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I, TiTRODUCTION
The Problen

puring the last sevgrgl dgcades Chile has been unable to produce
sufficient food andibthé# aﬁriculturai §¥Bducts for her needs: Total
agricuituralinfoductidn haé iﬁcféééed‘mofé siovly Ehah'pOﬁuiétiOn;.
fesultinﬁ in decreased per-canita foéd ;;oduction. Furthermoré;.as
naﬁioﬁal per‘cépita incone increased,‘a rise in »er canita demand.
uas widened the ga§ between effective demand and domestic agficul*“
tural pfoduction. Shortanes have been uet by increasiné innorts;
resulting in a greater denendeace on intérﬁationai éoufées and a
neavy. burden on the balance of payments.

There seens little doubt that the anricultﬁral sector has enoush
capacity to expand outnut to neet the couﬁtry's needs. An adequate
narketing systew., for instance, could provide considerable econornic
inceatives. to the agricultural sector, stiiwlating nroduction and
yieléing marketatle surpluses in'the short run, and possikbly aiding
recovery fromn tiie nresent stagration ia the lones rua. Ia addition,
with increased marl:eiing efficiency (drovidins the seme services at
lower cost) aad .savings transferred to - the agricultural nroducer
throug better nrices, consurer prices could renain constaat or even
be reduced without placing additional burdens on.other sectors of the
econoriy.

To iiwrove the functioning of the narlietina systen and establish
the necessary corrective neasures, a deener understandine of hov the
sz§ggm‘fgpctiqyafand hou differeat variatlesvaffect -the anricultural

producers’ in various situations is needed.
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Lach product marlet contains small and large 3§11€F§3,3°ﬂ9
nmarket their products‘individua}ly,'otpers, in grouééf_ Léffewinde~
pepdent grovers, large co-ops, anu 1érge marketing associatiops usually
sel}.in quantity; small »roducers narket only small quantitiés or
Fradg only occasionally; sharecroppers, cash renters, and medium size
£armers Lie sonevhere in betwveen. BEach seller or certainly each

'

group has distinctive features, but in general larger broducers are
more market oriented than the more traditional snall grovers.1
These producers have considerably different desrees of nower, and

in addition, the groups may differ among themselves, both in control

of the productive resources and in share of the econonic product.

Hypotheses to be Tested

This study analyze§ the behavior of small and large producers
when: confronting the markets, as well as the different marlet environ-
ments in which these growers onerate when they sell their products.

It is hypothesized that small producers confront more difficulties
and stand at a disadvantage when they marketrtheir products. Speci-
fically, the study will try to test the validity of the following
hypotheses:

1. Relative to larce producers, small producers operate under
several disadvantages:

- more limited access to marlets:

lpoberto Echeverria, El efecto de las noliticas de nrecios agri-
colas en las transferencias intersectoriales de inpresos, Documento
de Discusion Ho. 12 (Santiago, Chile: Iastituto de =conom¥a, Univer-
sidad de Chile, 1963), pp. 96, 100.
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- lower prices for their" products
- less access to technical assistance’ and market -information
~ less access to credit
2. Relative to large producers, small producers have a lesser
chance of benefitting from the general agricultural policies of the
“government and usually suffer the negative impacts of government
‘policies.

3. The structure of the market accentuates the relative differ-
ences between small and large producers.

In order to provide specific details, this study examines the
structure of selected agricultural product markets, noting geographic
and economic differences, and at the same time presents an explanation
of the most important marketing problems of small and large producers
in each area. The study also analyzes the administrative and institu-
tional barriers that condition access to and exit from the markets for

each group.
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IL, . METHODOLOGY .

Theoretical .Framework .

Because of population increases, increased rurgl to urban migra-
“;ipp, rising per capita purchasing power, and high income elasticity
'fopumarketing services (as compared with unprocessed food and raw
material), marketing plays a crucial role in the development process.
As 'soon as a community rises above subsistence level, the study of the
marketing system becomes important;2 “yet only in recent decades can
any significant interest in appraising the role of marketing in
developnent be noted, and even now not enough is knowm about the subject.

llost of the analytical tools and procedures were designed to

study more developed markets in advanced countries, although several
methods3 have been adapted to study marlketing in developing economies:

1. Static distribution cost and efficiency proposes improvement

programs and ewphasizes reduction of costs in performing the different
marketing functions.

2. Distribution, production, and consumption interrelationships

studies the dynamic interconnections between activities of the indi-
viduals and enterprises in the production, distribution, and consumption
sectors.

3. Market structure considers the organizational characteristics

of the market and the behavior of the various participants.

Zyillard F. liveller, "Some ilarket Structure Considerations in

Economic Development," Journal of Farm Economics (December 1959), p.
15.

33. T. Bonnen, C. I. Eicher, and A. A. Schmid, "lMarketing in
Econom}c Development," in Vernon L. Sorenson (ed.), Agricultural larket
Analysis (iiichigan: iiichigan State University, 1964)) p. 42.
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These methods vare not: mutuallyi exclusive, and marketing studies
frequently combine elements from one or  more of them.

Market structure analysis, essentially a problem-oriented approach,
has been adapted with relative success to detect imperfections in.
‘marketing systems at different levels of development.4 "Market
structure" in this context is understood as the organizational charac-
teristics

which determine the relations of seilers in the market to
each other, of buyers in the market to cach other, of the
sellers to the buyers, and of scllers established in the
market to other actual or potcntial suppliers of goods,
including notential new firms which might center the market.
In other words, markct structure for practical purposes
means thesc characteristics of the organization of a market

which scem to influcnce strategically. the nature of compe~
tition and pricing within tho market.

