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BACKGROUND

The idea for this project was conceived during the consulting visits of Drs.
Rebeca Lopez-Garcia and Herbert Weinstein. Both individuals, who are
natives of Mexico, were struck by the very obvious similarities between the
Mexican food processing industry, past and present, and the Egytian food
industry in which they worked while here in Egypt. Their experiences in
Mexico provided them with unique insights into the state of the Egyptian food
processing industry, which allowed them to work effectively with a range of
processors here in Egypt. What may have seemed to be new or different to
others, was or had been nomal for them. These observations led into
discussions on the North American Free Trade Agreements (NAFTA) and
Egypt's recent joining of the World Trade Organization (WTO). Our feelings
were that their insights could be expanded as a “lesson” and a waming to the
Egyptian food processing industry, a lesson on the importance of "Getting
Ready for 2004", when Egypt becomes a full-fledged participant in the WTO.




GETTING READY FOR WTO IN 2004:
OR HOW EGYPT CAN BENEF(T FROM THE
EXPERIENCES OF THE MEXICAN FOOD & BEVERAGE
INDUSTRY WITH NAFTA

Rebeca L pez-Garcga and Herbert Weinstein
Introduction to intemational Trade Agreements

Economic Globalization is an unprecedented workiwide integration of al national
economies into a single market for goods, capital, technology and technology information
and, in many ways, labor. By removing the bamiers to trade betwesn countries,
globalization encourages the expansion of international trade and investment. The World
Trade Organization (WTQ) is the leading institutional force in this woridwide movement.
Egypt is a recent signatory of this agreement, which will become binding upon in 2004.
The (WTO) came into being in 1995 as a binding intemational agreermnent that grew out of
the General Agreement on Tariffs and Trade (GATT). This global trade pact was
established in the wake of the Second World War and originally included 120 member
countries. Cumtly. it has 141 member nations that represent the vast bulk of the World's

economic activity'.

The North American Free Trade Agrsement (NAFTA) is a regional trade pact between the
United States, Canada and Mexico that went into effect in Januaty 1994, t has had a
significant effect on how business is done in Mexico. Under the WT'O, there ars several
concems relating to Mexico’s participation in NAFTA. Among these is the continued and
considerable dependency of Mexico on the U.S. market. Cumently, many iberalization
benefits are available only to NAFTA members. Mexico will probably take some time to
extend the benefits of this regional trade pact to a muftilateral trade agreement such as the
WTO. NAFTA created a permanent legal basis for North American cooperation that went
beyond the Uruguay Round of Agreement Commitments (the basis of the WTO). NAFTA
has played an important role in Mexico’s trade and sconomic reforms. However, it is not
the only factor affecting Mexico’s liberalization. Given the slow speed of improvements in
the multilateral system, Meﬁmncmm;umtou?bmhoppamnitmmmm
liberslization by means of regional bilateral treaties

As such, Mexico is now one of the world leaders in the number of regional fres trade
Wmhmm.mmmhmmmmm
agreements as one of the pillars for development. To date, Mexico has negotiated ten
(10)mmwmﬂw1)mmmwmmﬂ31mmm
continents with a potential market of 880 milion consumers®. This Creates a myriad of
opportunities, but can also have a negative impact on both the well being of Mexican
industries and the Mexican people. Because of the many similarities, both sconomic and
cultural, that the authors observed in both countries, they believe that the lessons leamed
ammmmhmﬁcommamwmsmmm
industry; lessons that can help avoid costly mistakes and help them maintain and build
their markets.




Mexico's Historical Perspective

To properly assess the effect(s) of the North American Free Trade Agresment (NAFTA) on
the Mexican Food and Beverage industry will be quite difficult. To do so, a multitude of
other factors need to be examined. First off, it is important to understand that Mexico, ke
Egypt with the WTO, had already initiated the process of opening its borders when it
signed NAFTA. in most cases, the debate on the role and effact(s) of NAFTA on Mexican
growth focuses on what was the Mexico of the past, not on the Mexico of the tumultuous
present. These debates have aiso tended to ignore the Mexico that the future may bring.
It is plausible that even without NAFTA, Mexico was destined to continue to undergo the
sweeping changes that have increased its economic ties to the worki®. This is evidenced,
as noted earlier, by the large number of trade agresments to which Mexico is a signatory,
plus, its membership to the WTO. The assumption is that the primary objective of this
process is to join the ranks of developed nations. However, Mexico muist still overcorne the
many chalienges posed from opening its markets before they achieve social, industrial and
economic readiness to become a first-class competitor in the world maxrket.

