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TRANSFORMING THE AGRICULTURAL MARKETING STRUCTURE 
.OF A DEVELOPING COUNTRY' 

It is coon inlessdeveloped countries to attach-considerable 

-importancetothe-development of cooperatives-. Cooperatives are viewed 

by.any technicians ofdifferent international.organizations and govern­

mental.employers of: ess-developed countries.as"a means of meeting the dual
 

goals: 1) increased efficiency and 2) improved social justice. Cooperatives
 

are seen as the panacea for a variety of problems existing in both the
 

supplying and marketing of farm products. They are seen as the key
 

instrument for improving the competitive structure and efficiency of the
 

supply and/or marketing system.
 

Much.of the pressure for the establishment of cooperatives is.based
 

upon the opinion that the existing marketing agencies exploit the farmer.
 

,If this exists, cooperativeeican thrive because the monopolistic profit
 

will attract farmers and will serve as a margin to cover the losses resulting 

from high start-up costs-and inefficient operation during the formulative
 

stage. If existing marketing agencies are not exploitative, cooperatives
 

generally will not succeed.1
 

A cooperative, like any oLnex, ina.Luu flnwnicn is controlled by the 

people who use it can only be as good as the. intelligence of the membership 

in control. There are several reasons why a broad educational program is 

a necessary part of a successful cooperative activity: -.strong prejudices 

must be overcome; only a well-informed membership can select capable leaders;
 

religious, ethnic, caste, etc.! differences must be traversed; nepotism
 

must be guarded against; active;interest must be,maintained once a project
 

is established: etc.2
 



COMPARATVE', ADVANTAGE
 

The major alternative marketing systems in'developing countries 

include-domestic private enterprise,. foreign private enterprise, coopera­

tives, government corporations, or some type of.joint venture. Emphasis
 

has frequently been placed on cooperatives as the most viable instru­

ment of market reform. This strategy implies that there is a service
 

which can be provided through cooperatives better than through other
 

types of enterprise.
 

Marketing economists and cooperative specialists are in agreement
 

that many of the inefficiencies in agricultural marketing can be attri­

buted to an imperfect market structure. Therefore, it seems necessary
 

to raise a question which is central to this paper. Do cooperatives
 

have any comparative advantage over private firms in generating the
 

marketing power needed to improve the competitive structure and effi­

ciency of the marketing system?
 

Benefit-cost analysis has been ignored when selecting cooperatives
 

as an instrument to transform the marketing structure in developing 

This paper will attempt to illustrate that cooperatives do
countries. 


not have any comparative advantage over well-managed and regulated
 

private firms. Furthermore, it will be indicated how cooperatives usually
 

have serious limitations from the standpoint of improving the competi­

structure and efficiency of the marketing structure. It will also
tive 

be argued that frequently a foreign private firm or a joint venture may 

be the Only Aieans of obtaining a well-managed and operated private firm. 
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The marketing system of any country .is-difficult to generalize
 

because"of its variability .from community to community, -region to region,
 

and'country to country. It!is generally assumed that marketing.margins,
 

are wider than necessary. Suchmay not be the" case with some 'products.
 

If margins are not excessive', it is indeed difficult for cooperatives
 

to compete. This is why we need studies of marketing channels, margins,
 

and structures.
 

COOPERATIVES: AND MARKET TRANSFORMATION
 

Numerous definitions of cooperation have been made. Sir Horace
 

Plunkett said.-,it was, "self-help made effective by organization."3
 

and,: Hubert Calvert defined'it as, "a form of organization wherein per­

sons voluntarily associate together as human beings on a basis of 

equality for the promotion of the economic interests of themselves."4 

Professor Carpenter has said, "Show me a successful agricultural coopera­

tive and I will show you one member who was largely responsible for its
 

success.15
 

Too frequently, in developing countries, a decision ismade to
 

or$ _e.a co6perative as-the instrument of market reform, then after­

war s~the functions of the cooperative are defined. The first step
 

must be the identification of the major problems in the overall agricul­

tural marketing system. Next the specific problems for particular 

conmodities need to be delineated. Following this, an appraisal, in
 

the form of a feasibility.analysis,.needs.to be conducted to determine 

whether a cooperative or. some. other form of enterprise is the most 

http:feasibility.analysis,.needs.to
http:success.15
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effective iitrument to achieve the obje'ctives. Finally, a leader in
 

the community needs to step forth. This procedure is seldom followed,
 

due to the belief on the part of government agricultural leaders and
 

foreign consultants that cooperatives are the panacea for resolving all
 

problems in existing marketing systems.
 