When analyzing market structurc problems, major emphasis is
generally placed on the following strategic aspects:
1. degree of scller concentration (number and size of scllers);

2. degree of buyer concentration (number and size of buyers);

%oe S. Bain, Industrial Organization (ilew York: John Wiley and
Sons, 1959), p. 7. This approach has also been adapted with relative
success to detect imperfections in the marketing systems of different
undcrdeveloped countries. Sce: Hugh L. Cook, MHarket Structurc and
Economic Developrient in the Philipnines," Journal of Farm Lconomics
(December 1959); Alice Dewey, Peasani Harkcting in Java (llew York:
The Free Press of Glencow, 1962);  Annc sartin, The tlarketing of
Minor Crops in Uganda (London: Her ‘iajesty's Stationary Office, 1963);
Huceller, op. cit. TFor diffcrent vicwnoints sce: Ruy . Paiva, "The
Improvements of .iarkets and Markoting in Low-Income Economics,' Paper
presented ot 13th International Confercnce of Agricultural Economists,
Sidney, Australia, 19267; TFrank J. Smith and Dale C. Dahl, "Market
Structurc Rescarch--liov and for That," Journal of TFarm Economics
(iay 1965); Willard FF. Willioms, "Toward Porformonco in Acricultural
Harketing Rescarch," Journal of Form Economics (Aucust 1966).

STobert L. Clodius and Willard F. iweller, "Market Structure
Analysis as an Orientation for Rescarch im Agricultural Economics,'
Journal of TFarm Economics (August 1961), p. 513.
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37 deprée ‘of prodict differentiation: (from buyers': viewpoint,
considering thc”évdilabld'markdtsinforﬁation);x

4o conditions of entering and léﬁving»thctmarket.(barriers,
advantages, and costs).

- The conventional market structure approach was modified in this
study in the following ways:

1. Several aspects external to the market, such as government
policies and institutional factors that relate individuals to the
-market,-are inclﬁded, since all these bchavidréi,variables can be
seen in terms of decisions, policies, and tacfics that affect the
performance of the economic activity.
| 2. Some dyhamic aspeéts arc included since such-aspects are
basic and essential to countries in the process of economic development.6
Marketing can and should play an active role by changing the demand
and cost functions in such a way as to encouragce development.

3. Analysis of the physical flow of products and general
descriptions of the product markets are added to complement the

:structure analysis.

In addition,'traditional models of pure compctition were replaced
by other models of workable or effective competition, considering

that in most cconomies the operation of agricultural markets usually

Al

reflects transactions between unequals. This incquality is very

tevident in underdeveloped economies, where cach grower is confined
to operations in'‘local or regional markets in-'which the buying power

wGPnivd, "The Improvements of larkcts and iarketing in Low-Income
Economies."
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i§ highly céoneéntrated. : Moreover, given certain differences in :the
structure of the various dgricultural product markets; it is-advan-
tageous to determine ‘whetlier producers of different "bargaining power"
hold the same relative positions and advantages in the different
markets.

Bargaining pover is defined as the gbility of a seller or a
buyer to influénée ;ﬁé market. Eacﬁ participant in fhe markc; has
goals that may or may not coincide with the goals of other participants;
each strives for certain positions or advantages according to his goals,
and usually cvery participant gets his share of the operation according
to his relative bargaining pover.

Bargaining power, howaver, is difficult to quantify. Ip gddition
‘to the "size" of the seller given by the quantity of a.specific product
that he takes to the market, for instance, a serics of interrclated
dimensions must be considered in order to classify sellers' power.
Among the most important factors are total production of the economic
unit, economic and social status as well as political power of the
operétor; and economic distance from the market.’

Regardless of their individual power, market participants may
group themselves into cooperatives or other types of organizations,
or integrate their operations, in order to acquire bargaining powver,

increase it, and use it more effectively in the market. The successful

7s0me authors have also suggested the inclusion of regional land
distribution and tenure, density of rural population, technological
‘level, predonminant type of agriculture, ctc. See for example Solon
Barraclough and Ediundo Flores, "Estructura agsraria de América Latina,"
Lurso de Capacitacion en Reforma Agraria, Tomo I (Santiago, Chile:
FAO-ESCOLATI{A-BID-CORFO, 1963) , D 245,
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fgroups - are .usually those which also-have improved . their operational
efficiency by either lowering their operating costs or producing,

cbetter products at the same price through better organization.

Qeneral Procedure of the Study

Slnce natural llmltatlons prevent adequate 1nvestlgat10n of all
variables that affect small and large producers, thls study has been

11m1ted in several dlmen81ons.
:l. Only three agrlcultnral products are analyzed, each one a
dlfferent type of crop.
- 2: Onlf three case studies were conducted for each product,

Each case study constitutes one productxon area, selected because it

C .
e )

'represented an 1mportant productlon center and exh1b1ted d1st1nct1ve
:characterlstlcs. o
‘3. In each case study the snall and large producers are classi-
fied only in relatlon to the‘cufrent productlon of the crop studied.
These restr1ct10ns 11m1t the va11d1ty of the conclusions to the

markets studled thus the flndlngs do not necessarlly hold true for

other markets.

ilethods. Used

.Since one ot the purposes of .this study is to establish an
,adequate methodology for further research on the role of marketing
in development, the procedures followed in the analysis are here

,detailed at some length.
A;}: Once the three.agricultural products were selected, a reviet- of

- <,
N T Drnd
i

related'llterature and an analysxs of . avallable -statistical data'were
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made, With this information a work plan was prepared, taking into
consideration the opinions of people felated to the production and
marketing of the products.