The opening of the Mexican market to global frade is a new trend in its economic policy.
During most of the 20™ century, Mexico’s economy focused inward. There were severe
constraints on the domestic economy: pervasive state control of indlustry, restrictions of
foreign investment, and a protectionist trade policy. In practice, many trade “bariers” were
domestic laws designed to maintain natural resources, public health, labor standards and
food quality among many other issues. This policy was vety similar to those practiced in
Egypt today.

An examination of the history of Mexico’s economic policies, reveals that il was not until
the 1950°s that the manufaciuring sector eclipsed agriculture as the largest contributor o
Mexico's overall Gross Domestic Product (GDP). Between 1850 and 1970, because of
emmmsm.mummmmmmwmm

nng
products rose from 20 % of GDP (1960) to 24 % (1970) and to 25% (1980). However, in
the early 1980's, a 40-year trend of manufacturing growth abruptly stopped and reversed
itself. The price of oil declined, creating a national debt crisis. This crisis hindered
economic development for aimost 10 years. There were sharp declines in both exports
and internal demand that caused manufacturing output to fall by 10 9%6. To counteract the
weakened economy duwiing the 1980°s, the govemment implementsd many refurms.
Voluntary austerity measures wers undertaken by both businesses and the public. In
addition, international creditors (Intemational Monetary Fund and The Worlkd Bank)
demanded that strong structural reforms be implemeniad by the govemment. This
generated a new attitude, in which the govemment's industrial policies began to favor
manufactured goods destined for the export markets, in particular machinery and electrical
equipment, automobiles and auto parts, basic chemicals and food products (especially
canned vegetables and fruit) *°. Table 2 summarizes general information on Mexico and

Egypt.




Table 1. Mexico and Egypt's Free Trade Agreements (FTA)

Egypt's

GATTWTO
Binding 2004
Arab Common Market

COMESA
{Common Market of
Eastern and S outhem
Africa)

Mexico's Date
&reements &mm‘s
GATT 1988
WTO {1995)
Mexico - Chile FTA 1992
North American FTA
{Mexico, U.S., Canada) 1994
Mexico ~ Bolivia FTA 1995
México ~ Costa Rica FTA 1995
“Grupo de los Tres” FTA
{México, Colombia, Venezuela) 1995
1997
Mexico — Nicaragua FTA 1998
1999
Mexico - European Union FTA 2000
Mexico — Israel FTA 2000
Mexico —~ Northern Triangle FTA
{Mexico, Salvador, Guatemala, 2000
Honduras) Negotiations
concluded
Mexico ~ European Association
of FT {Mexico, iceland, 2000
Liechtenstein, Norway, Negotistions
Switzeriand} concluded
2001

EU Partnership

Source: Secretarga de Economga, m




The Mexican food industry, like
the Egyptian industry, is directly
dependent on agriculture and the
nation's agricultural policies. In
the early 1990's, both Mexico
and Egypt, (see sidebar), began
the long process of agrarian land
reform in an effort tO upgrade and
improve efficiencies in agricultural
production. Mexico accomplished

this by amending the
Constitution, a  supposedly
essential step in increasing

agricultural efficiency. Mexican
agriculture had been based on
the Ejido system, a regime of
communal land ownership
created by the 1917 Constitution
after the Mexican Revolution of
1810, which fought for "Land and
Liberty". Under this system,
farmers who owned ejidos were
forbidden ®om  selling or
mortgaging their land. This
system contributed to the
proliferation of small to very small

