of processing.
 

TRANSP ORTATI ON 

Hardware: 	 Market roads, urban infrastructure, vehicles are the
 
most common capital investments in transportation.
 

Software: 	 Transport brokerages may be introduced. Logistical 
support is also associated with marketing boards once 
they are set up. 

WHOLESALING
 

Hardware: 	 Public warehousing is a possible intervention. The
 
most usual are public markets, set up either entirely
 
as wholesale facilities or as wholesale/retail markets
 
with particular features important ti the wholesalers. 

Software: 	 Warehousing receipts are a legal innovation associated 
with warehousing operations. Some market:
 
administcation and management training programs
 
complement any public market constructions.
 

Auctions are a particular sort of wholesale innovation
 
which occasionally is introduced.
 

Various programs are used to promote vertical
 
integration of wholesale functions among commercial 
marketing chains: Corporate (or mixed capital) 
Chains; Voluutary Chains; Cooperative Chains; or 
Consumer Cooperatives. 

)RETAILING
 

Hardware: 	 The most usual facilities are those already mentioned
 
in conjunction with wholesale/retail markets. These
 
include a great array of physical structures and
 
plazas. 

Software: 	 While these programs are much too rare, there 
exist
 
training programs for all aspects of the retailing 
trade from procurement and inventory control to
 
bookkeeping and financial management. )Retail
 
merchandising and layout training is still more rare.
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B. Criteria for Viability
 

Judging whether a particular market reform is an apt
intervention must first of all be determined through basic 
profitability analysis. While the 
notion seems simple-minded,

the appalling lack of profitability analysis of many market 
project s in the Third World remi-nds us that this basic principle 
cannot be re'seated too often. What little profitability

anal-sis is performed is generzil ly limited to physical

infrastructure projects. 
 )Rarely is a social or private
 
prof it abi 1 ity 
 appraisal considered fsr humanresource
 
development projects 
 of which there is such a dearth in the
 
first 
 place. The desire to upgrade appearances and to create 
the outward impression of modernity greacl influences reformers 
of urban food distribution syst 'us. 

Profitability analy3is refers in the first instance to a
 
simple appraisal as to 
 whether a pa-ticular investment will
 
generate a profit. These projections are most straightforward

in the case of physical facilities. ;ili the fac-ility be used?
 
Will it generate enough 
 revenue to pay for the operating and
 
fixed costs? Is the investment more lucrative 
 than making no 
intervention at all'? Would i ess elabor,:e facility be more
profitable? A simple sensitivity analysis shiuld also be 
performed to consider how dependent the auticipated
 
profitabilicy 
 is on certain basic assumptions. If conservative
 
assumptions about occupancy 
 levels and throughput do not still
 
show an acceptable profit margin, then the risk of 
 failure is
 
probably tco high
 

A simple yet highly reveanling question to raise in the case 
of these same physical facility appraisals is "If the proposed
service appears profitable. why i- it that no individual 
entrepreneur or ofgroup i:1';estor- has come forward to realize 
those profits?" The question! is not rhetorical. Ther:e are 
legitimate ans-Wers to the quesi;ion which are compat.ble vith 
going ahead to implement the project under consiieration. It 
may be that the technolog7 is unfamiliar to prospective, 
investors. It may be that the capital required surpasses the 
means of local investors. If these situations have arisen, then 
planners should seriously consider promoting the innovation for 
private invesirienc from other segments of the ec0ooy or outside 
investors. .Shifti.ng the responsibility to the private sector in 
cases where priw~ts profitability is asserted by project 
analysts not only shifls the burden of investment costs but 
assures the interester! management of the parties at risk. 

It may be that the innovation is of a nature which-requires
that all firms in the channel adpt it simultaneously (e.g.
improved packaging, grading, bulk handling of grains). If 
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planners consider that 
significant positive externalities exist,

then they way have a legitimate case for puLlic intervention. The

justificarioi of their proposed improvements may be that no single
entreprenar or firm is able to capture the econoric rents from the 
venture, it -ay be, as in the case of improved market information,
 
that there 
are public good aspects to the improveuents. This is a
 
case for social profitability analysis. This is precisely the 
procedure u,d by internaticnal financial institutions before 
committing to assist a marketing proiect. They insist that a
social cost benefit analysis be undertaken. The trincipal stream 

profitabili'.y analysis is indeed 

of benefits which flow from a given market intervention may well be 
lowe r 
Uudor 

consumer prices and 
such circumstances, 

other reductions 
a social 

in marketing cc :s. 

in order. vren within 
the scope 
of large public oroecs however,
 
any subcomponencs which 
can be subjected to screenig, from the 
perspecti.ve of private profitability should evaluated on their
 
clear business merit.
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LESSONS BROM THE 1RECOGD OF iNTBRVENTIONS 

The dearth of case studies on the experience of
 
wholesale/retail. market interventions around the world has obliged 
the author to draw upon Latin American experiences, both from
 
direct personal participation and from the literature largely 
published by Michigan State University. While it is lament ble to 
be obliged ro have such a Latinocencric view of marketing 
interventions, che recognition of this shortcoming should serve to
 
emphasize the importance of the recommendation to develop case
 
study materials which can assist AID and other development 
institutions in approaching problems worldwide.
 

Both one of the best examples, CORABASTOS, and one of the 
worst examples, Calvario ("Calipuerto"), come from the well
 
documented experience of Colombia. The ongoing experience of the
 
West Kingston Market Development project offers an often intriguing
 
positive response to the problems faced by most large urban areas
 
of the Third World. An ongoing effort in Peru provides an
 
exemplary case of an unfortunate approach to be avoided. 

Despite the geographic limitations of the examples documented, 
the essential lessons are abundantly clear as to what is to be 
adopted and what should be eliminated from market planning. Some
 
of the "golden rules" from the good and the bad experiences are
 
distilled in a concluding section. Some of the underlying myths
 
and biases which tend to haunt the conceptualization of marketing 
problems in the Third World are highlighted here as well.
 

A. Successful Examples from Latin American ExDerience
 

1 . C ORABAST OS 

During the 1970"s the residents of Bogota became acutely
 
aware of the pressures that population growth were exerting on the
 
food distribution system. The population had quadrupled in two
 
decades. The marketing system was slow to catch up with the
 
changes wrought by demography and income growth and 
redistribution. The response of the market designers and planners
 
was a the most complete system-wide market diagnosis, planning, and
 
implmentation program which may have been attempted any-rhere to 
date. While the program suffered in later years from loss3 due to
 
overextendiDg itself in areas outside of its original scope and 
purpose, the market innovations were and are categorized as some of
 
the most successful on record. The system Will continue to benefit
 
from further reform to increase efficiency and participation in the 
distribution system, but the basis for continued success tremains in, 
place. 1I/
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The principal features of the CORABASTOS scheme were a
 
central wholesale market facility, a market information system, a
 
training program for assemblers, wholesalers and retaiIers, an
 
applied research and extension program on packaging aud handling of
 
perishables, development 
of a grain exchange providing for both
 
spot and futures trading and a voluntary chain of neighborhood
 
stores for distribution.
 

The key elements to the CORABASTOS approach which are
 
responsible for its success may be summarized follows:
as 


1) 	 The institutional impetus for the program came
 
from a group which had a cooperative rather than
 
an adversarial approach to the principal
 
participants in the old marketing system.
 

2) 	 Community workers laid the groundwork to
 
successful implementation of the project by
 
working with the concerned public on anticipating
 
the reforms.
 

3) 	 The location of the wholesale facilities was
 
consistent with the spatial orientation of
 
established trading patterns.
 

4) 	 The management of the CORATIENDAS retail outlets
 
were guided by individual entrepreneurs whose
 
decisions were based on rational first hand
 
response to demand rather than on a centrally
 
planned masterplan.
 

5) 	 Planners took a highly pragmatic approach to all
 
the designing process led by well-established
 
principals of commercial facilities.
 

6) 	 Training of marketing and merchandising personnel
 
was instituted in conjunction with the realization
 
of physical facilities.
 

2. 	 West Kingstcon Market Development Project
 

Severe chronic unemployment for the past decade and more
 
have caused the deterioration of the area of Kingston which remains
 
the principal public market for the
Kingston and terminal
 
wholesale/ 
 tail hub for all of Jamaica. The ranks of "higglers"
 
(Jamaican vendors) have become bloated by the underemployed
 
population attempting to eke out an existence thus disrupting the
 
functioning of both the wholesale and retail patterns of trade.
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The 	response of the Urban Development Corporation (UDC) of
 
Jamaica was to design an integrated urban development program which
 
addressed the 
problem of urban roads and related infrastructure,
 
community development and housing, as well as the overhaul of the
 
entire wholesale/retail market complex (Coronation Market and its 
immediate satellites.) The innovation which 
most distinguishes the
 
West Kingston market project from other efforts to renew an urban
 
wholesale/retail3public facility 
is the concept of a Third World
 
shopping centLr.
 

The 	shopping center concept is one developed by retailers
 
in advanced marketing systems, principally designed to market 
consumer durables and only secondarily for food distribution. The
 
concept has been adapted to the West Kingston context to layout the
 
food and non-food vending operations to maximize their
 
complementarity. The beauty of the approach is that it 
accommodates an economy in transition between the original surplus

supply marketing and the demand oriented marketing systems.
 

At present they have received funding from the IDB to
 
implement the project, after considerable reconsideration of the
 
original marketing interventions. The success of the project is
 
judged by the sound planning process which resulted in the approval
 
of the loan. Clearly the case study of the implementation is yet
 
to be written as construction is just beginning.
 

The considerable merit of the project consists of the
 
following elements:
 

1) 	 The problem of the urban markets was correctly
 
perceived as an inextricable part of an overall 
urban planning problem which could never be
 
resolved piecemeal.
 

2) 	 The planners formed an interdisciplinary team
 
which had to reach a consensus between the
 
pragmatic concerns of design, construction, urban
 
sociology, agricultural marketing, and economic
 
and commercial feasibility.
 

3) 	 The physical facilities were technologically
 
appropriate based on the requirements for 
low-cost, durability under intense use,
 
flexibility and compatibility with the style of
 
higglering practiced in Jamaica.
 

4) 	 The traders were brought into the planning process
 
from an early stage through higgler and 
transporter associations to assure their
 
understanding and agreement. The designers
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modified their schemes in response to specific
 

practical feedback and observation. 2./
 

B. 	 Examples to Avoid
 

1. 	 CAVASA Wholesale Market of Cali
 

The situation which led up to the construction of the
 
CAVASA wholesale market outside 
of Cali, Colombia was a series of
 
events familiar to urban areas throughout the Third World. As in
 
the case of West Kingston, the "Zona Negra" area around the old
 
Calvario market 
became a terrible morass stricken with every form
 
of urban 
blight. Crime, health hazards, intense ccngescion, decay
 
of the infrastructure, all the familiar pattern as an area is
 
relegated to the poorest most disenfranchised elements of the
 
population. The motivation for ma~ket reform was 
mostly a cry for
 
eradication of the public eyesore.
 

Before the Goverument proceeded with its ultimate 
"white
 
elephant", as it has been characterized, various groups of market
 
planners attempted to pu forth plans to reform the old system in
 
ways which night well have worked. The first of the lessons from
 
this debacle refers as much to frustrated projects which will 
never
 
be implemented as to those which 
are eventually implemented in
 
unfortunate ways.
 

1) 	 Understanding the overall political context and
 
the implementing organization's relationship to it
 
is crucial to successful planning.
 

2) 	 An old, even greatly afflicted, central wholesale
 
or 
public market should not be destroyed until the
 
new alternative is in place. )Rotating relocation
 
schemes can be devised to reconstruct portions of
 
facilities if the new facility is on the old site.
 

3) 	 Satellite markets are insufficient co supplant the
 
role performed by an old central system during
 
interim periods before a new central system is in
 
place.
 

4) 	 Prematurely imposed separation of wholesale 
and
 
retail functions should not be forced before the
 
functional specialization has already developed.
 

5) 	 A central market site cannot survive i: it is too
 
far from the center of commercial acti-,ities. If
 
a location is not already a central place and if
 
it is not easily accessible, no amount of
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artificially induced services can make the 
new
 
location a central place. 3/ 

6) 	 The pressures for urban renewal tend to supersede
 
sound market planning. The zeal to clean up areas
 
such as the Zona Negra is misguided. Closing the 
market does 
little to redress the conditions which
 
perpetuate such areas. Planners should
 
furthermore recognize that part of that zeal 
arises from a basic prejudice against petty 
traders.
 

7) 	 Failing to consult with the interested groups
 
(vendors) can be a fatal error. Organized vendor
 
groups can effectively undermine implementation,
 
even when the authorities are willing to use
 
force. 

8) Planners must be careful to follow 
a market-led
 
approach to the determination of necessary 
facilities. They must especially beware of 
prematurely capital--intensive approaches which 
adopt signs of modernity borrowed out of 
inappropriate (U.S. or European) contexts e.g.
 
refrigerated slaughterhouse, loading and unloading
 
equipment. 

9) 	 The use of force to get a market "working", other 
than in supportive enforcement of a generally 
accepted system, is a losing battle. 

10) 	Forcibly diverting commercial traffic is
 
self-defeating. The barrie.:'s will 
simply tend to
 
divert the commercial activities ito alternative
 
market channels in ways which are not necessarily 
efficient 
for the overall food distribution
 
system.
 

2. 	 BROCOMDRA 

During the late 1970's the Government of Peru concluded 
that the national marketing system, suffering from various 
inefficiencies, required a fundamental restructuring. They 
undertook a most ambitious J.vitegrated agricultural marketing 
scheme (BROCOMBRA) through massive financing from the government 
of Spain. The program was to create a vertically integrated system 
from rural packing and assembly centers, to 
central wholesaling
 
facilities, and to "People's Supermarkets" (Mercados del Pueblo) 
to
 
distribute food in urban areas. 4/
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Several turnkey assembly and wholesale centers had been
 
completed by 1985 and remained idle. As of this writing, the
 
latest chapter of this case has yet to be written, however it is
 
abundantly clear that DROCOMBRA was tragically flawed. Its
 
existence could 
only be salvaged by some heavy handed measures to
 
artificially perpetuate the project.
 

The 	lessons to learn in 
order to avoid similar disasters
 
in other marketing systems are summarized below:
 

i) 	 The Government assumed that the operation of the
 
intermediate facilities (assembly and wholesale)
 
would be undertaken, neither having demonstrated
 
that they were profitable nor having identified
 
specifically who the operators would be.
 

2) 	 The marketing technology chosen for the project
 
was dictated by the foreign financier and was
 
entirely inappropriate to the type of marketing
 
operation needed. In other words, the technology
 
was borrowed out of context from a Spanish Stage
 
III type of operation for application to a
 
Peruvian predominantly Stage II situation.
 

3) The scale of operations was similarly
 
inappropriate to the country, assuming much higher
 
volume packing and much more extensive
 
refrigerated space than was demanded.
 

4) 	 No pilot stores nor assembly centers were ever
 
launched before committing the massive program to
 
imp lement ation.
 

5) 	 The overall planning process was characterized by
 
insufficient communication with the public -nd the
 
merchants.
 

A few comments on the widely held myths and biases about
 
the agricultural marketing system and its participants serve to
 
elucidate a general lesson to be learned about the evolution of the
 
marketing system. Unle;s the planners, fully understand the
 
distortions which these myths and biases introduce to the 
food
 
distribution system, the wholesale/retail sector will tend to drag
 
behind the rest of the economy in its development and reinforce
 
non-progressive attitudes towards commerce 
and trade in general.
 
The perpetuation of these attitides introduces inefficiencies in
 
the overall agricultural economy which stifle growth and the
 
distribution of income.
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Several intertwined preconceptions about trade summarize
 

the 	overall distortion:
 

I) 	 Production is More Important Than Marketing 

2) 	 Merchants Are Opportunistic, Parasitic Elements of
 
Society
 

3) 	 Traders Hoard and Exploit the Public and the
 
Producers Through Speculation
 

Growers, consumers, and an unfortunate number of policy
 
planners put production development before market development.

They reason that production precedes marketing biologically and 
that it should economically. They suffer from failing to progress

in their mentality from a simple society in which self-sufficiency
 
is the primary goal, and where trading is only necessary in order 
to supplement their needs, to the demand oriented systems which
 
evolve in later stages. Supply and demand only make economic sense
 
in concert. Separating one from the other is a fundamental
 
fallacy. At present the marketing system, and therefore the whole
 
economy, suffers from this fallacy.
 

The same growers, consumers and planners tend to attribute
 
little importance to the skills or costs involved in moving the
 
product from the farmgate to the consumer. They minimize and often
 
deride intermediaries as parasitic elements who add virtually
 
nothing to the 
product which the farmer has nobly produced.
 

A related prejudice is that merchants take control of the 
channels of supply unfairly to manipulate the price to their 
advantage. The value their services offer in terms 
of credit,
 
storage, handling and transportation are not examined critically. 
The implied assumption is that price formation is not competitive 
and that merchants tend to exert monopoly powers. Time and again 
empirical studies have shown that these notions are generally 
ill-founded. The resentment of those who 
receive the grower's
 
product or who take the consumers cash seems to be too deeply
 
rooted to subject it to reason.
 

C. Guidelines for'Redesigning Market Interventions 

The 	following points summarize some 
key guiding principles for
 
avoiding the pitfalls of many previous market designs:
 

1) SIZE. The size of facilities must correspond to the
 
realistic needs of traders in the particular region for
 
which it is designed. Oversized balls, stalls and storage
 
facilities are a recurrent problem throughout Third World
 
projects.
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2) 	 COST. Architects frequently are too ambitious relative to 
the cost of facilities which can be realistically expected 
to be amortized. 

3) 	 STYLE. The marketing technology and layout must be
 
adapted to the particular trading conditions of each 
place. Plans which have been drawn up for one country or
 
region should be carefully reezamined before reproducing
 
them in a new setting.
 

4) 	 LOCATION. Original periodic and early stage permanent 
markets tend to arise in the optimal location, but
 
frequently outgrow the location as urbanization occurs.
 
)Relocation should be carefully designed 
to separate the
 
hub of transportation from the commercial
hub 	of activity.
 

5) 	 DECENTRALIZATION. Once an urban area becomes too large to 
serve the majority of the population adequately fro-, one
 
central location, satellite markets should be 
promoted. 
The vitality of the central wholesale-retail facility must 
still be assured, though encouraging the specialization of 
the wholesale function. )Rules of thumb for what 
constitutes "too large" are either a population of a 
million or more, or a significant concentration of 
population more one hour from the marketthan half 	 central 
using customary mode of transport.
 

6) 	 'RADBR ASSOCIATIONS. Traders should be involved in the
 
planning process to the extent possible. Whether through
 
formal trader associations or announced gatherings, 
wholesalers and retailers 
should, at a minimum, be 
apprised of major initiatives which will effect them. 
Their cooperation can be the determining factor in the 
success of the design and implenentation of major reforms. 

7) 	 OPDRATING FEES. Operating fees should at least cover the 
actual operating costs of any market facility. Often the 
fee structure becomes as antiquated as the physical 
structures they are to maintain. )Realistic fees are 
moreover a positive force in the apportionment of space 
utilized by merchants.
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'REORIENTATION OF FOOD MARKETING )RESEARCH 
AND PLANNING ACTIVITIES 

A. Critical Issues for Additional )Research 

The outline of this paper could serve as the basis for the
 
text which is yet 
 to be written cn the course of wholesale-retail
 
development in the 
 Third World. The issues which have been touched 
upon all deserve an in-depth treatment. The following points 
summarize some of the major research issues suggested by the 
preceding discussion.
 

I. Testing Hypotheses
 

Understanding where a particular economy s marketing 
system fits into the evolutionary scheme of things postulated here
 
is more than an academic exercise. To see how different aspects of
 
the system are lagging behind or how they are being pushed
 
prematurely out of the context of an appropriate course of
 
development is extremely important before daring 
 to intervene in a 
marketing system.
 

The different scages and evolutionary pattern which have
 
been put forth here should be regarded as hypotheses that require 
further testing. Marketing specialists need to gather empirical
data to corroborate or refute the objective criteria set out here
 
as causal variablus and associated attributes of the evolution of
 
given markets. What other objective criteria can be generated to
 
serve as measures of the developmental status of food distribution
 
system?
 

2. )Repetoire of Innovations
 

What are the key innovations which have been developed in 
certain parts of the world whichremain to be attempted elsewhere? 
Additional'research and analysis is needed to coiapile a true
 
repetoire of innovations. Where else have the feiras of Brazil or
 
the "Mercados Sobre Ruedas" 
of ColombLa and Mexico been attempted
 
as innovative schemes to adapt to the need for greater flexibility 
of location and timing? Under what conditions have broad line
 
wholesalers, voluntary, corporate and cooperative chain 
organizations been successful? 

3. Profitability Analysis
 

What are the proper institutional vehicles for screening
 
market interventions. Training of technicians in the development 
of business p. ins and profitability analysis is imperative if
 
planning is to be professionalized. The skills of business
 
analysts and economists trained to plan and execute substantial 
projects in the commercial sector are rarely tapped by the public
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sector when it comes time to assess the advisability of a new 
project. Market planning has become the domain of any who would 
deign to consider themselves responsible. Decisions are made by
political authorities with little objective inputs from those who
 
have been trained to sysrematically evaluate projects. 

Entrepreneurs who are capable of undertaking the sort of 
analysis required for proprietary projects are rarely called upon
 
to assist in screening public projects, projects which often have 
a
 
definite impact upon the commerial activity of those same 
entrepreneurs
 

Private profitability analysis is a necessary but 
insufficient condition for improving the 
professional evaluation of
 
projects. The necessary complement is the kind of social cost
 
benefit analysis which 
is indicated whenever significant
 
externalities exist or economic rents which 
individual
 
entrepreneurs cannot capture.
 

4. Promoting Progressiveness
 

What sorts of policy interventions are likely to create 
the kind of dynamic environment which is likely to generate
marketing innovations? Merchants as a group tend to suffer from a 
low self--image which reinforces their unwillingness to venture into 
new and uncharted commercial practices. Low professional esteem is 
the basis for much of the traditionalism which acts as a brake to 
innovation. Yet individual merchants, 
in tleir bid to establish a
 
competitive advantage over other traders of similar commodities,
 
are the source of most of the 
 important marketing innovations 
anywhere. Further exploration is warranted of the policy support 
which governments can lend to nurture progressiveness amongst 
merchants. 

B. ODDortunities for USAID in Light of 
the Evolutionary Process
 

If there were a single conclusion which the program designers 
of AID would retain from reviewing the evolution of the
 
wholesale/retail food distribution system, 
that conclusion should
 
be that human resource development is the neglected complement to 
improvements in physical facilities. The single greatest

opportunity for 
AID to intervene in the evolutionary process is to
 
recognize what human resource developmenc means in the food 
distribution system.
 

The types of "software" components which can be selected to 
complement the construction of marketing hardware has been 
presented above (Section IV. "Litany of Market 'Reform Measures".)
These are necessary projects which correspond to needs in different
 
functional areas at different stages of the development process. 
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What is missing is a basic training program for traders and food
 
distribution specialists.
 

Three different course levels should be developed for hands-on
 
training in the basic skills of wholesale/retail marketing and
 
market planning:
 

i) Procurement;
 

2) Inventory Management;
 

3) Layout and Merchandising;
 

4) Handling and Storage; and
 

5) Bookkeeping.
 

Because of the prevailing negative public attitudes toward
 
middlemen in most developing countries, it is extremely difficult
 
for the sector to attract the brighter and more progressive
 
individuals into the business. A policy environment needs to be
 
created which says that the private food marketing system is
 
important and has the blessing of government and political
 
leaders. The Corabastos program in Bogota was initially successful
 
because of that type of governmental and political support.
 
Unfortunately the 
leaders there were unable toresist the
 
temptation in later years to use the program for political
 
demagoguery. Nevertheless, AID and other donor institutions are in
 
a position to provide marketing system support programs which will
 
alter the treatment of food marketing through policy dialogue,
 
education and training 
programs and other action programs. A 
worthy objective is to lift the stature of food system 
entrepreneurs at all levels. 

It is also suggested that AID consider creating 
a
 
clearinghouse for information on appropriate marketing
 
institutional forms,management and technology for countries at
 
different stages of food system evolution. The clearinghouse would
 
systematically obtain and catalogue information on different types
 
of institutional as well as technological and managerial
 
arrangements used in developing country food systems. The emphasis
 
might be on preparing case studies to illustrate under what
 
conditions certain innovations appear to work well from the
 
standpoint of improving marketing system performance.
 

C. )Rapid )Reconnaissance Methodology for Marketing Diagnostics
 

Clearly the rapid reconnaissance methodology described by

Holtzman is an appropriate approach for use in early stages of
 
diagnostic research of urban food distribution systems. It must be
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recognized, however, that the paper does not and is probably not 
intended to provide the reader with everything he needs to carry 
out such diagnostic research. Missing is some set of expected 
norms against which to measure the urban system being diagnosed. 
This, of course, has always been the dilemma of marketing 
researchers. .Section III of Holtzman's paper provides a useful 
review of the literature on the subject and highlights some of the
 
general approaches developed by marketing researchers. But it 
doesn't really give the reader much in the way of specific guidance 
in developing those no,'ms. The present paper is aimed specifically 
at that issue. 

While the H{oltzman urges the researcher to formulate 
hypotheses to guide his)RR efforts, there is toc little
 
illustration of how to do that. This, of course, is related to the 
point of the foregoing paragraph. It would be useful to have one 
or two case illustrations of how a researcher might go about 
developing IRR hypotheses and to indicate the types of research 
questions which might evolve foe a study of urban distribution and 
another for a commodity subsystem.
 

On another closely-related issue, oltzman says that the 
objective of the RR effort is to identify what Shaffer has dubbed
 
"unexploited opportunities" for improving the performance of the 
marketing system. But he has uot given the reader a clear 
illustration of what that means. The suggestions provided in the 
foregoing paragraphs go part way toward correcting that problem but 
to make closure it is suggested that the paper develop the concept 
of focusing on preparing "bankable" .5/ projects. After all, the 
ultimate objective of the effort is to provide a justification for 
the allocation of someone's scarce resources to activities that 
will improve the performance of the system.
 

One manifestation of improved performance will probably be 
increased profits to reward the risk taker. Hence, profitab.llity 
analysis at the firm level is appropriate. Is there a reasonable 
chance that an individual entrepreneur can-reap enhanced profits by 
undertaking certain activities identified by the diagnosis? If so, 
then it will be possible to get a "banker" to help finance the 
act ivity 

Another manifestation of improved performance is enhanced 
profitability for all or most participants in some part of the
 
marketing system. The researcher should set his sights early on 
identifying and quantifying those collective benefits because the 
"banker" will want to be satisfied of their tangibility before
 
committing his resources. 

And finally, there are social benefits related to the kinds of 
marketing system performance objectives listed ou page 16 of the 
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Holtzman paper, i.e. equity, progregsiveness, inv -ronmentai
 
protection, employment, and nutritional issues. Quantification of
 
those benefits is much more difficult and yet they are equally, if
 
not more, important to society 
in the long run than efficiency

gains. Nevertheless, the researcher must somehow he!p -ho 
"b anker"
 
to justify the allocation of his resources to activit s that will
 
achieve those objectives.
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Chan_., Vol. 12, 1981, No. 1 pp, 77--119. 

4/ Minist!r).o de Agricultura, "Proyecto integrado de 
Comercia . ization de Productos Agrarios", Unpublished 
Doc-aments. 

5/ The term "bankable" means that some investor or "banker" who 
has avaiiable resources is given sufficient evidence 'regarding 
a given activity to justify his allocating those resources to 
said activity. The term "banker" in this. coate:t, therefore,
is used to denote any individual or insticution with resources 
which might be allocated to marketing systeat interventions. 
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I. INTRODUCTION 

This paper develops rapid reccnnaissance guidelines tor conducting research on 

agricultural marketing components of food systems. The term rapid reconnaissance (RR) 

will be used interchangeably with the designations rapid appraisal, rapid assessment and 

rapid diagnostic assessment in this paper. A rapid reconnaissance survey is a broad and 

preliminary overview of the organization, operation and performance of a food system or 

components thereof, designed to identify system constraints and opportunities. It can 

especially be used as a tool for identifying system dynamics, L1.i.ages and overall 

problems, which can then be examined more intensely during follow-up programs of 

research.
 

I. Increasing Interest in Rapid Reconnaissance Techniques 

Interest in rapid appraisal techniques has increased during the past decade for 

several reasons. First, long term programs of farming and food systems research have 

become increasingly, and in some cases prohibitively, costly. These studies absorb 

significai.t financial and management resources and effective techniques are needed to 

help keep costs down. There is also frustration with many data-intensive, long term 

studies that fail to generate usable research findings within a time frame suitable to 

policy-makers. Such studies may be useful over the long run in generating knowledge 

about agricultural production and marketing systems. Policy-makers must make 

decisions on the basis of limited yet best available information, however, ard cannot wait 

interminably for research results. At the same time, entry, processing and analysis of 

longitudinal sL:rvey data are becoming far more rapid as the use of microcomputers in 

field research expands. 

A second and perhaps most important reason is that many researchers who have 

carried out both short and long term studies have found that rapid reconnaissance 

techniques, when used judiciously, can yield valuable insights about subtle and dynamic 

factors in food systems. Researchers who have undertaken longitudinal surveys often 

find that the management requirements are so great that they have little time and few 

resources available for informal interviews and case studies. Many who have reserved 

time for these less formal data collection methods report that they are often a quicker 

and sometimes more effective means (as compared to data-intensive surveys) for 
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learning about the interrelationships and linkages in farming and marketing systems, 

understanding system constraints and opportunities, and identifying potentially viable 

interventions. Farming systems researchers have successfully used rapid reconnaissance 

techniques to identify farm-level constraints and guide allocation of applied research 

resources to help alleviate these constraints. Researchers such as Byerlee and Collinson 

report that accurate qualitative and quantitative information can be generated by 

informal surveys which serve as a baseline against which later comparisons can be made 

(Byerlee, et. al., 1980; Collinson, 1982). 

Notable contributions in the development of rapid reconnaissance methodologies 

applied at the farm level are the work of the Institute of Development Studies of Sussex 

University in the U.K. (Chambers, 1980, 1981), papers by farming systems researchers 

such as Hildebrand (1979, 1981), Collinson (1981, 1982) and Byerlee (1980), and papers on 

rapid reconnaissance for development administration by Honadle (Honadle, 1979 and 

1982). Entire issues of two journals (Aricultural Administration, 1981 and Institute for 

Development Studies Builetin, 1981) were devoted to rapid reconnaissance. More 

recently, in October 1985, a conference on rapid appraisal was held at the University of 

Khon Kaen in Thailand. 

1.2 The Appropriate Uses and Context for Rapid Reconnaissance 

As will be discussed in this paper, RR has several potential uses in marketing and 

food system research. First, it can be used by governments or dzoor agencies in the 

identification and design of agricultural marketing projects. Second, RR methods can be 

used by private firms to evaluate the feasibility of making particular types of 

investment, such as a new storage or processing facility. Third, a.rapid appraisal can 

generate knov.,ledge about an agricultural commodity subsector needed for making a 

policy decision or for evaluating the effectiveness of a policy or set of policies. A fourth 

potential use of RR is in monitoring and evaluating the effect of an agricultural 

marketing project or policy. A fifth use for RR methods is as a descriptive and 

diagnostic tool in the design of a program of longer term agricultural marketing and food 

system research. 

Despite these potentially varied uses, RR surveys are often inspired by policy 

initiatives, wherein host country governments and donor agencies require help in 

identifying possible projects or need for policy reform. In responding to such short term 
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planning needs, RR ,isks heing a subjective exe.,rcise, resulting in s.rong advocacy of 

predetermined positions. In ,hese cases rapid appraisals provide economic or technical 

justifications for projec. proposals that host coun:ry ;overnments and donor agencies 

intend to imDl,,,men:. Pesearchers should strongly resist pressures from research 

sponsors to simply devise jus:z.ications for predetermined food system interventions. 

At the same time. researchers do need to be responsive to their client groups. 

When the client is a government organization or a development assistance agency, 

researchers are expected to prescribo- project proposals or policy reforms. Hence, the 

applied research will have Fn action orientation. In doing rapid reconnaissance this poses 

a dilemma. While research sponsors expect policy prescriptions, rapid reconnaissance 

techniques seem most use!ul as a tool for learning more about commodity marketing or 

other aspects of the food system througil observation and analysis, for identifying system 

constraints and opportunities, and for identifying promising areas of further applied 

research. In most circumstances, it should'not serve as a basis for generating definitive 

policy prescriptions, although policy-makers art- t'ee to use the RR prescriptions as they 

wish. Policy prescriptions will often be tentative and preliminary. In some cases rapid 

reconnaissance survey, may generate robust and concLusive enough findings so that 

policy-makers can choose with considerable confidence to implement particular policies 

or to discontinue policies with adverse consequences. Yet reco:nmnended inter:ventions 

emerging from rapid assessments, particularly imprc'ed technolgiesmarketing 

institutions, and management methods, should be tested as pilot projccts and regarded as 

experiments. 