Each geographic area selected for a case study was visited
during the marketing period of the product to be analyzed or in the
following months (but always'Before the next crop season). General
details about the operations of local producers were collected by
interviewing:

1. local public servants (SAG, INDAP, CORA, ECA, etc.);

2. commercial marketing agents (buyers, assembly men, truckers,
local representatives for various market organizations, etc.);

3. local professionals interested in one of the three products.
In these preliminary interviews, besides collecting information
related to the product itself, a list was made of producers' names
mentioned in the interview. Later, this list was extended by asking
informants for names of other well-informed producers. Interestingly,
the names of producefs suggésted as the most knowledgeable ones in
production and marketing problems were almost alvays large producers
(even if the person asked was vorking with or was directly connected
to small farmers' activities). Small farmers usually had very limited
information about the final destination of their products, the marlet
prices, or the unit prices received for their products.

lext, producers that appeared on the list were interviewed. In
the same areas or their vicinity, other interviews were conduéted,
alvays trying to reach an equal number of "small" and "large" p;ééﬁcers

(according to what was locally understood as small and large producers).
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Tﬁé?fffgffbeffé?fdf*intéfviéﬁ% vith producérs obtained information

For the agricultural’ year 1966-67:"" Al'second series’ was ldtericonducted
in some of the same areas in order to checle the previously obtained
information and to note. any substantial change vhich had occurred in
the '1967-68 crop year. At least 70 g:owefs were interviewed for each
product analyzed. At the same time, details about the different
markets were obtained by collecting published information, and by
contacting marketing agents (truckers, commission men, brokers,
wholesalers, retailéré;‘maﬁagers of co-ops, supéfmarkets, mills,

canning factories) as well as government and private offices related

to the product.

Justification of the llethod

The case study method vas used, giveq”the following factors:
1. very little éeneral information about the problem was avail-
‘abie;‘v | |
2. the statistical data available were very limited and not
6o v o
fully reliable;

3. .no specific information about the marketing process was

! I R 1

bavéilable;
4. the importanﬁvvariables vere not weil identifiéd;
5. the interrelationships éf variables were unknown;
6. -the statistical universe was not well defined.

04 .
With these limitations, it was not possible to obtain a representative

statistical sample.
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Most ‘of the relationships of interest for this, analysis are more
clearly manifested at the level of the economic unit, at which level
the decisions about what and how to produce and where and when to sell
are made. The existing institutions directly affect the development
and the operation of these units, since most decisions are made
directly by the operator, who is subject to the mandates of these
instititions. >

The fundamental objective of this study is to identify the relevant
variables and to obtain a better understanding of the existing relation-
ships. The case study method can provide detailed information that
permits the identification of the subjects and gives details about
their behavior and motivations. Specifically this method can answer
the following questions:

1. What are the ocutstanding features of producers, middlemen,
‘and: ‘consumers--such as number, size, organization, information?

2, Why do they act and operate in the way they do?

3. UWhat constraints on their motivation and operations affect
‘the  result that they obtain?

4. What influence does each of these elements have over the

others?

Limitations of the Data

Quantitative information needed in this study was admittedly

Institution is used here in a broad definition, meaning "col-
‘lective action in restraint, liberation, and expansion of individual
action," according to John R. Commons, Institutional Economics
(tladison: University of Vlisconsin Press, 1961), p. 73
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’ﬂifficuitmtoﬁobthin;wahd;it.was'oﬁtengimpqssible.tq;ﬂe;ermiqg the
yeliability: of secondary and even.primary data.

© 1) i Too often, offices that collect and distribute agricultural
'data’ do not use consistent definitions and methods, and sometimes
present aggregate data without listing the characteristics and limi-
tations of the data. Besides, different sources present different
numbers for the same "fact;" indexes are not comparable because they
‘often use different base periods, products, and weights; censuses

do not always use the same basic units, and often change their defini-
tions or thz presentation of the results.

Primary data can also be incorrect or biased, notoriously so in
the case of marketing research. Producers are frequently not very
communicative; they suspect and distrust strangers, and usually try
to avoid talking about costs, prices, income, or names. Often they
do not know their own yields per hectare or the final destination of
their products, and do not recall--or were never told--unit prices
of inputs and products (as in the case of some small producers, who
received only a lump sum as the result of all the buying and selling
operations of a season).

iliddlemen are even less communicative, and usually will not
supply quantitative information about their operations. In most cases
only general information was obtained from middlemen, ana details
abbut their operations had to be cblleété& i;directlyjfrbh peéple who
deal with them.

fEQen though informatibh‘aho@t,retéii:prices and cohsumer prefer-

ences and habits appears to beuéasy,toqobtain, cheflarge number of
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consumers ‘and their heterogeneity complicate the generalization of
‘consumer behavior and prices paid in different situations.

Within the linmitations of the data, however, an attempt is made
to generalize some findings from the case studies to the market of
specific agricultural products in 'the country as a vhole. Since each
case study usually includes a significant percentage of the total
production of the analyzed crop, this attempt is rendered somewhat

easier.

Concept Used

Several of the variables considered in this study also affect
the decision-making process about what and how much to produce, and
these decisions will in time influence the marketing conditions. For
these reasons it is important to identify and group the economic units
that are going to be analyzed in the study.

Economic Units. "Economic unit" is not a precise term vhen used

in connection with agriculture; the term is often identified with
the idea of the decision-making unit.? TFor this analysis, however,
the economic unit--besides being an independent decision~making unit~-
presented the following characteristics:

1. ability to survive economically even when prices, risk, and
agricultural conditions are not favorable;

2. possession of a marketable surplus that engers regular

marketing channels;

]

9Barraclough and Flores, op. cit., p. 240.
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o uv%S::ia»size‘and"organizationwadaptable to changes-stemming, from

development, ‘from factor prlce variations, from new’ technology, etc.,
4. reasonably satisfactory tenure conditions which can prov1de

enough security, opportunity, and incentive to growers so -that con-

‘tinuity in the production process is assured.