Egypt's land reform laws, in
and sixties during Nasser’s :
and fragmented the size of . z
This made
Agricultural policies very '*%
comprehensive economic refGill
1991, Egypt has relaxed many@
reduced subsidies, and par
trade and investment. Howevesjital
is still dominated by the publia

a process of public se
privatization has begun; a pro{ilig
enhance opportunities for thaig
Agriculture, mainly in private
largely deregulated, with th
cotton and sugar productio
adequate agricuitural technol
standards, plus small farm
infrastructure which inhibits
value-added products have
Egypt's opportunity to co
intemational market '

fammpbtsmatmmunahietoorpmmmdfmmmmmofﬁmmywm
through economies of scale. The plots were simply too small. From & paliitsl viewpoint,
the revolutionary governments were obligated to continue with the "land disldiution”, even
when there was no more land to distribute; thus, ﬂwemoenﬁmtmmprmhwmh
productivity were completely destroyed. Today, Mexico has made a real commitment o
agribusiness and encourages the development of large farms to supply thé processing
plants of Mexico and the fresh markets of the United States and Canada.

NAFTA and the Peso Crisis

There are some individuals have benefited from the NAFTA agreements, mmmm
hand, there are others who have clearly not. mmmmmwb

didappewtobaasmmddaahmremﬁbembhawwmdam
that implementation has been less than ideal. Although large corporations certainly
seeing the benefits, small and medium sized companies continue to struggle. When al
segmemsofmustfymconsidamd more than 20,000 companies went bankrupt in 1996



Tablez.mmfomgém' and Relevant information on Egypt

MEXICO

1,972,500 sq. km.

Mexico City (21 million, 1997
census)

Coastal lowlands, central high
plateaus, and mountains up to

5400 m. (18,000 11).
98.1 million (1999 census)

1.6%

12
89.6%
{1996 est.}
311,000
73 yearsi77 years
{1999, 41 million}
210 %
32.2%
16.9 %
18.7 %
58 %
4.5 %
10%

484 billion (19%9)
4,974 (1999)
2000 {est.} 7 %
1999 3.7%
1998 4.9 %

18.2 % (1994-2000)
Petroleum, natural gas, silver,
copper, gold, lead, zing,
natura! gas and timber

{5.0 % GDP)
comn, beans, vilseeds, feed
grains, fruit, cotton, coffee,
sugarcane, winter vegetables

28.2 % GDP

66.8 % GDP

{1999, INEGH)
136

U.S., Europe, South America,

Canada F UK
m:us.wamwmmmmiz?

Aroa
Capital

Torrain

Annusi real GOP growth

inflstion rate
Natural resources

Agriculture

Industry
Services

Trade

Exports (billlon USD)
Imports (billion USD)
Major markets

EGYPT

1,000,000 sq. km.
Cairo ( ovor 14 million)

Deseort @xcept Nie valley
and delta

65 million {2000 census)
1.7%

12
48% (199%)
{2000 est)
62/1,000
70 yoarsiTl yours
{2000, 18.3 milion)
39 %

40.3 biVHon {1992-1993)
1,400 (2000)
2000 (est) S7%

4 % (2000}
Petrole um, natural gas,

iron ore, phosphates,
manganese, imestone,

{18% GDP)
cottors, rice, onlons,
basns, cltvus frults,
wheat, com, badey,

sugar

20 % GDhP

62 % GDP
6.388

17.861
Japan, italy, Gemany,




Contrary to the fears of many, the signing of the NAFTA agreements did not result in a
fiood of imported products into the Mexican market. This was mainly due to the 1994
Ma:pmeeomnic

FOOD SAFETY, STANDARDS AND THEIR IMPACTON | crisis. In
TRADE December 1904,

monetary

With the Increased international trade of food, there Is devaluation
a growing concem over health risks associated with mll"i“’ "‘"pf;

these products. The general tend I8 to d from 3.5
reducelefiminate traditional trade barriers in agriculture m e
such as tariffs. However, the existence of technical and 6.5 pesos per
regulatory barriers are a source of constant debate. | o go Egypt has
These arguments include discussion on appropriate | also had its share
applications of sanitary and phytosanitary standards. | of tumod in this
The cost of regulatory intervention by a nation aimed at | respect Reforms
protecting human health can be significant, especlally §| imposed by the

for developing countries that are attempting to " Mam
netrate deve country markets. onetary

pe toped country am .