1.3 Organization of the Paper 

The paper is organized into two major parts. The first part examines the 

substance of raoid reconnaissance in agricultural marketing r.serch--ts importa:-t 

characteristics (Chapter II), the analytical framework used in rapid reconnaissance of 

commodity marketing systems a,Chapter Il1), key areas o" investigation during rapid 

appraisals (Chapter IV), analysis of prices and marketing marg;ns (Chapter V), proxy 

variables and key indicators (Chapter VI), and nonmarket or instiutional economics, and 

noneconomic factors (Chapter VII). The second part of the paper discusses the process of 

rapid reconnaissance (Chapters VIII and IX), including sections on the preparation fr RR 

field work (Chapter VIII) and implementation of RRI surveys (Chapter IX). These include 

selection of the RR team, research planning, review of the literature and analysis of 
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secondary data, the elements of RR field work, selection of key informants, and 

information gathering techniques. Report preparation, presentation of P.R findings, and 

followup to rapid reconnaissance :urveys are discussed in a section on wrapping up rapid 

reconnaissance (Chapter X). Limitations of rapid appraisal methods are addres.ed in 

Chapter XI, and concluding remarks are made in Chapter XII. 

4
 

http:addres.ed


IL IMPORTANT CHARACTERISTICS OF RAPID RECONNAISSANCE
 

IN A FOOD SYSTEM CONTEXT
 

2.1 Rapid Reconnaissance Focus 

Doing rapid reconnaissance of an entire food system is an unmanageable agenda. 

Yet keeping relevant system relationships and linkages as part of a narrowed-down focus 

is important. Classifying commodities into related groups, such as staple grains, 

legumes, vegetables, fruits and livestock products is a first step in narrowing down that 

agenda. The technical characteristics of related groups of commodities are often 

similar, which generally leads to similar organization and operation of commodity 

subsectors. RR teams may wish to focus on one commodity in each group, because it is 

representative, the most important in terms of volume or value, perceived to be the most 

problematic, or regarded as having potential to generate the most income and foreign 

exchange earnings or savings. 

Many RR surveys will focus only on one commodity production-distribution 

subsystem and in any case no more than two or three related commodities, such as grains 

or ruminant livestock. In a relatively short period it is impossible to look at all 

agricultural commodities in a food system in any depth. Restricting the commodity 

focus allows researchers to interview several participants at each major stage of each 

subsector, as well as to observe marketing processes and activities, within the time 

constraints of RR. 

Alternatively, researchers can focus on food distribution in one or more urban 

markets. The focus may also b2 on staple commodities which provide most of urban 

consumerst calories, particularly where expenditures on those staples claim a high 

proportion of household budgets or where urban consumers have difficulty meeting basic 

daily calorie requirements. In addition, analysts might focus on commodities for which 

the urban market is growing most rapidly. 

As another alternative to a commodity focus, researchers can do rapid 

assessments of particular industries in the food system, such as grocery stores, vegetable 

canners and processors, grain millers, or agricultural equipment manufacturers and 

distributors. The need for such a delimited study might arise if particular functions in 

the food system are performed poorly and at high cost, or if poor performance of those 

functions constitutes a system bottleneck. 
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2.2 Geographic Scope 

Rapid reconnaissance will often be limited in geographic scope to one region, or to 

a major urban market and the rural areas from which it draws its food (food shed). The 

geographic breadth of coverage will depend, in part, on resources available for the 

study. Area coverage can be expanded if several teams of applied researchers work 

concurrently in different regions. 

Geographic coverage will also be guided by judgements as to the need for visiting 

additional producing areas and markets. Researchers will have to evaluate w'hether it is 

worth the extra cost to expand coverage. For example, does a producing area appear, on 

the basis of limited yet best available information, to be sufficiently different from 

other areas (in terms of crop mix, marketed surplus or numerous other criteria) to justify 

RR field work? In a survey of grain marketing in Burkina Faso conducted in 1984-85, the 

University of Michigan did RR field work in several surplus and deficit regions (Sherman, 

Dejou, et. al., 1986). In an assessment of secondary crops marketing in Indonesia, USAID, 

the Food Crops Directorate of the Ministry of Agriculture, and several local universities 
have carried out RR surveys in several surplus producing regions which are characterized 

by different agroecological conditions, cropping patterns, and marketing systems 

(Menegay, 1985). In some cases RR teams may wish to look at more than one major urban 

market and their respective food sheds for comparative purposes. Where food systems 

are driven by foreign demand, RR teams may decide to survey demand and marketing 

opportuni.ies in key importing countries. 

2.3 Duration and Timing of Rapid Reconnaissance 

Rapid reconnaissance surveys are usually at least one month and less than three 

months in duration, depending on prior knowledge of the food system components and 

regions where the RR will be conducted. In countries where many commodity subsectors 

have been heavily researched, and where the objectives of the RR are quite delimited, a 

rapid appraisal could be conducted in a few weeks. On the other hand, if little is known 
about a region and subsector, and the objectives of the RR are somewhat diffuse, rapid 

reconnaissance has a more difficult time standing on its own, and becomes important as 

the first step in a longer term research program, requiring collection of a great deal of 

primary data. 
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Conducting RR during a period of less than three months precludes observation 

and data collection cver an entire annual agricultural production and marketing cycle. 

Yet this may not be necessary, as RR uses longitudinal data from previous studies and 

secondary sources to document patterns of secular and seasonal change. Participation of 

researchers in rapid reconnaissance who have followed commodi',y subsystems over time 

will also improve understanding of trends and changes in the food system, as well as 

seasonal variations in agricultural production, marketing and consumption. 

The timing of RR will depend upon the perceived need for observing particular 

marketing functions and processes. Farming systems researchers typically plan rapid 

reconnaissance surveys to coincide with the crop grovwing season, particularly during 

critical periods when crops are flowering, or during periods of peak household labor 

utilization (e.g., weeding periods in Africa). Timing in marketing and food system studies 

will depend in large part on what are initially perceived to be the key food system 

constraints and opportunities. If policy-makers are concerned most about storage 

practices and losses and alleged speculative practices, RR could be undertaken during 

periods of storage and sales from storage. If it is suspected that producers receive 

unremunerative prices for produce sold during the post-harvest period, the RR could be 

carried out at this point to observe transactions and terms-and conditions of sales. RR 

surveys of particular industries in the food system that are judged to be bottlenecks or 

highly inefficient might be timed so that industry performance could be most easily 

obser-ied. 

2.4 Composition of Rapid Reconnaissance Teams 

The composition of the RR team will vary according to preliminary identified food 

system prublems and needs. Rapid reconnaissance can be conducted by one researcher, 

typically a social scientist, or by several researchers with similar disciplinary training. If 

the objectives of rapid reconnaissance are limited, multi-disciplinary teams are not 

usually necessary. Th- quality of most RR surveys will usually improve, however, if 

researchers with complementary disciplinary skills participate. These teams may include 

an agricultural economist or economist, an agribusiness management specialist, an 

economic anthropologist, a post-harvest technician, a transport economist, institutional 

analyst, or zommodity specialist. It is important that an analyst with a general 

background in agricultural marketing (typically an agricultural economist) lead the team, 

and edit and complete the final RR report to provide an integrated picture. 
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IIL. AN ANALY1ICAL FRAMEWORK TO GUIDE FOOD SYSTEM APPLIED RESEARCH
 

AND DEVELOPMENT ACTIVITIES 

3.1 Need for an Analytical Framework 

!n conducting applied research under time and resource constra'nts, it is helpful to 
work from an analytical or conceptual framework that is cast in a development strategy 

perspective. This enables researchers to distinguish between information and factors, 

programs and policies which are 1) likely to be relevant and important for helping to
 

improve performance of the system, as opposed to 2) those which are interesting but
 
nonessential or perhaps trivial. Without a framework of analysis on which to hang
 
disparate observations and findings, the researcher risks missing the big picture and
 

focusing on narrower problem areas, which may not be the most critical ones 
to
 

improving system productivity and performance.
 

3.2 The Concept of a Food System and Strategies for Food System Development 

The broad analytical framework underlying RR is the food systems approach,
 
developed and elaborated by researchers at Michigan State University (see Harrison et.
 

.al., 1974; Shaffer, 1980; Riley and Staatz, 1981; Shaffer with Riley, Weber and Staatz, 

1983). The food system incorporates the agriculture and livestock sectors, and industries 
within those sectors. The participants in the food system that produce, transform and 

distribute the full range of agricultural commodities include input producers, input 

suppliers, agricultural producers, domestic traders, importers and exporters, processors, 

retail firms, institutional buyers and consumers. 

A food system has both horizontal and vertical dimensions. The horizontal 
dimension refers to firms within a particular industry, or to a particular stage of the food 
system where a similar set of functions are performed. Examples of this include the 

transportation industry, the tomato canning industry, agricultural equipment 

manufacturers, and retail stores. The vertical dimension refers to subsystems of single 

commodities or relatively homogeneous groups of commodities. This dimension is 
conceptualized as vertical because it cuts across stages of the system, where different 

functions, such as input distribution, production, assembly, storage, transport, processing 

and product distribution are performed. Initially labelled as a subsector (see Shaffer, 



1973), but better described as a subsystem, a commodity subsystem incorporates 

productive transformation and value adding at each stage as inputs are supplied and a 

product moves from the farm to the consumer. 

One tool for usefully thinking about the food system and its dimensions is a matrix 

of agricultural products and functions, as conceptualized by Shaffer. Agricultural 

products are arrayed vertically, corresn)onding to commodity subsystems. Food system 

functions, which are generally carried out by related groups of firms, or industries, are 

arrayed horizontally. Table I illustrates this matrix as applied to the food system in 

Senegal (Ndoye and Newman, 1984). In designing programs of applied food systems 

research, it is not possible to study each cell in the matrix, given funding and resource 

limitations. Subject to the approval of policy makers, researchers are forced to make 

choices about those parts of the system on which they intend to concentrate their 

efforts. These choices will be governed by numerous possible criteria, including political 
factors, the importance of commodities as staples or in generating/saving foreign 

exchange, regional considerations, or the degree to which particular functions or 

industries constitute system bottlenecks. Judgements as to the likely payoff from doing 

the research, as well as the feasibility of carrying out the research, will of course come 

into play. 

Another way to think about food systems is to deqelop an input-output or food 

accounting matrix (see Hay, 1980). This approach emphasizes quantification of technical 

production and transformation coefficients at different stages of the system, as well as 

input and commodity flows between parts or cells of the system. While this matrix 

serves as a useful accounting tool, it requires voluminous data and it i5 essentially a 

static construct. It stresses quantification of interrelationships rather than describing 

and diagnosing system constraints, bcttlenecks and opportunities, and striving to capture 

dynamic interactions and disequililiria. It is difficult for all the cells of such an 

accounting matrix to be filled with the data available in many developing countries. 

The food systems framework as developed and applied by MSU researchers is a 

developmental approach (see Harrison et. al. and Shaffer et. al.). It seeks to identify 

promising opportunities for improving the productivity of food systems as well as to 

diagnose barriers to improved system performance. Developing strategies, programs and 

projects for both private and public sector participants is central to the approach. It also 

assumes that there are alternative ways to constitute or organize the system so as to 
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Table I 

SENEGAL FOOD SYSTEM MATRIX 

Commodity Subsystems 

Production/Distribution
Functions Millet Sorghum Maize Rice Wheat Peanuts Vegetables Fruits Cotton Sugar Livestock Fishing Wood 

input Distribution
 
Extension
 

Production
 

Transformation
 

Storage
 

Transport
 

* 	 Exchange, Transactions 

Financing 

Coordinating Functions 

Prices 
Information 
Grades and Standards 
Regulations
 
Property Rights
 
Exchange Arrangements
 
Risk-Sharing Mechanisms
 

Consumption 

Source; Ndoye, Ousseynou and Mark Newman, "Approches Methodologiques pour I'Etude de la Commerciallsation des Prodults Agricoles et Alimentairesau Senegal," Actes de I'Atelier de Kahone, 8-13 Mars 198, Institut Senegalais de Recherches Agricoles, Bureau d'Analyses Macro-Econontiques,
Document de Travail 84-2, Dakar, December 1984. 



improve productivity and performance. These alternatives will vary from country to 
country and political/economic setting to political/economic setting. It also recognizes 
the possibility of alternative outcomes of different sets of policies and programs, rather 
than promoting canned solutions or universally applicable blueprints, such as simply 
getting the government out of the food system, or "modernizing" of marketing 
institutions so they more closely ressemble those found in the US, Western Europe or
 

Japan.
 

In contrast, the food system approach argues that the government is able to play, 
and in many cases must play, an important regulatory and facilitating role in food system 
development. The mix of public/private sector roles and activities will vary from 
country to country, depending upon historical and political factors, the stage of economic 
development, and the level of human capital development. An important part of a food 
system analyst's task is to examine the economic viability of alternative institutional 
arrangements, policies and technologies and their actual or probable effects on food
 
system performance. Analysts then present the likely 
costs and benefits of these 
alternatives to policy-makers. Reearchers are also encouraged to prescribe that set of 
policies or interventions that achieves government policy objectives at lowest cost and is 
most likely to foster growth and increased productivity. The extent to which linkages 
between different participants in the food system and among the agricultural, industrial 
and service sectors can be strengthened is also an important consideration. 

In the interest of making agricultural marketing and food system research in 
developing countries manageable, the next section will describe the important features 
and emphases of subsector or subsystem studies. While not all agricultural marketing 

studies in developing countries will follow a subector format, many of them will, and the 
subsector framework is a useful method of examining commodity marketing subsystems. 

3.3 The Subsector Approach: Evolution and Principal Characteristics 

Given the above strategy for promoting food system development, the approach to 
rapid reconnaissance presented in this paper is grounded in the commodity subsector (or 
subsystem) analytical framework. This approach has been best articulated by researchers 
of NC Project 117, partially funded by USDA, who have examined commodity subsectors 
in a comprehensive study of the U.S. food system (see Marion and NC Project 117, 1986), 
and by researchers at Michigan State University (see Harrison et at., 1974 and Shaffer, 
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Riley, Weber and Staatz, 1983). A schematic representation of this approach, developed 

by Bruce Marion, is shown in Figure I (Marion, 1976 and 1986). 

The subsector framework builds on the structure, conduct, performance 

framework, developed by industrial organization theorists such as Bain (1963) and Scherer 

(1980). industrial organization scholars examine the structure (organization), conduct 

(operation) and performance of industries, defined as a group of firms which produce 

similar commodities, (e.g., the meat-packing industry, the automobile manufacturing 

industry, the micro-computer industry). The focus of industrial organization is on 

horizontal linkages among firrn. It is essentially static; taking industry structure as a 

given and anticipating certain types of conduct and performance characteristics from 

alternative structures. The macroeconomic environment and institutional landscape 

(rules and regulations, distribution of resources) are generally assumed to be exogenous. 

The subsector approach is similar to industrial organization theory in focusing on 

the performance consequences of alternative forms of industrial or economic 

organization. Yet it differs in several fundamental respects. First, a subsector is a 

vertically linked set of participants (firms or organizations) which produce a related 

output or group of outputs. Rather than adopting a conventional dichotomy of on-farm 

being "production" and beyond the farmgate being "marketing", the subsector approach 

emphasizes transformation, adding of value, and transactions at every stage in a 

subsector from input supply through production, marketing and consumption (Shaffer, 

1973). In agriculture, subsectors are organized around particular commodities or 

commodity groups, such as grains, ruminant Livestock, fruits, tuber crops, or any one of 

many individual commodities. Participants in agricultural commodity subsectors include 

input suppliers, farmers, first handlers, wholesale traders, retailers and consumers. 

Consumers are considered as subsector participants, because their demand for 

agricultural commodities in the aggregate influences production and marketing decisions 

of all other participants in the subsector. 

A second fundamental difference of the subsector approach is that it closely 

examines underlying supply and demand cond:r.ions for commodities and likely trends and 

changes in commodity outpui and use. The subsector approach is demand oriented. 

Demand drives commodity subsectors or, alternatively, it pulls commodities through 

these subsectors. Shifts in demand induced by changes in relative prices, in purchasing 

power of consumers (per capita income), and in consumer tastes and preferences, affect 
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Figure 1. A Schematic Representation of the Structure. Conduct, Performance Paradigm as Applied to the Commodity
Subsector Appcoach 
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in a significant way the set of incentives facing participants throughout the subsector to 

supply inputs, prcduce, transform, store and transport agricultural commodities, and to 

supply products to consumers or end users in forms, at times and at places that they 

desire. While changing demand is often an important dynamic force in transformation of 

commodity subsectors, shifts in supply car, also be an engine for change. Increased 

productive capacity, at the farm level or at other stages of the subsector, can lead to 

reorganization of commodity subsectors and affect subsector performance in important 
ways. As an example, heavy investments by the government of Senegal in two large 

scale dams on the Senegal River will dramatically increase the land area under irrigated 

cultivation. The subsequent expansion in output will likely lead to significant changes in 

the organization and operation of the rice subsector in Senegal, inducing entry of traders 

and processors into the subsector, decreased flows of imported rice from Dakar to 

markets in Northern Senegal, and increased flows of locally produced rice to markets 

outside Northern Senegal (Morris, 1985). By emphasizing ongoing and potential changes 

in supply and demand, the subsector approach is dynamic in orientation and goes beyond 

the static efficiency analysis common to many neoclassical studies of marketing systems 

or industrial organization studies (Riley and Staatz, 198 1). 

A third important difference between the subsector approach and industrial 

organization studies is the emphasis in the former on the nature of coordinating 

institutional arrangements, such as contracts and vertical integration, and the role of 

selected firms, cooperatives, industry associations, and other active coordinating 

agents. Subsector studies examine vertical linkages between firms that contribute to the 

production, transformation and marketing of related commodities. In the agricultural 

sector the level of agricultural output is partially dependent on climatic factors, and 

aggregate output and agricultural commodity prices are uncertain from one year to the 

next. Producers, processors, traders and institutional buyers have an incentive to devise 

institutional arrangments for coordinating fluctuating supplies so they match demand 

without excessive price fluctuation. Coordinating mechanisms also facilitate 

specification of quality expectations and requirements. 

Coordination of food systems is an active process (see Shaffer with Weber, Riley 

and Staatz, 1983). It will generally not be achieved in developing countries without 

active intervention of the government, coordinating private and public institutions, and 

private firms with ample resources and a system perspective. Effective economic 

coordination is not assured by benign public sector laissez-faire, unsupported and 
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unfacilitated "private sector initiatives," and simplistic prescriptions of "getting the 

prices rights." This is not to prescribe heavy-handed and direct state involvement in 

agricultural production, marketing, processing, storage and distribution of food. Rather, 

ensuring effective coordination results from clearly defining public and private roles in 

the 	food system, government provision of public good type facilitating services or 

functions, such as market information, communications, funding of production and 
marketing resesarch and extension, regulation which minimizes abuses and unfair play, 

and a policy environment which removes disincentives and fosters entrepreneurship and 

the undertaking of risk. Through such developmental efforts food systems can move 

from low levels of productivity, plagued by small scale operations unable to innovate and 

achieve scale economies, high costs and minimal specialization, to systems where 

increasing specialization and exchange and achievement of scale economies lower food 

production and marketing costs and improve the welfare of producers and consumers 

alike. 

The subsector approach is most productive when it is used to describe salient 

elements of the subsector, diagnose key subsystem constraints to improved performance, 

and prescribe policies and projects to overcome these constraints. The subsector 

framework also emphasizes the search for opportunities to improve the performance of 

the system, as well as t, take advantage of unexploited and underexploited opportunities 

to 	rap new markets, generate significantly higher levels of output, and improve food 

system efficiency. Improving food system performance is an incremental and iterative 

process. In evaluating performance the analyst should consider a set of diverse 

performance dimensions, which may not all be attainable in any given country context. 

Food system performance is evaluated broadly in terms of the effectiveness of 

coordinating mechanisms, technical and operational efficiency of the system, system 

progressiveness, and equity of returns to system participants given the distribution of 

risks, costs and responsibilities. A more detailed list of performance attributes is 

provided below. These may or may not be of interest in a given situation. The list draws 

heavily on earlier work by marketing researchers such as Sosnick (1964), Marion (1976), 

French (1977), Helmberger, Campbell and Dobson (1981), and Shaffer (1980). 

1. 	 Market coordination effectiveness, or the matching of supply and demand at 

each level of the production/marketing system. 
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2. 	 Technical efficiency, which translates into maximum output per unit of inputs 

(in a narrow economic engineering sense), and operational efficiency, which 

refers to minimal cost/price relations (in a broader economic sense). 

3. 	 Equity of returns to participants in the subsecror, in light of the distribution of 
investments made, risks faced, costs assumed and responsibilities undertaken. 

4. Progressiveness, or the ability of the subsector to adapt improved technical, 

management and institutional innovations which enhance productivity. 

5. 	 Minimat degradation of resources (soils, forests, water resources) in 

agricultural production and processing, i.e., minimization of external 

diseconomies. 

6. 	 Broad participation in food system activities, particularly in countries where 

employment opportunities are limited, and where unemployment or 
underemployment are an important social and economic problem. 

7. 	 Wholesome and nutritious diets for a broad range of urban and rural consumers, 
particularly those most likely to be nutritionally vulnerable. 

It is important to note that these attributes may be conflicting, and that tradeoffs 
will often be involved in attempting to attain (or maximize/minimize) one set of 

attributes as opposed to another. Policy-makers' perceptions of the desirability and 

feasibility of emphasizing one objective or group of objectives will be important in 

assessing what constitutes good system performance. As an example, policy-makers 

might concentrate on achieving increased technical efficiency and system 

progressiveness, which might adversely affect equity and resource management. 

One of the challenges of 'ood system research is to develop better definitions of 

performance attributes and to relate these attributes to precise and unambiguous 

performance norms. By reference to these norms, performance in a particular system 

can be assessed. But caution needs to be exercised in defining performance norms. They 

may vary in different sociocultural, political and institutional settings, and in different 

agroecological environments, where resources and endowments differ. When expatriate 

researchers become heavily involved in food systems research, it is essential to involve 

local policy-makers and researchers in defining performance norms and measures. 
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While evaluating the performance of a particular commodity subsystem or the 

food system against a comprehensive set of performance attributes and norms is 

desirable, the overriding emphasis of RR marketing studies should be on identifying 

barriers to improved performance and unexploited or underexploited economic 

opportunities. The research challenge is to discover and focus on critical points of 

intervention which could not only alleviate known constraints but also lead to increased 

opportunities and system productivity. 
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IV. K,3Y AREAS OF INVESTIGATION IN RAPID RECONNAISSANCE 
OF COMMODITY SUBSECTORS 

Table 2 lays out ten broad areas of investigation for rapid subsector appraisals,
lists componerts of each area, and notes methlods of inquiry for obtaining necessaryinformation. RR teams will not attempt an exhaustive study of all of the areas outlinedbelow. The purpose of R. is not to describe food systems in great depth or to diagnosein full detail all system problems. Critical system wide linkages to specific subsectorcomponents must be identified, however. In addition, 

any one research 
the payoff from examining in deptharea may be marginal in some rapid reconnaissance studies. This maynot always be the case, however. For example, agricultural policies may have significantdisincentive effec:ts, and researchers 

to the effects of such policies. 
may wisely elect to devote most of their attention

As a second example, particular stages of the foodsystem, such as wholesaling or retailing, may be perceived asPayoff from examining special problem 
especially problematic. 

high 
areas or constraints may be judged sufficientlyex ante to justify allocating most or all of the RR research
analysis. resources 
to an in-depthSuch a judgement will depend upon researchers' skill and experience, andpreliminary identification of researchable problems and needs. 

In addition to listing key areas of invesigation, Table 2 briefly notes reasonsconsidering those key areas. forExamining public sector intervention and performancethe food system n(key area No. 8) is critically important in nearly all studies of foodsystems. 
 On the other hand, focusing research 
resources on detailed analysis of theoperation of firms and organizations in the marketing systemthe scope of a (No. 6) will often be beyondRR survey. Furthermore, while an exhaustive examination of the
organization of a commodity subsector or marketing system will generally not be possible
in RR, a broad understanding of food system organization is usually essential toevaluating performance. initial judgement, based onsubsector, will be required to assess 
preliminary knowledge of a 

of the key areas. 
the importance of gathering information in any oneThis will depend on what are perceived to
improved performance. 

be the most likely barriers to
In addition, researchers will often find that certaininvestigation areas ofare well-researched, while others are underr'earchedresearched. or not at allThis may be because researchers have judged exfrom examining ante that the likely payoffthe lz:ter was not worth investing research resources. It may alsoreflect biases and preconceptions of previous researchers. 

13
 



In carrying out most RR surveys, researchers are generally recommended to focus 

on estimating orders of magnitude rather than focusing on obtaining precise estimates of 

marketing variables. The cost of obtaining precise estimates is generally high in doing 

survey research in developing countries. In carrying out rapid appraisals under time and 

resource constraints, the benefits of increasing precision will likely not be justified by 

the high opportunity costs of gaining such precision. Researchers who undertake rapid 

reconnaissance need to ask themselves continually whether it is worth the time and 

effort to gather particular types of data. 
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Taita I 

KEY AREAS OF IVESTIGATRON IN RAPID RECONNAISSANCE 

AREAS OF INVESTIGATION COMPONENTS METNOD OF INQUIRY REASONS FOR INVESI'IGAING 

ic) 

I. Commodity
Characteristics 

2. Con--..pilan 
Pattns 

!. Spply 
Situation 

4. Price 

Relationships 

AndSeasonality 

1. Food System 

Participants 
and 
Org nization 

a) Differeast grades, end uses.
b) Degree of bulkiness, perhrhablilly. 
c) Physical handling rcqulementa. 
d) [eliree/type of processing. 

a) Scasonal and secular trends In domestic and export
markets. 

b) Disaggrated consumption patterns by 
scioccoomnlic and ethnic group. 

ci rutur market prospects. 

a) Production by sear and by te ion for recenL years. 
noting trends and varIabilily.

b) Stocks for transformation and consumptio by season 
and region. 

Flows from major supply areas to major markets, 
IIncluding Imports a.d exports. 

a) Secular trends in real prices at the farmgate, 

wholesale andcclicl levels. nubs 
b) Seasonal and cyclical tr'endsIn pcIces.c) Changes over time in relative Price relationsIps. 

a) Marketing channels and commodity subsector stages. 
b) Type-, numbers and geographic distribution of firms 

at key subsector stages. 
c) Important assembly, redistribution and terminal 

malkets. 

1) R-le commodity manuals, studies,
2) Observation of handling and ptocessing. 
3) Develop commodity calendars showing period&of 

production and Itanslnrmation. 

1) Review consumplion studies, food balance sheets, 
and demand proectlons.

2) Cocistruct food balance sheets If data available. 
3) Interview nutritlon/consumplion researchers, 

selected commodity Importers and exporters and 
institutional buyers, and selected rural and urban 
consuniers. 

I) Review commodity studies. 
2) Interview large wholesalers, parastalal r-anagzis, 

crop production researchers, Importers, esporters, 
processors, cooperative and trade astoclation 
olliciall. 

3) Use map to show flows and apparent surplus and 
deficit Areas, 

4) Describe seasonal variation in stocks and flows. 

1) Catther secondary price data for commodity and close 

tiutsl complemcn I for tcn or more year period, 
2) Deliate prices or express In constant piuce terms.3) Analyze secular, cyclical and seasonal price trends, 

and changes In relative price relationships. 

4) Estsmate supply and demand relationships If data 
permit. 

I) Review previous commodity studies. 
2) Check Ii existing enumerations or sample frames 

in governmert agencies (e.g.. ilcensinS offices). 
3) Interview knowledgeable observers of tubsectors 

and stiec led participants. 
f.)Draw subsector map (flow chart) showlng principal 

stages and marketing channels, 

&I Cimmodity characteristics can in;luence operrion ofsubsystem, which functions are performed. how they are 
performed, and relative cost at which performed. 

b) Nature of production process Influences timing and 
magnitude of producer sales and marlkeed flows. 

a) Demand drives (or puii3 commodities through)
subsystems.

b) Strength and seasonailty ofdemand aflect production 
and storage Incentives, as well as direction and 
magnitude of marketed flows. Longer run trends and 
opportunities affect invesmcnt decision of 
participants In subsyetcm. 

a) Supply arid demand Pre basic elements of economic 
analy-is. 

b) Production levels and variability affect prices 
(depending on !isicitics), retlurnsvia Price 
mechanim, and ,' k perceptions of producers.

c) Level of stocks during different periods affects 

seasonal variation In prices and commodity 
availability. 

d) Shifts In supply over time may Indicate responsc to 
policies, tec iogical change, Institutional 
environment and altetrralive institutional arrangements. 

a) Prices are a measure of in:enslvcs lacing food system 

participants. 
b) Changing relative price relationships may Indicate shilts

In production and marketing incentives, especially If 
coupled wlh accurate cost of production data. 

c) PIcing A;ructure provides Insight Into regIonal and 
natlol2 comparatlve ad lantage. 

a) food system organization (or structue) influences 
conduct of par ticipants, which In turn affects 
per foirmance. 

b) Illgh levels of concentration of firms at particular 
stges of food system may lead to higher productlon/ 
marketing coitS than undes conditions of lower 
concentration. 

3) Use map to how Important marketplaces. c) Prevalence of myriad small firms who fail to specialize 

at one or more levels of food system may lead to scale 
dillseconomies and high coats. 



Table 2 - (Cont-) 

ArAS oP iNVESnGATION COMPONENTS METHOD OF INQUIRY REASONS FOR lyVeSTIGATING 

L. 	 Sub:sector and a) PracIces and strategies of subsystem pArtIcip&als I) Iden ty key stages aid participants. a) 	 Operari a and bchavior in the aggregate affectFood System (individuals, firms, organizations for proclsing 2) Develop :normal Interview guidelines. 	 peaforts Ince.Operation or Inputs, productive tiansformalGn, swsage and I) Siamplc purposlvely based upon knowledge ofBehavior 	 b) AJ.pu.btisy and riesponslvcness of commodiltinartsrlng of output%). universe front previous records or st,1les, ot subsystems to changing condition&and uoce- taintyb) Vmstlcalcoordlnatlon nicdhanismm exchange arrange- from above characterizallon of subsystem ({3).inents, flhk-rediuclon/s Jaring. Information disseminltlon. 	 affect levels of output and performance, as well as4) Conduct selected In-depth Informal Intervlews. contlmned viability of subsystco In a pasrticuiar
c) Adaptability and respnsivences of subsystem to shifting 3) Crosicllck lindings with other subsystem country.

supply/demand, exogaesous shocks, policy change: and pas IcIpants and knowledgeable obscrvers. 
uncertainty.
 

d) Evidence of market power. 

7. 	 Marketing a) Physical Inlrasrrr-cture (transport. marketplaces. I) 	 Rcvfc studies of transportation and communication a) In ioniedeveloping countrles InfraitructuralSystem storage and pro.ising facilities, commurlcallos). Infrastructure, storage/processing capacity and constraints constitute severe bottlenecks to food
infrastructure b) Adcquacy arid bottlenecks, 
 utilization, and marketplacesu systcm development. 
21 Dispect and assess adequacy of sample of above. 
3) Use nap to "hwkey infrastructurc. 
4) Identify btottlenccks. 

S. avrrnirt.cnt a) RcLulatory cnvbo4rent rule I Input and produkct I) Regulations& use Informal Interviews with a) The regulatory environment and particular regulationsjalketig rcgulationsl laws aflecting markcting and tiading subsector participants to idcntlfy vexing or affect the behavior &nd Incentives of food systemInstlitutions actlvtlicsl proper tyfi Jbts. constraining regulations. Followup Interviews perticip nts.and Policies b) Public iniketllL instilutions (parastatals, cooperatives, slh selected poilcy-makcrs. b) Public marketing Instiutlons dominate foad systems Injoins vestureshi extenlt and nature of participation in 2) ILnstltutlons lntevirw matiagers, determine &omnecountries, Influence the organization, operatlonltnakerlngi effect o'n behavior and performance ol pivate nandate, outline functions, estimate market share, and performance of food sysems In all countrile, andparticipanls In food syslcm. eamilne pricing policies, astes effectiveness of generally affect behavior of syslem participants. 
c) MaceocoroinIc policies. price policiesi exchange, markelting services, Assess impar t of par tIcIpallosltcresl, wage rate policile I fiscal and monetary 	 c) &Iacrotconomicpolicies condition and slape the envitonon sstcn. men: it which system partlicl-nts make decisions aboutpolicics. 3) Polic;css review macroconomic assessments of Investments and operations.d) B.siing and cicdit policies. WVarld Bank, ImlF or others. d) All of the above contribute to food system stability 

4) lriteriew bank and credit agemcyc ollicers. ad/or racertainly, which greatly Irfluenmce behavior. 
e) Banking and credit policies determine who gains ac:cs 

to formal credit, which is often subsldized. 
9. 	 International a) Commodity exports and world market sItuaion. 1) Analyze trade quantity, and price data available a) Few, If any developing country food systems areTrade b) Imports of commodity or subtitutel and Impact on In statlitical abstracts or outside assessment. autaklc. International trade In agricultural commodldonmestic production, markets and PrIces. 2) 	 Review commodity production, price and trade ties affects production and marketing Incentives.c) Trends In exports and Imports. 	 forecasts. consumption pattern and preferences, and the behaviord) Likely changel In esports and Imports, and emerging

matket opportunities or dependencies- tli I
b) International market conditions Influence developing 

and opportus s of system participants. 

countrles' cO arative advantage In production and 
export (import)of agricultural commodltCis. 