Speaking of the progress of cooperatives in India, E. M. Hough
 

says, 
"The recognition of the need by the prospective beneficiaries of
 

the effort should come first, then the realization that cooperation
 

offers a way to meet it, and finally the taking of the necessary steps
 

0. With'the exception of a few genuinely cooperative cases, due to
 

the zeal of a Registrar or of some philanthropic individual ... not so
 

much a movement as a governmental policy.,,6
 

Why have the majority of the cooperatives failed to transform the
 

marketing system in most developing countries? There exists a series
 

of extrinsic factors which have inhibited or retarded its optimum
 

developmen't. The complexity of the problem is undoubtedly among the
 

chief of these. Poverty and malnutrition, the widespread indebtedness
 

which-in many nations tardy steps have been taken t:o relieve, the high
 

percentage of illiteracy, the lack of business experience, uneconomic
 

holdings and antiquated methods, inadequate transprrtati.on and storage
 

facilities, the lack of uniform weights and measures, price fluctuations,
 

dearth-of regulated markets are among the many facets of the problem
 

U'hic), call for simultaneous attention supplemented by far-seeing economic
 

,and social legislation.7
 

http:transprrtati.on
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Problems more directly'related to the involvement of the patron
 

are inadequate credit, and a lack of patron confidence, trust and support.
 

Also, frequently the the directors and management of the cooperative are
 

in conflict as. to their responsibility to the membership and their
 

respective families. 
An example of this point is the extension of
 

excessive cooperative credit to management's family members with little
 

pressure being applied to repay loans or debts. 
Another form of nepot­

ism is the hiring of relatives for-sundry positions within the organiza­

tion. These are typical of the leadership problems that many of the
 

cooperatives experience which lead to an inefficient operation and
 

impede the development of the type of organization necessary t:o generate
 

the market power to transform the marketing system.
 

The United States and the Scandinavian countries are the regions
 

where the cooperatives movement has flourished. 
These countries had
 

several things in common which are necessary for cooperatives to thrive.
 

Among the most important basic factors were a relatively highly educated
 

and informed rural population, and a history of community togetherness.
 

Despite the presence of these essentials, the cooperative movement has
 

gone through eeveral distinct stages spanning a century. In the U. S.
 

these stages can be identified as:
 

I. Conception - 18th Century
 

MII Gestation - early 20th Century
 

II. Birth - GreatiDepression years 

IV. Haturation - late 1930is to present
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Until the 1930's cooperatives were being formed in the U. S. at an
 

increasing rate. However, during the depression it became evident that
 

forming a new cooperative was not the best way to resolve every new
 

marketing or supply problem which the farmers confronted. It was during
 

the depression when the real idea of cooperatives was born -- they had
 

to be viable marketing firms. 
 Since then there have been more failures
 

among cooperatives than there have been new ones 
organized. 8
 

The problems indicated above have not been unique to cooperatives.
 