One clear example of this is the implementation of the | Street riots in the

new afiatoxin standard proposed by the EU. Aflatoxins ;’"7 seventies.

are naturally occurring toxins with known carcinogenic | EJMG 0 (Qctobg’.

potentiai that usually contaminate cereal grains, Egypten pound,
oliseeds, dried fruits and nuts. In 1987 the European which is pegged to
Commission proposed a uniform standard for total | the yS dollar, has
afiatoxins to what they considered an “acceptable - experienced
level™. In many cases, this represented a drop fromthe | devalustion from
10-15 ppb international standard (CODEX)tothenew 4] 3.38° ®© 388
ppb total aflatoxins European Standard. This rasised | pounds to the
many objections from exporting countries, Including
Mexico, that are unable to comply with such levels. ina | ©f this devalustion
study reported by the World Bank, It was estimated | M@ | only be
that the implementation of the EU standard would | Svidex i those
reduce the European health risk by approximately 1.4 %m
deaths/biilion a year, but would have a negative impact imporied supplies.
on African exports (including Egypt) of coreals, dried | Based on  the

fruits and nuts to Europe. The World Bank estimated a " Medcan
64% reduction of exports of the aforementioned ance, one
products, which represent 670 milllon dollars 12, can only wonder
what wil happen to

Egyptian

companies that are not used to intemational competitive pressure.

Foliowing the implementation of the NAFTA agreements, some analysts pradicted that
Mexican agricultural products woukd flood the U.5. market or ‘



drive California growers out of business. This has not occumed. In fact, U.S. iomatoss,
along with grapes, peaches, and apples from the west coast are now flowing southward,
capturing middle class consumer markets in Mexico, especially cluring the summer
months. Mexican agricultural products simply cannot compete with the products from
large, vertically integrated farming industries.

Even today, Mexican agribusinesses have failed to work with the govemment © establish
quality standards, nor have they moved to adopt existing intemational ones, an essential
tool 1o be able to compete globally. The lack of National standardss, or the inability to
comply with those of the importing enlily, represenis a nonteriff trade bavier that
significantly slows down exports fo the U.S., the E.U. and other parts of theworld. Thees
are problams similar to those seen in Egypt. Even when products are @xporied, the lack of
compliance with quality standards is reflected in lower sale prices and thus, low Or non-
existent margins. From 1854 to date, only 10 out of 500 horticulural products that are
exported have Mexican quality standards. There is also a serious need for cooperation
between regulatory agencies and producers; a situation which also exisls in Egypt
Morecover, Chile and Brazil are aiso competing infensely with Mexico in many of the same
areas of the U.S. market into which Mexican products hope 10 expancl . As David Runsten,
an expert on Mexican fruit and vegetable production concludes, "at least in the short temm
Mexico will not be terribly competitive in the U.S. market.™.

Perhaps the most representative statistic pertaining to Mexico's food crisis is is increase in
com imports. Com is the staple food in the country, yet in 1998 and 1999, Maxico imporind
more than 5 million metric tons of com. This figure is close to 30% of nationsl
consumption®. When Mexico started phasing out tariffs on com imports in 1985, United
States com flooded the Mexican market, forcing about a million small farmers off their
land. The backwardness of Mexican maize production is a tragedy of historic proportions,
given that Mexico's Indians were the peopie who originally domesticated com. How is t
that Mexico, a proud grower of com through the years, and a nation which not only has an
aggressive land reform program but is also is one of the pioneering axcporbers of fruits and
vegetables to the U.S. market, has an agricultural system in crisis with few prospects for
substantial growth in coming years? One would think that Mexico would have an
advantage through cheaper labor. However, to produce one ton of com in Mexico, 17.8
labor days are required, while in the United States only 1.2 howrs are needed fo produce
that same ton of com”. This situation is very similar to Egypt where axgricultural practices
are both primitive and inefficient in most cases. In Mexico, these inefiiciencies have
resulted in a steady increase in imports over the past last five years. T his is unmatched by
Mmmm.m.ammmm.m
difference in production efficiency and production costs is huge and there is an urgent
need for capital investment on fechnology and agricultural expertise, in order o iInCrease

Furthermore, there is need for development of agricu lturally based value-
added products, such as avocados, flowers, minimally processed products and others that
will have & betier opportunity o find niches in foreign markets; a siuation that will
increase product values and export incomes. This again, is the case in Egypt, where value
added export crops, fike cleaned cut and processed frozen artichoke crowns and hearls
are eagerly sought by importers because of their vaiue in markets like the EU., Middle

East and others.