10. Representa- a) Timing of RR relative to annual prodasE.tlon/mnakellng I) Ccm.spare rainfall data and production estimates a) The period of observation may be unusual with respect
Peincl ofe cycleu warh earlier years. toclimate. agpiculturol oduct on, economic andPcJ Under
Study b) Ailcultural and econoinic chairacteristics of year of RR 2) Corpari economic datasrelative toearlier years or climatic cycles. 	 GOP, balance of payments. po!ltlcal conditions, and effects ofInflation rates, Uadc patterns. 	 tc-(enl changes.b) Food system development is an ongoing and long terin3) 	 Asses political factors change of government, process. Hlstori:al ptrspcctlve of long san patterns

policy changes. of change In basic economic, Institutioal. political 
and environmental conditions Is valuable in understand-

Ing food system development. 



V. ANALYSIS OF PRICES AND MARKETING COSTS AND MARGINS' 

Price analysis is critically important in agricultural marketing and food :ystem 

research. Prices are a mechanism by which signals are transmitted in market 

economies. These signals provide incentives to food system participants to supply inputs, 

produce commodities, and market, transform and consume these commodities. Prices 

also serve as guideposts in essentially administered economies, although they may not 

reflect scarcLty values and social opportunity costs, and hence encourage nonoptimal 

allocation of resources. In many developing countries with administered pricing systems, 

parallel markets emerge in which prices more closely reflect scarcity values, although 

there is typically some risk premium for participating in the parallel market. This risk 

premium will vary in direct proportion with the frequency and severity of punishments or 

sanctions for non-compliance with administered prices and participation outside formal 

marketing channels. 

5.1 Data Collection and the Quality of Price Data 

In an ideal research situation reliable price data are available at the farm, 

wholesale and retail levels of the marketing system on a weekly or monthly basis over a 

ten or more year period for a broad range of commodities (agricultural and non

agricultural), as well as inputs, in rural and urban areas. This is often not the case, 

however. When available, agricultural price data are more likely collected at higher 

levels of the marketing system (terminal and urban retail markets) than in rural areas. 

Moreover, price data are frequently of unknown reliability because little real analytical 

use has been made of them. Careful attention needs to be paid to analyzing existing data 

and examining the way in which the data are collected. An important part of analyzing 

price data is to ask a series of basic questions that can be remembered by reference to 

the i:nterrogative pronouns who, what, when, where, and how. 

'For a detailed training guide to the use of fundamental price analysis tools and to 
the use of a microcomputer software program to facilitate this analysis, see Goetz and 
Weber, 1986. 
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5.1.1 Who collects the data? 

Have they received any training in data collection? How are they compensated? 

Do they have other responsibilities, such as agricultural extension? If enumerators are 

poorly paid or collecting data part-time as a secondary activity, they may have little 

incentive to collect data accurately. 

5.1.2 What types of data are collected? 

Are farm level, assembly market, wholesale market (consumption/redistribution), 

retail, FOB or CIF prices measured? Are buying or selling prices (or both) observed? 

Arc ,.he types of data collected by government agencies well-defined? Have the 

definitions of the data collected changed, or have the actual market participants (levels 

in the system) from which data are collected varied from one period to the next? If so, 

then data from different time periods may not be comparable. 

5.1.3 Where are data collected? 

Are data collected only in urban areas or in rural areas as well? In many African 

countries, for example, price data are only collected in large urban markets, and 

sometimes only with any frequency and accuracy in capital cities. If prices are collected 

in rural areas, at what level of the system are they collected (farmgate, rural assembly 

markets, consumption/redistribution markets)? If prices are collected in urban areas, are 

they gathered at municipal markets or in shops or supermark -ts? If both, are the prices 

reported separately or averaged? 

5.1.4 When are data collected? 

During which periods are data collected (throughout the year, after the harvest)? 

With what frequency are data collected (daily, weekly, monthly, quarterly)? Are they 

collected on days of greatest buying and selling activity (large market days as opposed to 

ordinary days)? Is there consistency across data collection intervals and in the timing of 

data collection at particular markets? 
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5.1.5 How are the data collected? 

If enumerators are given money to buy commodity samples, they may report
 

exa-gerated prices and pocket the difference between the inflated and actual prices. 
 If 

produce is purchased by data collectors, do they purchase it as anonymous, impersonal 

buyers and weigh it away from the marketplace? Or do they merely ask marketing 

agents how much they are asking for conventional lots, which may not be standardized, 

without ever weighing them? In this case, data will be collected for offered as opposed 

to actual transacted prices. How often are data collected and how many observations 

are taken per collection period? 

5.1.6 How are the data analyzed? 

If data are not reported for periods corresponding to the collection interval or 

frequency, how are they aggregated? Is there any attempt to adjust, say, weekly average 

prices in calculating monthly averages? If inflation rates are extremely high, as in many 
South American countries, are adjustments made to average weekly prices obtained at 

different periods of the month before arriving at monthly averages? In calculating 

monthly or annual averages how are missing weekly or monthly values handled? If 
adjustments in the data are made, are these adequately noted? Are price data in any 

way weighted to reflect volumes moving through different channels? 

While it is important to understand how price data are collected and prepared, 

researchers need not be paralyzed if data collection methods fall short of the ideal. 

Rather, analysts need to view prices as approximations which provide insights into the 
workings of markets, the relative scarcity of resources, and incentives facing food 

system participants. A good understanding of how data are collected, what they 

represent, and likely orders of magnitude of data error will help researchers appreciate 
data limitations. Using existing data and asking these questions is an important step in 

helping to improve the quality of price information collected over the longer run. 

5.2 Recommended Types of Price Analysis 

Important types of price analysis are listed in Table 3, and supplemented with 

brief notes about potential data collection and methodological pitfalls. This list draws 

heavily on work by Tomek and Robinson (1981), Timmer, Falcon and Pearson (1983), 

Timmer (1935) and many others. The interested reader is advised to see Newberry and 
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Table 3
 

PRICE ANALYSIS AND POTENTIAL PROBLEMS
 

Type of Price Analysis Dau= Requirements Data Collection Pitfalls Methodological Probi sa 

I. Trend-. In Real Prices a) Faringate trices I) Definition of tarmlngate price, a) Change In nature and character
b) 
c) 
d) 

Wlirolesal prices 
Retail prlces 
Deflator 

2) Which side of wholesale 
transaction (buyer, seller). 

3) Reported vs. transac led prices. 
b) 

istics of product over lime. 
Deflator only available for urban 
area (constumer pricelnex). 

0 4 These points apply to other 
types of price Analysis as well. 

c) Represertativeness of basket of 
goods, accuracy of weights In 
cnstruclnog deflator. 

2. Relative Price Relationships a) Prices for key substitutes and 
complements. 

i) Are data available for hey 
substitutes? 

3. listernatlooal/fDomestlc 
ComparIson 

Price a) 

b) 

c) 

Import parity prices, Including 
Internatiotal transport costs. 
Export parity prices, Includinrg 
doinestlc transport costs. 
Excharrge rates. 

I) Are domestically produced and 
Internailonally traded 
commodities close iubstitutes? 

2) Wich International price? 
3) Quality differences. 
4) Are actual tra1rort costs 

Lnown (e.g., It transshpincnt)? 
3) Official exchange rate may 

a) 

b) 

c) 

Assumes domestically produced commodity 
traded or potentia.lly tradeable. 
Poor comparability of domestic and 
lternatonal prodiict can confuse 

analysis. 
May be no direct transport between 
International exporer and country. 

diverge greatly fLoin shadow 
exchialge late. 

4. Seasonal Price Variation a) Average monthly, weekly, or daily 
prices at same level of siarkelinglysten, 

I) IIgh rates of Inflation and 
strong trends may distort
results of analysis. 

a) 

b) 

Price data are typically only 
available for utban areas. 
Price seasonality facing urban 

consumers may differ front variation 
facing rural l-zutdirlds. 

3. InliespatiAl Price Variation a) Detailed price data for at least 
several locations, collected at 
%Ante poits In Shie, preferably 
for samne level of mtrarket system . 

I) 

2) 

Multliocational price data are not 
often available In lnte-serles. 
Data may only be availlble for 
major towns arli irot for irul 

a) Ilgh hlserinarket correlalion- may be 
evidence of effective con-petition or 
colhuSiGl.ollgopoly. Need more 
Inforrnttlon for deterininrng which I& 

snarketls. tie case. 

b) Correlation may be spurious and no 
evidence of causality. 

6. Maiketing Margins a) Prices at different levels of the 1) Prices at diferent levelslof a) Markieting costs vary by scale of 

b) 
food system for same commodity.
Data on rsarketring costs If wish 
to analyze net rnarghrs. 

System nust be ccllecled during
sa:ne period. 

2) Cost data difficult to collectl 
may be misepresented.

3) May fall to enuumerate key cost 
conponenl. 

b) 

enterprise, resulkIng in different 
margiRs for different firn sizes. 
Size if nargi and perccnt of return 
to producer vary by commodity,
reflecting degree of value added and 
mnarketinig costs. 

7. Colnmodity/Input Price Rallo a) Consistent series of commodity 
pi Ices and input prices or cost 
Index series, 

1) Need to Identify relevant Input 
tier tilizer, Insecticide, 
pesticide type). 

A) 

b) 

Casi Inputs (ferts, pests) may only 
be used by large farmers. 
Importance of Input itiay vary 
7onilderably over length of sime-serIes. 

1. Pocessed Product/Raw 
Material Price Ratio 

a) 
b) 

Prices of processed product. 
Consisternt prices of raw malerial. 

1) Nature and quality of processed 
product may clange over time. 

a) Comparing ratios with otlrer countries 
wil different factor proportions, 

2) Quality dilferences In raw 
material, 

costs of production, and prices n.ay be 
misleading. 



Stiglitz, 1981, for an advanced treatment of price analysis and commodity stabilization 

programs. 

In some developing countries, price data are only availabie for capital cities and 

large towns (and not for the region of interest or rural areas). When data are available, 

they are frequently of poor quality, available over a short period, or incomplete (missing 

observations). In some assessments of marketing systems, it may be necessary to 

generate price data at different levels of the commodity subsector, although these very 

short term snapshots of price patterns cannot substitute for longer term information on 

prices. In most developing countries agricultural production, trade and price data are 

most complete for exported cash crops, such as cotton, cocoa and coffee, and for staple 

grains. Data on tuber crops, legumes, oilseeds, and domestically consumed fruits and 
vegetables are often less complete and reliable, if available at all, or they are highly 

aggregated (averaged across quarters or years). 

Even when reliable price data are available for the commodity in question, it is 

difficult to do all the analyses listed above in most rapid reconnaissance surveys. 

Examination of spatial price variation (No. 5) is most useful when detailed, frequent 

observations of agricultural prices are available for a wide range of markets, which is 

rarely the case. Analyzing the price ratio of a processed commodity to its raw 

commodity material (No. 8) is art imperfect measure of technical efficiency, which may 

be better quantified through raw product/processed product transformation ratios. 

Nevertheless, attempting price analyses No. t - 4 and Nos. 6 and 7 is useful for rapid 

reconnaissance purposes. Potential difficulties and pitfalls in doing each type of price 

analysis are discussed below. 

Examining trends in real farm level and urban wholesale and retail prices for 

related commodities (No.[) can be very useful in understanding how incentives to produce 

and consume particular crops change over time. The validity of the analysis will depend 

critically, however, on the quality and appropriateness of the deflator used in generating 

real prices. The only deflator available in many developing countries is typically an 
urban consumer price index, which is constructed using a basket of goods and services 

(e.g., food, electricity, transport) consumed by urban residents. This may not be the 

most appropriate for the analytical task at hand. In some cases, such as where producer 

supply response is being estimated, an index of prices paid by producers may be more 

appropriate. An urban consumer price index is better suited to estimating demand 

functions which use urban wholesale or retail price data. 
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Since urban consumer price indices are generally all that is available, it is useful to 

comment on potential problems in using these indices as deflators. Urban and rural 

consumption patterns differ markedly in many developing countries, so the 

appropriateness of the basket of goods used in generating the deflator can be 

questioned. Certain goods consurned in urban areas are not widely available (or available 

at all) in rural areas. Moreover, these goods may not be important in rural consumption 
patterns. Including these goods in a deflator to calculate real farmgate prices may 

introduce bias. In addition, the data from which consumer price indices are generated 

are urban household and expenditure surveys. Relative prices, per capita incomes, tastes 

and preferences, and hence consumption patterns, as well as the composition of the urban 

population are likely to change over time. As a result, the basket of goods used in 

generating the deflator and the weights assigned to each type of good may not even 

accurately reflect urban consumption patterns ten or perhaps five years after the budget 

and expenditure survey has been completed. The differential effect of inflation on the 

relative prices of goods and services in the basket can also affect the reliability and 

accuracy of the deflator. Certain goods, particularly luxury goods, may drcp out of the 

basket or carry lower weights several years after the survey data were generated. Other 

goods, particularly necessities, may assume greater importance as a result of inflation or 

declining real incomes. 

A second difficulty in examining trends in real commodity prices over long periods 

is that the commodities may have changed fundamentally in nature and quality. The 

commodity may have greater value added in recent years, through improved sorting and 

grading or better packaging and hygiene, than in earlier years. Hence data may not be 

.eddily comparable over the entire time series. Exercise care in ascertaining whether 

the definitions of the commodity form and grade are consistent over time. 

Examining changes in relative prices facing producers (No. 21, as well as relative 

costs of production, is extremely useful in analyzing changes in farmers' crop mix and 

changing regional/national patterns of resource allocation. Researchers should note if 

prices for commodities are official prices or actual prices, particularly in cases where 

parallel markets are important. Analyz-ing changes in the terms of trade facing 

agricultural producers presupposes availability of time-series price data for rural areas 

for a broad range of agricultural inputs and outputs, as well as consumer goods. Data are 

rarely available in long enough time-series or reliable in rural areas of developing 

countries, particularly in Africa. Using urban price data in analyzing rural-urban terms 
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of trade is misleading, because urban prices of consumer goods (particularly 

manufactured consume." goods) are generally far lower than prices paid by producers in 

rural areas. Similarly, food prices in urban areas overstate returns to producers, because 

they are composed of farm level prics plus marketing margins. 

Comparing border prices with domestic prices (No. 3) is not appropriate when the 

commodity is not traded (e.g., tuber crops in Africa). This is not to say that production 

and consumption of nontraded staples ars not affected by shifts in international prices of 

traded commodities, such as grains, which may be substitutes. 

Monthly price data are not always available at the farm level or for rural markets, 

so analyses of price seasonality will often rely on urban retail or wholesale data (No. 4). 

These urban price data will show seasonality of prices facing urban consumers but not 

necessarily seasonality of prices received by rural producers or faced by rural 

consumers. This will depend upon the degree and volume of storage of commodities after 
purchase from rural producers, the magnitude and variation over time of transport costs 

between rural and urban areas, the degree of integration of rural and urban markets at 

different times of the year, and the possible existence of bottlenecks in the provision of 
marketing services. Seasonal price trends may also vary between rural and urban areas 

due to seasonal demand shifts, caused by cultural events or availability of income at 

particular times of the year (e.g., post-harvest period in rural areas). 

Analyzing commodity/input price ratios (No. 7) will not be appropriate when little 

or no fertilizer or other cash inputs are used in crop (or livestock) production. This is 

certainly the case for grains such as sorghum and millet, tuber crops and some legumes 

and oilseeds produced in developing countries, particularly in Africa. Even when a 

particular group of farmers, such as large commercial farmers, uses cash inputs in 

agricultural production, the input/output price ratio may not be useful in analyzing the 
responsiveness of small farmers who do not use cash inputs. The price ratio will, of 
course, be a useful indicator of incentives to use the inputs for larger, commercially 

oriented producers. 

Examination of available price data can provide analysts with important insights 

into incentives producers and consumers face in making decisions about agricultural 

production and consumption patterns. Without a good understanding of this incentive 
structure, a limited study of one or more related commodities risks overlooking 
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interrelationships among commodities and patterns of comparative advantage. Subsector 

studies are partial, which can be a serious drawback when the commodity (or 

commodities) under examination is not analyzed in a broader context of substitutes and 

complements in production and consumption. 

5.3 Analysis of Price Data 

When price data for a broad range of agricultural commodities, inputs and 

consumer goods are available, and do not have to be obtained from many government 

agencies, one researcher in the RR team may profitably spend several weeks to a couple 

months analyzing these data. Since improved data analysis software packages, such as 

Micro TSP (Time Series Processor), the price analysis modules of Microstat and Ab-stat, 

and the relevant subprograms of MSTAT, have become available for microcomputers, a 

surprising amount of price analysis can be accomplished in a short period of time. 

Analysis can be expedited if the data have been collected and entered into a 

computerized data base. If the data are ready for analysis, the RR researcher can 

rapidly analyze seasonal and secular trends in prices of key commodities and their 

substitutes, compare changes in their relative prices over time and in production and 

consumption patterns, calculate marketing margins, and perhaps estimate supply and 

demand functions if data on prices and quantities of inputs, outputs, imports and exports 

and per capita incomes are available. In addition, constructing food balance sheets can 

give the analyst a simple overview of supply and demand conditions and food consumption 

patterns.
 

As implied in section 5.1, it is advisable to check the accuracy and reliability of 

secondary data sources. If time permits, researchers might also collect supplementary 

price data at levels of the marketing system, such as the farm level and rural markets, 

for which secondary data are not available. In longer RR exercises, the analyst can 

distill, summarize and further examine useful quantitative information from earlier farm 

level, marketing and commodity studies, and from rural or urban consumption surveys. 

Typically, however, a researcher requires more time than available during rapid 

reconnaissance to process and analyze large data sets. 
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5.4 Analysis of Marketing Costs and Margins 

For the purposes of RR, practitioners are generally advised to examine gross 

marketing margins rather than trying to collect detailed information on each cost 

component so as to estimate net margins. High gross marketing margins in developing 

countries often reflect real marketing costs, due to inadequacies in transportation 

systems and/or isolation/dispersion of producers in rural areas. In such cases investment 

in marketing infrastructure is likely to lower marketing costs. High gross margins may 

also indicate geographic areas or levels of the marketing system where returns to 

particular marketing activities are high, and where improved access to markets and 

information or greater competitiveness might lower returns and hence marketing costs. 

If researchers are able to collect data on the prices at different levels of the 

marketing system and costs of different marketing system participants, net marketing 

mar-ins can be estimated. Collecting such cost data is -ry time-consuming, however, 

and markt:ing agents may not report costs accurately. Cost and return data are 

sensitive information, and many informants will not divulge complete or accurate 

information during an initial interview. They usually fear that these data are being 

collected for tax purposes and will be used to increase their tax burden. This attitude 

has evolved over years of typically antagonistic relations between developing country 

governments, particularly regulatory agencies, and private traders. 

In-depth case studies, which use multiple interviews, are usually a better tool for 

obtaining information about marketing agents' costs than single visit interviews carried 

out with a limited number of informants during rapid appraisal. It is possible, however, 

to estimate approximate net margins of participants from data gathered during RR field 

work. One way to do this is through informal surveys, designed to help construct 

enterprise budgets using data obtained from a purposive sample of relatively 

homogeneous firms. In most cases researchers will find that it is easier to collect some 

but not all cost data from individual informants during RR interviews. Certain 

informants are asked about particular cost components, while others are asked about 

other costs. What emerges is a composite or synthetic enterprise budget. The budgets 

are synthetic in that they incorporate data pieced together from different sources but 

representative of the marketing costs of a relatively homogeneous sample of informants. 
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VI. KEY INDICATORS AND PROXY VARIABLES IN RAPID RECONNAISSANCE 

Rapid reconnaissance techniques developed by other researchers, such as Chambers 

(1980, 1981) and Honadle (1982), strive to capture essential features of rural and 

agricultural systems through use of key indicators and, where appropriate, proxies for a 

series of variables or complicated phenomena. These researchers emphasize that use of 

key indicators can provide valuable insights and substitute in part for massive data 

collection. These indicators include soil color as a proxy for soil type and quality, birth 

weight as a proxy for nutritionally adequate diets, and vehicles (and their contents) at 

marketplaces, ferry crossings or along important arteries, as indicators for marketed 

surplus in a rural area and direction and magnitude of commodity flows. 

This paper makes only modest contributions to the development of key indicators
 

and proxies for agricultural marketing research. Several of these are discussed below.
 

Considerably more work needs to be done in this area.
 

6.1 Degree of Commercialization of an Area or Region 

One commonly used proxy of the degree of commercialization of an area or region 

in a developing country, and the purchasing power of people living in that area, is 

inventories of particular goods. Inventories of consumer goods, such as soap, kerosene 

and mirrors, in village shops are one example (Chambers, 1980 and 1931, and Honadle, 

1982). The. proportion of dwellings in rural areas having tin roofs or doors, glass windows 

or wood-burning stoves is another proxy for village wealth and degree of 

commercialization. A similar indicator is an inventory of the proportion of households in 

a village possessing consumer durables such as bicycles or radios. Calculating the ratio 

of the number of functioning units to the number of purchased units is also a useful 

indicator of the availability of spare parts and hence a proxy for the effectiveness of 

input and consumer goods distribution networks, as well as maintenance services (see 

Pruitt, 1984 and Food Studies Group, 1985). 

6.2 Vehicle Ownership and Availability 

Another set of indicators which provides insight into the organization and 

performance of the agricultural marketing system is patterns of truck and pickup 

ownership and utilization. Transportation of agricultural commodities is typically a high 
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cost component of marketing in developing countries, especially in Africa, making up a 
large part of the gross marketing margin. Inefficient utilization of transport and any 
concentration in owncrship or distinctive patterns of ownership and use are likely to 
affect transoort costs. If truck ownership is highly concentrated in the hands of 
relatively few entrepreneurs based in urban markets, as in the case of Fulbe traders in 
Northern Cameroon, there may be opportunities for collusion in provision of transport 
services, which may increase the costs of food crop marketing. In many countries 
entrepreneurs who provide transport services are, for the most part, a different group
 
from those engaging in agricultural marketing.
 

Another useful indicator in analyzing transport effectiveness and the performance 
of input supply networks is the ratio of functioning vehicles to vehicles owned and 
operated in a region. We shall refer to this as the effective vehicle availability rate, 
which is defined as the ratio of operating vehicles to the total number of vehicles in a 
regional fleet, including non-operating vehicles that are potentially repairable and 
operative. In rural areas of some African countries effective vehicle availability rates
 
are reported to be as low as 25-33% 
 This cripples the ability of rural-based traders to
 
compete against trader/transporters based in urban areas, who have far better access 
to 
spare parts and maintenance services. It may also raise marketing costs, as competitio,
amorn transporters may be reduced, increasing the opportunity for monopoly pricing. 

6-3 The Relationship Between Administered and Parallel Prices 

Another example of a key indicator in agricultural marketing research is the 
disparity between official or administered prices and parallel market prices in developing 
countries characterized by direct state intervention in agricultural pricing. Parallel 
markets develop as alternative channels to official markets where legal monopolies are 
granted to parastatal agencies. A large disparity can indicate one of two possibilities. If 
parallel prices greatly exceed official prices for an agricultural commodity, which is the 

more common case, it is likely that a) most of the commodity moves outside of official 
channels, and that b) the effects of any effort to liberalize prices will be minimal. Since 
most of the commodity moves in the parallel market already, parallel market prices 
likely approximate quite closely market-clearing prices that would prevail without 
government intervention. Participants in the food system have adjusted in part to the 
distortion of administered prices. Yet uncertainty and transactions costs may still be 
high, affecting ..he dynamics of the system, participants' incentives, prices (which will 
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reflect a risk premium), and participation in the food trade. The extent and severity of 

these impacts is partly dependent upon the enforcement capacity of the government and 

its ability to administer sanctions. Nevertheless, less short-run adjustment may 

accompany liberalization when the formal market captures a small share of the 

corimddity trade (see Berg, 1985). 

In the second case, where official prices greatly exceed market..clearing price 

levels, liberalization will likely have a profound effect on the organization and operation 

of the marketing system (see Timmer, 1985). In order to support an official price above 

market-clearing levels, the government must stand ready to procure the commodity at 

the high support price. This can distort incentives of producers and marketing agents, 

who will shift resources from alternative enterprises to production and marketing of the 

price supported commodity, for which returns have become artificially high. Once the 

government is no longer capable of maintaining the support price, and the price drops 

toward market-clearing levels, producers and marketing agents no longer have the same 

incentives to grow and market the once-supported commodity.1 Such a scenario actually 
unfolded in Liberia in the early 1980s. The parastatal agency, the Liberian Produce 

Marketing Corporation (LPMC), was compelled to buy paddy rice from all comers at a 

price above the world price beginning in late 1982. LPMC bought large volumes of paddy 

at the high support rice until its storage facilities were filled and it no longer had the 

financial resources to maintain the support price. Local producers sold a larger than 

normal marketed surplus, and paddy streamed into Liberia from neighboring countries, 

until LPMC went heavily into debt by August 1984 and ceased buying paddy. 

As more RR techniques are applied in food systems research, it will be important 

to develop and use other key indicators arid proxies. The discussion in this chapter is only 

a beginning. 

!This argument is essentially static and dismisses a possible infant industry policy 
objective. That is, a developing country government might promote production of a 
particular crop through offering a guaranteed price above international market levels. 
The government might do this if it believed that production costs would decline or 
international prices would rise over time, thereby resulting in a shift in that country's 
medium or long term comparative advantage. 
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VII. INSTITUTIONAL AND NON-MARKET FACTORS IN FOOD SYSTEMS 

During the past couple decades the literature on institutional, public choice, and 

non-market economics has burgeoned. This literature has arisen in recognition of the 

limitations of neoclassical economic analysis in addressing common problems of 

externaiities, where private costs and benefits do not correspond to social costs and 

benefits, of high transactions costs, of the critical role of property rights in determining 

who has access to particular sets of resources or opportunities, and whose preferences 

count in economic decision-making, and of the pervasiveness of uncertainty in economies 

of all types. The literature is broad and diffuse, and there will be no attempt to 

summarize it here. Rather, we wil, identify several institutional issues which merit 

attention during rapid reconnaissance surveys. 

7.1 Transactions Costs and Market Improvement 

A fundamental problem of agricultural market development is transactions costs. 

In some cases transaction costs may be so high that no market exists. Assembly of 

agricultural commodities from small producers in developing countries is plagued by high 

transactions costs. Small farmers often produce little for the market. Small lots of 

marketable commodities are wideiy distributed and assembled at very high cost. Given 

differences in agroecological conditions across space, even from year to year (e.g., in 

levels of rainfall, pest and disease incidence and prevalence), and poor information about 

commodity supplies and surpluses, traders may incur signficant search costs in 

identifying areas from which marketable surpluses can be obtained at costs which may 

not exceed likely returns. 

High transactions costs in developing countries have encouraged entrepreneur: to 

create a wide range of both formal and non-formal institutional arrangements which 

significantly lower these costs as well as uncertainties in relying on spot market 

mechanisms. Forward contracts negotiated between producers and either assemblers or 

processors are one means of lowering transactions costs and uncertainty associated with 

fluctuating supplies, prices arid producer incomes. These contracts are most common in 

the production and marketing of high value commodities, such as fruits and vegetables, 

dairy products, or export commodities, such as coffee, cocoa, palm products, and copra. 

Vertical integration of processing firms with supplier: is another institutional 

arrangement for reducing risk ;.nd t.ncertainty that gives the firm that integrates 
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vertically greater control over the timing and flow of inputs (e.g., raw unprocessed 

commodities) and/or the distribution of outputs. 1 

In conducting rapid assessments, investigators need to be alert to these types of 

institutional arrangements. If most of a commodity flows through such an institutional 

channel, researchers need to evaluate the effect on returns to producers, processors and 

handlers, conditions of entry to production, marketing and processing, consumer 

satisfaction with commodities flowing through these channels, and responsiveness of 

participants working under non spot market coordination arrangements to changing 

demand, technology and relative prices. 

7.2 Property Rights 

Neoclassical economic analysis generally assumes that the distribution of 

resources, rights and privileges is given and rarely questions the effect of this 

distribution on access to income streams, participation in economic decision-making, and 

responsiveness to new economic opportunities. Yet resource distribution in many 

developing countries is highly unequal. Urban-based people typically have better access 

to policy-makers and administrators of government programs than do rural people. This 

enables urban interests to influence policy formulation and facilitates their access to 

credit, licenses, inputs, information and other resources. Urban based people are able to 

extract favors which defend and enhance their interests. In some countries rural landed 

groups control access to land, particularly higher quality, fertile, well-watered and level 

land. They own large holdings, where economies of size make economically viable and 

attractive adoption of improved technologies such as mechanization and irrigation. 

Rural land holders, especially the- larger ones, are sometimes able to capture most of the 

gains from improved technology, inflation (which increases the value of land), and other 

economic factors affecting r,,ral income streams. Last, particular ethnic groups may 

dominate trade in certain commodities, particularly at higher leve!s of marketing 

systems, restrict entry, and perhaps capture oligopoly rents. In effective food systems 

research, it is important to understand the evolution of the existing social structure and 

1See Minot, Nicholas, Contract Farming and its Imoact on Small Farmers in Less 
Developed Countries, MSU International Development Working Paper No. 31, Department 
of Agricultural Economics, Michigan State University, East Lansing, Michigan, 1986. 

35 

,?2 



the power and prerogatives of urban, rural or ethnic groups in dev,.:. .ping countries. 

Members of interest groups which control particular types of commerce or trade in 

ce:-.ain commodities may compete effectively among themselves, but this is not always 

the case.
 

Control of resources, such as land, non-recove.'able or depletable resources (e.g., 

minerals or petroleum), irrigation rights, water resources or rights to import/export, 

obtain credit, technology, etc., has a critical effect on patterns of resource allocation 

and income streams. The existing distribution of property and rights determines whose 

preferences count. Groups that benefit from this distribution will most certainly oppose 

proposed changes in rights and privileges that will weaken their positions and 

prerogatives. Certain types of research may be opposed by influential interest groups, 

whether governmental, urban, rural or commodity based, who stand to lose from any 

change in the distribution of resources and rights. Researchers who conduct rapid 

reconnaissance need to be sensitive to this. Proposing a thorough and critical review of 

the accounts and activities of a parastatal organization will, for example, not be well-

received in a country where that parastatal dominates trade in a particular commodity 

and represents a firmly entrenched and special bureaucratic interest. 

*7.3 Non-Economic Factors 

Political economists, sociologists and anthropologists have long been aware of the 

importance of non-economic factors which affect the performance of food systems in 

developing countries. In this section we will examine the role of three types of non

economic factors: ideology, religion and cultural endowments. 

7.3.1 Ideology 

By ideology we mean shared sets of beliefs, attitudes and values in a society which 

affect the ways in which people interact and engage in political and economic 

activities. Rigid adherence to an ideology can preclude certain types of economic 

activity (e.g., gambling, smuggling), lead to prescription of others (collective 

organization of economic enterprises, administered prices, free markets), and undermine 

or encourage other types. 
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One example of how ideology has affected the organization and operation of 

agricultural markets is the People's Republic of China. The communist ideology of 

sharing in sacrifice and benefits of work were translated into a particular set of policies 

before the economic reforms of the late 1970s and early 1980s.. Grain production was 

communally organized, the state controlled disposal of grain surpluses, and prices were 

administratively fixed. Everyone was guaranteed access to a minimally acceptable 

quantity of grain. This set of policies affected the incentives of producers organized into 

colle<.tive units. Individuals met the requirements of cooperative units in providing labor 

to grain production, but they also devoted a lot of time and attention to private 

production of vegetables and small livestrock to meet cash needs. Small vegetable plots 

or ownership of small stock were means of supplementing meager incomes from 

communal activities. 

A second example of hcw ideology can affect the organization and operation of an 

economic system is in the histnrical evolution of capitalist economies. Capitalist 

economies are characterized by specialization, exchange, innovation and search for 

means of reducing costs. This often leads to impressive increases in productivity, but 

there is a tendency toward increasing scale and concentration over time in many 

industries, including the food system (se Conner et al., 1985). As concentration 

increases, opportunities for oligopoly pricing may also increase. Product differentiation 

may also advance to the point of bewildering proliferation. This is usually accompanied 

by large outlays for advertising, which do not add value to products but which facilitate 

capturing of larger market shares by individual companies. Finally, private firms are not 

always required to internalize the costs of external economies in their production and 

marketing decisions, thereby imposing heavy costs on society at large or on groups 

lacking voice in particular. 

7.3.2 Religion 

Religion is related to and influences ideology, but it will be treated separately 
here. There is little doubt that religion often has a profound effect on the motivation 

and incentives of participants in economic systems. The economic dynamism of 

protestant countries, such as Germany, Switzerland, England and Holland, can be in part 

attributed to religious attitudes and predispositions toward hard work, savings and 

investment, characteristics which are not always present in developing countries. In 

protes':anz societies commercial success was encouraged and iiewed as evidence of 
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divine blessing. On the other hand, commercial failure and unemployment may be viewed 

as just desserts for the unfortunate, and redistributive mechanisms may be poorly 

developed in such societies. 