Many traditional private firms experience similar difficulties, especially
 

in developing countries. 
 It is for this reason the position is taken
 

that foreign firms or joint-ventures may provide the best short'run
 

solution. 
Ruttan contends that it is difficult to find examples of
 

direct public distribution programs which represent effective marketing
 

channels for farm supplies. 9
 

Examination of the progress of cooperatives in developing countries
 

reveals that most of them are still struggling through the conception
 

state of organization. At the end of 1966 there were more than 5,000
 

cooperatives in Ceylon; however, only 3,000 were actively engaged in
 

agricultural activities. 
 Singh concluded that mergers, mobilization of
 

savings and resources, improvement of management, and a review of the
 

relationship between the government and cooperatives is necessary for
 

the development of a healthy cooperative impact upon the marketing
 

structure of Ceylon.10 Owing to small membership, limited resources,
 

insufficient business turnover, and inadequacies of management, many
 

of the cooperative societies in India are 
not faring any better. 11
 

http:better.11
http:Ceylon.10
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Iranprovides' an example of the results of an over-zealous government 

in the'formation of cooperatives. Owing to the'mandatory membership 

requiement'there were 8,236 cooperatives with nearly 1.9 million mem­

bers in 1968. The organizational structure is weak, there is a shortage 

of operating funds, and debt repayments are lax. The cooperatives appear 

to have done little to .increase agricultural productivity, improve the 

marketing structure, or ensure better returns to farmors.
12 

Cooperatives in the Asiatic countries appear to be doing only slightly
 

better. Action needed to improve the position of marketing and supply
 

cooperatives in Japan include strengthening and streamlining the organi­

zational arrangements, expansion of the scale of business, and improve­

ment of management.13  In the Philippines the cooperative organization
 

is in fact a governmental organization designed to channel loans to
 

farmers (mostly sharecroppers) against the security of crops to be har­

vested. The failure of borrowers to fulfill marketing contracts, the
 

lack of sound operating policies, and inefficient management are a few
 

of the principle problems which need to be overcome. 14 The development
 

of marketing services by cooperatives in South Korea are inadequate.
 

In particular, the links between credit and marketing need to be strength­

ened. 5 The successful experience with farm supply cooperatives in
 

Taiwan stand in sharp contrast to the rest of Southeast Asia.16
 

Buse and Helmberger believe that Cooperatives constructed as purely
 

economic institutions appear to have serious limitations in fostering
 

economic development.17 This may not be true if non-economt, or.
 

http:development.17
http:overcome.14
http:management.13
http:farmors.12
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quasi-economic roles have been prescribed. Scott and Fletcher point
 

out that in the context of market imperfection there are various ways
 

a cooperative can serve to improve the marketing sector, but not trans­

form the marketing system.18 COTIA and Sul Brazil are examples of
 

successful agricultural cooperatives in Brazil and have an important
 

role in the morketing of farm products; however, the majority of the 

cooperatives are not commercially effective. 

Agricultural cooperatives have made contributions to the economies
 

of developing countries, but have in general been ,nsuccessful in trans­

forming the marketing system.
 

PRIVATE FIRM' AND MARKET TRANSFORMATION 

In most developing countries, trade in agricultural commodities is
 

carried on in the private sector. 
The role of private enterprise in
 

stimulating marketing reforms and the conditions under which it may be
 

an effective change agent need to be studied. 
The amount of earnings
 

accruing to individuals depends upon the marketing functions which they
 

perform. Organizations or regulations which increase the efficiency of
 

marketing operations can reduce the total cost of marketing and may 

benefit producers, as well as consumers.
 

Well-managed private firms are capable of developing the types of 

organization which can generate the market power to transform the 

marketing system. An increased emphasis on private firms means, in 

most instances, that the government will have to provide more capital
 

assistance. Governments in less-developed countries frequently do too
 

http:system.18


much in marketing operations-and too little in facilitating the,develop­

ment of marketig systems, Governments should provide the infrastructure 

,including standards- and regulations, but leave the market trading activi­

ties in private hands -- either'as individuals or collectively. 

.There can be a wide range of trade-offs between government and pri­

vate enterprise in marketing. Mellor suggests that the basic role for 

government might be to facilitate the operations of the private sector. 