The Mexican Food and Beverage industry

Thanks to protectionist trade policies, the Mexican food and beverage indusiry did not face
any serious competition prior to liberalization of trade. There was no pressure b invest in
modern production methods, to improve technical know-how or t0 devote the necessary
time to maintaining the equipment, plant and grounds. Mexican consumers were a2 caplive
market where all types of product were sold at any price. Companies were used io selling
all their production, even though quality was low and production costs high. Quality for
locally produced foods was not a significant market force, which weskened many
processors who developed the “we can sell anything atfitude.” Some impored products
were available in the local markets, but because of high tariffs imposed to prolect the local
industry, these products were too expensive for the average Mexican consumer. During
the 1970's-1980°s, it was not uncommon to find some foreign products ke candy bars,
(smuggled) into the country. These products were sold through informal commerce and
could be found in small boutique stores located in high income neighborhoods of large
cities. This is very similar fo Egypt where, until recently, foreign products have not been
readily available in regular markets. imported products are just starting o show up in
significant volumes in Egyptian grocery stores, but the costs are prohibitive for the average
Egyptian consumer. This trend will undoubtedly increase as soon as Egypt's pasticipation
in the WTO becomes binding in 2004, but the prices will also be lower. The arvival of
foreign supermarket chains will also exert pressure on domestic processors. Thess chains
will be inclined to demand the same safely and quality for the products they put on their
shelves as they would expect in their countries of origin. The lack of ability to comply with
these demands will encourage the importation of processed foods and will drive Egyption
products off the shelves of the major market chains. The recart penetration (and
subsequent departure) of Sainsbury’s into Egypt demonstrated this. Their presence forced
processors and grocers to upgrade to remain competitive and/or maintain markets.

According to the latest available information'®, the Mexican food, beverage and tobacco
industry is broadly based on micro to small enterprises (1-15 employees and 16-100
employees, respectively). On the other hand, large enterprises (>250 employees) have up
to 53 % of the total people smployed by this sactor (Figures 1 and 2). This represents a
major problem. The vast majority of companies are family owned and operated businesses
that lack the economic capability to compete in international markets. In general, the small
and micro enterprises serve a small local market and in very few cases, a regional market.
Medium-sized companies are only capable of serving regional and state markets. It is the
large companies that have the capability to invest in technology and capital goods, and
thus compete internationally. The uncanny similarities of the Mexican and Egyplian
situation of the food, beverage and tobacco industries were not a surprise for the authors.

Under free trade, the large companies that use top of the line technology and have
committed to international standards of quality and safety, have not only survived but also
thrived. However, the vast majority of these companies, in Mexico are subsidiaries of
intemational corporations such as Coca-Cola, Kraft, Nestié and many others. There are
other Mexican owned companies, such as the baking giant monopoly, Bimbo, and brewing
powerhouse Grupo Modeio, which already had a strong intemnational presence before the
passing of NAFTA. Following the passage of NAFTA, many local producers (both smalt
farmers and small businesses) faced competition from the large corporations that due o
their size and their access to capital and in many instances the latest technological




advancements had a distinct competitive advantage. Thus, many small local
producers/manufacturers have lost their livelihood.

Figure 1.

Number of Food Industry Establishments by Size
(30,911 establishments)

2%
2%

M Micro (1-15)
I Small {(18-100)

OMedium (101 -250)

85% mLarge (>250)

Source: Canacintra, 1998"
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Figure 2.