In contrast, Moslem societies are noted for the-r emphasis on social responsibility 

of wealthy individuals toward their less fortunate brethren. Moslem societies are often 

more committed to redistribution of wealth than other western or capitalist societies. 

There are strong pressures for the wealthy to provide for poor relatives and the 

indigent. In African countries such as Niger and Senegal, muslim clerics and 

brotherhoods play an important role in agricultural marketing and redistribution of 

surplus grain. This does not discourage the accumulation of fortunes, but it may shift 

relative!y more resources to meeting current consumption requirements than to savings 

and investment. Moreover, it may contribute to fatalistic attitudes which undermine 

individual initiative in some Moslem countries. "In sha'allah" or "If God is willing" is a 

phrase which is often uttered. On the other hand, powerful Muslin clerics have the 

authority to require followers to provide labor for collective agricultural production. 

This phenomenon, which is practiced by the Mourides in Senegal, is a highly disciplined 

contractual arrangement for increasing agricultural production and assuring subsistence 

of the labor force. 

Another characteristic of Moslem countries which affects economic activity is the 

Koranic stricture against charging interest on loans. In principle, interest is never 

demanded or paid. In practice, profits from use of a loan are sometimes divided between 

lenders and borrowers. In addition, lenders may not require interest payments, but they 

may expect other benefits, such as preferential exchange arrangements, tied or close 

business relations with the borrowers, and special services or favors in providing inputs or 

outputs. Moslem businessmen are not incognizant of the time value of money. Rather, 

forms of payment for use of money are often indirect and varied. 

Fatalistic attitudes often also pervade aiimist societies, where rural people 

attribute economic success or failure to magic, the occult, the blessing or displeasure of 

ancestors, or the envy ,nd ill-will of neighbors. 'hese attitudes may discourage 

innovation and receptiveness of producers to new technology and farming practices, as 

well as to agricultural marketing opportunities. On the other hand, animist societies 

have often devised redistributive mechanisms for coping with agricultural production 

shortfalls and periods of exceptional hardship (see Campbell, 1934 and Campbell and 

Trechter, 1932). 
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7.3.3 Cultural Endowments 

Ruttan and Hayami refer to particular cultural traits, group practices and 

communal forrris as cultural endowments (Ruttan and Hayami, 1984). They cite 

communal efforts by the Japanese and Taiwanese to maintain irrigation channels as 

examples of a cultural endowment which has contributed significantly to high rates of 

agricultural growth in those countries. 

Another example of a cultural endowment or characteristic is coping mechanisms 

developed in resource poor, drought prone African societies. In years of drought, 

pestilence or other disaster, many African societies redistribute staple foods so that the 
subsistence needs of as many rural people as possible are met. This redistribution is 

eff!ected outside of marketing channels. 7here are strong social pressures to give food, 

livestock or money to less wealthy relatives and neighbors in times of need. In some 

cases reciprocity is later expected in the form of agricultural labor, political allegiance 

or help during crisis periods. In other cases there is little or no expectation of 

reciprocity. Although there may be no expectation of economic gain or eventual benefit, 

these types of coping mechanisms can be viewed as a form of social insurance. In 

addition, in many African societies collective labor is mobilized to maintain rural roads 

and to meet peak season labor requirements in food production and harvesting, which 

have important implications for performance of agricultural commodity systems. 

A last example of a cultural endowment which affects food systems is the 

commercial acumen of particular ethnic groups who sometimes dominate marketing and 

international trade of some agricultural commodities in some developing countries. 
Examples from Africa include the Hausa in the long distance cattle trade in West Africa 

and the Somali in the East African livestock trade. The importance of the Bamilike of 

Cameroon and the Mandingos of Liberia, Guinea and Sierra Leone in domestic 
agricultural marketing, as well as the predominance of Lebanese or Indian international 

traders in other countries, are other African examples. An Asian example is the ethnic 

Chinese who dominate trade in certain commodities in Indonesia, Thailand, Malaysia and 

other Southeast Asian countries. Numerous examples from Latin America are also 

available, including regional groups within given countries like Colombia and Brazil. 
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These ethnic groups are often alleged to wield considerable market power, 

colluding to force agricultural prices low and to propel prices of consumer goods high to 

rural producers, and creating artificial shortages through speculation and hoarding. 

While most empirical studies do not support such allegations, it is sometimes true that 

trade in particular commodities is dominated by certain ethnic groups, and that entry 

may be difficult for outsiders. This may have important implications for the 

organization and performance of marketing systems. Barton (1977), Landa (1981), Cohen 

(1965), Shaffer et al. (1983), and others have noted that trading within an ethnic group 

significantly lowers transactions costs and generally decreases risks. Informal social 

obligations and trust can substitute for formal regulations such as legislated grades and 

standard-s in many countries. Doing business with members of one's kinship or ethnic 

group can reduce risk and uncertainty, stabilize returns, lower marketing costs, and 

decrease the importance of price incentives in transactions. 
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VIII. PREPARING FOR RAPID RECONNAISSANCE FIELD WORK 

8.1 Preparatory Visit and Planning 

Before planning for the RR field work begins, the RR team leader should discuss 

the objectives of the RR with study sponsors and policy-makers, and negotiate to modify 

the terms of reference if necessary. Several initial, exploratory interviews with selected 

participants in the commodity subsector will also prove useful as a crosscheck on policy

makers' perceptions and objectives. The team leader can also identify, and if necessary 

contract, researchers and institutions to collect, compile and analyze secondary data. If 

these data are entered into a microcomputer data base, further analysis is facilitated. 

Finally, the team leader can begin to make administrative arrangements for the RR field 
work. Generally, planning for the RR and preparation of secondary data will have a 

gradual buildup, unless an expatriate is asked to lead the team. In this case she/he will 

usually make a preliminary visit to the country where the survey will be done. 

8.2 Selecting the Rapid Reconnaissance Team 

RR findings are often most illuminating when the RR is conducted by 

multidisciplinary teams. Selection of analysts with different disciplinary backgrounds 

will be guided by preliminary identification of marketing problems and the expertise 

most effective in addressing particular problems. In some cases the RR team will have 

to depend on the perceptions and demands of organizations and agencies which fund the 

rapid reconnaissance. 

In carrying out the rapid reconnaissance surveys, the RR team may want to divide 

into two or more groups of two to three researchers each, preferably having different 

disciplinary skills. RR surveys will generally be stronger if all of the team participants 

have conducted rapid appraisals in the past, as well as year or longer studies of food 

systems in developing countries. By having done longer studies, members of the RR team 

will be more sensitive to seasonal factors and the potential dangers of making inferences 

about production/marketing systems from information gathered from limited number ofa 

participants, observations and areas during one short and not necessarily representative 

time period. 
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When the RR team is composed of researchers who have not all done longer term 

studies or rapid appraisal, it is advisable to mix experienced with inexperienced 

analysts. If expatriates are involved in RR work, it is critically important for host 

country researchers to participate in the exercise as well. Their knowledge of 

commodity production and marketing systems can offset potential bias from observing 
the system at one point in time. Their understanding of the sociocultural and political 

context is also invaluable in approaching key informants and structuring informal 
interviews. Local researchers will generally be more skilled in approaching participants 

in marketing systems and handling more sensitive issues than outside consultants. 

Knowledge of local customs, institutional and political organization and behavior, and 

agricultural and economic development in historical perspective will also improve 

interpretation and analysis of data generated by the RR. 

While outsiders may come in with fresh perspectives, they lack detailed knowledge 

of local conditions. They may also come with preconceptions or inappropriate 

comparisons. In a few cases, however, expatriate researchers may be able to obtain 

information that local researchers could not obtain. In these instances informants 

perceive foreign researchers as outsiders who do not represent the government and will 

not use sensitive information against them, as a local researcher may be perceived as 

capable of doing. 

By developing the capability to undertake rapid assessments, local researchers and 

research organizations can use the RR process to continue monitoring and evaluating the 

performance of commodity subsectors. They may also examine the organization, 

operation and performance of other subsectors. Familiarity with RR methods, and a 

critical awareness of their strengths and limitations, will also help to instill a healthy 

skepticism of the findings of short-term consultants and other RR teams. 

8.3 Planning the Rapid Reconnaissance Field Work 

During the first week or so of a rapid reconnaissance study, the team will need to 
define RR objectives, review available studies and secondary data, identify data gaps and 

needs, develop information gathering strategies, and define clearly the objectives of the 
RR and the roles of each of the team members in the survey. It is often useful to do a 

preliminary outline of the RR report (see Chapter X). This helps the team to focus on 

information needs and priority topics. 
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During this period it is necessary to define clearly the objectives of the RR and 

the roles of each of the team members in the survey. In cases where some members of 

thd team have not done RR, it is useful to spend at least one day introducing them to the 

RR methodology. Experienced team members can give examples of )roblems they 

encountered in RR in earlier studies or of particular interviewing strategies or time 

saving techniques for data gathering that they have used successfully. The review of the 
RR methodology is not only useful for the uninitiated but also for those who have done 

RR before, so that every team member has a clear idea of how RR will be used in that 

particular context. 

After the discussion of the RR methodology and review of the literature and 

secondary data, team members should be encouraged to jot down their hypotheses about 

the food system components under examination. Developing hypotheses abuut the 

organization and operation of the system will help to focus data gathering efforts. It will 
also hopefully make the researchers more conscious of possible sources of bias in their 

forthcoming information gathering. As a result, they must plan tc offset these biases 

and preconceptions consciously in their research. 

Before actually beginning the RR field work, it is useful to develop a research 

itinerary and activity lists. These lists should note tentative research plans for each day, 

including towns, agricultural processing plants, rural markets, and producing areas to be 

yisited and government officials,'types of marketing agents, and producers to be 

interviewed. If researchers plan to visit rural periodic markets, it is advisable to find out 

beforehand which days or how often particular markets are held. It is also useful to plan 

around government holidays, communal work days, religious festivals, days of worship 

and rest, or particular times of the day when potential informants are praying, working 

or otherwise engaged. An activity list is a useful tool in focussing data gathering on 

critical and necessary activities. It enforces discipline in planning research logistics. 

When travel and protocol requirements are taken into account, there are often strict 

limits on the number of places that can be visited and the number of informants 

interviewed. However, the researchers do not need to be slaves to an activity list, and it 

is wise not to overload it. Unanticipated opportunities to observe marketing processes or 

interview system participants may arise which can justizy deviation from a fixed 

itinerary. It is advisable to allow time for improvisation, possible repeat visits or 

intervIews, and other contingencies. 
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8.4 Review of the Literature and Analysis of Secondary Data 

Although it may seem obvious to many that a logical place to begin research is by 

reviewing earlier work, there are many cases where this is not done, or not done very 

systematically. There is often a wealth of useful information and data in scholarly 
studies (including student theses), annual reports of government agencies or parastatals, 

ministry of agriculture data banks, records of cooperatives and private firms, project 

documents, trade and professional journals, and consulting reports. Although many 

resea:,ie:s like to think that earlier studies are inadequate or unfocussed for their 

particular purposes, this work often contains useful information and insights. 

While planning the RR survey, the team should review the literature and available 

secondary data. Not every team member has to review every document or data set, thus 
division of labor along disciplinary or subdisciplinary lines is usually appropriate. Each 

team member should summarize the principal findings from the literature and 

preliminary analysis of available data for other team members. During the first week of 
the RR, team members can make oral presentations, or draft a series of annotations or 

memoranda. In preparing important data for others, team members may wish to tabulate 

secondary data so that it is 'eadily accessible and usable. Critically important papers 

that every team member should read before beginning the ,RR surveys need to be 

identified. The objective of this review is not to burden team members with busy work 
and supplementary writing assignments. Rather, it is intended to prepare all team 

members for the RP. field work in as rapid and systematic a way as possible. 

Types 	of secondary data that are usually readily accessible include : 

1. 	 Wholesale and retail prices for agricultural commodities, usually collected in 

capital 	cities and other major urban areas. Farmgate prices are often not 

collected or may only be official producer prices. (See Chapter V). 

2. 	 Price indices, usually consumer price indices, constructed for a basket of 

commodities purchased by urban consumers in large cities. Serious attention 
needs to be paid to how representative the basket of commodities and the weights 

used in constructing the indices are for different groups of consumers. Consumer 

purchasing patterns and price relationships among commodities chan.ge over 

time. 	 (See Chapter V). 
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3. 	 Data on quantities of commodities marketed, transported, and imported or 

exported. 

a) 	 Extension agents oi agricultural statistics enumerators sometimes attempt to 

collect data on the volume of commodities marketed in rural areas, 

particularly at rural markets, which capture part of total rnarke.:ed output. 

While absolute volume figures should not be taken too literally, year to year 

changes in marketed output may be reasonably accurate indicators of 

significant changes in production and marketing. It is important to note, 

however, that policy changes may shift the location of apparent market 

surpluses, as well as the direct.ion and magnitude of marketed flows. 

Furthermore, a change in government policy may encourage more officially 

recorded marketings through formal channels (transfer of sales from informal 

to formal markets), even though the total quantities sold may not have 

changed from one year to another. 

b) 	 Interregional transport data are less common and may be highly inaccurate, 

depending upon government controls and taxes and whether commodities are 

transported in small or large lots. Data may be collected at entry points to 

large cities, at shipping and receiving points on rail, air and water lines, and at 

water crossings (ferries). Origin and destination traffic surveys provide 

accurate and detailed information but are often carried out at only one point 

in time, which may or may not coincide with the periods of major commodity 

flows. When traffic surveys are conducted at intervals over the course of one 

year, researchers need to assess the representativ ,ness of the periods of data 

gathering. 

c) 	 Import and export data (quantities and value) are usually more accurate than 

other types of quantity and flow data, but they may unde.'state actual volume 

of imports and exports if government restrictions, quotas, taxes or overvalued 

exchange rates encourage smuggling or underinvoicing. 

4. 	 Data on the volume of processed or transformed ccmmodities are sometimes 

collected by government agencies for taxation purposes. Processing firms are 

ofttn asked to submit records of the quantities of produce processed to 
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government agencies. Since taxation encourages evasion, government data may 

significantly underestimate processed output. For example, livestock slaughter 

statistics are usually quite accurate for large ruminants (cattle, camels, buffaloes) 

slaughtered in urban areas, but typically incomplete for smaller stock (goats, 

sheep, pigs, poultry). 

During rapid appraisals investigators should collect and analyze only secondary 

data which can be obtained with a minimum of difficulty. If RR teams can only obtain 

secondary data through extensive dic-ing in government archives, or if aggregation of 

voluminous records is necessary, then these activities may be best reserved for later 

in-depth studies. 
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IX. IMPLEMENTING RAPID RECONNAISSANCE SURVEYS 

3.1 Elements of Rapid Reconnaissance Field Work 

The three critical elements of RR field work are : 

1) 	direct observation of food system facilities and processes, 

2) 	 examination of firm and organization records, and 

3) 	 informal interviewing of subsector participants and knowledgeable observers of 

commodity systems. 

There is no substitute for observing how food system components functions 

firsthand. This includes inspecting marketing infrastructure, such as marketplace, 

storage and processing facilities, as well as the transportation network and transport 

equipment. Observation of physical handling and packaging of commodities, wear and 

tear on produce in transport, and transactions at different levels of the system (at the 

farmgate, at assembly and redistribution markets, in retail stores) is also necessary and 

instructive. By d*rectly observing marketing pr cesses and functions, investigators are 

able to identify marketing problems and evaluate what key informants say about the 

organization and operation of the system against what is actually observed. 

Examination of detailed firm and organization records can provide data on the 

volume of the target commodity bought, processed, stoLed and sold during particular 

time periods, the value of organization assets, purcilase and sale prices for inputs and 

outputs, and costs and returns of marketing operations. Yet in many developing 

countries records for individual firms are incomplete and inaccurate, particularly for 

smaller firms. Managers of many small firms are illiterate or do not keep records. Even 

in firms or organizations where data are recorded, these data may not always be 

organized or recorded in a form which can be readily used by outsiders. Or the records 

may be organized for the convenience of outside regulators, but they are likely 

inaccurate and designed to misinform or misrepresent. For example, wholesale grain 

traders in the Peanut Basin of Senegal keep one set of record for government regulatory 

officials in order to document that they trade grain at official prices, and a second set 

for recording actual purchase and sale price3 (Newman, Sow, Ndoye, personal 
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communication, 19S5). Some larger firms and marketing organizations may deliberately 

underrecord transactions, understate sale prices, underinvoice or in some other way 

misrepresent financial transactions so as to evade taxation or close government scrutiny. 

Interviewing key informants in the food system is essential for understanding their 

perceptions of what constitutes good system performance, problems and constraints at 

the level of the firm and in the overall food system, and unexploited or underexploited 

marketing opportunities. It is preferable to interview key informants alone and 

confidentially, under which circumstances they are more willing to discuss their 

marketing activities and sensitive topics such as price information, credit arrangements 

and relations with other firms. Group interviews and informal Delphi methods, which 

encourage intense and frank interaction among participants, can generate much useful 

information in a short period of time and provide insights into the interaction of 

participants, but such methods also risk introducing bias into RR findings. 

9.2 Where to Begin the Rapid Re:onnaissance 

In abbreviated surveys, more so than in longer term studies, what one often finds 

depends heavily on when the surveys are carried out, who is interviewed, what is 

observed, and where research is conducted. Where an investigation begins is usually a 

function of the rapid reconnaissance objectives. If RR studies are funded as an input into 

the design of a project for improving urban food distribution, surveys will begin in urban 

areas. Researchers will need to analyze demand patterns and prospects and urban food 

distribution channels before surveying rural producing areas. If RR precedes design of a 

project which will promote production of particular commodities, surveys will usually 

begin in rural producing areas. When a particular rural area is targeted for production 

increases, the researchers will visit that area early in the RR to examine constraints to 

increasing production and marketed output. If the objectives of the RR are broad and 

the organization funding the research does not demand that RR focus on any particular 

segment of the marketing system or a particular geographic area, researchers will 

usually find it useful to interview wholesalers based in large markets and secondary 

towns. They are typically more knowledgeable about the organization and operation of 

the entire marketing system than other participants, and they often have a vantage point 

acting as "channel captains" in the marketing system (Harrison et al., 1974). They may 

be reluctant to divulge much information,. especially if they perceive that the study is to 

be used in developing additional regulations and taxes. Special efforts are often required 

to relate to key system informants. 
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Where the RR survey begins will suggest where the investigators wish to go next. 

Studies which begin in urban areas will usually work back through marketing channels to 

rural producing zones. Selection of zones is not determined by hard-and-fast criteria. In 

some cases researchers will go first to the producing area which ships the largest 

quantity of produce to the urban market. 

It may also be useful to visit areas where there is agronomic potential for 

producing the commodity in question, or for producing significantly more of the 

commodity, in order to examine why production and marketed output are low or 
nonexistent. When there are several important producing areas, the RR team will need 
to develop criteria for selecting particular zones and subzones for examination. Random 

selection is usually suitable for subzones. Selection of zones may sometimes be iuided 
by political objectives or regional equity considerations. 

Selection of particular villages or subsector participants presents other 

problems. In RR selection is generally purposive ano rarely defined clearly, so selection 

criteria have to be established in each case. RR does not include large sample surveys 

and does not generate estimates which are representative in any statistical sense. In 

order to sample purposively, RR teams should know something about the population of 
villages, trading firms, processors, transporters, etc. This can be de:erminea through 

earlier studies, interviews with key wholesalers or knowledgeable observers of 

commodity subsectors, and existing enumerations of firms by government agencies. If 
the general characteristics of the population are known and different strata can be 

identified, individuals and firms can be selected randomly from each stratum. For 

example, RR teams may stratify agricultural producers into five groups: small farmers 
who do not produce the target commodity; small farmers who produce it but who sell 

little or none; small farmers who sell a significant proportion of what they produce; 

medium-sized farms which sell most of what they produce; and large farms which sell all 

or nearly all of the commodity produced. As a second example, wholesalers can be 

stratified by volume of the commodity they handle, the approximate value of their assets 

(vehicles, warehouses, storage facilities), or commodity mix. 

Purposive sampling becomes more difficult when there are no existing studies or 

enumerations, if existing enumerations are incomplete or inaccurate, or if knowledgeable 

observers cannot provide information about numbers of different size/type firms at 
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different levels of the food system. RR teams are then encouraged to select
 
strategically placed informants, such as large scale wholesalers for
or processors, 

in.-depth interviews. They can then proceed 
to retail firms, first handlers or producers 
linked vertically to these informants. Alternatively, researchers might interview a
 

second or third informant at the same level of the system.
 

One RR team can proceed backward through the subsector toward producers, 
while a second can move forward toward consumers (or institutional buyers). Through 

this process the teams are able to gain a better understanding of the organization of the 
food system, marketing processes and vertical linkages in the system. They are also able 
to crosscheck information provided in earlier interviews with informants at the same 
stage or at adjacent stages of the system. Different perceptions ,f problems and
 
opportunities can also be elicited. 
 These will vary, of course, depending on where firms 

are placed in the subsystem. 

9.3 Processes, Functions and Farilities to Observe Durin Rapid Reconnaissance 

The following processes, functions, and Zcilities are important to observe and
 

inspect during the rapid re zonnaissance:
 

I) Transactions for both inputs and outputs at the farm level (if possible), at 
assembly and wholesale marketplaces, and at retail outlets. 

2) 	 Handling, weighing and measuring, sorting, grading, packaging, processing, 
transport, and storage of commodities at different stages of the marketing 

system, including the farm, assembly markets, processing plants, terminal 

markets, storage facilities and retail stores. 

3) 	 Facilities for buying/selling, processing, transporting, grading and storing 

commodities in rural and urban areas. 

A useful technique for observing facilities, functions and processes is to follow 
agricultural commodities from the farm to the terminal market, or at least through part 
of the production-marketing chain. This is a form of what anthropologists call 
"participant observation." Accompanying wholesale traders or their agents to rural areas 
and then back to urban markets is one method of observation. Investigators can observe 
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transactions, note costs and losses for a particular marketing trip, ask the wholesaler 

how representative these costs and losses are for his/her business, and ask the wholesaler 

questions along the way about marketing processes and functions. Researchers are also 

usually able to spot inefficiencies and problems in the system during these trips, as well 

as to inspect marketing infrastructuri and facilities. 

During RR field work it is often useful to purchase retail lots of the commodity in 

question in markets and towns visited during the RP. It is important to bring small 

scales along so that these purchased quantities can be weighed, the price per unit of 

measure calculated, and comparisons made with values obtained in other locations. If 

there are unexpected or unexpectedly large differences, the investigators can interview 

traders and retailers on the spot in order to ascertain reasons for these differences. 

It may also be useful to bring hanging scales (and accompanying hooks and ropes 

for suspending the scale) for weighing bags of produce (or quarters of beef, crates of 
vegetables, etc.) or other units sold wholesale. By weighing produce sold wholesale, the 

weight of local units of measure, and any variation 'herein, can be determined. Since 

produce is often bought and sold in the same units (e.g., sacks) at the farm, ;n rural 

assembly markets, and in urban wholesale markets, prices per unit can be calculated for 

produce sold at different levels of the marketing system. Adjustments may need to be 

made as the commodity moves along the marketing chain for shrinkage, loss or addition 

of foreign matter. Gross marketing margins can thus be established. 

9.4 Selection of Key Informants 

There are two sets of key informants: subsector participants and knowledgeable 

observers of subsectors. In the rapid reconnaissance literature subsector oarticioants are 

not usually considered key informants, who are designated as "key" due to their special 

knowiege and understanding of agricultural production and marketing systems (see Beebe, 

1935). In this paper the term key informants designates selected subsector participants, 

as well as outsiders with broad and less parochial perspectives. 

Subsector participants are linked forward and backward to other participants in 

the production-distribution system. Some participants, particularly wholesalers and 

processors, have a systems perspective about the interrelationships among the parts of 

the system and resulting system performance. They are able to identify both system
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wide problems and potentials as well as stage-specific constraints. Other participants 
have long years of experience in the commodity subsector and in-depth knowledge of 
particular problems. They often have parochial views and attitudes and may not be able 
to identify system-wide problems. Their perceptions of stage-specific marketing 
problems are important, however, and need to be tapped by RR researchers. 

Table 4 lists key informants who can be interviewed during RR surveys. The
 
advantages and disadvantages of each type of informant are noted. The types of
 
informants who will be interviewed during a rapid appraisal will depend on the objectives 
and focus of the study. It is clearly not necessary to contact all the types of informants 
listed in Table 4. Moreover, other researcher-s will doubtless be able to add to the list. 

In most RR surveys, more than one set of key informants will need to be 
purposively selected in order to elicit multiple v'ews of subsector performance, 
government policies, and subsector potential and problems. Different informants will 
emphasize different performance attributes and have different ideas of what constitutes 
desired performance. This reflects different perceptions arid priorities, which are often 
parochial, as well as concerns about the existing and potential distribution of resources 

and income, which are unstated and implicit. 

The types and numbers of informants selected at any one stage of the subsector 
will depend upon the degree of heterogeneity of the following characteristics of firms: 
size, patterns of input use, product mix, geographic distribution, resource, cndowments, 
management, technology, and standard operating procedures. The more diverse firms at 
each stage are with respect to the above characteristics, the larger the sample of 
informants will need to be. Sampling of disadvantaged and less vocal groups, such as 
landless laborers or nutritionally vulnerable consumers, as well as systematic contacting 
of women or their associations, may be necessary to offset common biases of many rapid 
appraisers. It is noteworthy that women play an important role in staple food crop 
production, processing and retailing in many developing countries, particularly in 
Africa. While agricultural production and marketing interventions affect female 
participants in the food system and may exclude women from gaining access to certain 
resources, some analysts have failed to anticipate these impacts. Given recent interest 
in disaggregated welfare effects of food policies, most analysts will probably devote 
some a:tention. to examining consumption patterns of disadvantaged groups in food 

systems (Timmer et al., 19S3). 
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Table 4
 

KEY INFORMAN13 IN FOOD SYSTEM RE- ARCH: ADVANTAGES
 
AND DISADVANTAGES AS IN 'ORMANTS 

KEY INFORMANT 

Wholesalers 

First Handlers 

Managers of Processing 
Firms 

Transporters 

Importers/ 
Exporters 

Representatives of 
Coop-ratives, 
Trade Associations 

Bank Loan Officers 

Institutional and 
Private Sector (Large 
Supermarxet) Buyers 

ADVANTAGES AS INFORMANTS 

a) Located at system node which offers 
vantage point and system perspective.

b) Knowledge of production, stocks, flows,
prices and strength of demand in 
different rural and urban areas. 

a) Detailed knowledge of exchange arrange-
ments with producers and wnolesalers. 

b) Knowledge of market opportunities, pro-
duction, stocks, and prices in particular 
rural areas. 

a) 	 Located at system node which offers 

vantage point and system perspective.


b) 	 Knowleoge of proouction and prices in 

selected rural areas, and demand for 

processed products in uran markets. 


C) 	Detailed knowledge of exchange arrange-
ments and risk-snaritig mechanisms with 
producers or producer groups. 

a) Knowledge of direc-tion and magnitude

of commcdity flows, 


b) Familiar with structure of commodity 

trade. Can often identify large
 
volume traders.
 

a) Knowledge of magnitude, timing and 

prices of imports and exports,


b) Detailed knowledge of import/export

practices, procedures and regu4ations. 


a) Knowledge of numbers and sizes of 
member firms, and their output. 

b) May effectively represent membership
and Its perceptions of constraints, 
opportunities, 

a) 	 May possess information about the opera-
tions, througnput and returns of larger
wholesalers, processors and retailers,

b) 	 Access to information aDout composition 
of commercial bank loan portfolios. 

a) 	 Often major buyers of high value 
currimodit ei, such as fruits and 
vegetables, ilvestock products,

b) 	May have negotiated contractual 
arrangements with large volume 
wnolesaierz, processors or importers. 

DISADVANTAGElS AS INFORMANTS 

a) Extremely busy and often difficult to 
interview for more than a short period.

b) Given typical histility of government,
they may be uncooperative informants. 

a) Knowledge rarely extends outside
 
circumscribed rural areas.
 

b) May have parochial perceptions and
 
attitudes.
 

a) Given typical hostility of government,
 
may be uncooperative informants.
 

b) May be unwilling to divulge details of
 
exchange arrangemens with producers.

C) Willoften underreport throughput in 
order to evade taxation. 

a) 	 Do not actually participate in trade,
 
so lack knowledge of trading
 
practices, prices and strategies.
 

a) 	 May know little about how commodities 
are asembled for export, or how they 
are distributed after importation.

b) Since smuggling and underinvoicing are 
common practices in many countries, 
they may be unwilling to report volumes 
or prices. 

C) If rights to import/export are obtained 
through prifileged access or rent
sharing, they may be unwilling to discuss 
business practices. 

a) If representatives are appointed by 
gnvernment, may not effectively 
represent membership.

b) Memoership may be restricted to larger
firms and producers. 

a) 	 May not possess systems perspective. 
May make judgements on basis of narrow 
rate of return criteria. 

b) 	May be unwilling to divulge confidential 
inform. on about borrowers' operations. 

a) As buyers of final products, may have 
imited knowledge of system organization 

and operation.
b) Usually constitute small proportion of 

final demand for staple commodities. 
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Table 4 (Cent.) 

KEY INFORMANTS ADVANTAGES AS INFORMANTS DISADVANTAGES AS INFORMANTS 

Missionaries, 
PVOs 

.) Well-placed to describe difficult to 
observe phenomena and report on 
phenomena others unwilling to discuss. 

b) Sometimes provide extension, input
supply and marketing services to rural 
clients. 

a) Usually have separate agendas that lead 
to parochial perceptions anu attitudes. 

b) May regard donor agencies or government 
as adversaries. 

c) May not participate directly in 
commodity suosystems. 

Extension 
Agents 

a) May have detailed knowledge of farmers' 
production and marketing practices and 
strategies, producer-first nandler 
exchange arrangements, and the structure 
of the firzt handler stage.

b) Knowledge of size distribution of farms, 
alternative technology utilization and 
range of marketed surolus, and food 
security situation of local farms. 

a) Agents often not natives of area. 
b) May have few funds and no rransport for 

extension visits. 
c) Low pay and difficult working conditions 

may induce poor performance.
d) May be biased source of information 

regarding farmer production practices 
and technology utilization. 

Managers of 
Parastatal 
Agencies 

a) Parastatals may buy a large proportion
of marketed surplus and manage reserve 
stocks. 

b) Parastatals are often major importers
and exporters of commodities and inputs 

a) If possess legal monopoly powers, may
know little of private competitors' 
operations and oppose them vociferously.

b) If paratazal under attack, may be very
defensive and try to justify/rationalize 
parastatal functions and role. 

Agricultural 
Producers 

a) Knowledge of sources of input sup ily,
production practices and strategies, 
alternative technologies, prices, and 
marketed surplus in own area. 

b) May be able to identify Largest and 
most proauc.ive farmers, as well as least 
successful farms with precarious food 
security situations, 

c) Detailed knowledge of local marketing 
opportunities and outlets. 

a) Primarily subsistence farmers may know 
little of current prices and market 
opportunities. 

b) Some producers may have parochial 
perspective and malign traders. 

c) Few producers have systems perspective 
and knowledge of functions higner up 
the system. 

Urban Consumers a) Can discuss current and seasonal con-
sumption practices and food prices. 

b) Able to discuss pros and cons of 
alternative retail food outlets. 

a) Individual consumers cannot speak for 
full range of consumer groups. 

b) Care must be taken to identify and 
interview nutrituonaly vulnerable 
groups. 

Retailers a) Possess better knowledge of consumer 
,vants and needs tian otner market 
system participants, 

b) Knowledge of wholesaler-retailer 
exchange arrangementm. 

a) Small volume retailers in many countries 
are relatively homogeneous, parochial, 
and Lack systems perspective. 

University or 
Agricultural 
Researchers 

a) Detailed knowledge of literature and 
secondary data sources and reliability,

b) May possess analytical framework that 
leads to better understanding of system
and its constraints/opportunities. 

a) May have parochial disciplinary 
perspective. 

b) May lack detailed knowledge of business 
objectives, practices and problems of 
participants at diflerent stages of the 
system. 
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9.5 Informal Interviewing of Key Informants 

9.5.1 Interviewing Techniques 

Researchers will rarely have the luxury of developing formal questionnaires (which 

are pre-tested, translated and back-translated, etc.) for each type of participant 

interviewed. Rigorous and intensive questionnaire development might be necessary if the 

researchers wish to focus attention and resources of the inquiry on one or a small number 

of stages, or if information obtained in initial interviews is deemed inaccurate, 

inappropriate or ambiguous. Nevertheless, it is useful to develop interview strategies 

and topic guidelines for different groups of participants, including specific questions, 

desirable sequences of questions, and types or ranges of questions for initial and followup 

interviews. Informal interviews will be structured in the sense that the intention is to 

cover important topics in a preferred sequence. Yet they will be unstructured in the 

sense that interviewers will be able to vary the length and format of an interview, 

probing promising lines of inquiry in depth, where feasible, or adinring to non

controversial or less sensitive topics, where necessary. For example, in one instance the 

interviewer might encourage a respondent to focus on subsector probiems, government 

policies or marketing opportunities. A parallel interview with another informant at the 

same stage of the subsector might focus on that firm's management, sources and uses of 

credit, standard operating procedures for carrying out particular marketing functions, 

and relations with other firms. 