He suggests that, the government might facilitate the operations of the 

private sector by making the marketing system more competitive, more 

efficient, and more technologically dynamic. Three of the major ingre­

dients to this process would be: 1) remove arbitrary and inhibiting
 

public restraints on marketing, 2) facilitate increased competition,
 

and 3) facilitate technological change and investments.
19
 

By facilitating the development of marketing systems, the proven
 

and successful operators of private firms, foreign firms, or joint
 

ventures, capital will be more effective and efficient in operating
 

needed enterprises. Under these conditions, the desire for profit and
 

for the.firm to succeed should result in superior mnanagement, more
 

organizational competence, higher level of technology, greater capital
 

7investment, and better facilities. These attributes are lacking in
 

most oftithe cooperative and government-operated enterprises.
 

*, Although cooperatives have, often been. the focal instrument of mar­

ket reforms, in most instances, they have not had any comparative advan­

tage.over, strong private firms.and usually have had serious Ilmitattols
 

http:investments.19
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in their ability to improve the efficiency of the marketing sector.
 

However, many policy makers have also become discouraged by the poor
 

performance of traditional privately owned firms. 
 They blame the organi­

zation of the firm rather than looking deeper into the organization of
 

the marketing structure. Failure of the traditional private firms, for 

the most part, has been due to the iviek of financial, technical, and 

human resourcea rather than the organization of the firm. Not recog­

nizing that the lack of these resources is the root of the problem,
 

rather than the firm's organizational form, government policy-makers
 

have attempted to establish a network of cooperatives -- which suffer 

from the same resource limitations, plus the aforementioned problems
 

associated with cooperatives in a developing country. Furthermore, a
 

private firm can become established in the market organization and
 

have an impact much more rapidly than a cooperative. An inherent and 

serious problem of a cooperative is the rather long gestation period
 

resulting from the mutual effort of a large number of people.
 

Kriesberg and Steele point out that there are wide differences in 

marketing systems in different countries. Marketing is an integral 

part of the larger agricultural sector and the nation's overall economic 

system. A modern marketing system is neither feasible nor useful where
 

agriculture is largely subsistence and where the overall economy is
 

operating at a low level of technology. Also, a modern farm production
 

system cannot be sustained without an adequate marketing system. Dif­

ferences which aff,,.w Lhe food marketing nyntem I,Itchde at leant the 



1i)".The level oftechnology,in the agricultural and overal
 

production system.
 

,2) 	 :Capacity of the country to supply its own foodrequire­
ments and the extent to which a few crops dominateiagri­

cultural output.
 

3) The extent of urbanization--dependency upon a commercial
 

marketing system.
 

as related
4) 	Level, distribution, and elasticity of income 


to agricultural products.
 

5) 	Size of country, total. population, population growth, and
 

population distribution within the country.
 

6). 	The socio-economic-political structure of the country
 

and the prevailing attitude toward private and public
 

enterprise.
 

an advantageAlterations in the marketing system are likely to be 

tosome and a disadvantage to others. Therefore, it is not enough to
 

know what changes are necessary, but also how the changes are to be
 

brought about and the effect upon existing marketing institutions must
 

be anticipated,
 

TRANSFORMING THE MARKETING SYSTeWOF BMAZL 

The hypothesis set forth in this paper is that private firms, for­

!eign firms, or joint ventures can more efficiently and effectively 

To accomplish thetransform the marketing.system than cooperatives. 


transformation, adequate financial, technical, and human resources need
 

to be provided. Two examples are taken from Brazil, comparison Is made
 

of the impact,of a more successful private venture with the most success-


EtIl 	cooperative:venture in the country.
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With good organizational and managerial competence, the availa­

bility and wise use of capital and a high level of technical know-how
 

and services,one private firm transformed the marketing structure of
 

fertilizer in Brazil within a two-year period. During the same period,
 

cooperatives and governmental organizations were unable to function
 

effectively in generating the market power required 
to make significant
 

changes in the marketing system.
 

Marketing Environment
 

Sao Paulo is the most progressive and productive state in Brazil
 

and considerably more developed than any region in most developing
 

countries. The state has a reasonably well-developed social-economic
 

infrastructure. However, the. traditional public institutions, coopera­

tives., and private firms have neither been effective nor efficient
 

distributors of factor inputs or output of the agricultural sector.
 