Food industry Establishments by Number of People

Employed
{560, 925 )

R Micro
mSmall
) Medium
S Large

Source: Canacintra, 1998"
Survival strategios

Increasing demands for high-quality, competitively-priced ethnic prociucts in the United
States has opened a rich market opportunity for Mexican foods and beverages. To
participate in these seclors, Mexican companies have been forced to commit to investing
in modem machinery, personne! training, technology and up-to-date sanitation

to assure that their products are able to meet the highest intemational standards. It was a
situation of "adapt or go out of business”. There are real business opportuniies for small,
medium and large companies who can identify niches and specific opportunities in the
World markets and respond to them with top of the line proclucts. According to
NAFTAWORKS, the official newsletter published by the Mexican Secretary of Commerce
and the United States Department of Commerce, Mexican processed food and beverage
exporters grew by 70 %, ﬂomﬂ?Semorbsmm1mm1670amtmm1997 Armong
these firms, 95% are small and medium-sized companies’®.

Although the trade balance between Mexico and the United States mtill favors the US,,
nma)mamsummmmmmmmmmmm
technology, new modem production facilities and product development. Such companies
include Jugos del Valle (JDV), Dipasa, Grupo Lorena, Herdez and La Coste'a among
others.

|



Table 3. Mexican commercial balance for food, beverages and tobacco (1994-1908)
(data in million of 1983

Year Exports imports Balance
1094 540.5 1,137.1 -598.7
1995 1,824.9 1.911.3 -86.5
1996 3,605.2 3,630.1 -24.9
1997 4,656.9 4,836.8 -179.9
1998 5,566.7 5,784.0 - 198.3
Source: Canacintra, 1998ng T——

Jugos del Valle (JDV) -~ A company producing fruit juices with the best
technology available.

Now, JDV is the iargest manufacturer of juices and fruit beverages in Medco. This
company has been in the Mexican market for 50 years. JDV invested in modem
technology, established a strong product development program and set the strictest
specifications that guarantee products of the highest quality thus keeping the company in
the forefront of quality, innovation and service. JOV has established stict supplier
development programs and has set up a preferred supplier program ; thus, ensuring the
availability of low cost, high quality suppiies for their production. During the second
trimester of 1999, gross sales grew 11.0%. This is a major success story when compared
to the 1998 average national food industry growth rate of 3.66%. JDV now has a brand-
new plant in Brazil, where it can take advantage of low sugar prices as well as availabilty
of other tropical fruits.

Dipasa - A supplier of high quality ingredients

This Mexican company was established in 1974 and is one of the world's largest
producers of sesame seeds and sesame seed products. Many factors have contributed o
the company’s success. The increased demand for their products is due o their overall
high quality plus the increased demand for sesame products around the World; products
that are regarded as highly nutritious and healthful. In 1890, Dipasa founded Dipasa
Europe as a sister company of Dipasa Mexico and Dipasa USA. The objective of the
Dipasa companies remains the desire {0 be the best supplier of quality sesame seed and
sesame seed products workiwide. To achieve this, Dipasa has investad time, effort and
capital in order to deliver high quality products with refiable service workiwide. Their efforts
include a sales force that has been forth going to offer their products around the Worid,
and not just waiting to be contacted by potential customers. This attitucle has rewarded the

company

GRUPO LORENA - A company with a new concept, vision and
commitment to quality

Originally founded in 1842 as Chocolatera Mexicana, this company was pioneer in the
development of powdered chocolate for beverages packed in indiviclual pouches. The
success of this original chocolate product — *Paquin™ and continuous development Jed to
the establishment of Duices Lorena, a company that produced acidified spicy chili
powdered candies, products that are extremsly popular products with Mexican children.