Small and Large Producers. For the purposes of this study, a

pragmatic and relatively objective classification of size was adopted,
grouping the units into small and large producers according to the

following criteria:

A. Small producer. The producer having a surplus production

(of the produ;t énalyzed) which is marketed independently using regular
ﬁérketing channels,‘and yhosé econﬁmic unit at the present level of
:exploitation is not able to absorb more than the normal labor capacity
of the operator family; This capacity equals two adults working
during most of the'ycar (al;hough the farmer may not be fully employed
during part of tﬁe Qéar, he may hire labor to meet seasonal require-

nents).

B. Large producer. The producer having a surplus production

(of the product analyzed) which is marketed independently using
regular marketing channels, and vhose economic unit at the present
level of exploitation is able to absorb more than the normal capacity

of two adult worl:ers, as defined above.

Selection of Products

The following criteria were applied in the selection of the

three products studigd:
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-1+ :Each' product :should' belong -to-a; different- group -of agricul-
tural :commodities..

'2¢-+ The: product should be: used mainly for human -consumption and
should have economic importance:in agricultural production.

3. The product should be grown by a large number of producers.

4. Each product should flow through different marketing channels.

5. The product should not have been studied in detail previously.

Tﬁe first step was the selection of three main groups of agri-
cultural commodities from the rmost recent and complete source of
information, the Agricultural Cénsus of 1964-65: cereals and grains,
general crops (chacra), and vegetables (fresh produce).

Rice was seleéted from the group of grains and cereals because
it has many of the marketing characteristics of vheat, which is the
main cereal But has been studied extensively before. Rice was pre-
férred over corn bécause the latter is mostly used for animal feed.

In addition, rice production operates with a private credit éystem
that creates a special type of dependency between growers and rice
milis.

Within the group of general crops, potatoes are the most important;
among all agricultural products of the country, potatoes are second
only to wheat in area grown, production, and value of nroduction.
Potatoes are marketed at various levels and tﬁrough different marketing
channels, depending on the production area and the season of the year.

Tomatoes were selected frbm the vegetables.k Even thoush two

other vééetables had'larger crop surfaces (fresh corn and beans),
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s tomatoes were preferred'becausewtheif:production,employs a higher

technology, has better defined varieties, and utilizes more regular

' channels for both fresh consumption and industry. Furthermore, the

volume of tomato production has grown very rapidly during recent

.years, so the crop is becoming economically.more important.

Vof study of the same product.

Selection of Case Studies
Three geographical areas of study were selected for each product
accordlng to the follow1ng crlterla.

1. Each area should be an 1mportant producer of the crop (in
physical volume).

2. Each area should be separated geographlcally from other areas

.rj i

1

3. Lach area should be dlfferent from the other areas of study

of the same product 1n a) the use of narketlng channels, b) the

productlon season, c) the product itself (in the eyes of buyers or

sellers), or d) production or marketing costs.
Even though these criteria for the selection of the areas were pre-

determined, they had to be adapted to the special characteristics of

each product.

Rice. Chile produces rice only once a year, during the summer

rnonths, and the production season is basically the same for the

whole country. Since there is no dlfference in the productlon season,

produc1ng areas were roupea accordlng to climatic and ecoloylcal
characterlstlcs. The following areas were selected from north to

sonth:
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tase No." 1, 0'Higgins-Colchagua. This ‘area produces only
six percent of the domestic production, but has excellent production
conditions ‘and obtains good yields; the product is marketed in the
area of Santiago, where it has a comparative transport advantage.

Case 1lo. 2, Curico-Talca-Linares. This area includes the
typical rice producing provinces, and contributes more than 60 percent
of the domestic production. It has relatively favorable production
conditions; the rough rice is usually marketed only in the area.

Case Ho. 3, Huble-llaule. This area contributes about 30
percent of domestic production, and constitutes the southernmost
rice producing region in Chile (and possibly in the world). The soil
conditions are relatively poor, the climate is severe, and the yields
are low; there are few production alternatives and most of the rice
is marketed in the area.

Potatoes. Potatoes are produced practically all over Chile.
There are marked differences in varieties, season of production, and
grades of potatoes; diverse areas specialize in the production of
certain potatoes, and compete with or complement the production of
other areas. The study areas were chosen according to their relative
advantage in the production of a certain kind of potato. The follow-
ing areas were selected from north to south:

Case llo. 1, Coguimbo. This area produces around four percent
of the domestic production, but this production is very important
-because it consists mainly of a type of early potato with low yields

but' high market prices. These early potatoes sell mostly in the
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Santiago,markets,.where;thevhcompeteawith,stored“po;§tpes‘from other
areas.

Case No. 2, Santiago. This area has certain p;qdpction
advantages in s0il and climatic conditions, but its main comparative
advantage is the proximity of the market, giving the area greater
pgoguction flexibility and lower costs. The area produces potatoes
dpfing most of the year, but the mid-season production is perhaps
most important.

Case No. 3, Llanquihue-Chiloe. This area includes the
potato producing provinces and contributes some 30 percent of total
domestic production (primarily late potatoes). The yields are the
highest in the country and the product is of good quality, but because
of the area's long distance from the market it has little flexibility
and a high transportation cost, vhich counteract its other .advantages.