The marketing structure has many imperfections.
 

Most of the traditional private firms and cooperatives in Brazil
 

experience serious organizational and managerial problems, lack capital
 

and technical know-how, have a high-cost inefficient operation, and pro­

vide customers a minimum amount of services. Some private firms have
 

set excessively high margins for fertilizer and other products due to
 

the lack of a purely competitive market. Transportation and labor
 

costs have been excessive because of the location of plnnts and the use
 

of low-analysis fertilizer with a large amount of filler. 
 Poor marketing
 

practices have existed among private firms because of thepractice of
 



13 

llLgt8 .ma.m~m price possible and providing only 'the minimum 

amoun fos~ryie8. ;.Thi~a.4aes policy, as grown,;ou.of tOp.ilposophy 

ofo 4ybeipRg,conlcerned fqr,,te present year with .'no atte pt,.to etab­

1,lL0longrn ,rpelationships with customers., In part ,this'.sales
 

appfoaqhmy bea,.result of the,.historic .,volatil.q.ppitica,and economic
 

-.Mt$ ,privatefirms. and cooperatives, have , .not been,large enough to 

4vq op,.the ecoqromies of scalrrequired. toimprove the efficiency of 
the u ,ke~ing,syste, :.Furthermore verylittle,.techncal ervice has 

bfe,en,.provi4ed ,by,,either1the-private firms oqr coop'eratives. For the. 

m ,,tfpart, crops have not,.been fertilizedwitth ,the objectiVe,.of,obtain­

.ng(qpimum yields with -ithe,,result,being lowcrop,yields,
 

Private -Firms.,
 

,Ir,Thefertiizerij.ndustry in Brazil.,ischaracterized by.a large nu,­

bpr (of smal, firms,,wo, are essentially,engaged in: dry-blending and
 

4agging.,of basic, fertilizer,materials ,r most,of which are imported.,
 

Thetypical1,company e poys 15 to 120 salesmen and/or.'"agronomists.'
 

Sa1ecomissions avqrage,,about,,.l,0 ..
percent ,and, in addition, the mixers
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usually,,realize,.aA4,0fpercent markup over,direct rcos ts.f
 

Withinths lenvironment-; ltrafertil i0k4,-Av' la:private ,Brazilian-1 

company which is 60 percent owned by :the Phillips Petroleum Company,.
 

formUlated,plns in,1965%to,construct,!:a, fertilizer plant near fSantos,
 

Brazlc,, and, 'toset up a network of.,14 distributors in South-Central.• 

Brazil,. Total investment,,oi. the project amounted to approximately 

http:objectiVe,.of
http:grown,;ou.of
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$70 million of which USAID made a 4 d
.8 million direct'10an and, provided
 

an extended risk guaranty of $18 miilion.2 2
 

After Ultrafertil entered the market in 1969 the retail price
 

for small quantities of high analysis fertilizer in the state of Sao
 

Paulo decreased about 20 percent, and the price for low analysis ferti­

lizer dropped 10 percent.2 3 Fertilizer mixing and distribution has been
 

very profitable for several years; however, beginning with Ultrafertil's
 

production in 1969, many small firms discontinued operating because
 

of low profits and the inability to compete.
 

Ultrafertil's pricing strategy has been competitive; they have
 

not intended to eliminate competition on the basis of price. However,
 

the firm has been the price leader for the industry. A competitive
 

pricing strategy is followed because the firm is involved in manufacturing,
 

wholesaling, and retailing operations. 
Many of their competitors are
 

also their customers. To force the competition out of business could
 

have an undesirable impact upon their market in the future. 
 Some of
 

the cooperatives which obtain fertilizer wholesale from Ultrafertil 
can
 

actually retail the nroduct at a lesser price than Ultrafertil, but the
 

cooperatives do not provide as many services.
 