While it is useful to develop informal interview guidelines for different types of 

participants before beginning RR field work, it is important to realize that interviewing 

busy marketing system participants is an art. Investigators rarely have the time to ask 

even the most cooperative of informants everything they would like to ask, unless it is 

possible to arrange a followup interview or two. So investigators have to focus the 

interview on particular issues and problems. Allowing informants enough flexibility to 
discuss issues and topics which interest them or problems which they find especially 

bothersome can have high payoff. Investigators can often uncover unexpected insights in 

this way. 

In addition, it can be very effective to challenge informants on particular issues, 

if only to stimulate discussion and compel them to articulate their views more clearly. 

Informants who are bored or annoyed by interviews will sometimes offer incomplete or 
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unsatisfactory answers to questions, hoping that the investigator will accept those 

responses uncritically and continue toward completion of the interview. It is very 

important to challenge such responses and to demonstrate to the informant that the 

researcher understands enough about the marketing system to realize that his/her answer 

is incomplete or unsatisfactory. To do this in a humorous or clever way can liven up an 

otherwise routine interview, improve rapport, and facilitate the information gathering 

task. 

Informal interviews in rapid reconnaissance are best used to elicit information on 

informants' perceptions of commodity system problems and opportunities, ideas of how 

the system can be improved, views of the effect of particular government policies, and 

the need for policy changes. The emphasis should not be placed on accumulating detailed 

information on the organization and operation of the subsector at each particular stage. 

9.5.2 Building in Consistency Checks 

Informal interviews can be structured so that information about certain topics is 

obtained in more than one 'iay, either in different sequences of questions or by 

approaching the topic from two or more angles. For example, interviewers can obtain 

information about producers' marketed output by first asking producers directly the 

number of sacks of a commodity that have been sold since the harvest. An indirect way. 

of obtaining the same information would be to ask the producer the numbers of sacks 

harvested, given and received, and consumed. The residual would then be the number of 

sacks sold. Information obtained from interviews with key informants about exchange 

arrangements, risk reducing and sharing mechanisms, credit arrangements, commodity 

flows and other vertical linkages should be cross-checked with informants at adjacent 

stages of the subsector. The overall validity cf rapid reconnaissance findings can be also 

checked with knowledgeable observers of commodity subsectors, including researchers, 

certain government technocrats, selected agricultural project managers, and regionally 

important business people. 

A useful method of consistency checking is mirror-image interviewing. This 

technique involves asking informants at adjacent stages of a subsector the same set of 

questions. Major differences in responses are generally an indicator that one or both 

informants are misinforming the research team. Such differences may also indicate that 

one or both of the informants does not know or accurately recall the answer to the 

question. 
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9.5.3 Repeat Interviews 

Repeat interviews with cooperative and knowledgeable informants, or interviews 

with informants who substitute for uncooperativ6 oe less useful informants, are often 

necessary in order to: 

I) 	 Follow up on initial, more general interviews with questions about the 

organization and operation of particular firms (especially if these firms play an 

important role in the subsector or at a particular stage of the subsector). 

2) 	 Clarify statements or viewpoints presented during an earlier interview. 

3) 	 Cross-check information provided during an earlier interview or by another 

informant at the same stage of the subsector or an adjacent stage. 

4) 	 Discuss more sensitive topics, such as credit arrangements, price formation, 

relations with other firms, circumvention of government restrictions, parallel 

markets, etc. 

Follow-up interviews with selected key informants during the rapid appraisal can lay the 

base for case studies during later phases of research. Case studies entail multiple visits 

over a longer period, typically a year. 

9.6 Interviewing Village Headmen and Other Local Informants 

One information gathering shortcut in rural studies is to interview traditional 

leaders, such as village leaders or headmen. In many African countries local notables 

meet periodically as a group to arbitrate between conflicting parties. These groups often 

discuss issues of land tenure and use, disputes between farmers and herders and other 

grievances, and issues of collective organization, such as coistructing social 

infrastructure (schools, clinics), road maintenance, and formation of cooperatives. While 

calling together all the members of a local deliberating body may take time, it may 

prove valuable if some of the above issues are addressed in an RR study. When the focus 

of a rapid appraisal is agricultural marketing, it will generally not be necessary to 

convene a large group of notables. An interview with a village leader or headman will 
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usually suffice. Interviews with older members of the community who are producers or 

traders can also be very valuable in learning about change in agricultural production and 
marketing practices and policies over long periods. These iniormants possess a wealth of 
local knowledge, as well as a longer term historical perspective. Such perspectives are 
valuable and researchers can elicit perceptions of current problems in historical context, 

a-, well as historical information on when particular types of agricultural production 
technology were first tried and adopted, when rural roads and wholesale trading networks 
penetrated rural areas, and shifts in agricultural production patterns over time in 
response to marketing opportunities and availability of inputs. 

As a general word of caution, it is advisable not to ask sub-district or village 
headmen questions which demand detailed responses that they are unable to provide. In 
other words, it is best to tailor questions to respondents' frame of reference and level of 
knowledge. For example, a subdistrict official is unlikely to possess detailed information 

about the size distribution of farms in his jurisdiction or of marketed surplus of 
particular types of farms, whereas a village headman may well be able to answer 

questions about these topics. 

9.7 Group Interviews 

Depending upon the cultural context, interviews of relatively homogeneous groups 
of subsector participants can elicit views of subseccor performance, the need for and 
effects of government policies and regulations, and system bottlenecks and 
opportunities. Group interviews can also serve to legitimize the process of inquiry 
among potential participants. In many Asian and African countries, for example, 

agricultural producers are more likely to cooperate in survey research once the village 
chief or elders have met with the researcher and approved the research agenda. The 
main drawback of group interviews is that they can be dominated by especially articulate 
and forceful individuals, whose views and perceptions may not be widely shared. The 
findings of group interviews or of meetings with representatives of producer, trade or 
industry associations must always be cross-checked with individual informants. 
Preferably some of these informants will not have attended the group meeting. 
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9.8 Informal Delphi Techniques 

Informal Delphi techniques for obtaining information about the views and 

perceptions of marketing system participants are sometimes appropriate in rapid 

reconnaissance field research (Honadle, 1982). Delphi methods are an iterative form of 

information gathering that can involve several group interviews with brainstorming and 

intense interaction or iterative, private consultations with anonymous informants. Either 
form of Delphi is designed to elicit candid appraisals of participants' views, perceptions 

and ideas (in this case, about marketing system performance, problems, constraints and 

opportunities). The Delphi approach assumes that the group will move toward consensus 

and that false or misleading views and perceptions wiil be exposed and discredited. This 

approach is a potentially attractive information gathering shortcut for RR researchers in 

that reliable information on sensitive topics can supposedly be obtained in a short time 

span. Moreover, the difficult process of trying to separate out reliable information from 

unreliable information and misinformation supplied by individual informants can be 

largely avoided. 

There are several potentially serious problems with Delphi methods, however, 

particularly in group meetings. In heterogeneous groupings of Delphi participants, some 

individuals may not express their views and ideas candidly, deferring to participants with 

more power in the marketing system or to representatives of government agencies. Less 

powerful participants avold risks by being reticent and not openly criticizing participants 

who can apply sanctions or use confidential information in a way that harms them. 

Among groups of peers (participants at the same stage of the marketing system), Delphi 

methods are most likely to generate reliable information. Individual participants are less 
likely to refrain from criticizing the government or marketing agencies, or other groups 

of participants (especially powerful participants) in the marketing system. 

Informal Delphi techniques can be quite useful in evaluating the performance of 

organizations and agencies within the marketing system. For example, representativ.s 

of producer cooperatives could diagnose problems associated with the input prozurement 

and distribution, crop storage, and crop marketing practices of the cooperative. It is not 

recommended to include government overseers of the cooperative or appointed 

cooperative officers, who are often not producers, in the discussions. Unequal status 

among participants will usually preclude frank discussion of prob!ems. 
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9.9 Recording Rapid Reconnaissance Findings 

When recording information during RR interviews, time-saving techniques must be 

adopted. There are few things more disturbing to a busy marketing agent than to sit 
through long interviews where the investigator spends half or nearly half of the time 

writing longhand nctes. Several shortcut techniques are possible. Researchers might 
only note quantities, prices, and other continuous variables, which are more difficult to 
recall than qualitative data, during interviews and reserve detailed recording of other 

information until after the interview is completed. Standardized formats for different 

types of data gathering, such as forms for recording prices and quantities in 
marketplaces, and for different types of informants, such as producers, can also speed up 
the note-taking process. And, of course, developing an effective shorthand for recording 
information is another means of shortening the time required for interviews. 

A common mistake in conducting informal interviews is to postpone writing down
 
observations, perceptions and responses until long after interviews are completed. 
 It is
 
also easy to fall into the trap of taking poor or incomplete notes. It is strongly
 
recommended that researchers record the findings of informal interviews immediately
 
after each interview is completed. In some cases, using a large informal questionnaire is 
a valuable tool in forcing analysts to record findings during or shortly after each 
interview. Having this recorded information will be essential at a later stage when the 

investigators write up the research r.esults. 

9.10 Speeding up Information Gathering in the Field 

Depending on the circumstances, the two or three members of a RR team can 
work separately to increase the rate of information gathering. For example, one member 

of the team can interview wholesalers and retailers at a rural market, while a second can 
observe the market, counting the numbers of traders of each type, estimating the 
quantities of the commodity brought to the market that d;'. noting the numbers and 

types (make, tonnage) of trucks at the market, and chatting with truckers to obtain 
information about transport costs and the magnitude and direction of marketed flows. 
When the RR team is in rural areas interviewing producers, team members can 

individually interview producers to get a broader sample. The more standardized the 
informal interview format for producers, the less risk there is in. having team members 
carry out individual interviews. When researchers are not following informal interview 
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guidelines but are extemporizing, research findings may differ quite significantly, 

reflecting the interviewers' different interests and biases, or perhaps the asking of 

questions on similar topics in quite different ways. 

While splittirng up RR teams will accelerate information gathering, this may not 

always be desirable. When two or more researchers participate in an informal interview, 

they may interpret the informant's responses in different ways. At the end of each day, 

or perhaps immediately after each interview, the team members can discuss informants' 

responses ard their implications. By comparing interview findings and inferences within 

each RP. team, possible bias in interpretation can be offset. Teaming up to do interviews 

can also speed up individual interviews. One researcher can pose questions in an 

informal, conversational style, while the other records the informant's responses. The 

two researchers can take turns asking questions in their areas of specialization during an 

interview. 

In the final analysis, researchers participating in rapid reconnaissance surveys will 

need to evaluate the tradeoff between breadth of coverage (numbers of participants 

interviewed) with depth and accuracy of coverage. Choices about interviewing strategies 
:Ui be influenced by the time available for RR, the skills and experience of researchers 

.cipating in RR, and the degree of variation in interview findings and interpretations 

of informant responses. 

9.11 	 Periodic Meeting of Rapid Reconnaissance Teams and Exchange of Preliminary 

Findings 

Although it is recommended that RR groups divide into two or three person teams 

during the field research, the teams should not work in isolation. The individual RR 

teams should meet periodically to discuss preliminary findings during the reconnaissance 

surveys. The meetings may be infrequent (weekly or perhaps biweekly) due to logistical 

difficulties. Nevertheless, it is important that the different teams discuss preliminary 

research findings, tentative conclusions and hypotheses inferred from the findings, 

information gaps, and needed data gathering emphases during the RR. In some cases 

there may be disagreement among the HarTicipants. In the ensuing debate, the 

researchers may uncover preconceptions, unstated assumptions, and unclear or 

unjustified inferences. Periodic meetings are also useful in helping the researchers to 

focus increasingly on key research issues, which typically emerge during the course of 
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the RR surveys, rather than to continue gathering information in a broader, less directed 

way. 
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X. PRESENTING RAPID RECONNAISSANCE FINDINGS 

10.1 Writing up the Results of the Rapid Reconnaissance Survey 

It 	is useful to outline the written report that will be prepared before initiating the 
survey research. The finl organization of the report will probably be somewhat 
different, but outlining the report during the planning stage helps to identify key issues 
as well as who will be responsible for addressing these issues. When preparing the final 
report, separate papers along disciplinary lines are discouraged. It is the responsibility of 
the team leader to integr'te different disciplinary findings into a summary report. In 
many cases it is desirable to write a concise (less than 10 pages) summary which 
discusses key findings and marketing system problems, while attaching the more detailed 
reports of subject matter specialists as annexes. If policy-makers are the principal 
audience for the document, it is recommended to 'repare a cross-referenced summary 
that directs the interested reader to elaborations in technical annexes. 

A suggested format for the summary paper is as follows 

I. 	 Executive summary 

2. 	 State RR objectives 

3. 	 Briefly discuss research methodology and its limitations 

4. 	 Define policy objectives and performance goals 

5. 	 Food (or commodity) system overview 

a) Commodity characteristics 

b) Commodity consumption patterns 

c) Supply situation for the target commodity 

d) Price analysis 

e) Marketing system organization 

f) Marketing system operation 

g) Marketing infrastructure 

h) Institutions and policies affecting agricultural marketing 

6. 	 Identify and diagnose key problems and constraints, as well as untapped and 

underexploited opportunities to improve system performance 
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7. Suggest policy and program options 

8. Identify further research needs 

10.2 Presenting the Principal Findings of the Rapid Reconnaissance 

. In many cases RR investigators will be asked to brief any policy or decision makers 

who commissioned the RR about the principal findings of the investigation. 

Presentations should be kept relatively short (no more than one hour) and may need to be 

considerably shorter for senior policy-makers. Ample time should be left for discussion 

of the RR findings. The RR team should try to elicit discussion of the identified 

marketing problems and constraints. Do the policy-makers agree that these are key 

problem areas? If so, how would they rank order them? If not, which problems were 

missed, and why are these important? In addition, what areas do policy-makers view as 

most promising for further research? Do they support research in certain areas but 

appear reluctant to approve rese.rch in other areas? What are the reasons for the 

enthusiasm and/or hesitancy? 

10.3 Follow-up to Rapid Reconnaissance 

A rapid reconnaissance study may serve as a one-time, stand-alone effort which 

requires no further research. Some policy-makers may feel that a RR survey provides 

enough information oj which to make informed policy choices. Others may wish to 

commission further studies, which follow guidelines laid out in the RR summary report. 

RR surveys will identify food and marketing system problems and constraints which 

may be diagnosed in depth during later phases of marketing research, In moving from 

rapid reconnaissance to a longer term program of research, it is often difficult to reach a 

consensus as to the key problem areas'and the most feasible and relevant research 

topics. It is very important to present the RR findings as clearly and lucidly as possible 

to help establish the rank ordering of research problems and priorities for further 

research agenda. 

One tool for facilitating this process could be a two-dimensional array having 

perceived subsector problems as row headings and subsector participant groups and 

government agencies as column headings. Subsector problems could then be discussed 

and prioritized by the researchers in collaboration with policy-makers. It may be useful 
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to distinguish between system-wide and stage-specific problems. Criteria for prioritizing 

problems and constraints will have to be specified clearly. Another tool might be a 

marketing constraint matrix with constraints as rows and selection criteria such as 

system-wide effect of the constraint, feasibility of doing research on each constraint, 

likelihood that research findings will lead to policy change, and other factors as 

columns. Ordinal scales can be developed to rank order the potential payoff of doing 

further research on different constraints and taking action to relieve constraints. 
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XI. LIMITATIONS OF RAPID APPRAISAL 

11.1 Time-&oundedness and Bias 

Rapid reconnaissance should be used with caution as a tool for generating policy 

prescriptions because it has two fundamental limitations. First, it does not allow for 

observation of all the seasonal dimensions of agricultural production and marketing (see 

Chambers, Longhurst, Bradley and Peachem, 1979). It is not a substitute for longer term, 

more data-intensive studies in obtaining a comprehensive understanding of agricultural 

production and marketing systems. Rapid reconnaissance techniques are particularly 

unsuited for obtaining reliable information on flow variables, such as agricultural 

production, quantities and prices of inputs and outputs purchased and sold, commodity 

flows, and labor inputs, over long periods. Yet RR methods are ofterl useful as a first 

step in the design of formal surveys with which flow data are collected. Second, rapid 

reconnaissance can be subject to bias, because informants and areas or facilities for 

visits are selected non-randomly. Predispositions of researchers may also introduce 

biases (Chambers, 1980, 1981; Carruthers and Chambers, 1981). 

Policy prescriptions coming out of rapid appraisals may be premature. They may 

also fail to identify key marketing opportunities, or they may lead to the implementation 

of weak or invalid marketing strategies (Belshaw, 1981). Rapid reconnaissance is a very 

useful tool, however, for identifying food system problems, constraints and opportunities, 

and for informing longer term, focused studies of particular aspects of food systems. In 

some cases it may be useful to test on a pilot basis, during longer term research 

programs, technical or management innovations identified during RR. The International 

Livestock Centre for Africa (ILCA) has found this willingness to experiment and transfer 

known technologies to a new research environment to be an important dimension of a 

longer term program of applied research (personal communication, Stephen Sandford, 

1984). Such a research strategy will help to sat.sfy client groups that clamor for action 

and that are not inclined to support long term research programs without demonstrable 

intermediate results. 

11.2 Limitations of the Subsector Framework 

An important strength of the subsector approach is its focus on how the system 

operates as a whole, and its emphasis on dynamic forces which drive and transform food 
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systems. Yet subsector performance is often evaluated with reference to concepts which 

have been criticized as elusive and difficult to quantify. Concepts such as workable 

competition and effective coordination have been attacked as imprecise and dependent 

upon researchers' judgemert. 

The subsector approach has also been criticized as being overly descriptive and 

unfocused. Since the subsector framework is a systems approach, albeit a partial one 

(i.e., a subsystems approach), researchers can become bogged down in describing and 

analyzing many different elements of the subsystem. The temptation is always to collect 

too much information without adequate focus. This is a very real problem. Proposing 

working hypotheses about the system at the outset and tailoring data gathering efforts to 

test, disprove and modify these hypotheses can help to focus data collection. This 

approach is at the heart of inductive methods of research (Platt, 1964). 

A* the same time, it is important to remember that rapid reconnaissance is 

essentially an empirical approach to initiating research. Overemphasis of formal 

hypothesis testing at an early stage of the research may effectively limit the scope and 

comprehensiveness of rapid reconnaissance. In particular, expatriate researchers who do 

applied research on food systems in developing countries may not know enough about 

these systems to formulate useful, relevant and testable hypotheses before they begin 

doing research. it is important to know in general how the system is organized and how 

it functions within its particular institutional, social, and macroeconomic environment 

before focusing research on gathering data to test a set of hypotheses. Acquiring this 

understanding requires an investment in analyzing secondary data, observing the system 

at different levels and locations, conducting informal interviews with system participants 

and knowledgeable observers, and identifying system constraints and opportunities before 

finalizing hypotheses that guide intensive data collection. 

Another criticism of the subsector approach is that it is partial. In focusing on 

one or more related commodities, researchers may miss important interrelationships 

among commodities which are substitutes in production and consumption. Use of a 

broader partial equilibrium framework, such as the Food Policy Analysis approach 

developed by Timmer, Falcon and Pearson (1983), is often advanced. This approach 

focuses on several key staple crops simultaneously. heavy emphasis is placed on price 

analysis broadly construed; that is, analysts examine input and output prices, and 

interest, wage and exchange rates, and their effects on incentives facing producers, 
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marketing agents and consumers. The effects of macroeconomic policies and 

international trade on agricultural production/marketing systems are analyzed. 

There is much in the Food Policy Analysis perspective that can be usefully 

adapted to subsector studies. Clearly, the effects of macroeconomic policies and 

international trade on incentives facing subsector participants (including input suppliers, 

producers, first handlers, wholesalers, processors, retailers, importers and exporters) are 

often underestimated if the analysis takes a too partial view of production/marketing 

systems. Moreover, the subsector approach needs to be expanded to include examination 

of close substitutes of the commodit, under examination in production and 

consumption. The challenge for researchers examining subsectors is to know when and 

how to broaden the approach to include important factors without making the research 

agenda unmanageable. 
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XIL CONCLUSION
 

Rapid reconnaissance surveys are often sponsored by donor agencies or developing 
country governments seeking information for policy formulation or justifications for 
developing and funding projects. The rapid reconnaissance guidelines presented in this 
paper are designed to be a tool for generating knowledge about food and commodity 

marketing systems in a short period of time that may be used in policy formulation and 
project development, but that are best suited to informing longer term programs of 
applied research. The fundamental strength of rapid reconnaissance is that applied 
researchers can obtain a broad understanding of commodity marketing systems in a 
relatively short time and that system constraints and opportunities can be identified. 
Through this process it is hoped that the design and policy relevance of follow-on applied 
research will be improved. By identifying promising areas of further research, rapid 
reconnaissance can help to improve the allocation of resources to programs of food and 
agricultural marketing research. Rapid appraisal can also play an important role in 
pointing out actual or proposed policies with adverse or potentially adverse 
consequences. This can help policy makers to reform counterproductive policies or to 
avoid poor decisions. Rapid appraisals can also be conducted intermittently and 
repeatedly in the policy and project formulation, monitoring and evaluation cycles. In 
this way rapid reconnaissance can inform the poicy-making process and project design 
and implementation on an ongoing basis in a timely and cost effective way. 
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Workshop on Applied Research and Technical Assistance
 

in Agricultural Marketing
 

Commentary
 

A two-day workshop on Applied Research and Technical
 
Assistance in Agricultural Marketing was held in Washington, D.C.
 
on November 18 and 19, 1986 under the auspices of the Agency for
 
International Development, Bureau for Science and Technology,
 
Rural Development Division. Sigma One Corporation organized and
 
carried out the Workshop on behalf of the Agency.
 

The Workshop is part of a program of activities designed to
 
assist S&T/RD in its plans to amend and renew the Small Farmer
 
Marketing Access Project. The objective of these activities is
 
to review the applicability of recent key approaches to the
 
analysis of agricultural marketing systems, and to select from
 
these future directions in applied research and technical
 
assistance. Throughout the program, empahsis is placed, not
 
merely in understanding how existing systems are currently
 
performing, but why they function as they do, and how their
 
structures and performance are changing over time. Next, the
 
question is how can appropriate innovations be identified and
 
implemented so as to accelerate or redirect the dynamics of the
 
marketing system.
 

In order to validate the usefulness of a dynamic perspective
 
in agricultural marketing development, Sigma One commissioned
 
several components to experienced scientists from national
 
universities and private concerns. Speakers at the meeting
 
included university professors from Michigan State, Purdue,
 
Idaho, Texas A&M, Kansas State, Maryland and Pensylvania, the
 
World Bank, the Inter-American Development Bank, the
 
International Fertilizer Development Center, and marketing
 
consulting firms.
 

The November Workshop was designed to bring together the
 
efforts of these marketing specialists, who until then had worked.
 
independently but simultaneously on their respective components.
 
Expert presentations were made on the following areas: (a) ti'hree
 
commodity market studies, selected to be representative of major
 
commodity groups (grains, livestock products, and fruits and
 
vegetables); (b) fertilizer marketing and delivery systems, and
 
(c) urban food distribution systems (wholesale and retail). b 



Moreover, the Workshop reviewed progress in the design and use of
 
promising rapid market appraisal techniques to diagnose market
 
problems and identify research and assistance needs.
 

Following summarized presentations of each study's paper,
 
two separate critiques were made by independent reviewers. A
 
general 
 open discussion followed involving participating AID
 
agricultural development officers. Final versions of the paper
 
were then prepared incorporating the comments of the reviewers
 
and the discussions, and they appear as separate reports

elsewhere in this volume. The reviewers written comments,
 
including points from the general discussion, are attached in
 
this report, in order to help the reader see marketing issues
 
from the contrasting and diverse perspectives of top specialists
 
in the field.
 

Attendance at the meeting by AID agricultural development
 
officers from 
 both regional bureaus and S&T technical officers
 
exceeded expectations and available space, evidence of the
 
interest and urgency of the subject for the Agency's agenda.
 

Among the conclusions of the workshop it was pointed out
 
that traditional approaches of economic analysis 
 do not
 
sufficiently account 
for changes in the structure and performance

of agricultural markets, and the driving forces behind these
 
changes. There is a need to understand better the evolution of
 
market structures as they adjust to constantly changing

technological and economic conditions, 
 so more appropriate

prescriptions for market system improvement can be fashioned.
 
Work is also needed in understanding and developing institutional
 
arrangements which can improve the efficiency and increase
 
incomes of farmers and marketing system participants to the
 
eventual benefit of consumers.
 

The findings of the Workshop is now being used by S&T and
 
Sigma One to redesign the S&T/RD Agricultural Marketing Systems
 
project.
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TUESDAY, NOVEMBER 18, 1986 

9:00 Welcome and Introduction 

9:15 

Chair ............. Edgar J. Ariza-Nn, Sigma One CorporationWelcoming Remarks ............................... David L. Franklin, 
Sigma One CorporationOpening Remarks .................... Eric Chetwynd, AID Bureau 

of Science and Technology 
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Countries 
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3:15 	 Fertilizer Marketing Development In
 
Developing Countries
 

Chair..............Cad F.van Haeften, Sigma One Corporation
Speakers ...... Mohinder S. Mudahar and Edwin C.Kapusta,

International Fertilizer Research CenterReviews .......................... Paul L. Farris, Purdue University
James D.Shaffer, Michigan Slate University

Open Discussion 

4:00 	 Adjournment 

WEDNESDAY, NOVEMBER 19, 1986 

9:00 	 Urban Food Distribution Systems In
 
Deve!oping Countries
 

Chair ................. Edgar Ariza-Nino, Sigma One Corporation

Speaker.......... Kelly M.Harrison, Kelly Harrison Associates

Reviews .............. Bruce L.Gardner, University of Maryland


Erdener Kaynak, Pennsylvania Slate University
Open Discussion 
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10:30 	 Rapid Market Appraisal Guidelines for 
Developing Countries 

Chair .............................. 
 Jerry Martin, Ab( AssociatesSpeaker ......... John S.Hoiltzman, Michigan State University

Reviews ........... .......
 Paul L. Farris, Purdue University

Frank Meissner, Interamerican Development Bank
Open Discussion 

11:45 	 Concluding Remarks, David L. Franklin,
Sigma One Corporation 
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Comments on the Paper -
'Improving Livestock and Meat Marketing in the Third World" 

Author of Paper: Donald E. Farris
 
Reviewer: Harold M. Riley
 

The paper stresses the differences between livestock and meat systems in more 

developed and less developed countries thenand traces the long-term historical 

development of the U. S. system, calling attention to the central importance of 

technological advances in transport, refrigeration, mechanized processing and 

communications, undergirded by a relatively stable political-economic environment and 
reliable government services, such as market information, product grading and sanitary 

inspection. All of this facilitated the development of an efficient system of pricing, 

buying and selling of livestock and meat products. 

It is stated in the paper that the developed country has andsystem been will 
continue to be transferred to Third World Countries--but that certain basic conditions-

infrastructure, legal and economic framework and effective product demand must exist 

for the system to operate effectively. 

Now that's a tall order, since these conditions don't exist and aren't likely to evolve 

very soon in most Third World Countries, especially in Africa.
 

The preliminary identification of problem 
areas and constraints th at appear early in 

the paper points to so-called inadequacies when viewed against more modern, advanced 

systems.
 

The description of livestock 
and meat subsectors by regions of the Third World 
provides useful descriptive assessments and identifies significant problem areas. In the 
African section the diversity of conditions among countries is brought out and the 

critical importance resourceof degradation due to overgrazing, the prevalence of 
diseases, insects and predators are cited as major production-related problems 

contributing to lowvery levels of productivity. Price controls are identified as one of 
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the more important disincentives to expanding production and to the production of higher 

quality meat animals. 

I was pleased to see the recognition of the relative importance of small ruminants 

(goats and sheep) in the livestock subsector and the need for better marketing methods 

for these animals. But achieving these conditions is apparently complicated by the 

uneven flow of these animals into markets that are related to climatic conditions and the 

need to convert this form of wealth into cash for food, other necessary consumer goods 

or for ceremonial purposes. It's clear that the small ruminants play an important role in 

the food security of rural residents. 

In drawing cn previous African studies I was surprised not to see more utilization of 

the studies by the Center for Research on Economic Development at the University of 

Michigan which were outcarried in the Sahelian zone. These were carefully conducted 

descriptive, diagnotic investigations that shed considerable light on the actual 

operational characteristics and the p.rformance of existing marketing systems. 

Interestingly enough, the authors of the CRED judged the system of livestock marketing 

to be operating rather effectively and at reasonable cost levels, given the conditions over 

which the private traders have little control, e.g. infrastructure, gcvernment price 

controls and basic resource conditions. Even the informal information system appeared to 

be working well in transmitting information from major livestock markets back to 

assemblers located in the more distant areas of production. Treking was also judged to 

be generally cost effective as compared to alternative means of transport. 

In describing the Latin American livestock and meat subsector the paper make- a 

useful distinction between the more modern marketing systems orienting towards export 

as contrasted to domestic meat systems characterized by slaughter, wholesale and retail 

distribution without refrigeration. As in Africa, retail meat price controls are cited as a 

disincentive to the possible adop.,on of improved marketing methods. Export taxes are 
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also cited as having a similar disincentive effect. Farris suggests that the role of 

government should be to develop rules and policies to assist in decentralizing meat 

packing where refrigeration is feasible. I question the economic feasibility of this 

recommendation in many of the developing countries situations. We are aware of many 

underutilized white elephant slaughter plants that have been built in poor locations and 

with very expensive equipment including refrigeration. 

I found the description of the Asian livestock and meat system to be relatively 

underdeveloped, and for that reason will turn to my reactions to the recommendations 

pertaining more directly to the broader objectives of this seminar. 

First, regarding problem identification and areas that should be given greater 

prominance. In Africa, I believe more attention should be directed to the role of 

livestock in basic food security and in longer-term agricultural development. This should 

be accompanied by diagnostic, prescriptive assessments of both input and livestock 

marketing. A better understanding of the role of livestock in providing food, draft 

power, manure, fuel, etc. while utilizing resources not readily converted into other useful 

outputs is needed. 

Second, I would like to see the basic approach to a research agenda brought 

together in a more comprehensive subsector framework that can be adapted to particular 

country situations. In that regard our discussion of rapid reconnaissance guidelines 

should be useful in suggesting such a framework. 

Third, we need to be thinking about long-term problem solving, applied research 

combined with an in-service training, policy dialog and institution building within 

countries. There seems to be support for this approach within AID, but the process is not 

facilitated by existing administrative procedures. I am referring particularly to the need 

for continuity and sustained effort to achieve major develop goals. 

"7 
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Fourth, although as indicated in the paper's summary, "...theresimple are many ratherand inexpensive improvements that can be made in marketing and processingmethods in facilities and government policies and services." However, I would cautionthat these proposed improvements may require careful assessments and well conceived
system compatible approaches to ensure successful adoption.

Fifth, where major tacility investments in slaughterhouses and market facilitiesbeing considered, areit is particularly important that realistic feasibility assessments bemade so as to avoid repeating some of the mistakes that are still around towhat illustratecan go wrong without adequate planning and follow-up implementation efforts. Aswill be emphasized by others in this workshop, we need to be careful not to overdesign 
modern institutions and facilities. 



COMMENTS ON DONALD LARSON'S "GRAIN MARETING DEYELOPMENT IN
 
THI.RD WORLD COUNTRIES"
 

By Jares D. Shaffer 
Mic, igan State Uni versit1;v 

Precoared fo,'r Sigma One Co-rporation 
C:-onference Presentation No'v. 18, 1986 
Arlington, VA. 

P'rofesso,r Larso,n oreoared an interesting anc informative 
paoer that enphasiz es the ,-hanges which have taken place in 
grain marketing systems over the last 20 years. The paper
makes some c,-,mparisons across grain marleting systems at 
different stages o:f development. It identifies s,-,me impo-_rtant
issues and s pgests some actions to impr,-,ve the per f',ormance
 
of grain marKeting. The approach is bro'ad brush. The paper

does a good job 'of introducing the topi: and o:f providing
 
ba'-kground but does not g,- as far 
 in defining strategies fo,'r

resear,-h and technical 
 assistance to, improve the perfo,'rmizan,-e
 
of grain marketing systers as is needed to 
develoo a resear,-h 
and te,-hnical assistance pro-,gram,, hereafter referred to 
si ,,plv a the pr',ogram. 

One imno'-rtant c,-,nclusio n which c-an be drawn from the paper is 
that the national grain markets must be c,-,nsidered in the 
,.ontext ,-'f the glcobal market. At least in the next few years
large inter;,ati:'nal supplies o:f grain are expected whi,-h 
will have a majco'r influence on national markets. The program
needs to '-'-,nsider the internatio',nal market. Ec-,no'mies 'c'ould 
be a'-hieved by s',e '-entralized activity '-rganizing 
information about the i nternational market whi,'-h w'-,uld be 
useful in many national pr'-,je'cts. Many devel,-,ping c-,untries 
are faced with issues i nv,-lving the eco-n'omics o-,f spe,-ializing
in export cr,-,ps and importing fo,-,d and agri,-ultural inputs.
The program ,-',-uld usefully ,-,-,nsider developing the general 
meth,-,d,-olo',gy and international market data needed for analysis 
'o-f this issue. 