These products were originally packaged in toy-like containers. This was the origin of their
now successful market concept of “fun-candies.”" In 1982, a new prodct line wes
introduced, fruit pulp-based candies. These were packed in all types of containers ending
with the creation of “Pelln Pelo Ricd, a doli-ike package that squirts fruit pulp candy
simulating the doil's hair. Chikiren can squeeze and lick the product from the doll's head.
The success of this original product was unprecedented and resulted in exponential
growth and the development of similar products. These products scon became popular in
Latin markets in the U.S. and Canada, s0 in 1993 (before NAFTA) Lorena Mexican
Products inc. was established in San Diego, CA. The United States Food and Drug
Administration (FDA) had a number of issues with the products, so Grupo Lorena made
the commitment to guarantee the safety of their products. In 1993, they bulll a brand-new
laboratory and analytical facility in the U.S. and, aiso, developed and implementad new
quality assurance systems. Food Safely is a priority for this group where the highest food
sanitation standards are observed at alf fimes. In 1990, with a vision for the fulure, they
established a strategic alliance with Nestle to develop Popsicles and ice cream products
with the “fun-food” concept. Also, in the same year, an aliance with Grupo PepsiCo was
promoted. They are now manufacturing and distributing different products under PepsiCo’s
Sonric’s brand name. With these alliances, the development of innovative concepts and
commitment to food safety and quality, Grupo Lorena is a successful consolidated
Mexican company with strong markets not only in the United States and Canada, but also
New Zealand, Spain, Bolivia, Israel, Guatemala, El Salvador, Korea and Kuwait.

Other Mexican companies that identified the opportunities of the expanding Mexican food
market in the U.S. and later were able 1o expand into other world marikets ke the EU and
even the Middie East, were Herdez and La Costea . Both companies’ principal exports
are canhed products, which have been successful because of the uniqueness of
proprietary Mexican style formulations, excelient quality and commitment to expand in
competitive situations by looking at the long-term opportunities rather than the short-term
ones. The expansion in the US.A. market by both companies was initiated by utilizing
existing distribution channels, and only later, when their sales voumes warranted, did
each company form strategic alliances and became part owner of their distribution system.
This sirategy has been very successful for both companies whose products are now
distributed almost nationwide in the U.S.

The aforementionad companies have not had an easy time. The road to success has been
rocky. However, they have survived and thrived because they were ready to compets in
of reinvestment of profits rather than accumulation of capital. They developed clear,
innovative concepts and unique market niches and most importantly, were committed to

There is still a debate on the long-term effects of trade liberalizalion whether i is regional
or multilateral, and only history will be abie to answer those questions. From a worldwide
perspeciive, avery time the aspect of giobalization comes up in any forum, be it The Workd
Bank - IMF meetings, WTO reunions and/or other economic forums, there are protesting
parties, both Pro- and Con- Globalization. The data on success o failure of globalization
varies significantly depending on the organization publishing . Proponents and critics
have very different views. The only thing that seems to be certain is that globalization is
here to stay and that the trend is imeversible, thus countries wishing to participate
successfully need to prepare for the future; learn from what has happened “out there™ and



make the best of it. For Mexico as wye as for Q?i"’:ef gevelppng countnes. ne fulure
will tell what the next steps will be Having said thal togay in 2001, Mew: g SULng
pariicipant in regional free trade agreements an d a member of the WT QO Thisisthe regl
and Mexico needs to adapt 10! wse: EW Tk % conditions while orotecting o3 ndus
food security and culture. Thus has indesd already proven 1 be extreémely M: penging '

it is for all developing counines

The Mexican evpane“‘e inciudes. as mentioned shove the sconomic
small and medium industries Several cag-z"zaé mvestment groups were wiil
the moedernization and fogical , ‘
consclidation of the industry. They then BERANDE K EGYET
put the “renovated’ companies up for sale . s o

to experienced operators, and helped the | fvaluatinng s ¢ Y
industry remain viable. These plans came | worth af its & mg ;
to naught when it was shown that the *{}f%:}g ssppciaily b ma
manufaciuring establishment was beyond | sector  companion, o
repair and that it was more profitable and | nrodus ;a ars oyl
made more sense ¢ stant form ground 5. GUIpIMErY
zerc than 1o ‘repai’ what was avaiable. . there ha
This is something tha! has already et o oom
happened ¢ Egypt as the govemment | w sl ating
meoves (o privatize public companies in | modersization. The i‘%@;»ya
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What dic happen was tha! seme seciors
conscolidaied 1o become more wabie and
competitive. The mos! prominent was the
dairy products industyy thal in some
situations created cooperative socielies.
which then were abie 0o invest and
modernize. Other food indusinal sectors
became viable by means of wvertical
megfaf on, or by the formation of jaint ventures of agn-businesses and ihew respeciive
“clienis” or processors. The mosi cbvicus were the canners of fruits and vegslables. The
use of modern agricuiural technologies and utlization of the proper *a&cs were
implemented with the outcome being raw materials that yeided betler gually
producis foflowing processing They alss t:sb"' réed  mprovemients o
efficiencies. which saved them money These techmques aliowad or ’*“f“;:ﬁ'“we qs.‘a
products for the world markets
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Although many population sectors protested against NAFTA and envisioned the Medican
industry collapsing. there was little or no organizec effort to prepare the industry. Some
associations such as CANAINCA {The Mexican National Foo g Processors Asscciation’ did