Recognizing that most farwers or retail firms need credit before
 

they can purchase significant quantities of fertilizer, Ultrafertil has
 

made a strenuous effort to assist its customers in obtaining credit from
 

private banks, state and federal agencies, and provided3 some funds
 

itself. In 1968, 23 percent of the credit sales were financed through
 

company sources.
 

http:percent.23
http:miilion.22


The firm has introduced many new innovations into their marketing
 

structure. Bulk fertilizer is available at the centers or is also applied
 

:by the firm with their motorized applicators. Most centers have the
 

facilities to blend'any analysis desired by farmers which means that each
 

-farmer can purchase a product more suited to his needs. More than 75
 

"Oagronomigts"are employed to provide technical assistance in the form
 

of soil testing, advising on quantity and analysis of fertilizer require­

ments, as well as, consultation on tillage techniques, seed variety and
 

pesticide use. As a result of the educational effort and technical
 

services provided by Ultrafertil a higher analysis and a greater quantity
 

of fertilizer is being used by farmers in south-central Brazil. As a
 

result some of the most valuable agricultural extension work in Brazil
 

is being done by the representatives of private firms as they push the
 

sale of their products. In this aspect, cooperatives have had only a
 

minor role, except among the Japanese whose traditional cultural
 
24
 

cohesiveness has favored joint action.
 

Another major change brought about by Ultrafertil's marketing
 

practices, and the resulting stregthening of competition, has been a
 

modification of the marketing concept in the industry. Firms no longer
 

think only in terms of the short run but are more aware of the need for
 

satisfying buyers to encourage their repeated patronage. Also, the
 

role of the salesman has changed substantially. Previously he was only
 

interested in selling his company's product, but the salesman is now
 

providing a variety of services for the customer.
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The net result is that overall business philosophy in the industry
 

has changed as many firms: 
 1) have adopted a marketing philosophy of
 

"we will not gouge our customers this year because we want them back
 

next year;" 
 2) are selling higher analysis fertilizer which means the
 

farmer pays less transportation and handling costs for the nutritants;
 

3) are providing technical services; and 4) are installing more modern
 

plants and improving their operations and services.
 

Traditionally, most of the fertilizer used in Brazil has been
 

imported. 
The cost of importing fertilizer has traditionally been less
 

than domestic production despite the availability of adequate raw
 

materials within the country. 
Because of an inadequate industrial and
 

transport base within Brazil, fertilizer manufacturing within the country
 

can not compete with the international market. 25 
 One of Ultrafertil's
 

primary objectives has been to broaden the use of fertilizer at the
 

farm level. To increase the demand for fertilizer the price had to
 

be decreased, the services of competition had to be strengthened, and
 

a program of technical education had to be implemented. The firm has
 

had a significant effect in all three areas.
 

Approximately 820,000 metric tons of fertilizer were used in 1970,
 

this was triple the 1966 level. 
 Average application in the state of
 

Sao Paulo, the largest user of fertilizer in the country, was 50 kgs. per
 

hectare. Fertilizer prices in Brazil are primarily a function of trans­

portation costs, world fertilizer prices, and government policies con­

cerning preferred exchange rates for fertilizer imports. Using 1948-52
 

as a base, the fertilizer price index to product price index in 1970
 

was only 77.26
 

http:market.25
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To stimulate increased fertilizer use and also reduce prices
 

Ultrafertil has had to distribute a substantial proportion of its productioi
 

through other private firms and cooperatives. Some of these outlets are
 

direct competitors of the firm at the wholesale and/or retail level.
 

The important point in this case is that Ultrafertil has been able
 

to analyze the market situation and utilize their resources in estab­

lishing and operating the required facilities. Brazil has benefited
 

from this public capital investment in a private firm through keener
 

competition, lower prices, and increased technical assistance in the
 

Another major benefit is that domestic manufacturing
fertilizer industry. 


of fertilizer will free foreign exchange to be used for importing other
 

necessary items.
 

Cooperative Groups
 

It is generally assumed that marketing margins are wider than
 

necessary.in many less developed countries. Such may not be the case
 

with some products which makes it very difficult for cooperatives to
 

compete. In fact, under such circumstances it may be difficult to
 

justify the formation of a cooperative.
 

