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Introduction and Summary
Assumptions

Three assumptions underlie this investigation.

The first assumption is macroeconomic. It assumes that it is
important to the soundness of the global economy, and vital to
sociopolitical stability, for the Tnird World to participate to a maximum
degree, and in an optimum fashion, in global productivity. An important
ingredient of this participation is that the developing countries make a
major effort to feed themselves and to strengthen the agricultural sector
of their economies.

The second assumption is structural. It is based on historical and
current evidence that the private sector is the most dynamic >gent of
development both in industrial and developing countries, and is therefore
the indicated instrument for a policy that sets productivity as a
priority.

The third assumption is operational. It posits that in the
agricultural sector, on which this investigation is focused, the most
efficacious way to obtain desirable results, from an economic and from a
developmental viewpoint, is to energize small farmers. This is done most
effectively by organizing them around a corporate core that offers them
the necessary technology and a personal stake in state-of -the-art
production.

A concept paper delincating these three thrusis, The Farmer and the

Money Ecoromy: The Role of the Private Sector in th: gricultural

Development of LDCs, by Orvilie L. Freeman and Ruth Karen, won the
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2. Hands-on comnitment by the core company, and intensive involvement
at the managerial level, the technical level and the field supervision
level are essential for success.

3. In the marketing aspect of the undertaking, vertical integration
works best. In this context, farmer producers with increased incomes
deriving from their additional productivity, can themselves constitute a
new market.

4, Company relationships with farmer producers are complex, and vital
to the venture. In addition to their technological and economic aspects,
these relationships include social and cultural dimensions trnat are
indispensable both to ROJ and to continuity of operations.

ror Host Countries

Recognition of the importance of agriculiure to national development
must be trarslated into policies. This includes legislation and
regulations that make feasible successful agribusiness undertakings by
the private sector. Policy questions that have to be addressed in this
context include, but are not limited to, product pricing, taxation,
exchange rates, credit, infrastructure and agrarian reform.

For Donor Countries

T ——
A commitment must be made at the policy leveil, the diplomatic level

and the bureaucratic level, to encourage coherent, constructive, and
dependable host government policies in the agricultural sector, and to

support private sector entrepreneurs in agribusiness, both domestic and

o

foreign, with a set of specifically designed services. These include

participation in feasibility studies; provision of appropriate insurance;
N REOER———

financing.for small farmer producers; and the services of appropriate

development experts.
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POLICY RECOMMENDATIONS

The successful agribusiness enterprises in developing countries
investigated in this study have four major actors:

1) The small farmer-producer who wants to move from subsistence
agriculture into an active role in the market economy, and is ready to
transcend traditional constraints to create socio-economic conditions
that offer greater opportunities for nim and his family.

2) The company--foreign, domestic ur joinl venture--which envisions
the opportunity, takes the risk and Lransfers Lhe reguired technology in
all facets of the undertaking.

3} The government of Lthe country in which the enterprise is located
(referred to as the "host government") . which promulgates the laws and
regulations that directly aftect the coterprise and provides and/or
supports 4 ranye of institutions wilh which the enterprise necessarily
interacts.

4) The industrial country in which the parent company is based, which
interacts both with the host governmer! and with the operating enterprise
in a number of ways. v chis study that andustrial country is described
as the "donor country”, and usually refers either to the US or the UK.,

The policy recommendations outiined helow address each of the actors
separately and have evolvid directly trom the case histories. However,
It is important to recognize that the success of an agribusiness
enterprise in a developing country, with success measured in both bottom
line and deveiopmental terms, stands in measurable ratio to the degree

with which the four actors pursue a coherent policy.
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1. The Small Farmer-Producer

For small farmers in the developing world, the traditional goal has
been survival. Generally speaking, they have had neither the resources
nor recourse to the ingredients required to move beyond that goal. As a
result, rural areas in the developing countries have become increasingly
impoverished, and farm children, for whom there was no more family land
to cultivate, have moved to the cities. There, most of them have become
the denizens of socially and politically incendiary slums.