It will be useful t,-, differentiate two types of research and 
techni,-al assistance. One type inv',olves techn,'lo,'gy and the 
o,ther inv'o'lves institutio ns. Grain marketing involves a 
number o'f techni,,al pro,'blems that greatly influence c,osts and 
productivity. These include storage, transp',ortati:,n, 
co,nditio'ning, pr'ocessirg, retailing, grading, varieties, 
inputs and the li;ke. Redu:ing co:sts and improving quality,
including safety of the pro,ducts, have the potential for 
increasing real inco,rmes o'f b'-,th farmers and ,--o-nsuLmers, 
releasing inc'me f'-'r ',ther things and contributing to, general
develo prm'ent. This te,-hnol ogical research has a ,-,-,mpo,nent 
which is general and directly relevant to many systems and a 

o'mpo,-nent whi,:h is situatio-n specific:. 



The instituti:ns of the mar ket are the secnd category
 
These include ori: e p,-,liies, the role cf parastatals, market 
regulati,-ons, 
taxes, tariffs and many other acticns of
 
gcvernrment as wel1 as the custcms, standard operating
 
pro:cedures of firms and public organizatiocns, and other
 
pratices of th,-,se involveC in the grain subsectr. 
All 	together, these insti'.tutions have a pro-found influenc:e ,-,n 
the 	per fcrman:e W the market.
 

Don 	Larson :orrectly identified government price policy and
 
the 	role of parastatals in grain rarketing as particularly
 
important in the performan:e cf grain subsectcrs. He argues 
that experien: with gcvernment intervention in grain 
pricing, and especially the grain marketing parastatals, have
 
produced serious negative results. !*agree that this is a
 
very important area for a marketing orogram.
 

There are at least four general approaches taken by d:,ncrs in
 
resect to oarastatals.
 

(1) 	Ac:et the objectives cf the parastatal and
 
government, providing technical assistance to impove
 
the technical operaticns.
 

(2) 	Fr,:'ote parastatals because of the belief that the
 
private market :annot be relied upon.
 

(3) 	Refuse support and otherwise pressur-e tc, eliminate
 
parastatals because :,f the belief that they are
 
inher ently inefficient.
 

(4) 	 Pro'mote a pragmati: examinaticn of the parastatal and 
alternatives, taking into, account econcmic as well as 
other p:,litical cobjectives. 

I believe the program wo,uld be more successful adopting the
 
f:urth approa:h.
 

The accumulating record o:f per f:,rmance by grain marketing
 
parastatals and the coften related price-setting policies
 
leaves much to, be desired. Research and te:hni:al assistance
 
is needed tc sort cut fun':tions :if government whi:h can
 
irm'pr:,ve the per fcorman:e cf the grain subsect,:'rs based upon 
realistic assessments of :apa:ity to per forrm the functions. 
In some cases, irproving the te'-hnic-al capacity is the 
critical prcoblem. F'or perfcorman:e of a parastatal dces not 
provide evidence that the private sector wculd perform the
 
functicons well in the absence of the parastatal. It is 
impo',rtant to' reccognize bcth market and government failure or 
more appropriately the pr:blers ard l imitations of both. 
Because a parastatal will frequently be supported by vested 
interests and p:litical leaders antagonisti: to' traders, 
develcoing empiri:al eviderce cf situatins where the private 
sector works and evidence of pr:blems with e:isting p:,licies 
is important in prom:rcting i mpro ved performan:e. 
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I have in ri nd, for 
example, such research recentlv c:ondu:ted
 
in Senegal and Mali. (Morris, Newman, et.al.) Mcrris f:,und
 
that given an :ppoc,rtunity? private ,oerato,
rs were willing and
 
able t,:' invest in and o,perat e small rice mills. o r fcrr,,ing 
significantiy better than the large mills operated by the
 
par-astatal. It had been assumed that the larg- mills were
 
mcre efficient and that oubli: investment was necessary to, 
prrvide the essential pr:cessing. Sirilarly, studies of some 
grain marketing reoul at i in practice showe, that the 
regulations increased uncertainty/and :',sts and failed t,: 
achieve the objecti /'es ,-,f the po,licy makers. 

As Larso-n indi:ated there have been re:ent e:xarples o:f shifts 
in grain marketing po,-li:y toward privitizati,n. It is
 
irmo:,rtant to- monitor the per f:rmance c:nseauen,:es :,f these
 
changes in polic-y. Such 'changes are underway in Senegal and
 
Mali as well as many :ther Afri:-an c:,untr i es. Assessment 
requires at least some original data collecticn because the 

: data frequently lacking ana can be veryfficial are 
misleading. The official data, for e:;armple, frequently 
reflect :fficial prices and vclumes while a large part cf the 
actual trade was uncffi:ial and unrepo,rted. In fact the real 
po li:y change in Senegal and Mali has been different than the 
:fficial re'cord would indicate. 

Grain pri: s are po-liti cally sensitive in many developi ng 
:cuntries. Fr:,grams pr:,mo:'ting fairly stable and lo:w fco-d
 
grain prices to consumers may be important in achieving
 
po,litical stability. Pclitical stability is not only
 
imp'r tant tc' the existing government but is also' an impo,'rtant 
facto,'r in the pr,-:cess cf e:ono'ic development. At the same 
time reducing prices to, farmers has negative ec'nci i: and 
political :onsequences. 

Similarly, p:,licies attempting to, maintain unif:rm grain 
prices thrcughout a country can be shown 
to be inefficient.
 
But it is n:,t so :lear that the President o:f Malawi is making
 
a po,,,or trade-:,ff by using uniform corn pric'es as one means o:f
 
proimc ting social integration. E':cno'mic analysis :an usefully 
shcw the ,-,-,sts but :anno-t assess the benefits.
 

i-n imoc,rtant area of inquiry treated only indirectly in 
Lars:,n's paoer involves uncertainty. Many :,f the problems :,f 
bcth policy and private markets inv'olve uncertainty. The 
pr:,gram could usefully ':c'ntribute t:' the devel:pment of bcth 
market instituticns and sublic p,-'li:ies that reduce tht 
uncertainty resulting fro' human decisi:ns. 

Finally the program of 
research and technical assistance
 
should ::ntribute toc the devel pment of an irmpr:ved
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underst.nding Of the prc::esses involved in the transitio.n 
from l-,w-productivity t,- much mor e pro,ctiveagriculture a du 
ecnomy, esoe:iallv the role o:f farrm' product and inLput 
markets in this pr-ess. Simila!'-y the program should seek 
to, conttri.bute to:, an imoro ved anal vti-al framewr':k useful in 
both future inquiry and li:'c design. (See Shaffer, et.al.) 

One :f the pr:bl ems to b. f.ac>ed in Qh is workshop is that the 
need for research and t,_nnical assistance in agricultunral 
mar::eting in the less-,.veloped world greatly exceeds any 
po-ssible available reso.rces. Thus it is imperative t:, 
identi fy methcs for -rqanizing inquiry and assistance, of 
a,-,cumulat ng knowledcge ,ith more general applicability and of 
identifving priorities. Sinc it is not po-ssible to study 
everyvthing which is relevent at on-e, my inlinati,-,n is to 
emchasize pro-ble ms of ec:onric -,oordi nation within majcr 
co'mmodity subsect-s, but with consideratle flexibility t,
adapt the research and assistance to the needs o-f particular 
hcost countries. Rapid recconnaissan,-e studies can be desigr 
to-, helm in identifying c.ritical issues at relatively lo-,w 
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Comments on "Grain Marketing Development
 
in Third World Countries", by Don Larson
 

Bruce Gardner
 
University of Maryland
 

There are two ways these remarks could be focused: on the paper, or
 

on the issues that the paper addresses. I am choosing the latter route,
 

bringing in the details of the Larson paper as 
they bear on them.
 

What it makes most sense for AID to be interested in is helping
 

developing countries find high-return investments in marketing--to help 

these countries make advances in agricultural marketing that will parallel 

the successes that many countries have already achieved in agricultural 

production. One way to look for high-return investments is 
to locate
 

points of irritation or discontent with current marketing arrangements.
 

The payoff to intensive investigation of possibilities for change 
in such
 

areas is exceptionally likely to be high. 
The risk of this microscopic 

approach is that it would tend to miss larger opportunities for improvement 

in the overall marketing system, where nobody can place z %inger on things
 

going wrong but the system is nontheless obsolete or greatly improvable. A
 

second way to 
look for high-return investment- is to compare the overall
 

structure of grain marketing in a country with alternatives available.
 

In order to carry out the first 
approach the main ingredient is
 

intensive investigation of a country's grain marketing system, by experts
 

familiar with the existing system and knowledgable about what to look for.
 

The second approach requires breadth of experience, and imagination to 
see
 

a wide range of potential improvements that 
can be done on a larger scale
 



and to solve less easily detected problems.
 

The Larson paper takes a broad view for the most part, but it is not
 

focussed on potential improvements. Instead it describes marketing systems
 

that exist and recent changes in them. 
Insofar as it is analytical it
 

concentrates on causes of the evolution of marketing systems rather 
than
 

diagnoses of problems. (It 
is stated that the "analytical approach
 

selected is that of a food system" (p. 1), 
a tipoff that there will be more
 

description 
than analysis properly so called.) Descriptioi well done can
 

be very helpful and perhaps 
this is what the author was asked to provide.
 

The next step though is to provide more diagnoses, or lay out steps to be
 

taken to provide diagnoses.
 

The data provided in the paper are overwhelmingly about aggregate
 

production and consumption trends. 
These trends are undoubtedly linked to
 

evolution in grain marketing systems, and the discussion of this on pp. 1-7
 

is sensible and a useful step 
in understanding 
some aspects of changes in
 

these systems. However, the more central facts about grain marketing are 

not to be found. 

The evidence should be better developed on the following points: 

-- The trend that "farms are more specialized in Che production of a
 
few commodities" (p. 4)
 

--"This dualistic structure appears to be 
most severe in several
 
countries of Latin America..." 
(p. 5) (How does it compare with
 
colonial-based plantation systems?)
 

--"Income distribution in the growth process can have major impacts on
 
the grain marketing systems" (p. 7)
 

--"As grain markets have grown, the 
number and size of market
 
participants appears to have also increased,..." (p. 8)
 

No doubt, as 
Professor Larson states with reference 
to the last point,
 

data for even a few country case studies on these points are scarce. 
But
 

we should have some further details 
on what has been observed to justify
 



the statements that these points are really true. 

The discussion of causes of change is reasonable, but I question the
 

following:
 

--"Because of these basic differences, grain marketing systems and
 

government policy in Africa may have to be very different from those in 

South America and Asia" (p. 3). Which differences are basic and how do
 

they cause marketing systems to differ?
 

-- "This (specialization) means that the marketed quantity from each 

farm has increased even faster than grain production so that the marketing
 

system has -.
ad to handle rapidly increasing amounts of grain". (p. 4 )
 

(What's the point?)
 

-- "Grain marketing systems will need to evolve most 
 rapidly in the
 

middle 
 income countries because the consumption in cereal equivalents per 

capita is increasing most dramatically" (p. 7). (Presumably this need is 

related to increasing variety of diet as income increase, but the analysis 

of this should be spelled out).
 

-- "In the traditional marketing systems, the number 
of participants 

appears to have increased without much change in the size of the operation
 

because of the nature of the traditional labor intensive system from
 

consumer to producer". 

-- "In Brazil, the high concentration of income has slowed the 

evolution of the grain marketing systems..." (How so? Earlier, diversity 

of rice retailing was cited favorably).
 

These are matters of detail but it would increase the value of the 

paper to have them spelled out more fully. More important are the topics
 

discussed in the last half of the paper on problems and prospects. 

Following are items that I thought deserved more detailed treatment. 

,r 
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--"The opportunity to further reduce transport and handling costs 
is 

large" (p. 9). Which countries? What investments are required to do it? 

What has hindered infrastructure development in some countries compared to
 

others?
 

--"These losses seem to have been reduced to half the level in many
 

developing countries" (p. 10). 
 Which countr.es? How was it accomplished?
 

-- "The discussion of overvalued exchange rates and related policies 

says that these can have major impacts on grain marketing systems" (p. 12). 

Are they harmful? Would more liberal border policies improve domestic
 

marketing systems? 
 This is important, if true, but I don't 
see it.
 

--"The supermarkets have become important change agents" (p. 14).
 

This is intriguing and discussion of some cases would be interesting and
 

might lead to generalizable ideas about how to promote improvements in
 

marketing systems.
 

--The margins given in table 7 are the 
type of marketing data that we
 

need more of, but they raise questions. Do differences across countries
 

reflect differing services, differing costs for the same services, or
 

differences in producer or consumer 
taxes or subsidies?
 

The 
last several pages emphasize governmental bungling and bias
 

against the middlemen. Are these phenomena going to provide ongoing or
 

impenetrable obstacles to improvements in marketin 
systems? This might be
 

a useful topic for a cross-country research project.
 

The conclusions contain some 
recommendations which 
should have more
 

detail about the problem that the recommended action would remedy. 
"Better
 

market information" (p. 16) is recommended; what salient problems now
 

existing are attributable to poor information? 
 Similarly, for "new ways to
 

improve coordination in the supply channels" (p. 17), 
what is lack of
 

coordination costing?
 

http:countr.es


The concluding point about training people in developing countries 
to
 

conduct research on marketing problems 
is worth more detailed exploration
 

in my opinion. 
It could be the most productive investment that could be
 

made in these countries. 
Or would newly trained people find themselves
 

with good ideas in a political morass in which they couldn't be carried
 

out?
 

In sum, the paper provides appropriate background information about
 

grain markets and marketing, but is weak on diagnosing problems and
 

proposing ways to foster progress 
in grain marketing in developing
 

countries. There is little to indicate that serious problems exist. 
 Yet
 

other reports on marketing difficulties such as those associated with food
 

aid shipments to the Sahel suggest that there really are 
serious problems.
 

It seems 
that we cannot learn about these very well from sectoral price or
 

quantity :;ctistics, or even from marketing margins and markups. The key
 

issue 
 that remains for further research is how to detect these problems,
 

and still more difficult, to isolate the causes of such problems.
 

/
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This_.arIer s a ve analysis of fruit and vegetable marketing
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Sri , .I thh beg' n- of the peter, the role of marketing in
 
ag_icu_:-ai developent -is discussed very thoroughly. Kowever, this 
tends to be rather general .t oes not tell us much %h2 t the optima.1 

conditiors are for food marketing system develc ment in develozing 
countr_ es. _or instance, wht re +he de ed end reSults the authors_n.out on pagne " ''r%>t 7 s ore these set -_o the -erspective of fruit 
end veEt=a'tle industr or fro- the -erspective of public policy makers? 

t ..........are ut-1 ired for the measurement of desired end 
resul.ts,'? 

The author takes a system approach in his an.vysis. T-is is veryoomenrscle .' e.ver, 
co.med.bl...he does not answer some very im-ortant system 

related cuestions ir 'i'S anaysi-s. ','hat are the comoonents of a 
nati.a foods d o g countrie> ;,:hat are the 
a.Iter etives of 1 stem?, _-ow does such a system to 
socio-economic develconent? How does fooc m-retn/dibution 
system como,--'re with nn_-ood mi- isystem? "-Ow do 
different food product(i.e: fruit and vegetable) marketing/distribution 

systems compare? Can 'here be certain parallels to be drawr among them? 
7- a study of fruit nn vegetable rketing in developing countries 

the t l food syste. needs tc be looked Pt. The system consists of 

three zart. : production, ,arketing and consum.tion....rketing 

com.onent of t se creaes time, and .cposseson utiIties. 
resign Of en ideal f'ood -z -sstem necessi-tes the determination
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food T.rotuct portfolio, _n4 rk .... _ ctve 
t 

offd s"te e:oect.i:n or recuir....ents cf :occ consumers,
 

hendlins of maerkt n cticns ill 1ead to met rEringfcfiincency- T o 
thi n.. the autore... e s tie Frnc p Ice co:-onents f m-: t n 
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efficiency .n tveLoping ccuntries a"d does not sy anythingc sbout 
ossessio4n ut- :rmerS in. JJcI or in :ri La.nka.. create 
possession . - thEi cf o,nrs' at "arm gete.ui7 exchange fo0 the 

zood mar :etinE " '-y s-g" 'es_te move.ent of-ood commoditie 
-from producers -o consumers :t the lowest cost Consistent wit
 

provsion of the services bth parties cesire and are able to pay for. 
7ocd marketing e'-fiiency" i envise ed wit h the following strategic 

dimensions: E) --'ces( cost and orofit mars ), .Size of irms and 
number of± firms in the food industry, and c) services provided in 
the food chain•
 
7n dveli:ng countries :_clu" r Eri Lan'a and Jamaica most of' the 

and Frimarily- "ructu-e size. agricultural 
h.ldin g s __, grat: in number and dis!ersed throughout the 
country. gc_ ties are o rocud ocr the need of 
farmers' ...... th .o t -:et. This trad tionele..... sLuse 
structure rnEs on ive beg.... :o small-ne-'c -ower the farmers, 
henc - ddlemen eny a g marketIns margin at t expense of the 
farmese.... .. CtCn s:7 n cuanti-y, rorouuced in small 
holdings caSes cns.. ffic tes- i n- arketing phases particularly 

trnssort, Poe ng, - ce Settin- :nd storage w--ic are the services.

farmers in eveLo:_-ng; Ccounr~es can no:. Zet on their own. 

-
 mees iThE author :e + and devecooment the andmc-: ance f-ruit 
vegetble mr:et~n. system of ce lin7 co ..untries. '-e only ma:es 
ref-erences :0 7overnment initiated =.r for te cevelo-ment of 

.ood systems. the role of raue sector as inma.r.etin h. tabout 

both countries s'-n.e £0 percent of ruit- and vegetpble E.re distributed 
throuh re~ . 1 fru't vegetable!:__I-re ri s o -igure-p4-4-I- -_cts crui and-: 

artng.-rr rmarv(far.-) level, 
whol7eSle level, re:a rv7 of food - tiand = the ms chain 

'lanners in developing countries are prodcion - oriented._ ":ost efforts 
a. .tic c withoutputpay . muc attention to 
th-e role - Ion-u-e-r"- he system. n+u.er asions 

are not .r..tte .... tnte-p- ctin n nn d 
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Figu I 

Fruit and Vegetnble Marketing System in Sri Lanka 
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Source. Adopted from PJ. Gunpwrden, "S1ome Issues in Marketing of Veget.bles 

in Voi.11, No.l, 19R2, PP; '23-7ri],nk",A6ricultural Adinistra-tionl, 
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- oanstuh ic ~ Food !, aeting 
S~:tr. . ve~c--nc- C-ntrTIE-S 

Problem Under Study Aspects of Iresearch in Food Marketing 

Who are food marketers The actors' characteristics: 

of a given marketing system? Producer cooperatives, channel inter

mediaties, government agencies 

What functions do food The actors' activities and interactions: 

marketers of a given Activities include assembling, transporting, 

marketing system perform? grading and sorting. Initiatives: who 

initiates the contracts? Techniques: com

petition, cooperation and coordination. 

How are food marketers The actors' relaticnships: membership or 

related to each other in environmentai scope (over what matters?) 

a given marketing system? and nature of relationships (types of 

relationships). 

What du food marketers The actors' contributions: 

contribute in a given Nature: behavioral, economic 

marketing system? Recipients: society, consumers, institu

tional buyers 

Size: quality and efficiency 

How are food marketers The independence between marketing environ

affected by their mental factors and the actors' character

marketing environment? istics, activities, interactions, relation

ships and contributions 
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and dev_ oan a nutrt.cn educa:t ion prcgr-r fcr the oor with 

e.mphasi on m.ther a:d child h th() eation prog'ras 

acPT)ted should i. coro_-te clear-cut rae7s and otjectives 2cr 

each od cegeory a s vweIFs r-Surce s locFaed an markets 

served. 

The author con. dues S: a y "s by loc-_ng at the cr tical factors 

affetinfod mrkeingsy s, e-r ievertion in dee igCountries. 

is my. c.nenton tt shol e cnccrnedwe , r e wivh.th 
critical fa-ctors ecn food mark-eting system develoment t 

-' three di eren levels of the food system namely production, 

mar1eiV nc oonu zcn. Soe of the cr itca 7 actors one should 

for .... purposes are listed teow:consider stnty 1) soo -t-er in-"'-.. 
) th- structural.. co-ponents o the 'ct r i system in 

-- -part ...t els and 

margins,Ph- ... and ogistiCS aspects need to 
developing cur: es " uIat, - nn pries 

distriutio, a come 

under close scrut..y
 
e
b) One nee d S to tak t existing food market.ng system of a 

ev e on ECountry as givenr and wcr on _i. ha tever is done needs 

to be consumer- oriented, th.t is 'ak.nc- the expectations of conu.ers 

and economic de- =. ..ent- goaloIs of devoping countries into 

consider_ : cn. 

c) The devel'oc.--s . ._ , e n ub ic__icy :R....ers alike 

need to conc.--ruot meao"ure- o+" the innov:iveness trait of fruit 

and vconsumers, i.. nd roucers. Such an efort 

cam noin . Lf:;'-st versus urban),cout how ccnsumers(rua.

channel intees _oroe- aoe trea-lct toand ucers lk-e new 
iannoalon ad iove-ive way of doing th.-. 

i-c V,..--rE V/1nQ ... ,i -nr So_ _ 
d) he esctaClI She n of mdium-Siz e d r etiFL arIIt cen4-i--( fruit 

-and ve et :F I hz-inc I n.d wid hycal... ara o...., a e 

whoicesF-e varke-s are -soects st should deserve p.rticul r 

attention. 
." 7 ' "'" "1,C -lood j" -"' 7=D 
....o ..:..n.. e -e, U ba o s,....i. .Ciy' _.he ........ St
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Erov1sion rice a_he 4 and cther :-r'-et information, 


o vem nt-s to I.Mra stuctu I_fecilit eS su Cps _oS, cold 

s 47rE,e , t ans o-ta t i cnaIe-.t_ :'aci Iities wculd have 2 
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adjust their trading business to changes in supply of'the oroducts 

they deal in.
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COMMENTS ON THE PAPER 
"A Cumparati-,e Analysis of Fruit and Vegetable Marketing
 

in Developing Countries
 
Author. Richard Schermerhorn 

Reviewer: Harold M. Riley 

I was concerned when I first examined the paper and discovered that it did not 

include a list of references and then relatively little empirical content. However, as I 

read the paper more carefully, I realized that it was well organized and contained very 

useful, experienced-based descriptive, diagnostic and prescriptive material on the fruit 

and vegetable marketing system in developing countries. 

At the outset the author first gives us his views on the role of marketing in the 

development of a fi-uit and vegetable industry. He stresses a fundamental point at the 

outset, namely that there should be a market oriented aDoroach to fruit and vegetable 

production as contrasted to the traditional production oriented aDproach. The first major 

chapter of the paper contains some solid statements on the potential contributions of the 

marketing system to overall agricultural development and lays out a set of conditions 

required for "effective marketing" including support services, infrastructure and 

policies. These "...conditions required for effective marketing" are well stated and could 

apply to any commodity system. The underlying approach emphasizes public sector 

support fL, a system of private trading with policies and programsthat are consistent 

with national goals. 

The second section of the paper picks up nicely on the evolutionary but dynamic 

process of change in fruit and vegetable sy'tems including demand shifts and the kinds of 

public sector actions required to facilitate appropriate changes in marketing systems. 

The emphasis is on strengthening the private sector and to warn against direct 

intervention. I particularly liked the brief statements on the provision of market 

information, grading, post-harvest loss reduction and processing where there has 

typically been a lot of idealistic, impractical advice by well-meaning technical advisers. 

The section concludes with some useful observations on the detrimental impacts of 
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policies and programs such as export taxes and marketing boards on incentives to farmers 

and private traiers. It is suggested that governments should include the private sector 

participation in planning and initiating food policies and related programs. We are 

cautioned that farmers (and private traders) face considerble risk in producing fruits and 
vegetables, especially as they shift towards greater specialization. Hence, programs to 

encourage expanded, commercial production cf these commodities must be carefully 

formulated and implemented. We are reminded that when planning new marketing 

institutions, social and cultural influences may be critically important although 

cooperatives are not explicitly treated. I was also surprised that this section of the 
paper did not include some consideration of the need for whoIfsnle fruit and vegetable 

markets in large urban centers and their potential role in bringing about major 

improvements in national fruit and vegetable marketing systems. 

The section of the paper describing fruit and vegetable production/marketing 

systems in Jamaica and Sri Lanka provides some worthwhile illustrations of market 

interventions intended to improve performance. The recent experience with the AID 

marketing project in Jamaica illustrates the problems and pitfalls in over desivning a 

project in terms of uneconomic physical facilities and institutional arrangements not 

carefully worked out in relation to farmer and market trader perceived needs. The 
report on the Jamaican experience very and could wellis brief bedeveloped into an 

instructive case study. 

The Sri Lanka case is more adequately elaborated. The two government ag'-rncies 

directly involved in the marketing of vegetables are severely criticized as being 

uneconomic and ineffective in their operations (2% of national market). The poor 

performance of the entire fruit and vegetable subsector is outlined in terms of 

restrictive, uncoordinated policies and weak public sector support for research, extension 

and information services. A recent study (not cited in the paper) reflects a change in 

government attitude away from direct intervention and toward a more supportive role in 
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further developing the private sector. This effort apparently will stress applied research; 

however, it's not yet clear how the marketing research-extension efforts witl be 

positioned within the government bureaucracy--an organizational problem of 

considerable importance. 

I find little to quarrel with in the Conclusions section of the paper which identifies 

eleven critical factors affecting marketing system interventions. I think the diagnostic 

assessments and the cautions about particular interventions are basically sound and 

should provide guidance to those attempting to design new policies and programs. The 

choice of priority market interventions follows and is consistent with the diagnostic 

assessments (provisions of market information and intelligence, and marketing credit). 

However, the need for institution building and training seems relatively neglected. 

Schermerhorn proposes two priority areas for research. The first seems to endo-se 

descriptive, diagnostic, prescriptive studies, but he appeals for more adequate attention 

to "sociological" investigation so as to avoid some of the problems faced in int oducing 

changes in marketing systems. This seems reasonable, par:icularly if the sociologists 

would actively direct their efforts toward program and policy issues and alternative 

institutional approaches rather than a description of the existing social systerns. 

The second area for priority research represents an important and relatively 

neglected area, namely, trying to better understand what market interventions seem to 

work (or don't work) and why. This would require more case studies of past experience, 

along with more careful monitoring and evaluation of on-going projects. 

Schermerhorn strongly supports the view that we need a more structured procedure 

to guide short-term research efforts to gain insights and to identify system constraints 

and opportunities. However, he would suggest more attention to sociological issues and 

post-harvest losses than has been provided in the Holtzman working paper on guidelines 

for rapid reconnaissance. 



FERTILIZER MARKETING SYSTEMS
 
AND POLICIES IN
 

DEVELOPING COUNTRIES: REVIEW
 

by
 

Paul L. Farris
 

Department of Agricultural Economics
 
Purdue University
 

The paper on fertilizer marketing systems and policies in developing
 

countries makes clear the high importance of the topic and the problems and
 

challenges associated with improving performance of those systems. The
 

paper includes a comparison of fertilizer marketing systems in selected
 

developing countries and a more detailed examination of the system in
 

Bangladesh. Several suggested approaches are made that are designed to
 

overcome some of the more pressing operational problems and government
 

policy constraints in fertilizer marketing.
 

As I read the paper, I was impressed by the numerous i.nsightful aspects
 

that the authors observed. These related especially to the general
 

characteristics of fertilizer marketing, the considerable role of government
 

intervention, the importance of infrastructure, the significance of finance
 

and the compelling need for education at all levels.
 

Review of "Fertilizer Marketing Systems and Policies in Developing
 
Countries" by Mohinder S. Mudahar and Edwin C. Kapusta, International
 
Fertilizer Development Center, Muscle Shoals, Alabama 35662, November 1986.
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A Key Role of Fertilizer in Economic Develooment
 

A major driving force affecting fertilizer marketing systems in
 

developing countries is the great contribution that fertilizer is making to
 

economic development. Developing countries generally recognize the
 

importance of fertilizer in increasing the productivity of agriculture,
 

which, in turn, leads to more food for the people, more labor for nonfarm
 

sectors and other benefits that spread throughout their economies. The
 

total fertilizer system is, therefore, much affected by the public interest.
 

Governments in developing countries are generally aware of this, and they
 

intervene in various ways in fertilizer production, procurement and
 

distribution. Goverments are also drawn 
 in because of the substantial
 

capital requirements and infrastructure investments associated with
 

developing their fertilizer systems.
 

Fertilizer Markeging Characteristics
 

The paper identifies the salient components and functions in the
 

fertilizer system. Because of the basic characteristics of fertilizer and
 

its use, problems associated with fertilizer systems in different developing
 

countries are remarkably similar. From the standpoint of improving economic
 

performance of fertilizer marketing systems, policies and programs need to
 

be concerned with uninformed farmers, uninformed dealers, lack of basic
 

information about when and where different types of fertilizer may be
 

needed, management skills at various levels in the fertilizer system,
 

infrastructure development, and finance for developing production capacity,
 

carrying inventories and farmer credit. The paper does an excellent job
 

describing and highlighting the nature of these characteristics and in
 

chapter 5, on improving the efficiency of fertilizer marketing systems,
 

several suggested areas of focus are presented in a useful list.
 

*'?t2 
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Areas for Snecial Focus
 

in reflecting on the list of suggestions in chapter 5, I wondered about
 

presenting fewer more inclusive topics that might include some
 

implementation recommendations. To begin with I believe it is especially
 

important to keep in mind that the ferti.lizer system is greatly
 

interconnected and interwoven and there is great potential gain,
 

particularly in developing count'ies, from increasing the overall
 

performance of the system. Thus there is an important role for government.
 

The difficulty seems to be that the substantial government involvement that
 

one usually finds includes a number of things of the wrong type, things that
 

are inhibiting rather than facilitating. And, as is noted in the paper,
 

government decision making may be fragmented rather than coordinated, based
 

on inadequate information, subject to delays in administrative procedures
 

and possibly opportunities for manipulation to favor certain sectors or for
 

fraud.
 

AToroaches to Fertilizer System Imurovement
 

To build on the information and findings reported in the paper,
 

attention might be given particularly to the role of government, finance,
 

education and forecasting for both the short and long run. Two major types
 

of activities would seem desirable to improve fertilizer marketing in a
 

developing country. One is research, and the other is implementation of a
 

pilot operating system. Results from the research and pilot project might
 

provide guidelines which could be extended to other countries, perhaps by
 

employing some shortcuts.
 

Research Objectives
 

In the research, one basic objective would be to make aggregate
 

projections of fertilizer needed by type, location and season. A simple
 

I 



-4

model could be developed that could be elaborated as more information is
 

acquired. As a first approximation, I would recommend basing this 
on
 

agronomic information, productivity assumptions and demand projections.
 

Some preliminary work would likely need 
to be done by agronomists and
 

economists to develop the relevant input data.
 

Another research objective would be to identify the most important
 

physical infrastruczure barriers to efficient functioning of the system and
 

evaluate the alternatives and costs of overcoming them. Results of the
 

model. recommended in the first objective should be useful for this purpose.
 

These infrastructure needs 
 might be bridges, roads, ports, warehousing or
 

transportation equipment.
 

A third objective would be to develop information on finance. At least
 

three major c.-1egories of finance should be considered: (1) Capital
 

requirements for infrastructure investments; (2) financing of inventories,
 

and (3) credit for farm borrowers. Ways would be sought to provide
 

financing efficiently and without impairing system efficiency or operation
 

of the pricing system. In servicing farmers, consideration might be given
 

to a promotional type subsidy at very low or zero prices for a period.
 

The fourth objective would focus on educational needs and alternatives
 

for farmers, retailers, wholesalers and government policy makers. It is
 

clear from the paper that the requirements at all these levels are
 

considerable. The research would emphasize particularly 
the kinds of
 

education or training that seem to be needed at each level, ways to 
develop
 

the information required and the types of educational delivery systems that
 

would seem most appropriate in each case. Demonstration programs would seem
 

to have a useful place. (In this connection, I think I would have some
 

rese. ation about relying heavily on retail dealers 
to provide information
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for farmers since the paper also observes that most dealers are not
 

specialized, and they handle several different items. However, it could be
 

that some brief rules of thumb might be prepared for dealers to help them
 

avoid serious mistakes in advising farmers.)
 

Pilot Project
 

The second major activity would be the development of a pilot project
 

that would involve joint participation by USAID, an outside or multinational
 

fertilizer firm, the government of the country selected and the relevant
 

parts of the private sector within the country. This would seem to be an
 

extensio.i of the 
 idea mentioned in the paper about the USAID-funded
 

Fertilizer Distribution improvement Project I! (FDI-II) in Bangladesh. 
This
 

project, which is oriented toward large-scale wholesalers, involves credit,
 

technical assistance for dealer development and training programs and
 

infrastructure improvement.
 