USAID has also been active in working through the cooperative
 

enterprise system to transform the agricultural marketing structure in
 

Their active role has centered on a cooperative association
Bramil. 


with its core of activity in the state of Sao Paulo.
 

The effort has gone through more than four years of feasibility
 

studies, loan negotiations, and difficulty in getting participating
 

cooperatives to raise afair share of the capital. None of the 
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projected farm service centers with storage facilities for grain,
 

feed mixing facilities, and facilities for handling fertilizer were
 

completed by the end of 1969. 
However, two were under construction
 

and slated to begin operating in 1970.
 

Unlike the private firm example, the cooperative venture is pertinent
 
to both the product and factor sectors of the market. 
 The cooperative farm
 

service centers may eventually have a desirable impact on the product
 

market sector if an adequate number of centers are developed. Storage
 

facilities are needed which will reduce grain losses 
to farmers.
 

Losses now occur due to poor storage facilities and practices as
 

well as the inability of producers to hold their grain to take
 

advantage of the seasonal fluctuation of prices. 
 But due to difficulties
 

in financing and expected operational problems, considerable time will
 

probably elapse before the cooperatives, existing traditional private
 

firms, and the governmental enterprises will be able to develop the
 

needed facilities and implement the necessary forces to transform this
 

sector of the marketing system.
 

The agricultural cooperatives in Brazil are experiencing a
 
deluge of difficulties which will prevent this form of organization
 

from generating the market power required to bring about a market
 

transformation. 
Most of these problems are no different than those
 

being encountered in other less developed countries. 
 In essence, the
 

Brazilian cooperatives are not strong because of inherent organizational,
 

managerial, and operational problems; insufficient technical know-how;
 

lack of financial resources; inadequate facilities and a small volume of
 
business; poor technical service and credit for patrons; and members do
 

not strongly support the organization.27
 

http:organization.27
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STMULATION FROM FOREIGN ASSISTANCE
 

The cooperative movement in the United States was able to overcome
 

theorganizational and managerial deficiencies, as well as the lack
 

of adequate financing and facilities which plagued them during com­

petitive battles with private firms to improve market performance.
 

However, the cooperative in the United States began with patrons who
 

were of a different social-education background. Cooperatives in
 

developing countries need more than an injection of investment capital.
 

Assisting Cooperatives
 

The problem concerns what can be done to make cooperatives in the
 

less developed countries a viable organizations. In addition to capital
 

assistance for the development of facilities, the cooperatives need
 

The training
organizational- managerial and technical assistance. 


of ranagement personnel cannot be accomplished by just sending cooper­

ative personnel to short-term training sessions, either within the
 

country or abroad. The managers need qualified advisors to work closely
 

with them for an extended period of time. These advisors need to
 

have sufficient decision making authority to overcome the neopotism,
 

Also, the advisor should be
organizational and management problems. 


given ample financial assistance.
 

Another approach would be to work with successful cooperatives
 

which have strong operations, such as COTIA in the State of Sao Paulo,
 

Brazil. Cooperatives of this type could effectively and efficiently
 

utilize an injection of.capital. However, in most of the less developed
 

countries strong cooperatives which have the potential of transforming
 

the marketing structurei but lack capital do not *xlst.
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Still another approach would be to encourage successful cooper­

atives in developed countries to engage in joint ventures with sister
 

organizations in less developed countries. Hopefully the successful
 

cooperatives would be able to obtain support and capital from their
 

members, national and world lending institutions, and perhaps USAID.
 

To be successful this type of venture may have to be some type of
 

partnership which could prevent a conflict of interest over control.
 

Or, a contractural arrangement with a specified period of duration
 

may be the most beneficial arrangement.
 

Basically most cooperatives in less developed countries need
 

both financial and managerial assistance with the latter interested
 

in the non-financial as well as the financial aspects of successful
 

cooperative organization. This has a foreign quasi-firm joint venture
 

aspect and is possibly a somewhat bizarre approach. However, for
 

cooperatives to become viable organizations of the market structure
 

in less developed countries, they may need to embark upon untraditional
 

paths.
 