The systematic approach Lo agricultuial development investigated in
this study, in which small favmers are organized around a corporate core,
regards the farmer a< a vita! ingredient of the enterprise, as each of
the case histories bears out.

A Tarmer in the Dowinican Republic, participating in the
melon-growing venture of a core company (Agro Inversiones), spells out in
his own telling Lernis what the system means in his life:

"1 got my own land, under the Dominican Republic's agrarian reform,

in 1971, 1L don't own it, but I have the right to work it for my

lifetime and my son has the same right when I die. It can be taken

virom me, or from him, only if 1 sell it, or if I let it lie idle. 1

don't in.end to do either.

"Here is my pay-off: From 1971-78, my income was DP10 per tarea (6

tareas=1 acre). From 1978-80, it was DP40 per tarea. In 1981, it

was DPY0 per tarea. MNow, since I have moved mostly into melons, and
grow two crops a year for Agro Inversiones, my income is DP160 per
tarea. I, my wife, and my two oldest sons do most of the work on the

farm. For a few weeks during the harvest sezson, we hire about 15

people to help.

"What do 1 do with the extra income? 1 spend it on my family, on

clothes, on fixing up the house, and mainly on education. Two of my

children are in high school, and both intend to go on to university.
I want both my boys and my girls to have that opportunity.*®






crops with short production periods and, in the case of the Dominican
Republic, the special advantage of duty-free access to the US market.
For tree crops and other crops with a longer cultivation/production
cycle, the calculations for a satisfactory RO would necessarily involve
a different time frame.

For enterprises such as the Dominican Republic undertaking (melons
and vegetables for the US winter market), the pulicy implications, both

financial and operational, are clear:

A. Hands-on commitment and involvement at the managerial level, the
technical level and the field supervision level are essential for
success. Given these three ingredients, a relatively modest
scale of operations can produce a net profit on sales during the
first year, ond a respectable return on investment, including
full recovery of capital, within 2-3 years.

B. This applies even when there is on site competition for the
farmers' output.

C. For export-oriented products it is vital to have a well-defined
market plus a market organization, in the case of a bigger
company; or & wall-structured velationship with food brokers and
wholesaters for a smaller company.

D. Transportation is a major cost consaderation, and available
options have to be analyzed cavefully.

E. Financing, even if available locally at subsidized rates, may not
be the most desirable form of credit. Given the sharls and
obstacles of bureaucratic delays, it may be more cost effective
for.a company to finance farmers directly.

F. From a sociopolitical point of view, in any operation designed
for the long term it is adyisable for a company, particularly a
foreign company, not to own land. If land holdings are needed
for pilot projects or a nuclear w:tate, the land should be
leased. From a sociopolitical perspective, as well as a
product-ve one, the most desirable arrangement is to work with
producer farmers who own their own land and work it largely with
their own Tamily members.

\\






An increased market share of corn seed (The company's market share in
1983 was 24%, targets are 33% for 1984, 44% for 1985, and 50%-plus
thereafter).

A return on investment of 20% on funds employed, which includes
amortization of research and development activities.

In Turkey, Pinar, a milk-processing operation based in Izmir on the
Aegean coast, developed a range of consumer products with which it
successfully penetrated the domestic market nationwide, as well as
deve1oping.an export markel, primarily to the Middle East.

In the Sudan, Haggar Ltd. notes that the pay-hack for its tobacco
operations is immediate, because it is vertically integrated in the
productinn of blended cigarettes, which the company itself manufactures
and sells. In contrast, the pay-back for the company's coffee and tea
operations nol oniy takes longer, because of the nature of the crop, but
also requires volume and/or processing facilities for added value. The
company points out that the highest payoff is obtained when coffee and

tea operations are extended to include packaging and retailing.