Toriatoes. Tomato production demands vater and special climatic
conditions; the fruits are highly perishable. TFor those reasons,
and because of the vear-round demand, the production of tomatoes is
localized in different areas during diverse seasons of the year.
Production costs and yields vary substantially in relation to the
producing area and season, giving comparative economic advantages to
certain areas in different months of the year. Tor this analysis
the folloving areas wvere selected from north to south:

Case iio. 1, Coquimbo-Atacama. This area includes the
_three major production centers of early tomatoes. The whole region
has no more than 20 percent of total crop surface and a considerably

smaller proportion of the domestic production, but these tomatoes



- 19 -

receive high prices in the iSantiags market, which absorbs nearly all
the production.
case No. 2, Valparaiso. This area provides most of the

m1d—season tomatoes, w1th a con31derab1e volume of productlon and

I3
1 RS
el A

reasonable ylelds. These tomatoes supuly the marketo of gantlapo
and most other c1t1es for several weeks of the year. The products
are sold in the Santiapo central auction narket, and a con31derablc
.portlon of the surnlus productlon is sold to the canm.no industry.
Case ilo. 3, oantla?o. The lar"e t proportlon of natlonal
production comes from dlfferent narts of Santlapo. thS nroduct1on
is the most economical con51der1ng both cost and y1e1d, and rt “
floods the markets durlno the peak of the season, dlsplac1np competi-
tors. It also provides the greater part of the nroduction used in

tomato canning.
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Although r1ce is not among the main crops of Chile from the
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po:l.nt Of 81ther productlon or consumptlon, ltS commerc131 :meortance
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cannot be denled. About 2, OOO economic unlts produce rice, a number

()xlA .
of mills are 1nvolved in proce551ng, and rice 1s consumed by all
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segments of the oopulatlon.
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The ma1n characterlstlcs of r1ce nroduction and market1n? observed

ReRr o
in th1s study are.
man L dne Ty

1. The problems of rice nroduction and marketing are fairly
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51m11ar for the vhole country, varylng only in 1ntensxty.

C 2. The marketlng channels utlllzed by the rouph rice, from the
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farms where 1t is grovn to the nllls, are clear and falrly well

“: Yy e I ""'<!

organlzed.

3. There is a high degree of concentration in the milling
industry. ilills have and exercise superior bargaining power, and
often present characteristics of mononolistic competition typical of
many agricultural industries.

4. Growers are dissatisfied with the treatment received from
the mills. Although the complaints seem justified, it was not
possible to determine whether lover prices were due primarily to
arbitrary penalties or to differences in the quality of the product.

5. Small producers hold comparatively less bargaining power,
and have less access to market opportunities and services in comparison
to'larger producers. There seams to be substantial differences in the

profitability cf their operations.
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6. The government has been active in rice productipn and
lﬁg;keting'problems throuéh its different branches. However, only

short run programs are in force, and these are not always consistent;

i :

there are several conflicting goals and the final result of these

policies and programs has not élways beén favorable to growers.
Production.

Rice is an exacting plént with regard to climatic conditions
and water, and around the world different varieties are grown with
6f wifﬁGut irrigaﬁion; However, only irrigated rice is found in
Chile and its cultivation is usually carried out oniflooded land,
éifhér by sowing seed directly or by transplanting seedlings. A

lérge preoportion of the land has few alternative uses.

‘ Although rice is a very specialized crop, production takes
place on both small and large farms. Production units range in size
from as little as one-half hectare up to more than 400 hectares, but
most cover from five to fifty hectares. The natiomal average of
cﬁitivaﬁed area devoted to rice per production unit is approximately
sixteen hectares.10

Yields pér hectare in Chile are quite low and have been
diminiéﬁing since thevénd of the 1940's.1l fThis gecrease can be
attributed to: |

l. degeneration of the varieties presently in use;

10, . . .z e
Chile; Direccién de Estadisticas ¥ Censos, IV Censo Nacional
Agropecuario Afio Agricola 1964-65, Resumen del Pais (Santiago, Chile, 1963)

Agropecuario Afi

llEmilio Williams, "Algunos problemas del cultivo del arroz
en Chile, "Paper presented at Jornadas Agronémicas de Linares, Chile,

1967.
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2. lack of varieties with the regigtant charag;eristicgiygguired

by the various zones;

'

3. repeated sowings on the same land without suitable fertiliz-
ing to féplace the>e1ements extracted from the soilé

4. lack of appropriate soil conservation practices;

5. increasing numbers of weeds and bligh;s;

6;' ignorance about:the use of wafer (tgmperaturg? 1eyg},‘etc,);

7. ignéfance of practiées and techniqués adapted to each tyme
of soil.

Table III-1 summarizes the existing aggregate statistical data
for rice avaiiability jin Chile from 1951-19G5. Average per capita
rice consumption for the country is calculated at seven to eight
kilograms of rice per year (each kilo of paddy rice yields roughly
two-thirds kilo of polished rJ".ce).12

Chilean ricé prbduction‘is concentrated in a zone not longer
than 200 miles; ‘produétion is carried out at approxiﬁately the same
time in all parts of this zone,.utilizing the same basic technology
and inputs. However, agricultural yields (physical quantity of
rough rice producednﬁer hectare) differ considefably. Table III-2 .
presents yields in each produéing brovince, arranéed in North to

South order.