But because of the interrelated nature of the entire system, I would
 

propose a more encompassing project. I would further propose that such a
 

project proceed in two stages. The first stage would involve a study team,
 

including representatives from USAID, the multinational firm, the country's
 

government and the country's private sector. The team would consider all
 

aspects of fertilizer production or procurement transportation, storage,
 

wholesaling, retailing and farmer purchasing. 
It would also consider data
 

needs, training programs, financial requirements, government policies or
 

interventions and any other relevant aspects of the project.
 

The second stage would build or. the first and be 
an actual joint
 

operating venture. The multinational firm would become a joint operating
 

partner with local industries and the government of the country. USAID
 

personnel and professional participants or collaborators would give special
 



-6

attention to incentives, rules, procedures, capital investment subsidies and
 

any other matters concerned with performance of the pilot system.
 

Arrangements would be incorporated for a gradual phase-out of the
 

multinational firm after a reasonable period unless the country itself and
 

its participants were to decide on their own to negotiate continuation
 

arrangements.
 

The basic idea underlying a proposal like this is the assumption that
 

the multinational fertilizer firm has a wealth of experience, technical
 

expertise and managerial knowhow that would make it possible for it to help
 

a country to develop its fertilizer system much more rapidly than if it were
 

not a part -of the team. When the new system is in place the outside firm
 

may or 
may not continue to be needed and, if not, it could be withdrawn.
 

It is believed that the two t-rnes of activity suggested, research and
 

operational, could proceed concurrently. After the experiment, an
 

evaluation would be made and relevant findings determined for possible
 

guidance in long term fertilizer system development and performance in the
 

country and in other developing countries.
 

Cf
 



COMMENTS 1N THE PAPER' BY NHINDEP MUDAHA, AND EDWIN KAPUSTA 
ENTITLED "FERTILIZER MA:KETING SYSTEMS AND POLICIES" IN 
DEV)ELOP-- NB COUJNTRES33 

By Jam=eS D. Slha ffer 
Mic'higan State Uni versity 

Preared for Sigma One Corporation
 
Conference Presentatio n Nov. 13, 198S 
Arlingtcn. 'VA.
 

This is an informative and useful oamer which describes many

problers involved in cetting the right amount cf the right 
mi'; of fertilizer to tne right pla':e at the richt time. The 
paper also makes a number :,f suggestions for improving the 
per formance of fertilizer delivery s'y-zers. I say delivery 
systems rater than market svst'ems be'-ause a large part of 
the systems they dis,-us make li mirted use of markets. 

Farticul arlyi nterestinc are the data thev oresent shcwing 
very significant differences in the rices of delivered
 
ferilizer among countries. it would be useful to inquire 
into the reasons for these differences in more detail and to
 
include a broader range of countries. Similarly it would be 
useful to associate the differen:es with the effects on farm
 
level procuctin.
 

The authors identify a very large number of research, p': licy 
and program action caps. They create the imoression that 
problems and needs of the fertilizer system in the third 
wcrld countries w,:'d require a Ministry cf Fertilizer with a 
large staff and budget. Perhaps the first priority would be 
to identify the most cost effective measures which :could be 
adopted by governments in promor ting an effective fertilizer 
syst em. 

The paper leaves some ccnfusicon about the authors' 
con'cLLsio -s the prcoper rc'le of government in theconcecr ni ng 

fertilizer system. They c:1ncude in 
favcor cf minimum 
gover nment intervention but leave a good deal of un:ertainty 
abcout what that mini mur, is. They tell us, for example, that
 
tn e optimum mi: cof gover nment and private participation is 
largely determined by the state of affairs in the particular

cc'untry and by the decree cf maturity cf the agricultural 
sector as a whole. They also give many ex.ampl es of needed 
prcgrams which in most LD-s would require govrment 
invcolvernent. Perhaps this simply reflects thw impmortance 
tey,place on being pragmatic. They dco irmly ,-r-,nclusions 
abcut the role c-,f government which I wculd c,-ccnsider tc' be 
,open for further examination. 

A very serious probl em in many areas of semi-arid rain fed 
agriculture in Africa is the la: ,-f knowledge coif response to
 
fertilizers under the conditions cf uncertainty prevailing in
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these area-. The problem is complicated by the aooarent 
exoen.se of develop ing useable arinrmic information 
Resear:h is needed tc design the metho:dolog.' for a system ':,f 
:n-farm trials to generate data which can be analyzed and 
made available in a fo rm whi:h is of oractical value in 
farme:r decsi1ons at a cost consistent with the potential 
p avo f. 

The oroblemf of co.ordination of supoly with ootential and 
eff:tive demand is particularly oiffiult in the case cf 

n areas of un:ertain rain fall. The 
mos.t ef fect e insti tuti :nal ar r.anoement s for coordinat i on 
are not at a: 1 clear. The authors call for effective 
coordination across di fferent marketing organiza:ions and 
government aogencies c irnorove the operat ion al efficiency cf 
the fertiliz -r marketinc system. At the same time tney 
favor private distribution with multiple c:roetiive 
distrbution chann ls. T:is raises two basic questions which 
need to be considere, in determining an apor'oriat-e 
distrci'n syste m. 

The r cuest :on co:nocerns the conomi es cf scale and sccpe 
related t':' potent, al urcof whi,'hthe volume c:,mmodit ies might 
flow throuch the system. There aopear to be substantial 
potential e,:conmies ,of scale in at least some aspccts of an 
aoricultural inuts ctri bution system. At the same time in 
many LDO:- there is currently a very small market fcr these 
c ommod ities. is there sufficient volume to sutocrt multiple 
distributio-n c-hannels? The so-al e econoniies involve mcore than 
transoortation. Esoeci al ly imoortant, as pcinted out by the 
authcors, is the knowledge of the t as advisors tomerchants 
their farrner c us:,,mer . 

There are economies of scope to be considered, suggesting 
the desirabilit v of multi-input distribution systems. 
This increases the imortance of both r'sanager'rnt skill and 
kncowl edge cf the oroducts being s:,ld. Countin: on existing. 
extension services to deliver the needed informaticn about 
te:hnical inputs to far;mers may work in some LDC:s but does 
not appear to be a cost effective alternative in many. There 
are advantages tc' havi ng i ri format ion del i ver ed with the 
input. 

Second is the prcblem cf devising the mechanism cf 
coo rdin.ating supply with effe':tive demand in both the 

individual retail areas and the cc'untry as a whole. 
In uncertain environments it is difficult tco estimate total 
effective demand. Having to estimate ccnsequernces cf the 
decisicons of ccmpetitcrs greatly complicates the prcbler. 
Failure tc, have suffTicient suoplies or to have -ioniicant 
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r gan i zat i :ns. 

The institutional and techno,lcgi:al problems inv,-,lved in the 
transition fr,-om traditional ; iculture are great and the 
resources for research and technical assistan,-e are small, 
relative to the need. It is im,:rtant to leverage the 
resour,-es to get rcre for them. This suggests that inservice 
trainin be an important :omp,,nent to an' acric.ltural 
marketing prorgram. 
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Structural Chanaes
 

1. 	Provision of marketing infrastructure (roads, transportation systems,
 
market places etc.)
 

2. 	Development of szandardization and grading processes for food products.
 

3. 	Government ownership of and/or oarcicipation in food retailing, food
 
production and food allocation (government serves as a counter
vailing power).
 

Institutional Changes
 

I. 	Integracion of food marketing system either vertically (that is
 
integration through ownership or contact)
 

2. 	Integration of food marketing system trough horizontal coordinction
 
(that is formatico of chain store form of organizato.).
 

3. 	Retraining or education of food marketring system members.
 

4. 	Introduction of innovative food marketing techniques.
 



Behavioral Chan2es
 

1. 	Change of behavior of consumers, farmers and the intermediaries through
 
education and introduction or control of marketing strategies (e.g. price
 
controls, store locations, licensing, product assortments, packaging,
 
etc.)
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COMMENTS ON
 
"EVOLUTION OF URBAN FOOD DISTRIBUTION
 

IN THE THIRD WORLD" BY KELLY HARRISON ASSOCIATES
 

Bruce Gardner
 

Department of Agricultural & Resource Economics
 
University of Maryland
 

The issues as 
addressed in this paper largely involve "imperfections" -

departures from the competitive norm 
in urban food marketing. Undoubtedly
 

they exist, but how to pinpoint them? That constitutes evidence for them?
 

A helpful starting point is the "squeaky wheel" principle. This sort of
 

problem is detectable by any sensible observer. 
Of course the difficulty
 

exists that the political system typically is organized so as to apply grease
 

according to such a rule. 
 The economic squeaks are quite distinct and
 

different: indeed a prime cause of untreated marketing problems is 
the grease
 

applied to stop politically sensitive squeaks, for example, the shortages
 

associated with food price contrcls.
 

This paper as well as several others at this conference conclude that
 

governmental intervention in marketing has tended to creatp more problems
 

than it solves, and is in this sense counterproductive. The fact that
 

government action is counterproductive suggests either that the analytical
 

problem is difficult, so mistakes are made, 
or that the objective of
 

government is inappropriate from the economic viewpoint. 
If the latter is
 

the case -- a "political" problem -- then as economists we 
do not have much
 

to say about it. We can just count up the 
costs of achieving the political
 

ends. Let's suppose that if we can identify problems or 
imperfections in
 

markets, and propose investments to improve things, there is a reasonable
 

chance that the investments will be made. 
 The hard part then is to identify
 

where the bottlenecks and inefficiencies are.
 



The closest approach the Harrison paper makes to doing this is the list
 

of "signs of disequilibria" (p. 21). 
 I didn't find these helpful, however.
 

They indicate when a marketing system is not evolving according to a pattern
 

expected a priori, but this is not necessary a problem to be remedied. The 

items that do indicate problems, like shortages and gluts, are not clearly
 

linked to the evolutionary framework --
they would be a problem at any stage.
 

This raises 
the general question of whether in analyzing problems of
 

marketing in developing countries it is helpful to adopt any a priori
 

aoproach, model, or paradigm? 
 For example, the structure-conduct-performance
 

framework from the study of industrial organization could be applied to
 

agricultural marketing in developing countries. 
The benefit of this is that
 

it leads one 
to ask certain questions that might otherwise be forgotten. In
 

investigating food retail outlets in 
an urban area, a natural first step is
 

to count up the different outlets and calculate their market shares. 
 But
 

knowing that we also have to consider conduct -- how these outlets interact
 

with one another, set prices, share market segments 
-- prevents us from
 

stopping our investigation too soon. 
 Even when we know how the industry
 

behaves, we are impelled by the structure-conduct-performance framework to
 

push further and inquire about outcomes. Performance here involves the
 

prices at which products are delivered to consumers, and the quality,
 

variety, and reliability of marketing services.
 

Yet I believe it would be a mistake to base a whole research project or
 

a whole paper on F topic like urban food distribution systems on the
 

structure-conduct-performance framework, and I am glad that the Harrison
 

paper did not do this. 
 The reason is that such a framework or model
 

inevitably leaves out some 
features of the problem. For example, income
 

distribution issues might be neglected. 
The way to use these models or
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framework is to raise questions to be addressed, but then forget the model.
 

Besides structure-conduct- performance, examples are: 
 a "systems" approach,
 

which is helpful. because it forces one 
to think not only about a market in
 

isolation but how it fits in with other market. 
 It opens the possibility for
 

the suggestion implicit in Mr. Arizo-Nino's comment that a good investment
 

for improving food marketing might be a reliable and cheap telephone system.
 

A neo-classical approach is helpful because it 
forces one to think about
 

adjustment at the margin, and marginal benefits and costs resulting, and
 

distinctions between fixed and variable factors; 
even a Marxian approach,
 

which makes one think about 
-inners and losers and who controls the state,
 

can be helpful.
 

The Harrison paper, and those generally at this conference, adopt an
 

evolutionary approach of which I have not seen the benefit. 
 In fact, I found
 

the least valuable part of the paper was 
pp. 14-15 where notions of evolution
 

and perfect competition are brought in together. 
The paper attributes
 

"neglect of marketing reforms" 
to belief in perfect competition. I find this
 

an unlikely risk, and believe that one is 
more likely to err by ignoring the
 

elements of competition that exist. 
We don't need "perfect" competition, but
 

only free entry and slight enough market power that supply-demand analysis is
 

applicable.
 

The author claims that the idea of taking an evolutionary perspective
 

has been helpful (preface), but it is not clear why. The issue is how such
 

an approach helps us to investigate what problems now exist in food
 

distribution systems and how to provide remedies. 
There might be a
 

temptation in an evolutionary perspective to be too impressed with the fact
 

that whenever a change is observed, it occurs for a reason; this is a recipe
 

for papering over problems, or discovering those problems which have already
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been solved. The other side of the methodological argument is given in the
 

last paragraph of p. 20 but i didn't find it convincing. Still this approach
 

does make us justifiably sceptical of "easy answers" to perccired problems.
 

Where the paper provides its most useful information i. in the case
 

studies of intervention, pp. 27 ff. The main lessons I dral frcen this is
 

that planners should investigate the ramifications of a proposed project or
 

interventicn very carefully, in depth and breadth, before acting. 
One has to
 

pay attention to the specifics of a problem, and not rely on a general model
 

or pattern of what should work.
 

The main single conclusion of the paper is that "human resource
 

development is the neglected complement to imprcvements in physical
 

facilities" (p. 36). I don't 
see exactly how this conclusion comes out of
 

either the evolutionary schema or the case studies, but I agree with it and
 

the discussion in the paper does somehow support it. 
 Seeing that the issues
 

in marketing are complex, yet yield to systematic thought and inquiry,
 

indicates that skills are required, and the existence of unsolved problems
 

and mistaken solution. suggests that the skills aren't available or aren't
 

being used.
 

On what the salient problems are, or the promising investments to solve
 

them, the paper is not so helpful. The guidelines for redesigning market
 

interventions (pp. 33-34) and the "reorientation" proposals (pp. 35-39) 
are
 

sensible. To move toward application, however, more is needed.
 

First, we need better criteria to indicate when a problem exists, and
 

how severe it is. This point has been mentioned several times already, but
 

may merit another repetition because it is important.
 

Secondly, there should be more 
specific discussior of the criteria for
 

success of an intervention. What do 
we look for in the data to judge whether
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an attempt to improve marketing has been successful? 
 In the 
cases described
 
on pp. 27-34, it is not clear enough how it 
was determined whether they are
 

successes or 
failures.
 

BG: asv/evolutio/ll/86
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Guidelines for Ravid Marketing ADraisal 
in Third World Countries:
 

Need for Early Identification of Potentially Bankable Projects 1/
 

by Frank Meissner
 

Inter-American DeveloDment Bank, Washington DC 20577 
2/
 

"Bankable means that some investor or banker who has
 

is given sufficient evidence
available resources 

regarding viability of a specific project to justify 

his
 
Banker is
allocating those resou-rces to that activity. 


denote iudividual or institution with

used to any 


marketing system
resources, which might be allocated to 


interventions."
 
Dr. Kelly Harrison, 3/
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Marketing, held 


vember 18-19, 1986.
 
the comments. Opinions expressed and
 

- I am solely responsible for 
policy or practices of the 

made 	do not necessarily reflect
propcz.ils 	 to in the
Bank 	or any other agency referred

inter-American Development 


Recent Evolution of Urban Wholesale/Retail Food Distribution Systems
 

in the Third World, November 1986, p. 40.
 



1. Introduction
 

I have been assigned three tasks.
 

1.1 	 "Comment on: (a) how adequately key problems were identified,
 

(b) what additional areas should be highlighted, (c) to what extent
 

research gaps have been identified, and (d) suggest how these key
 

problems and gaps might be addressed."
 

1.2 	 "Present and discuss those critiques at the Workshop."
 

1.3 	 "(Submit) final written summariEs of the review no later than
 

November 26, 1986, to allow sufficient time for authors to
 

incorporate those comments."
 

1.4 	 I will:
 
(a) praise John's paper;
 

(b) identify a hole in his scheme;
 

(c) illustrate how to plug the hole; and
 

(d) make some suggestions for roads ahead.
 

2. Pra.se
 

2.1 	 John has presented a first class essay, a worthy contribution to the
 

Michigan State University International Development Papers as well as
 

to our profession.
 

2.2 	 He provides ample clues about doing Rapid Marketing Appraisals (RMA)
 

as a way to reduce excessive research costs. At the same time he
 

shows how the data to be obtained can be sharply targeted so as to
 

form a solid basis for initial formulation of action programs.
 

To my delight and surprise I find that the Back of the Envelope
 

Annotations (BOTEA), which I have practiced for over 3 decades, has
 

now acquired a buzz acrcnym RMA.
 

2.3 	 John enumerates five potential uses of RMA in marketing and food
 

system research. Let me focus on the first two:
 

(a) "identif'cation and design of agricultural marketing projects",
 

and
 

(b) "evaluating feasibility of making particular types of investment
 

such as a new storage or processing facility" (p.2).
 

3. Gaos
 

3.1 	 Previous speakers have already focused on the latter three topics. I
 

t: focus on the two RMA uses. This is because
am therefore going 

John does not say anything abouLways in which RMA could be used for
 

"identification and design of agricultural marketing projects."
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3.2 	 As a professional work ; in a development bank I consider this to be
 

an oversight that urgently needs to be remedied. This is simply
 

because:
 

(a) multinational development banks primordially finance projects,
 

even though there has been a recent trendlet towards sector or
 

broad-brush Structural Adjustment Lending (SAL); I/
 

(b) the teaching of project identification selection, formulation,
 

evaluation and execution is a subject submitted to benign neglect
 

in our institutions of higher learning, and especially among Land
 

Grant 	Universities; and
 

The essential feature of structural or sectoral adjustment lending
 

a developing country government to undertake major
(SALs) is to enable " 
policy changes aimed at creating the basis for resumption of sustainable
 

... Without (which) ... no per-mauent
growth of per capita consumption 


can be made in the attacd on poverty...
progress 

current account
Revived growth must be consistent with feasible levels of 


to
balance, inflation and 	politically achievable policy reforms necessary 


In contrast to "a loan for a traditional investment
underpin that growth." 

specific
project, most adjustment lending is provided to finance, not 


to overcome key constraints in
investment, but general imports eeded 	 the
 
The
 economy and to improve the eficiency with which it can function. 


financing is not, as in an investment project,
eounterpart to (SAL) 	 the
 

creation of physical assets, but implementation of a government program of
 

specific reforms aimed at growth-oriented adjustment."
 

See: Michael F. Carter, Deputy Director of European Office, World Bank,
 

St 4 ctural Adjustment, World Bank News, 11/20/86, p. 4.
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(c) the Inter-American Developt it Bank (IDB) and her sister
 

institutions are suffering an acute draught of agricultural
 

projects, which threatens to become chronic 1/.
 

3.3 	 The project draught is due to a combination of factors:
 

(a) harder loan conditions;
 

(b) high indebtedness, making LDC finance ministers reluctant to
 

provide guarantees for additional loans;
 

(c) LDC's face difficulties in mustering local counterpart funds,
 

which are needed to match or complement funds received from
 

international lenders;
 

d) most standard farm products (wheat, dairy products, soybeans,
 

corn, cotton) are in worldwide surplus, making it difficult to
 

justify projects aimed at increasing production of traditional
 

commodities;
 

(e) joint ventures, among foreign. equity investors and providers of
 

technology for non-traiitional export products (winter
 

vegetables, flowers, or-namencals, tropical fruits and roots
 
local
aquaculture and other such exotics) and their 


counterpart-entreprenerus are difficult to put together becasue
 

the required t~Thrnlogy is not locally known.
 

3.4 	 Furthermore, the recent emphasise on ?t':atization has made the job 

of project preparation even more challenging. This is simply because 

-/ The April 1981 IDB report on the Role of the Bank in Latin America
 

During the 1980's states on page 13 as follows:
 

"The Bank's participation in agP:i:ulture has suffered from chronic shortage
 

projects in the region. Traditional
of agricultural investment 


preinvestment lending is not well-suited to agriculture because project
 

very complex, costly and time consuming.
identification and preparation is 

project
As governmemnts assign higher Friority to agriculture attention to 


identification and preparation becomes a major concern."
 

Likewise, during the November 1, 1986 conference on Opnortunities for Small
 

and Medium Sized Firms in Industrv, Agriculture and Trade, held at
 

Organization of American States (OAS) in Washington, D.C., Dr. William
 

Demas, President of the Caribbean Development Bank, said:
 

one of the prime challenges of
"As incredible as it might sound, 

of well prepared uotential
international development agencies, is lack 


ventures, and not money. The phenomenon is referred to as
investment 

a problem nowadays faced by many financial assistance
project draught, 


agencies."
 



require
private/public joint ventures, which do it government
 
of risk over several
repayment guarantees, call for a spreading 


participants. The more participants the more complex it becomes to
 

prepare well integrated technical and financial project packages.
 

3.5 	 Under those circumstances it should be mandatory for any practitioner
 

of RMA to come up with specific, even though preliminary, clues about
 

policy changes that RMA results
potential projects as well as 

indicate. The last installment of pa,-ments for RMA contrac-s should
 

be based on satisfactory compliance with this requirement.
 

4. An Illustration
 

recently commissioned
4.1 	 Let me illustrate with a typical R2MA, which was 


by 	the Planning Institute of Cariba (PiOC) for purposes of guiding
 

for Rehabilitation of Cariba
investments under the Action Program 


Agriculture (APRORCA).
 

As indicator of comparative advantage, a well known international CPA
4.2 

firm was to do a RHA of costs and prices of 13 products.
 

Results of this surjey, based primarily on secondary sources, appear
 

in columns I and 2 of z1e attaced table. These "facts were to speak
 
to be a use!t.s and
for themselves". I consider such a statement 

unacceptable cop-out. After all, if facts were to speak for 

themselves, libraries would be the noisiest places in the world. 

3 and 	4, which at4.3 	 I started to massage the figures by adding columns 


least provide some clues about the type of products among which
 

potentially bankable projects might be encountered.
 

4.4 	 Here is how I would have concluded the RYA report. "Considering the
 

huge 	estimation errors. which such data customarily suffer, we assume
 
above FOB
that FOB unit product prices would need to be at least 50% 


costs to indicate a potentially attractive global profitability.
 
considered
When the proportion dips below 50% the product would be 


marginal."
 

This rule of thumb leads to the following conclusions about products,
 
of
which might provide opportunities for development bankable
 

projects.
 

(a) Among traditional exoort croos coffee, banana and all spice
 

(pimento) makes economic sense. Sugar can be grown profitably
 

only because Cariba has privil2iged access to two markets at
 

prices far in excesJ of open market levels.
 

(b) Among non-traditiona exoor: crous vegetables and tropical fruit
 
seem to make sense,
offer much promise. Among cut flowers roses 


at
while haliconias and red ginger are marginal, best. 

Floral Trade Council (FTC) is lobbying forFurthermore, the U.S. 
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imposition of protective tariffs so as to protect ,S. producer 

from unfair competition. 1/ 

(c) Among import substitution products only fresh prawns and tilapia
 

(silver perch) seem to have potential to eventually perhaps even 

becoming important export crops. In contrast, the widely
 

promoted corn, soybeans and beef are marginal; rice would be an
 

outright money looser."
 

4.5 	 On basis of this type of examination it would be relatively easy for
 

of the RMA to sort out the inventory of potentially
the authors 

at hand, as well as suggest fixing a preliminary
bankable projects 


priority for their preparation and evaluation. '/ The ambitious
 

import substitution projects for rice, corn, soybean and beef --which 

the government of Cariba is promoting for early development-- would 

evidently have to be reconsidered.
 

4.6 	 That type of modest project identification and tentative priorization
 

would certainly be useful grit on the development bankers mill.
 

Since the CPA firm did not provide that type of interprepation I
 

withheld the last payment on the R.A contract.would have 

4.7 	 In many cases, preliminar7 reports for specific projects might 

would be optimistically referred toalready be on hand. Usually they 

as prefeasibility" or "feasibility" studies, no matter how green the 

In May 1986 the Floral Trade Council 	 (FTC), which represents U.S. 

producers and marketers of fresh-cut flowers, filed a complaint with the 

(USDC). FTC claimed that exports from eightU.S. Department of Commerce 
and Mexico)countries (Canada, Chile, Colombia, Costa Rica, Ecuador, Kenya 

because charging "uihfairly low prices",violate US anti-dumping statutes 

which partially reflect government subsidies. 

In 1986 the USDC tentatively determined that local producers are being 

injured, and suggested that anti-dumping and/or countet;ailing duties might 

"U.S. 	importers
have to be imposed. Pending final decision in early 1987: 

cover the penalties that
will be required to post cash deposits or bonds to 


might be assessed".
 
from 8 Nationa Are Dumped, Wall Street Journal, October 30,
See: Flowers 


1986.
 
was not named in the FTC complaint, increased tariff and
Although Cariba 


the chances for profitable
other trade barrier- would adversaly affect 


ports to the huge U.S. market.
 
have been funded
The type of agricultural marketing projects, which 


by IDB are reviewed in: Frank Meissner, Micro and Macro Marketing
 
Year Track
Activities of the Inter-American Development Bank (IDB) - 25 


Record and Roads Ahead, Ouarterlv Journal of International Agriculture,
 

Vol.25/3, (July-September 1986), pages 271-282. 1 wil be glad to send
 

copies upon request.
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data. The RKA contractor should assemble these project clt.
 

prepare a project profile for each of them, and appraise its
 
"maturity". The inventory of data needed at different stages of
 

project preparation, presented in Table 2, might serve as a guide in
 

determining the project maturity.
 

5. Roads Ahead
 

5.1 	 From the above comments you correctly concluded that I strongly feel
 

that Joiln's good guidelines could be turned into excellent ones by
 

explicitly addressing the need to:
 

(a) formulate suggestions for directions, in which potentially
 

bankable projects might be sought; and
 

(b) on basis of available information sketch out initial project
 

profiles, even if they would be initially very crude.
 

5.2 	 For the profession to be able to do that more effectively U.S.
 

institutions of higher learning need to teach hands-on courses on how
 

to effectively identify, select, prepare, appraise and execute 

agticultural projects in Third World Countries, real opportunitya 

window for service. The Anerican Society of Agricultural Consultants 

(ASAC) has already started this work by offering a workshop on the 

subject at its 1986 annual Convention, held in September 1986 in St. 

Louis (MO). There is no need to start from scratch. 

5.3 	 Finally, I want to endorse Kelly Harrison's proposal for an 

International Agricultural Marketing Research Institute (LMRT).
 

Whether or not affiliated with the Consultative Group for the
 

internaticoal Agricultural Research Centers (CGIAR) an ilMRI is long 

overdue.
 

The idea has been batted around for at least 20 years. Some progress
5.4 

of CGIAR now marketing
is evident. Several the centers have 


specialists on their staff. The International Food Policy Research
 

Institute (IFPPJ) has recently initiated a series of publications on
 

accidental sidelines. No
food marketing. Yet, all these efforts are 


institution has yet full;y geared up for systematic examination of
 

what we already know about effective bridging of the gap between food
 

producers and consumers in LDC's. Specifically, I visualize that
 

within IAMRI development assistance agencies would act as partners to 

marketing dialogues, based on accumulated experience of a wide range 

of country situation and approaches. Such dialogues would focus on 

a broad gamut of issues, all the way from marketing organizations and 

management systems for public enterprises to pricing policies for 

and analysis of marketing investmentfertilizers, from preparation 

projects to impact of taxes on producers and intermediaries, from 

selection of crop rotations to vocational and in-service training in 

marketing management. 
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5.5 	 This workshop has generated an ample inventory of potential future 

research topics. This unfinished agenda can serve as point of 

departure for defining the specific objectives of what IAMRI should 

do. 

5.6 	 To star, the ball rolling,, I herewith invite interested individuals
 

for an exploratory and highly informal get together in IDB's
 

beautiful new cafeteria at 1300 New York Ave. in Washington DC. We
 

can start putting together a skeleton for TLUiL.
 

5.7 	 Congratulations again to John for a superb job. Thanks tc Sigma One
 

for an intellectually stimulating workshop, it warrants vigorous
 

follow-up.
 



Prducrion Costs and Prices Received for 
Internationally Trnded Agriiculmral Products, Cardha, 1985 1/ 

Total FOB Price as 

Crop Cost FOB Price %of Cost Comments(1) (2) (3) 	 H 

A. 	 Traditional E-mort Croms 2/ 

1. 	 Coffee $1,096 $1,697 152% good prospects for efficient 
generatimn of foreign xcir=h , 

2. Sugar (a) -=1 farms 116 271(UK) 352 	 costs significantly above 

(b) 	 large farm 254 368(L) 204 world price; no comparative 
advantages 

3. Banana (a) low technology 98 264 269 	 offers much promise for 

(b) high technloUj 132 433 328 e-qportcng 

4. 	 Allspice (pimento) profitable over its 
econic life 

B. Non-Traitional Exorts 

5. 	Veeetables
 

(a) Ocumers 80 120 150 
(b) Zuchini 1C 160 160 
(c) Sweet Pepper 116 180 155 

(d) Squash 80 140 175 offers much pr.rcn=zs 
for potential 

6. TroDical Fruit Po. rtat:ion 

(a) pIan 2,060 4,360 212 
N') Papaya 650 1,100 169 

7. Flrrs 
(a) Roses (1000 blooms) 133 600 451 - F VK, 

Nb) Baliconias (1000 blooms) 649 873 135 - Marginal 

(c) Red Giner (100 blocas) 300 360 120 - mrginal 

C. In-ort Substituticn 

8. Rice 	 332 3w0 90 - rnt profitable 

9. Corn: (a) mechanized 	 23 32 139 - marginal 

(b) labor intensive 22 32 114 - marginal 

10. Fresh Prawn 	 764 1,514 198 j-eac potential 

11. Silver Perch (tilapia) 1,111 2,917 266 	 Very profitable 

12. Beef 
(a) 	 semi-intensive 217 236 109 - marginal 

with grain finish 

(b) 	 ecxansive grazing 194 236 122 - margnal 
n improved pasture 

13. Soybezis 166 218 131 	 - marginal 



Table 2
 

Invmtor of Data Need at Differmt Stags of Project Prnawratm
 

Type of Data Requred 
Idntifu.a-

tiai of idea 
(1 

PreLmina-
ry report 

(2) 

Pre-fea-
sbility 

(3) 

Feasi-
bility 

(4) 

Ready f r 
Fn3ding 

(5) 

I. e!ntificat-cm 

1.2 Subsectr 
1.3 Gecqgxnii locatim 
1.4 Nate of project 
1.5 Bcr-zr 
1.6 £xecitr 

X 
X 
X 
x 
x 

2. DefLnit Ds 
2.1 Prcblem 
2.2 Purpizse of project 
2.3 Project objectives 
2.4 Gcals to be achieved 
2.5 CQmral caisistm7c with gover--=t 

priorities: 
(a) ?ype of project 
(b) Tye of solution 

2.6 Fit with policl of potmitial Lnrz-
nat:ml ftrding agncies 

(a) AM 
(b) IKM 
(c) TB 
(d) .-ivate entreprEn.rs 
(e) Other (specify) 

x 
X 
X 
X 

X 
X 

X 
x 
X 
X 

3. Maeke t 
3.1 Su-o--
3.2 Dek 
3.3 PLrces 
3.4 xMa..tiL-w cdh ies 
3.5 rpnzaeicns 
3.6 Facilitaclv, infrastructre 
3.7 haketLng Strategy 

(a) Ge-al 
(b) Detailed 

3.8 Other (Specify) 

X 
X 
X 
X 
X 

x 
x 

x 
x 

4. B ici -es 
4.1 ILcatizn 
4.2 h i-ve! 
4.3 An~er 
4.4 oQhe (Speci.fy) 

X 
X 
X 

X 



5. C05,-
5.1 Total 

X 
x 

5.2 Foreip e&iqe
5.3 Loal a.='r '2: X 

5.4 I tesrmmtscart( a ) Pre in v e = nt a x x 
(b) Civil wrks 
(c) F =r, mcinery, v~dLes x 
(d) Cz.renrmt cost 
(e)WorIdng c--tajl 
(f) Tedical rat.on 
(g) co escala.n 
(h) c= 4 z
(i) Other secify) 

X 
x 
x 
X 

5.5 Sources of Parns 
(a) Prtvate loIns or eauity 

(b) D e"va cg =rag e-,'" 
(i)Lccal 
(ii)Lnrertioal 

(c)Other (sped.±y) 

X 
X 

6. Tecd'rzca kects 
6.1 Teci =ial charcteristics 
6.2 Physial facities 

(a) Overall 
(b)Detailed 

6.3 I=immtatien sche 

6.4 isification of technololy 

X 
X 

X 

X 

x 

6.5 Other (specify) 

7. Inr-.sictt nal Asects 
7.1 Brrtvr 
7.2 ZBcuator 

(a) Leal manateO) c _rzion 

X 
x 

Xx 

(c)Staff(d) 0pLeratima capability 

c) unting 
(f) Resotx.s 
(g) Finricial projections 
(h)Controls and internal w 

(i)Reqired hstitutonal 

strenrgh L 
(j) Gtlhe-r (specify) 

tts 

X 

X x 

X 

x 

X 

8. Socio-cx Jtificaticx 
8.1 Flew of costs and benefits 
8.2 Indimces 

(a) Ccs~t/baeFit 
(b)Internal rate of ret.n 
(c)Presmt net value 
(d) Sensfbility analysis 
(e)FZoy mt 

(f)Inome and its disributon 
(g) B of paymmnts 

Nh] Envircrmet 

X 
X 

X 
X 

X 

X 
x 
X 
X 
X 
x 



9. Priect Ii]enentation9.1 5ZD-ns and specifi.ati 
(s)Prelilkz-7 
b) F~lx9.2 Extmscz , 

x 

x 

9.3 Tadht 
(a) Temm(b) Costs 

cooperatin 
of aferm-re x X 

(c)Fl2n of perati os 
9.4 Other (specIfy) 

x 

10.1 Ttdn cp il missions 
(a) Orletati-on 
Nb) Sort ten 
(c)AMalysis 

10.2 -rFn al assist re 
(a) Preinvsturt 
(b) Tedmical coo eraticn 
(c)&crt tem mLssicns 

10.3 ,cnitcring systm 
10.4 Othe (specify) 

x 
x 

X 

X 

X 

X 

\9!1'
 



RAPID RECONNAISSANCE GUIDELINES
 
FOR AGRICULTURAL MARKETING AND
 

FOOD SYSTMi RESERCH IN
 
DEVELOPING COUNTRIES: REVIEW
 

by
 

Paul L. Farris
 
Department of Agricultural Economics
 

Purdue University
 

The paper on rapid reconnaissance guidelines by John S. Holtzman
 

contains many insightful and instructive procedures to obtain information
 

about marketing in developing countries. It has been prepared by a person
 

who has had much relevant experience related to his topic, and his expertise
 

shows through in numerous ways. The author also credits the contributions
 

of distinuished individuals who are leading professional marketing 

economists with broad international experience. The result is a set. of
 

guidelines t:hat has been carefully and competently examined and elaborated 

and that covers a wide range o: topics relevant to marketing in developing
 

countries. 
 I, therefore, consider the paper to be a significant and
 

valuable contribution.
 