invest in bringing iechnical training programs. such as the :38?"‘f ~v‘-a... ess Control Boh
However, their efforts were hampered since they were reactive rather than creaclive. 7




damage had already been done before the industry and associations reacted, thus many
companies coilapsed before technical assistance was available. In other cases, m
industrial associations, such as the CNG (National Cattle Breaders Confederation), have
organized protests against trade lberalization. However, they have done ittle 1o help their
members cope. The great majority of their efforts have focused oy complaining about
trade poiicies rather then addressing the reaiities of a changing world. These groups have
mainly united to complain against dumping practices.

Conclusion ~ The opportunities for Egypt and the Lessons

Although Mexico and Egypt are half a world away and have different cultures, they do
share common problems and challenges. in both nations, the majority of the food industry
is based on small, family owned small operations. in most cases, thesse companies grew
without competitive pressure. import protection and perpetual government subsidies in
both countries led to bloated, inefficient companies that supplied costuamers with outdated,
unatiractive products. They kept their markets because those items were the only choice.
Such economical/manufacturing sectors need time, investment and technical support
without self-defeating protectionism to evoive. They also need enfightened management
and a commitment to change before being ready to compete adeqquately on the open
mmmwammmmmmmmnMomMm

providesd
maintain the company. Also, mmmmmmm pockets without any
impact on the business, there was little incentive to change. To grow and compete in the
global marketplace, these practices had to change. Companies that relied on the “Old
Schoal system were neither able to produce high qually products, nor were they
prepared to aggressively restructure. This situation is similar to that found in Egypt, where

the government combined with inefficient, obsolets agricultural, processing, handling and
business practices are a "recipe for disaster”. Mexico has already leamed from this
sxperience. Unfortunately, most “official” data only relate to the companies that were
successful in surviving in a beralized economy. Companies that faled to cope have been
forgotten and specific examples are hard to come by except for the cokiness of the
numbers mentioned in this report. Even today, aimost 15 years after Mexico joined the
GATT, many companies are still struggling.



Mexico has already undergone the liberalization process, unfortunately, the inltisl cost has
been too high. Egypt’s food industry still has three years to encourage their food industry
into “getting ready for WTO." All countries have assets — human, industrial, natural and
financial - that can be employed to produce goods and services for their domestic markets
and/or to compete Overseas. Most firms recognize that the greater thes market, the greatsr
their potential opportunity; however, with greater market potential comes greater
challenges. The Egyptian food and agriculture-based industry hass an opportunity to
prepare for the future and for those challenges. Unfortunately, the window gets smaller
each day.

Leaming from the Mexican industry's experience can be beneficial This means that the
nt shouid openly deal with the issue of liberalization and allow for adequate
negotiations that will technologically prepare the ground work to improve and set food
standards; work with industry in the establishment of good manufachuring practices; modify
the food industry goveming laws to make them similar to those in the countries which are
potential export markets; utilize the technical assistance available to encourage the
modemization of the industry by providing incentives and creating an atmosphere of
cooperation and mutual respect; but, most of all be aware of the consequences of not
doing anything.
Preparing for the future will not only heip the Egyptian food processing industry compele
and participate internationally, but it will also help protect the local market share from
imports that will enter more freely when the bamiers go down. The mamdacturing of
export-quality products is essential to compete adequately in the world markets. When
Egypt becomes an aclive participant, the Egyplian consumer will want and demand value
for their money, and if the locally manufactured products do not satisfy them quality wise,
and the cost differential with imported products is not significant, obvicously they will prefer
the imports. Thus, the lack of preparation becomes a double-edged sword.
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