51299i11ermo Sims and Toberto Alvarado, "Futuro proximo de la
produccion de arroz en Chile," Paver presented at Jornadas Agrono-
micas de Linares. Chile. 1967.
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Table' III-1. Rice Availability in Chile

Produc- Total
tion Exports Imports avail- Population Per capita
(thou- (thou- (thou- ability (millions avail-
sands sands sands (millions of inhabi~ ability
Year of Qqn) of Ngm)  of Qqm) of Qqm) tants) (Kg)
1951 403 27 1 377 6.2 6.1
1952 797 - 64 £61 6.3 13.7
1953 962 55 89 961 6.4 15.0
1954 503 25 1 776 6.6 11.8
1955 912 - 5 916 6.0 13.4
1956 584 - 584 6.9 8.5
1957 724 - 6 730 7.1 10.2
1956 918 - 57 a1 7.3 12.2
1959 0473 3 131 1,760 7.5 14.2
1969 1,19 2 231 1,334 7.7 17.9
1961 108 o4 133 1,127 7.0 14.3
1262 028 259 on 575 3.n 3.4
1963 843 1 159 1,011 3.2 12.2
1264 8c1 - 67 1,129 3.4 13.5
1965 916 "o 155 1.07¢4 3.3 ‘ 12.2
Source. Inilio TMilliams, "Aleunos nrotlenas del cultivo del

arroz en Chile," Paner »resented at .Jornadas M\prononicas de Linares,
Chile, 1047.
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Table III=2. ° Gultivated Area in Rice- ("C," thousand Has.),
e Production ("P," thousand- Qqm) , and Yield ("Y," Qqm per Ha.)

1960~  '106i- 1962~  1963-  1964-  1965-
1961 1962 1963 . ‘1964 ' ‘1965 1966

c 2.4 2.0 0.8 0.5  10.3 0.3
Santiago: P 85.4  69.2 24,0  23.4 14.0 3.5
Y 35.6 34.6 30.0  46.7 46.7 11.8
c 2.6 2.0 1.9 2.1 2.1 2.0
0'Higgins P 87.4  66.2 56.1 64.5 77.1 45.8
Y 33.1 33.1 29.5 30.7 36.7 22.9
c 4.9 3.9 4.3 4.1 3.6 bt
Colchagua P 1772.7 145.9 120.8 161.1 155.9 171.6
Y 35.9 37.4 23.1 39.3 43.3 39.0
c 3.4 1.2 1.4 0.9 0.9 1.2
Curico P 100.4 38.6 35.8 28.1 22.7 2304
Y 29.8 32.2 25.6 31.2 25.2 19.5
c 12.3 3.9 11.0 10.6 10.2 9.9
Talca P 300.4  225.2  293.7  245.9  264.2  190.1
Y 2.4 25.3 26.7 23.2 25.9 19.2
c 11.1 9.2 11.4 11.9 11.6 11.0
Linares P 260.1  233.7  270.2  295.1  338.7  232.1
Y 23.5 25.4 23.7 2.8 29,2 21.1
c 0.3 0.1 0.1 0.1 0.1 0.1
Y 21.6 21.6 25.0 23.3 23.3 24.7
_ c 2.9 1.9 1.9 2.5 2.2 2.5
fluble P 67.5 47.9 24.5 40.8 41.8 41.5
Y 23.6 25.2 12.9 16.3 19.0 16.6
c 39.9 29,2 32.8 32.7 31.0 31.4
Totals P 1,085.4 028.9  827.6  ©061.2  916.7  710.5
Y 27.2 25.4 25.2 26.3 9.6 22.6

_Source: Consejo de Coordinacion de Estadisticas Agropecuarias
Continuas, Informaciones Apgropecuarias (Occasional publication).
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: The*average costs of production per hectare-do :mot seem to differ
nitich:'between the different producing zones of the country;l3 local
‘differences in gosts do occur, however, depending on -ecological con-
ditions and topogranhy, with costs lowest on the most level land.
Individual costs of different producers also vary according to the
type - and quality of the soil, and the quantity and quality of the
inputs used.

The basic rice production technology used by most growers is
rather uniform. llowever, the small producers seem to have less access
to technical information and are also more restricted for econonic
reasons. These factors may contribute to further variations in yield
per hectare betuveen small and larse producers, especially because of
differences in the quantity and quality of inputs used.

The bulk of domestic rice production comes from economic units
managed by the landowner. Share cropping occurred in some localities,
more commonly in the case of transplanted rice. Other types of tenure

arrangements are less frequent in rice nroduction.

Marketing

Practically all rough rice production enters regulér marketing
channels, as rice is not a subsistence crop in Chile. Hloreover, the
paddy is not fit for consummtion until it has been m111ed and rice

mllllng is not adanted to home industry.

13Luls Sendra, Antecedentes sobre costos de nroduccion y comer=—
cializacin del arroz naddj para 1964-05 en la cuenca del ‘iaule
(Linares, Chile: Asociacion Central de Productores de Arroz. 1965).
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4034 ik ovALLl the -national production: of:;rough rice.is, bought and processed
by& gniall number of mills..~-These mills also complete -the processing
- rof> the: brown. rice imported by ECA, :the .government agency principally
responsible for‘agriculturél-mafketing.

JL‘vRiée~i9'harvested in ifarch and'April and threshed immediately or
in ‘the next few days. The threshing and marketing periods usually
coincide, because the price is uniform for the entire agricultural
year—-thus it is uneconomical for the farmer to store the paddy and

- sell it: later. .

Growers usually sell rice directly to the mills, and both parties
“customarily sign a uwritten contract before production is undertaken.
All contracts follow a uniform pattern; in practice, however, opera-
tions vary considerablf, changing the conditions and net return that
differeng growers receivé.

Every year since 1948 the goverﬁment has established minimum
.prices for rough rice at the producer level. At presgent, the cost of
inputs, pnrofit ﬁargins at variéus levels as well as several social
and political factors are coﬁs;dered in determination of the prices
of rice in its differeﬁg.forms.