In reviewing the paper, I found myself both greatly impre;sed and also
 

stimulated to engage in discussion about the approach in applying the
 

guidelines. Following are 
 aspects that I would propose for further
 

consideration.
 

This is a review of the paper "Rapid Reconnaissance Guidelines Cor
 
Agricultural Marketing and Food System Research in Developing Countries,"
 
by John S. Holtzman, Working Paper No. 30, 
1986, Department of Agricultural
 
Economics, Michigan State University.
 



I. 	 Identification of motives or objectives that are to guide the 
collection of data 

It is recognized in the paper that there are various uses for rapid
 

reconnaissance (page 2) . These include designing 
 research projects,
 

evaluating 
investment feasibilities and assessing policy alternatives. And
 

in discussing an analytical framework, in which appropriate emphasis, in my 
opinion, is given to industrial organization and subsector concepts, a list 

of the commonly identified performance goals is presented (page 15). 

It is further recognized in the paper that_ pe!:formance goals may be 

conflicting. For example, technological progress may conflict with society
 

desires for efficiency in a short run static sense, with income
 

distribution,. with employment of the labor force, 
or with natural resource 

conservation. There may be other conflicts. Which goal to emphasize is an
 

important decision. Therefore, before undertaking a data gathering effort
 

it would seem useful to specify, at least provisionally, the main purpose of
 

the survey and the particular performance goal, or goals, that would be
 

given highest priority. Is it desired to seek greater technical efficiency 

in a physical or engineering sense? Ad is efficiency to be conceived in 

terms of a plant, a firm, a group of firms, or the system as a whole? 

Alternatively, the purpose might be to achieve a more equal
 

distribution of economic power and income, or more compe - .ive
 

markets. Perhaps there is presumed to be an encouraging market growth
 

opportunity that would favor developing a particular industry, along with 

its 	 related infrastructure, or to produce for an export market. There may
 

be a promising potential for adoption of new technological innovations, and 

this would guide reconnaissance efforts. Or t-e principal objective might 

be to project future growth potentials for an industry, or for the
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agricultural and food marketing sectors, that might be achieved under
 

alternative conditions and assumptions. The point is that a more precisely
 

defined objective would seem important in guiding data collection efforts.
 

2. Emnlovment of an interactive process
 

The paper seems fairly heavily oriented toward a type of rapid
 

reconnaissance that includes a comprehensive data gathering effort that is
 

specified ra::her completely in advance. The reconnaissance then moves
 

for-ward progresively toward the development of a set of conclusions based
 

on the plan adopted at the outset to obtain empirical observations.
 

I would raise the question whether more emphasis might be given instead
 

to an interactive process in the reconnaissance. That is, initial
 

hypotheses and objectives, including possible policy interventions, might be
 

specified temporarily and tested in a pilot survey. The results could lead
 

to a redirectio or refinement of objectives, which would undergo further
 

testing. The interactive process would continue until some confidence would
 

be achieved that the more intensive data gathering efforts envisioned in a
 

rapid reconnaissance survey would be focused in directions that would seem
 

to provide the most relevant and useful information. The author may have in
 

mind a more interactive process than appeared in the paper. If so, I would
 

recommend that it be more explicitly developed and presented.
 

3. Identification of driving forces
 

A critical requirement for understanding a marketing system is
 

knowledge of driving forces that affect both day to day operating patterns
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and longer term changes. I believe that a rapid reconnaissance survey
 

should especially seek to identify those driving forces and determine their
 

effects.
 

An important driving force that affects marketing may come from
 

economic development in related sectors or in the economy as a whole. The
 

impacts may be on labor mobility, labor costs, demand changes, market
 

growth, shifting market or production locations, technological
 

feasibilities, pricing processes, industry structure and industry practices.
 

infrastructure investments, 
 both directly related to marketing, and
 

investments made to develop the overall national economy, can develop
 

pressures on the marketing system provide new incentives, and bring
 

important changes in marketing.
 

Some important driving forces may not be readily visible from physical
 

attributes that would be outwardly 
observed in a survey. A pervasive
 

example is risk. Questions involving how much risk, what kind and who bears
 

it, may have an important influence on the organization of the system, on
 

margins taken and on possibilities for change. The types of risk might
 

include product perishability, storage quality and availability, weather,
 

uncertain supplies, or variable demands. There may be several others.
 

Seeking an understanding of these various aspects of risk can help to
 

identify programs, investments, institutions or interventions to improve
 

market system performance.
 

The organization of industry itself can influence market system
 

organization and performance. For example, the location and characteristics
 

of key decision makers in a production and marketing system affect the
 

organization of the system, how the system may be routinized or 
integrated,
 

and to whose advantage or disadvantage, who bears the riks and how returns
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for performing particular functions are shared. In this respect, the role
 

of multinational firms and their development of products for export may be
 

important to understand as constituting a driving force.
 

A general influence is the role of government as it seeks its own goals
 

and motivates businessmen through affecting the business environment in
 

various ways. It would be important to ascertain whether there might be
 

particular interest groups to which the government might be especially
 

sensitive. Government influences may include policies with respect to
 

taxes, fixed prices, international trade, finance, competition and others.
 

All may generate incentives and pressures that shape the evolution and
 

affect the behavior and performance of the marketing system.
 

Because of the need to understand various driving forces, rapid
 

reconnaissance efforts should provide time series information to help in
 

this respect, as well as cross section data from an empirical survey. While
 

historical information may be difficult to obtain in some countries, it
 

appears essential to seek out such data and understanding as might he
 

available about developing trends, how the system is changing, what are the
 

causes of changes, and judgments of informed people about future prospects.
 

4. Snecification of basic conditioning influences
 

The paper contains an excellent section (page 34) recognizing
 

institutional and nonmarket factors in food systems. I believe it would be 

useful to give these more prominence. Those identified include factors
 

related to transaction costs, including aspects of risk. The importance of
 

property rights is discussed, along with ideology, religion and cultural
 

endowments. I 
would also stress education, including areas of educational
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emphasis and how widely and easily educational opportunities are available
 

to various groups of people. 
 I believe these various nonmarket influences
 

strongly influence market organization and behavior and can provide powerful
 

resistances or stimuli to both efficiency in a static sense and to
 

progressive change.
 

The paper obser-es that a number of marketing studies generally
 

conclude that. markets in developing countries appear to operate reasonably
 

well. The conclusion 
 may well be correct, given vh.articular 

institutional setting and conditions that prevail, and their expected 

continuation. One would expect that the self interests of numerous buyers 

and sellers would motivate them to become skilled -: sceking out various 

opportunities for gain and in expoiring acbt rage opportunities as they 

might be discovered in the traditional systems with which the traders are
 

familiar. This 
 is not to arg;.-'e that there is not a role in traditional
 

systems for market informa:,-., grading, inspection, rules to prevent fraud
 

and the availability of ba3ic economic data about supplies and demands.
 

But there may be more imporzanz gains to be achieved through changes in
 

traditional systems 
 than in looking for some types of deficiencies in
 

traditional 
 system. If tradi.tions, customs and marketing instftutions are
 

of long standing and ingrained, distortions from the standpoint of overall
 

efficiency or progress may develop and be perpetuated. Such systems may
 

become quite impervious to basic efficiency improvements and especially to
 

technological 
 progress. Unless a research study focuses particularly on
 

institutional impeaiments and resistances, potentia! changes that would
 

bring greater efficiency, more rapid technological progress, or the
 

achievement of some other desired oerformance 
 goal, may be overlooked.
 

Thus, rapid reconnaissance efforts might need to be especially alert to
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ways in which institutional factors influence market behavior 
and
 

performance, in addition to the effects of other basic conditions (page 13)
 

of a more observable tyope. 
 Also relevant in the context of basic conditions
 

is stability of the government and trust of the people in its political
 

processes, legal systems and public administration procedures.
 

5. Suggestion of interventions
 

The paper appears to emphasize the importance of obtaining a mass of
 

descriptive data in rapid reconnaissance, although it indicates that
 

possible policy inter-ventions to deal with perceived problems should be
 

identified. 
 I would suggest giving somewhat greater emphasis to suggesting,
 

at least tentatively, such policy initiatives as might seem relevant in
 

dealing with the main problem identified at the outset before undertaking
 

large data gathering efforts.
 

In suggesting policy intervention possibilities, I would again propose 

employing an interactive rocess, concurrent with that recommended above in 

defining the objectives. It could be that the process of e2aining and 

appraising the consecuences of alternative interen'tions: O del with 

tentatively defined problems would lead to a more cl2ar raernr of 

objectives and definition of the problem. Policy interventiorns that ' 

be considered should include a broad 
 range of options, incLudin 

possibilities for physical and institutional infrastructure developme2nt and 

market facilitating programs as well as gover:ur.n r a-ations or other 

government interventions. The greater focus recommended or 7-;d.unr 

institutional factors, customs and values of the peo-ple will also be helpful. 
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in determining the types of policy interventions that might be acceptable
 

and workable.
 

6. Snecification o' initial steos
 

As a practical suggestion, it seems to me there is a need to bring
 

together in one place a set of proposed initial steps. Perhaps 
a manual on
 

how and where to start could be developed. The paper includes many
 

insightful ideas on procedure in Sections VIII, -X and X that I think would
 

be exceeding!. useful. Among these are initial exploratory visits within
 

the country, selecting the team, learning about customs and characteristics,
 

determining who to talk to within the country, seeking secondary data
 

sources, actually observing food system facilities and orocesses, and
 

deciding on techniques of data gathering.
 

I especially like the idea of developing a preliminary outline of the
 

written report that will eventually be prepared before initiating the data
 

gathering effort. I would recommend that such an outline give special
 

attention to the principal purpose of the survey, the underlying driving
 

forces and the possible interventions to be proposed. In keeping with my
 

earlier comments, preparation and refinement of the outline should be 
an
 

evolutionary process as the proposed interactive procedure is employed. 
In 

fact, the outline can be used as an explorer's trail map, in which only the 

most obvious trails are known. As the exploration proceeds, modifications
 

can be made and details filled in. In this respect, I would recommend that
 

the drafting of sections 
 of the final report also begin as soon as the
 

reconnaissance begins. The team should write about those aspects they know
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as they learn them from secondary sources, from emri.ical data gathering and
 

from the verification of preliminary working hypotheses.
 

Writing as one proceeds is a superb disciplining process. It helps to
 

clarify analysis and understanding, it helps to identify needed mid-course
 

corrections, and it also eases the preparation of the final report. It will
 

be much easier to revise and edit a report that has been in process than to
 

start from a preliminary outline after most of the empirical work has been
 

done.
 

As a consequence, given the short time span that characterizes rapid
 

reconnaissance, I believe that a short manual of procedures would save time
 

in getting started, would help to focus sooner on important objectives and
 

would lead to a more substantive and relevant report. i am sure that no one
 

is more capable that Mr. Holtzman and his colleagues to develop such a set
 

of initial steps.
 

\j o/ 
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The Workshop on Applied Research and Technical Assistance in

Agricultural Marketing, conducted by 
Sigma One Corporation, was
 
stimulating and provocative for the author of the "Rapid

Reconnaissance Guidelines Agricultural
for Marketing and Food

System Research in Developing Countries," hereafter referred to as
 
the RR guidelines. During the past six months, since the

publication of the RR guidelines as 
a MSU Working Paper, I have
 
had a chance to 
 rethink and reconsider the usefulness and
applications of RR. In part, ! was able to anticipate the
 
suggestions and criticisms of the reviewers. 
 But they were able
 
to articulate their critiaues 
clearly and forcefully, which will 
help me in rewriting the guidelines. What follows is a brief 
discussion of how the input from the workshop will help me in

modifying and improving the RR guidelines so that they can be used

by USAID, consultants and developing 
 country analysts in

identifying and 
 evaluating projects, initiating and updating

programs of applied food systems research, appraising agribusiness

projects, and examining agricultural and macroeconomic policies

and their effects 
on food system behavior and performance.
 

Objectives of RR. Paul 
Farris suggests that it is necessary

to 
identify as clearly as possible the objectives of a RR survey

at the outset and to make these explicit. Generally, I would
 
agree with this. By stating objectives explicitly, the analysts

will be better able to formulate hypotheses that can be modified,

rejected or focussed more 
 precisely in the interactive and
 
iterative process that follows.
 

In a few cases, however, sponsors of a RR survey may wish notto state the objectives explicitly. This may arise when a donor 
agency, for example, wishes to examine critically the

(disincentive) effects of particular policies 
or the (inefficient)

operation and activities of a parastatal organization. It may be
 
necessary to couch the objectives of the RR survey in different,

general terms when proposing research on sensitive issues. In
 
this way the survey wll not be vetoed initially by the developing

country government. 
 At a minimum, it may be advisable to state

the RR objectives as 
broadly as possible, to avoid controversy.
 

The figure I used in the workshop presentation may be a useful

tool for classifying the type and general purposes of 
a RR survey.

In addition to being a taxonomic tool, the figure should help

policy-makers and research sponsors to understand 
the multiple

notential uses of PR.
 

Performance Goals and Dimensions. 
 Many economists and
 
agricultural economists do not like to use 
 multi-faceted
 
performance dimensions and 
norms in their work. They argue that
 
performance can be defined in any 
and every way imaginable, to
 
suit analysts' purposes, and that performance norms are imprecise

and subject to value judgements. There is 
a good deal of truth in

these criticisms, and it behooves the analyst to identify critical
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performance attributes, and the 
ways in which they conflict,

although it may not be possible to quantify in a clear and easy
way the extent of the tradeoffs. It is also important to think
 
about performance 
can be measured or at least compared across

commodity subsectors and countries. Such comparisons must be made

with caution, however, 
as basic economic conditions, resource

endowments, institutions and institutional arrangements,

technology, management 
 skills, technical commodity

characteristics, 
and the legal and regulatory environment are

likely to differ across countries, regions within countries and
 
commodity subsectors.
 

By focussing 
 too much attention on quantification and

comparison of performance norms, the emphasis 
of a RR survey may

be misdirected. 
 Perhaps at the RR stage of an applied research
 
program, it is advisable to identify likely useful 
and relevant

performance dimensions and 
norms, whether proxies which can be

quantified or qualitative measures or judgements, without becoming

too deeply enmeshed in a scholastic debate that generates more
 
heat than light. As Shaffer emphasizes, the most important tasks

of applied researchers are to identify barriers to improved

performance and unexploited or underexploited opportunites. 
 In

order to do this, I would arcue that it is 
not essential to define
 
precisely ex ante performance norms. This can come later, as more
 
knowledge is generated about the food system.
 

Alternative Paradigms. Bruce Gardner's 
 comments on

alternative paradigms or frameworks of analysis were very

insightful. As 
he pointed out, wedding oneself too early in an

investigation to one paradigm to the 
exclusion of others may lead
 
an 
 analyst to miss important issues, constraints 

opportunities. One early objective 

and
 
of any new USAID funded
 

marketing project might be to articulate as precisely as possible
the assumptions, analytical foci, 
 potential utility and

apjlicability, strengths and weaknesses of alternative paradigms.

The SFA project attempted to do this 
as part of the effort to

develop the agricultural marketing assessment methodology, but the

task was never completed (see last 
 revision of Assessment
 
Guidelines, Holtzman and Menegay, 1985).
 

I would recommend hiring 
analysts familiar with particular

paradigms to draft papers that 
 state assumptions, foci,

applicability, strengths and weaknesses and then use examples from

their 
own work (or others' work) to illustrate how that paradigm

can be used in applied research. I would discourage any USAID

funded 
project from hiring analysts solely on the basis of trying

to represent different disciplines or schools of thought. Special

expertise 
can be purchased under contract. A USAID funded

marketing project should seek the 
best qualified and trained

analysts available, who have participated in applied research 
on
food systems in various countries and commodity contexts. 
 Having

a strong interest in agricultural and economic policies and how
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they affect the behavior of food system participants is strongly

recommended. If agricultural economists or agribusiness

management specialists are overrepresented, this should not

necessarily be cause for concern. Agricultural economists trained
 
in the food systems and commodity subsector approaches tend to
 
have broad and policy relevant training. Agribusiness management

specialists tend to focus on bottom-line profitability. As Kelly

Harrison pointed out, profitability is probably the most critical
 
dimension of private sector adoption of 
new technology, management

practices and institutional arrangements. 
 In an era of declining
 
resources for development projects and efforts to back
cut 

subsidies for 
unprofitable operations, profitability of firms at
 
different levels of the 
food system is a critical consideration.
 

Driving Forces. 
 Paul Farris's discussion of the need to
 
identify and understand forces drivina "both day-to-day operating

patterns and longer term 
changes" in food systems is perceptive

and useful. Although my RR guidelines are cast in a food systems

development perspective, they do not emphasize strongly enough the
 
usefulness of and methods reauired in identifying driving forces
 
and tracing how they have affected, continue to affect, and will
 
affect in the future food system organization, operations and
 
performance. A developmental perspective accepts and perhaps even
 
welcomes change. Change is inevitable, and it will affect the

welfare of different groups of food system participants and third
 
parties. We cannot be paralyzed with fear, because some group of
 
participants or third party may be adversely affected by change.

Rather, we can identify and attempt to predict the effects of

changes in the food system on 
the welfare, employment, risks and
 
returns of different groups.
 

Farris identifies pervasive risk and efforts to offset its

negative impacts as a critical driving force in food systems

development. Unacceptable risks 
 may compel producers and
 
processors or other buyers to negotiate contracts or integrate

forwards or backwards in a commodity subsector. Governments can
 
intervene 
 to offset risk by investing in irrigation, better
 
storage, transport and handling facilities, improved

communications and marketing information systems, 
or by initiating
 
crop insurance schemes.
 

In addition to risk, I would identify the search for means 
of
 
lowering or controlling transactions costs as an important driving

force 
in food systems development. In some cases prohibitively

high transactions costs prevent any 
market from developing. In

other cases, they are the source of costly inefficiencies, adding

significantly to marketing costs. 
 A promising application of the
 
transactions 
cost approach to examining commodity subsectors in
 
developing countries is Steven Jaffee's paper on 
"The Organization

of Agricultural 
 Sub-Sectors: Insights from Institutional
 
Economics and Evidence from Kenyan Horticulture,", prepared as part

of the Contract Farming in Africa study.
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Generally, USAID should give high priority to studies 
that
 
examine and pilot projects that promote alternative institutional
 
arrangements in fostering development of agricultural marketing.

Institutional design is a very challenging area. 
 Many economists
 
who are more comfortable with familiar handles such 
as supply and
 
demand analysis, spatial and temporal pricing efficiency, and
 
marketing costs and margins, hesitate to examine alternative
 
institutional arrangements. In neoclassical 
economic analysis,

institutions and technology are assumed to be given. They are
 
exogenous or outside of the scope of analysis. By assuming away

how alternative institutional arrangements and distributions of
 
rights, resources and income affect economic behavior and
 
performance, we may simplify the analytical task, and we may be
 
able to state strongly conclusions, derived deductively from a set
 
of restrictive (and unrealistic) assumptions about human behavior.
 
While intellectually interesting, these conclusions may be of 
little help to policy-makers, who must contend with the messy real
 
world, replete with special and vested interests exercising

powerful property rights, imperfect information, heterogeneous

products, and political realities, such as the underlying

imperative of remaining in power. I think that USAID would be

well-served by including an institutional design dimension in any
newly funded agricultural marketing project. An agricultural

economist with strong training in instituticnal economics, or an 
analyst with a political economy perspective would provide the
 
relevant expertise.
 

Comments on the Evolutionary Apcroach. The evolutionary

approach is one possible caradigm that could be better developed
in a paper comparing alternative paradigms for doing research on
 
agricultural marketing. Harrison's 4-
Kelly paper a good

discussion of how urban food distribution systems have evolved.
 
Abe Waldstein also prepared 
a paper on the evolution of marketing
 
systems, which can also be consulted.
 

The evolutionary model is useful for tracing the history of
 
foods systems development and long run patterns of change. It may
 
or may not be useful for identifying and weighing determinants of 
change. While it is instructive to understand how food systems
have evolved, there is a great deal of diversity in evolution in 
particular countries. Moreover, evolution implies a 
rather
 
passive unfolding of changes in the food system. It is not really

consistent with a developmental perspective, which emphasizes

dynamic factors, disequilibria and dislocation. Evolution from
 
stage to stage of food systems development suggests a comparative
 
statics framework which may miss some of the dynamic factors in
food systems development.
 

As donor agency officials, consultants and applied researchers
 
in universities, we implicitly endorse a developmental

perspective. We are in the business 
of fomenting change, of
 

S3, 
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launching experiments, of intervening through projects, training,
policy dialogue and policy change/reform. While useful for 
understanding how food systems have changed over time, an 
evolutionary perspectiv-, does not provide us 'vizh many tools for
fostering change and development. Hence, I wcnuld not recommend 
that it be the approach underlying a new agricuiltural. marketing
project. It could certainly be, however, one paradigm among many
for doing research on agricultural marketing systems.
 

Education. Paul Farris stresses how education should be 
incorporated 
 into a RR examination of b asic conditioning
influences. He examining ofencourages areas 
 educational
 
emphasis, as well as the distribution of educational opportunities
to various groups of people. I think that these are important
points, but I would apply different labels. Education can be 
considered part of the broad area 
of human capital development,
which includes informal as well as fortr.al education. It can also 
include apprenticeship programs and on-the-job training, whicn are 
generally not classified as formal education programs. 

Dr. Farris's emphasis of the distribution o' the ri.-ghts,

benefits and costs of education in developing countries can be 
subsumed under the broader area of propertv rights. In French
speaking Africa, access to jobs 
in the civil service, parastatals
and educational institutions is restricted to those who speak:
French. Being able to sce-k and write French constitur-es an 
important rozertv right. .
Who acquires this procerty right Can
 
poorer rural families afford to send the r sons and 
daughters to
 
schools to learn French? Does success in the formal educational
 
system decend in cart, as is sometimes alleged, on the freqenncy
and amount of informal payments to educators, .iho are typically
paid poorly? Can poorer families afford to send their children on 
to higher educational institutes? As suggested by this line of
questioning, acquiring the property right of French fluency is 
likely to denend in part orn the existing distribution of rights 
and resources. 

Government Stability and Trust of People in Political 
Processes, Legal Systems and Public Administration Procedures.
 
This cannot be overemphasized. While it is obvious and raraily

stated, government stability is a prerequ.isite to the develonment
 
of efficient and effective food systems. Faith in the fai rne s 

',-,-,ss, political processes, elections,and effectivn of such as ,
abilit f' le-al sv'emis to uphold laws, particularly . 
governing p--z~ertc,, rights and contracts, and the necessa:' 
efficiency of public admin.stration pr-ed1e2rs are c 4a 

prerequis i tas :.o economic development. Countries where ccacric 
growth rates hate been very low or necazive illustra7:e the 
importance of thiese factors. In Liberia the regime fals-: r 
election results; the Zairois government enriches a narticu.ar 
ethnic qroup and fails to enforce contracts in private business; 
in Uganda, '.o ambique and Sudan normal economic ats vy 

http:narticu.ar
http:fortr.al
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undermined by incessant civil strife and 
the inability of those
 
governments to protect the property and rights of private business
 
people. The interested reader is referred 
to an excellent paper

by Theodore Lowi, presented to USAID, S&T/RD in early 1985 as
of a series on issues in institutional deopment, 

part 
for a deeper

and incisive analysis of institutional etec:uisites to economic 
development. 

Writing of RP Reports, Paul Farri.s e an excellent point
in urging analysts to begin writing sac'-- report of RR survey results 

'-,-

as soon as findings, ,,become
 
available. As he correctly notes, 
 _ no.. better
"disciplining process" than putting one's fl.ings and hypotheses
on paper. It becomes easy to see gaps in the knowledge base,
poorly or incompletely supported 
inferences and hypotheses, and
 
emerging_ research This a critical
issues. is 
 tool in helping to 
focus and narrow the research agenda, which can be overwhelming at 
the outset. 

Bankable Projecrs. Both Kelly Harrison and Frank 
Meissner
 
emphasized the importance of using RR methods 
to develop bankable
 
projects. 
 Harrison szates that "the ultimate objective of the

(RR) effort is to provide a justification for the allocation of
someone's scarce resources to activities that will improve the
performance of the system." Meissner suggested 
that he has 
drafted a set of guidelines for this purpose. In his written 

illustrates to use ofcomments he how simple measures potential
profitability to begin to 
select agricultural commodities for
 
export promotion. Other examples of what Meissner calls "back of
 
the envelope" calculations or analytical techniques would be very

useful. Perhaps no one is better placed to make a valuable 
contribution ":o guidelines for developing bankable projects.

would be useful to see these guidelines and incorporate relevant 

It 

dimensions, issues and omissions in the broader RP. guidelines.
 

It is important to remember, however, that RR can be used for 
a variety of purposes, only one of which is to identify feasible
and profitable projects. Doing RR surveys of policy issues and
 
consequences, or of system wide constraints and opportunities to
improved performance will not require identification of bankable
projects. In a sense these types of surveys focus more on macro
marketing constraints and issues. Feasibility studies are more
micro-oriented in that they focus on the financial profitability
of a particular investment or project undertaken by firm ora 
groups of firms. A RR examination of the operations and

performance of a parastatal organization could also be considered 
as a micro study, although the activities of parastatal
organizations are likely to have important system consequences.
Perhaps this distinction is overdrawn, but I would argue that both

the macro and micro perspectives are valid and necessary. In any

future agricultural marketing project, USAID should attempt to 
represent both perspectives and types of expertise. In the SFMA 
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project, the importance of the agribusiness management perspective
 
was recognized but relevant expertise was lacking.
 

The RR Process: Moving frcm Initial Hypotheses to Data

Collection, to Hypothesis Revision, 
to Further Data Collection,

and on to Presentation of Policy Relevant Findings. Harrison

points out that there is little illustration of how analysts

actvually do RR studies. He calls for case studies of how RR was
 
ef.ectively carried out in different 
settings. This is an
 
excellen7 suggestion. It is rather difficult, at for this
least 

researcher, to elaborate precisely 
ex ante the details and logic

of such a orocess. I think more thought needs to go into this.

Writing up several cases where RR has been used effectively would 
be one way to begin this process. This ajproach would be
retrospective and inductive, easier for me than a prospective and 
deductive one.
 

The RR guidelines are tentative and preliminary. designed to 
get people to focus on the difficulties and potentials of RR as
 
one technique of information gatrnering and analysis. Under the
 
SFMA project, we had hoped to do several agricultural marketing

assessments in which RR 
exercises would be undertaken. By doing

in-depth research of seiected problem areas 
of marketing systems

following RR surveys, the SFMA team hoped to be able to assess 
the
 
relevance and importance of problem areas identified during the

RR. That 
is, did the RR exercise assist the assessment teams in
 
each case to 
identify the most critical issues and promising areas
 
of research and intervention? Since we did not get a chance to
 
complete the studies, we are not 
 able to say conclusively.

Nevertheless, there is enough experience with RR to write up

successful and unsuccessful applications. From this collective
 
experience, some of the important lessons for how to do 
RR most

effectively would begin to emerge more 
clearly. Such an effort
 
could be the subject of a fascinating and useful book, which would
 
be valuable for researchers, consultants, policy-makers and
 
businessmen. The potential audience is, I believe, quite large.

I have occasionally 
entertained the idea of undertaking the
 
editing of such a book myself.
 

Key Areas of Investigation. Richard Schermerhorn and Harvey

Neese note that the 
identified key areas of investigation "cover
 
very well accepted areas of investigation that an economist would 
co r," but "do not cover other factors which impact the
performance of the marketing system, particularly sociological
factors." I am not quite clear how they use the term

"sociological" in their paper. The RR guidelines stress
do the
 
importance of non-economic factors and variables in the

organization, operation performance the
and of 
 food system.

Perhaps the guidelines do not show explicitly to
how use

information about these non-economic faczors in doing RR or to

incorporate such information in the analysis of constraints and
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opportunities (as pointed out by Jerry Martin). I don't think
 
they ignore "sociological" considerations, though. 
 -

The PIP researchers also argue that I failed cover
to 

agricultural production practices and systems 
and post-harvest

operations and losses. They are correct in noting that these
 
areas are underemphasized. I would argue, however, that they 
can
 
be effectively incorporated in the key area of investigation,

commodity characteristics. 
In an earlier draft of the guidelines,

this area was called technical commodity characteristics. This
 
category or key area could and should 
iiclude physical commodity

characteristics, including timing of 
planting and harvesting,

production practices 
that. affect commodity handling requirements

and desirability (profitability), and the degree of bulkiness and 
perishability of the commodity 
, which affect harvesting and post
harvest practices (including degree of processing). The extent to
 
which a RP. team will need to examine agricultural production in
 
depth will depend upon the preliminary identification of problems

and research needs. As Schermerhorn and Neese imply, production

practices may have a significant effect on the ability to initiate
 
market interventions and develop orderly, predictable marketing

schedules and practices. The issue, then, is how much 
do
 
researchers need to examine production practices. 
 As economists
 
are wont to say, it depends.
 

As a general comment on the PIP paper, I am delighted that the

post-harvest researchers have decided to focus on 
a broad set of

food system organization, operation and performance issues in 
their examination of the rather narrow 
(though not unimportant)
 
area of post-harvest losses. 
 They should be commended for their
 
systems perspective, and resisting falling in the technician's
 
trap, which is to overemphasize a special problem area. 
 I would
 
be very interested in receiving any guidelines that they 
have
 
developed for doing rapid assessments cf food system problems and
 
post-harvest problems.
 

Conclusion. To sum up, I found the suggestions and criticisms
 
raised 4n the workshop most useful in thinking about how to

improve and recast the RR guidelines. I plan to continue working
 
on this at MSU, as RR is an important tool with potential

applicability 
to our program of Food Security research in five
 
African countries.
 

In addition, I think that it would be extremely 
useful to

begin writing up the results and methodologies of RR studies. An
 
evaluation of what has worked and has
what failed would be

especially useful. From this 
practical and empirical base, we
 
could then more easily and effectively synthesize the collective
 
wisdom and experience. Such 
an effort need not be limited to
 
agricultural marketing. cooperating
Other institutions such as

the Land Tenure Center, PIP (for post-harvest loss assessment),

the Food Security in Africa cooperative agreement, and the off
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farm employment project could participate. In fact, MSU has
 
published a working paper on how to use the subsector approach in
 
examining small enterprise development (see Boomgaard, Davies,

Haggblade and Mead, 1986). While not focussed on RR as such, the
 
paper does endorse and d .scribe how rapid appraisal. methods can be
 
used in research on small enterprises.
 

I would also argue for two additional efforts at the outset of
 
a program of applied researc on agricultural marketing. First, a
 
paper on alternative paradigms in doing food 
systems research
 
would be useful for applied researchers. Second, an effort to
 
redraft and better focus T:he marketing assessment guidelines would
 
be a useful exercise in synthesizing lessons from the SFMA
 
project. Merle Menegay, who has continued two of the SFMA 
initiated assessments as an employee of the SARSA cooperative

agreement, would be the best person to 
do this. Other ex-SFITA 
staff could collaborate in this effort and help to review and edit
 
the manuscript. I would be happy to participat.
 

Finally, note that I have attached draft notes of my

presentation at the 
 R workshop, as well as photocopies of
 
transparencies used in the presentation. Further comments and
 
suggestions for improving the RR guidelines would be greatly
 
appreciated.
 

John S. Holtzman, sigmal, 12/2/86.
 