In comp-ny relationships with farmer-producers, farmer loyalty is

vital. The secret of success in this relationship is stated succinctly

by an executive of Adams International's operation in Thailand:

“You have to deal with the farmer not only as a producer, but as a
person."

The multi-facetedness of this process is spelled out by the manager
of a major milk processing facility in Turkey, who couches his
recommendat ions in corporate-specific terms which nevertheless are

applicable to all agribusiness undertakings in developing countries.






food crops for family consumption or for -ale to the Tocal market. An
importanct fringe benefit of this arrangement is that the company-farmer
relationship does not result in ecconomic dependencies with explasive
sociopulitical overtones.

b) Imoraving and enhancing, as far as corporate resources permit, the
social environment of the farmer and his family. This includes, but is
not limited to, sports, health, aducation, and dccess to appropriate
consumer goods.

c) Acting as a catalyst between the farmer and existing government
institutions designed to serve the farmer. In most developing cnuntries,
competent bridge-building is required between small farmers and their
needs and the bureaucracies intended to serve tnese needs.

d) Assisting farmers, in locally appropriate ways, to structure and
strengthen their own organizations, and organizations involving their
families and communities. Ilindustani Lever Ltd. (a subsidiary of
Unilever), operating in the district of Etah, State of Uttar Pradesh, one
of the least developed regions of India, has formuiated "Ten Commandments
for Rural Development", which, with relevant modifications and
alterations, are applicable in any LDC:

1. Establish credibility through honesty and integrity. These
qualities have to be seen not only internally but externally as well.
They are best conveyed by committed supervisors who are honest,
apolitical and corrdption-proof, and can earn the respect both of elected
officiels from the village level up and of appointed civil servants frow
the district magistrate down.

2. Assure that plans are generated at the grassroots by the favmers
themselves. There is an initial hesitation by the farmers to make such
plans, but the resistance can be broken down by supervisors who know
their business and their communities, and by management trainees who
actually live in the villages. Roth the supervisors and the management
trainees have to establish the kind of relationship with the farmer in

which they can say 'no' as wel: as ‘yes' and still retain the respect and
trust of the villagers,

2
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3. Set up an effective organizational structure for follow-through.
Frequently, government and voluntary agencies have marvelous ideas and
brilliant concepts, but no one who is competent or interested enough to

follow through.

4. Provide or organize financial support. The need is for on-site
banking institutions that operate effectively at the village level.

5. Build a viable communications system, both physical and
people-to-people. This includes reads that are accessible throughout the
year, and every form of transpoartation.

5. Upyrade agricultural practices. This involves everything from
water management i{c crop rotation; from seed improvement to livestock
care.

/. Introduce animal husbandry, not as a replacement for existing
cultivation of food or cash crops, but as a viable secondary occupation
for the farm family.

8. Promote appropriate alterrative energy resources, such as bio-gas
fueled by cow dung.

5. Aid village industries, particularly those relevant to women.

10. Help to buiid health and educational infrastructure.

In managemant. For the top management of the enterprise, at least

inicially, the company, wherever based, must reach for the best: Not the
best it can spare, but the best it can muster. This applies to both
executive and technical staffing. It is important to recognize that “the
best", in this context, has to be defined in a way that exceeds narrow,
or even broad-gauged, expertise. At the executive side, the top manager
must not only kncw his product and his market, but must be sensitive to
people in their social and cultural context. On the technical side, crop
knowledge and people knowledge are pragmatically intertwined and equally
important. The history of cyribusiness companies in developing countries
is replete with problems, and outright failures, created by executives

with unquestiona:le technical and managerial expertise who






Another macroeconomic consideration is the fact that successful
agribusiness enterprises involving swall farmers in the developing
countries substantially raise the purchasing power of these small farmers
and their families. There are today approximately 1 billion small
farmers in the developing world. If, by way of the simplest of
calcviations, the income of these farmers were raised by only US$100 per
year, the stimulative effect on the global economy vould be staggering,.
with multiplier effects not only for agricultural output, but for
manufactured gesds and services as well, both in the developing countries

and in the industrialized world.
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particularly in Lhe agricultural sector, thereby enhancing family
solidarity anc orfering greater possibiiities for the long-term sucecess
of the family tarm.