Contributing to Private Firms
 

Privato firms in less developed countries nave received assistance
 

from USAID, world lending institutions, etc. to help locate and appraise
 

investment opportunities, loans, risk guarantees, etc. Twenty of the
 

twentyrfive extended risk guarantee coverages that USAID wrote between
 

1962 and 1968 were written during the last two years. In 1969, USAID
 

provided sixteen coverages of $100 million for a total of approximately
 

$400 m!.ion worth of investments. This was more activity than during
 

'thd ptAvouss'-even years. USAID's dollar loan program for private
 

investment projects has been mostly replaced by the extended risk
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guarantee insurance program.
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In recent years.USAID has demonstrated a willingness to devote
 

;more attention'and resourct!s to'encourage and-assist private companie
 

"to'become involved in working with counterpart firmsini liss develope,
 

countries. More attention should be in this direction if market
 

structure changes and the resulting development are to be expected.
 

It would appear that the returns from a given set of scarce resources
 

would be greater. Also, governments in developing countries need to
 

be encouraged to shift some emphasis from cooperative formation to
 

developing strong viable firms irregardless whether they are cooper­

atives, private firms or joint ventures.
 

There is a possibility of political problems developing with the
 

intervention of numerous foreign firms, but there are ways of
 

alleviating these difficulties. Williams proposes that a private fir
 

in the agricultural sector should withdraw in.twenty years and allow
 

the enterprise to become wholly owned by the partners involved in the
 

changed practice. In twenty years the firm should more than recover
 

its original equity capital and earn a substantial return on its
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investment providing there have not been unusual difficulties.
 

The political problems that may develop could result in expropriation.
 

Hoskins contends that the spectrum of remedies available to a foreign
 

expropriated company appear to be rather broad, but the utility of
 

the remedies is actually quite limited. 
30 

It appears that the foreign
 

firm joint venture, such as Ultrafertil, reduces considerably the risk
 

of expropriation because domestic capital is involved in the enterprise.
 

Also, the joint venture involves nationals to a greater extent in the
 

development of *their economy.
 



22 

CONCLUSION
 

It is recognized that governments in developing countries as well
 
as international assistance agencies need to continue to assist in the
 

development of government and cooperative marketing organizations as these
 

have an important function in the marketing system. However, market
 

policies that focus 
on problems of equity in income distribution are
 

less appropriate to use in accomplishing needed market reforms than
 

programs which focus directly on problems of logistic and technical
 

efficiency. At the stage of development of many developing countries,
 

the emphasis needs to be placed 
on the most effective and efficient
 

method of market reform.
 

In this paper two contrasting examples have been presented, but
 

similar examples for other private firms and cooperatives could be
 

cited for Brazil as well as 
for other less developed countries. If
 

a sufficient infrastructure exists it seems the experienced, well
 

organized, and properly managed private firm, often 
a foreign firm
 

or a foreign firm joint venture, has a comparative advantage compared
 

to the cooperative with respect to being able to generate the market
 

power and innovations needed to increase efficiency, improve the
 

competitive structure, and transform the marketing system rapidly.
 

With investments in strong private firms, both foreign and domestic,
 

that are proven successful operators it seems that there is less
 

chance of leakage from the investment than there would be with cooper­

atives. 
Therefore, more consideration should be given to utilizing
 

private firms as the organizational instrument to accomplish the
 



23 

objective,of market transformation as the 1nvestment,will go further
 

in transforming the marketing system.
 

This does not mean that governments should not continue to
 

assist cooperatives to develop, but a shift in emphasis is needed.
 

After necessary market reforms have occurred there may be a need for
 

renewed emphasis on cooperatives to keep market performance in balance.
 

However, different approaches from those traditionally used for
 

assisting in the development of cooperatives will need to be con­

sidered in order to expedite the development of viable organizations.
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