Thé pfice that the producer receivés, however, is usually con-
iéiderably lover than the establishéd legal minimum, since the mills
penalize excess moisture content and imnurities according to certain
flexible norms established by the milling indﬁstry‘itself. There is

an administrative provision that regulates rough rice trans_actions.l4

: 314Resolution No. 601 of,June.14,«1955;3ofithefSubsecretafiaf
de Industrias, iiinisterio de Economia.
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This regulaéioh“wﬁs considered specifically favorable to the small
and medium size farmer (it allows greater moisture tolerances and
reduces other penalties) but the industry has opposed its application
and continued with fhe establishéa pracfices.ls‘

Rice transactions are usually made between the individual pro-
ducer and a mill, but often middlemen (commission men, brokers, sub-
contractérs, iocal traders) intervene; less frequently the coopera?
tives participate in marketing. Diapram III-1 presents a flow chart
for rice in Chile.

VWhen selling the paddy producefs pay trahsportation costs (from
zero to 100 percent, depending on the conéracf), a commission to the
broker and/or cooperative (1 to 2 percent if he uses this service),
costs of drying the grain (if necessary), sales tax, revenue stamps,
interest, and sometimes other charges.

The mills are the main source of credit for rice growing, and
they grant advances in cash or in draft. Other sources of credit
are the Banco del Estado, and IWDAP for small faruers.

" Polished rice is sold by the mills to vholesalers and retailers,
either directly or through one or nore regional distributors in closed
packages of 1 and 5 kilograms. The mills are authorized to sell three
qualities of rice with certain limitations.1® The government fixes

the maxinum wholesale price, uniform for all mills.

Lgnilio Williams, op._cit.

10Resolution Wo. 2511 of llay 6, 1967, of the Subsecretaria de
Economia, Promccion y leconstruccion.' In 1968 the sale of one single
quality of rice was established (to penalize mills for not complying
with quality specifications).
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Maximum retail prices are fixed on the basis of wholesale prices
plus a profit margin and transportation cost. Polished rice is sold
in practically any type of retail business (e.g., supermarkets,
grocery stores, markets), and with rare exceptions, the allowed

maximum price is considered the fixed selling price.

Case Studies

Although the three cases studied constitute well defined geo-
graphic and economic regions, the problems of rice marketing are
similar in every situation. In consequence it cannot be asserted
that the characteristics listed for any one region occur only within
such limits-—the country seems to present continuous and common

problems rather than clearly different cases.

Case iHo. 1: O'liiggins-Colchagua. This region of study includes

part of the provinces of O'lliggins and Colchagua, especially the
plains located between the pre~cordillera and the coast. This zone
has produced rice since the time commercial production was initiated
in Chile.

The region is not very important from a production volume view-
point, accounting for only six—-percent of the nation's production.
Rather, its outstanding features are a favorable location with
respect to the markets of Santiago and the good yields obtained in
the zone. VYields in this region are the highest in the country
because of a suitable climate, good quality land, and a high techno-
logical level. Yields fluctuate considerably from year to year without

presenting a definite tendency (see Table III-2).
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Ban By The:zone's: rice.is either sold. to.nearby mills.ip San Fernando,

hCuricS;aor-Talcg, or shipped,to:mills. in Santiago, as far as 200,
kilometers away. Frequently, even vhen there were mills in, the,
proximity, many producers sent.their paddy to other more distant mills
which offered them better terms..

Although most rice transactions are made by direct contract
between a grower and a mill, the foilowinﬁ exceptions weré'ﬁbéed in
this’zone:

::i.’.sirect buyers, vho were.active in a few cases (truck operators
or traders established in producing zones, usually operating with small
voiﬁme).

2, 4Brokers or middiemén, who 6perate on a large scale, represent
a number of growérs, and utilize their bargaining power to protect
growers and geé béﬁter terms from the mill.

3. Commerciéinééoperatives, which generally supply inputs to
their members and faéilitate the marke;ing of their rice, operate with
considerable volume, and usually negotiate with only one-mill.

4. Peasant cooperatives and similar organizations, vhich usually
are backed by promotional institutions (i.é., INDAP) which provide
technical advice and inputs and facilitate rice marketing for small
grovers. These co-ops, however, were not very active among rice

growers of this zone.

5. The agrarian reform settlements (asentamientos) of the zone,
- which negotiate their production jointly through a regional office.
Growers in this zone generally signed contracts including the

same clauses as those in other parts of the country, but many large
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producers and ‘some medium size growers were allowed considerably
better terms. On the other extreme, three small grovers reported that
they had not even received a copy of the contract they signed, and
were qot avare of the amount of the penalties, receiving only a
balance which the mills pay them some time after delivery has been
‘completed. |

Penalties in this zone are applied as usual. iloisture content
tolerance ranged from 14 to 18 percent, and although a large propor-
tion of the paddy is delivered with 15 percent or less, the mills
never pay a premium for the lower moisture content. In rainy years
the msisture content usually increases, but the mills penalize all the
rice be it wet or dry.

Although official prices for rough rice are uniform for all
farmers, prices actually received do vary considerably according to
the number and type of middlemen that handle the operation and, above
all, according to the penalties applied by the mills. Frequently
grovers mentioned that many mills apply excessive and arbitrary
penalties.

ilost of the producers consulted in this zone favored the minimum
price policy for rough rice. Although the prices were considered
1o§, this zone's good yields keep rice comparatively more profitable
than other crops that could be produced on most of the land presently
devoted to rice. Uotuithstanding, the zone's production has shown a
slight tendency to decline in recent years, probably because of
inéreasing weeds, uncertainty about the availability of water, and

the high costs and risks connected with rice production. In addition,
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growers and millers alike almost-invariably complginednghatﬁghgxp;}ces
i‘are ‘fixed very late, generally when the rough rice.is already. delivered

to'the mills' warehouses.