MNCS must resember thal dealing with farmer-producers invoives women

as well as men and, in one way or another, the entire farm family.

An Evolutionary Process

A description of the evolution of hoct government thinking vis-a-vis
agrirhusiness, with clear policy implications, is offered by a senior
private sector exaculive 1n Thailand who earlier served in the public
sector at tine Cabiaet dovel. He naid:

"Tnilially, the Thai government puvoaed what was essentially e
welfare policy vis-a-vis the farmer, L fbreated the farmer as a
backward child, poor and wneducated, and provided him with handouts
in the form of free secd, qubsidized tertilizer and support prices.
But it oftered neither the tall package of know-how and services nor
Phe mobivat ion bo s Sim ot < appord ing.

"In oaddition, the goverment e b b otude taward the privale sector in
dgricutbure was thal the privale seclor woudd exploit the farmer and
was Lherefove ot Lo be drvusted, This attitude is beginning to
change as Lie government vealizes Lhat 34 cannot create meaningful
rural dove oot e AL Thin slege, Liie government is thinking
I terms o0 conperation from the private sector in rural development,
and has bog-tora intent fons of encouraning private sector activity
inagribucinese, with the qovernment gradually pulling out.

“Aoconceptaa b Gattorence vosiaing belweon Lhe government and the
private et o what o cuval developmont is and means.  The
govermment oo tiEE anciined Lo bhink of rural development as helping
poor Fariea oo ccohaistence aredas, while Lhe private sector thinks of
rural developioai s creating and supporting wotivated farmers to
culttivale preadss b that mieel market crtteria.

"Concentual iy, whab iy needed on Lhe government side is the
recogrilivi thol any country in order te industrialize successfully,
must havie o trono agracnibural hase o Sound development s not
possible hy 1oanfragging the agriculiural component. A sound



agricultural base raises farmer income which, in turn, inc-eases
demand for consumer industries; and that, in turn, creates the need
and market for heavy industry. A1l industrialized countries, and all
successful developing countries, have followed this pattern.

"In this process, governments must remember that the private sector

company is not a development agency, but it is an agent--a very
dynamic agent--in the development prccess."

-21 -



4. The Donor Country

Donor countries--if they are prepared to formulate the appropriate
long-term policies, commit the indicated financia]l resources, and follow
through with the required implementation at buth the diplomatic and the
adminictrative levels--can play 2 major positive role. They can exercise
an important influence in quiding hast countries toward formulating
appropriate polices and inplementing sound practices, thereby laying the
foundation for sustainable economic and social development.

They can also furnish practical support and concrete incentives to
private sector risk-lakers, domestic and foreign, who are prepared to put
on tne line Lheir expertise, theis technology, and their sharehoiders'
woney, Lo lsunch agricaltural ventures that can make a meaningful

contribution to the goal of meaningful development.

At _the policy level, donor countries must impress the governments of

host countrics wilh Lhe imperative of making a clear commitment to the
importance of the agricultural sector, its growth and expansion. This
commitment must include specific undertakings to set product price levels
that will ~timulate the a ceptance of new and, in many cases, untried
technology and cultivation methods by small growers.

As a political issue (clearly nol an easy one to confront), this
means that hosi governments must be persuaded to formulate and support an
adequate agricultural palicy rather than a cheap food poiicy. There is
no doubt that thas will require wisdom, insight, and political courage
from host country leaders, who will need the staunchest possible support

from donor nations.



This support must be expressed and delivered not only in donor
country capitals but, on an articuiate ond consistent basis, in the hosy
countries. Uonor country diplomatic posts, starting at the ambassadorial
level, neec ‘o understand that providing this support is a high-priority

item on their overall diplomatic mandate.

At_the implementation level, ambassadors, and the directors of donor

country aid programs, should be directed to make contact at the highest
level with the government of the host country in which they serve,
beginning with the Chief of State and including all appropriate Ministers
as weil as other relevant government institutions. The thrust of this
effort should not be to exercise pressure in the usual sense, but to
convey unmistakably the support of the donovr government for an active
agricultural policy directed at the small farmer and implemented by the
private scctor.

For the US specifically, it would be important to strengthen the
staff of the AID director in the host country by assigning, at the
highest possible Tevel, a representative of the Bureau for Private
Enterprise, with competence fof and insight into private sector
approaches and operations.

To host chuntries prepared to follow the policies described above,
donor countrias should offer the maximum assistance feasible in
constructing the infrastructure networks, both physical and social, that
will provide optimum conditions for agricultural growth through the

instrument of small farmer-producers acting in a private sector context.



To the private sector--local or multinational--donor countries can

provide a number of practical services tnat will help to reduce the
considerable and inevitable risk inherent in all agricultural
enterprises: risks exacerbated in developing countries.

Specifically, donor countries can:

1) Finance or participate in the financing of feasibility studies.

2) Provide appropriate insurance or reinsurance.

3) Supply financing for small farmer-producers in the form of
supervised credit. This financing can be chanuelad through existing host
government financial institutions wiere these are competent and capable
of reaching the small farmer. Where this is not the case, supervised
credit can be chanineled through the private sector company, iocal or
multinationai, that works directly with small farmer-producers and whose
own interest in the farmers' economic performance dovetails with that of
the institution or organization that supplies the financing.

4) Offer the services of development experts with a sound grasp of
economic realities and hands-on experience in working with institutions,
comnunities and families in developing countries. Such experts could
help companies--especially, of course, foreign companies--to address some
of the sensitive cultural, social and sociopolitical issues that
inevitably arise when traditional practices and methods are altered to
achieve maximum production. These development experts cculd, where
indicated, help build farmer organiczations that would fTacilitate company
necotiations and, where advisable, work with intermediate institutions to
achieve a harmonious irntegration of the goals of the private sector

company, the small farmer-producer, and the host country.
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"Oonor countires should provide scholarships for Junior and middle
management, not only in the public sector, but in the private sector
as well,

"Some USAID funds could ba atlecated specifically for the importation
of high-yield cattle and of frozen semen from the US,"

From the Philippines:

"Donor country funds should be channeled, at least in part, through
the private sector in the agribuciness area, Such funds could be
earmarked, for example, for appropriate research and development as
well as a range of other private sector activies in agribusiness
designed to meke small Farmers ovtimally productive and increase
their earning capabilities and burchasing capacity. An example of
how such donor country funds could be used in innovative ways is the
creation of a pilot project in which the private sector would support
a group of farmeirs organized as a cooperative or association by
guaranteeing financing, providing technology and monitoring the
farmers' activities for a profit and lose orientation.*

For the 1S specifically, a final policy reccommendation manifests an
additional dimensinn relating to the vital 1oje of th2 US as leader of
the free world. That dimension was 1innes in 4 recent editorial of

Financier: The Journa) 0{uﬂﬂiiﬁlﬁwéfifiluleJEX:
"Al a time when the world has grown bitter and skeptical about US
leadership, agricilitic e could be the “ay for this country to reclaim
the mral high around it ooccupicd ol sa ‘many years ago, when it
devoted it: vast unharmed industrial powar to rebuilding the world
after World War 11. 1y Lhose - elping, confident years, the US
exempliiiod Teadarshin, in a moral as well as a material way.

"It has the stuff Lo dy it again--to meet a great and groving

material need, to feed the starvirg, to kindie hope, to regain
confidence, "
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