Case No. 2: Curico - Talca - Linares. This zone‘inclddes’fhé

typicaivrice growing provincés, aﬁd accounﬁs for over 60 percent of
the country's total rice productlon. As in other parts of the
éountry, production in this zone has been dec11n1ng in recent years,
'although no smooth trend can be observed (see Table IXI-2). The most
frequently mentioned causes of this decllne were instability of and
uncertainty about the minimum price, insufficient credit fac1lities,
and lack of varieties and suitable techniques that would makevit
possible to increase the zone's yields.

The zone's average yields are less than those in the O'Higgins-
Colchagua zone (which has a warmer climate) but higher than those in
the fuble-tlaule zone (which is colder). Rice crop area ranges froﬁ
less than one hectare (in the case of land granted to resident fafm
vorkers as partial wage payments) up to farms of over 500 hectareé.

The zone has a commercial experimental station devoted mainiy
to the mulfiplication and sale of improved and certified secd.
However, most of the rice production is still carried out with seed
supplied by the mills, usually selected for exterior appearance ;f-
the grain only. Furthermore, improved production techniques, as wéll
as the use of feftilizers, wveed-lillers, and insecticides, are still

in an experimental stage, and their results are the subject of frequent

controversies.
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~Ricesproducti§n;ia financed by.credit granted by .the milling;
{rindustry, banking institutions; and; to a lesser extent, by other .
credit institutions, as in the O'Higgins-Colchagua area. The producers'
most frequent complaint was the difficulty of discounting drafts issued
by .the mills.  -Such credit is -prejudicial mainly .to small -and:-medium
producers, especially when the high rate of interest on business loans
is considered.

. In the past the paddy crop tended to'be sold to mills located
near the place of production. Currently, as a result of better,trans-
portation facilities and aggressive expansion policies on the part of
many mills, growers are shipping their paddy to mills in more distant
places where they hope to obtain more advantages.

In this zone some cooperatives and other similar production and
marketing organizations (i.e., asentamientos) operate as representa-
tives of their members, although most of them operated only on a
relatively small scale. These organizations usually employ one of
the following marketing channels:.

1. Direct transaction with the mill, in which case the' organi-
zation signs a single contract for the members' total prdduction,
receives a percentage on the volume of the operation from the milIﬁV
and charges the members a like percentage. The Agrarian Reform
Corporation markets the settlements' production in a similar manner.

2. Operation through a federation of marketing cooperétives'
(br,central organization), whiéh groups the contracts of several 1§da1

H

cooperatives and negotiates. the entire volume with one:or more mills.
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Asrd [fdlestlie 'central icooperative receives aklargef.ﬁercentége-return
‘ ffoﬁithéfmirls;*andttransfers partvof'thesé:commissionsftoxtheUIoéal
auxéooperafive.17.
veri i Producers also contracted rice production directly with the mill
¢nor. through middlemen. Middlemen or brokers are fairly common:in this
nizone, .and nearly all of the mills operate with them. Each broker: -
usually negotiates his contracted volume with one or two mills.. . :
toucHany. small farmers. are: practically forced ‘to use the'gervices
71 0f -middlemen because of the small size of their production (most mills
+do‘not deal with productions of less than five to ten l.ectares).
i~Other producers (small and large) who do have direct access to the
mills prefer to seek the services of brokers because they find them
«more profitable-~as a rule the economic ‘advantages that the producers
-obtain ‘through operating with brokers exceed the cost of the commissions
they pay for these services.
Marketing problems in this zone are similar to -those set forth in
the previous case, and the most frequent complaint refers to -excessive,
-axhitrarily applied penalties.

_-Case - No. 3: fuble - iaule.. This: study 'zone -includes the ‘provinces

of Nuble and Haule (and Parral, a-district south of Linares) and forms

1710 this zone at least one cooperative was engaged in the pro-
duction and marketing of rice. The local cooperative deals through
a central cooperative for which rice constituted only a small part
of the operation. The central cooperative makes a contract with the

,mill like any producer, but iu this case the mill arants no advances
and pays the central cooper~tive a percentage on the sale by way of
commission. The producer-member receives advances from his local
cooperative which in turn charges him a percentage on the value of
the sale. Payments are made on a cash basis.
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the'southernmost rice producinngonenin Chile (and possibly in the
world). The region is fairly homogeneous in production conditions.
At present it produces one-third of Chile's rice, and some believe it
will become still more important in the future, considering certain
irrigation projeécts now in progress.

The region's soil is generally poor for farming, and the land
devoted to rice is suitable only for this purpose or for certain types
of forage production. The climate is relatively cold, and calls for
early maturing varieties of rice that will complete the ripening period
within the short warm season that corresponds to summer.

Average yields per hectare in the zone are very low and decrease
gradually with every repeated crop (see Table III-2). So far no suit-
able crop rotation program has been developed for this zone. The mills
prefer the paddy of this zone because of its greater industrial yield,
and it is believed that its agricultural yields could be increased
considerably by using faster-maturing varieties of rice.

As in the other cases, the region's main source of credit is the
milling industry. Some larger growers obtain additional inputs from
the Banco del Estado, and the smallest ones from INDAP, but frequently
complaints are heard about these programs' lack of flexibility and
adaptability to local needs.

Although the zone includes not more than 10 percent of the country's
milling capacity, it produces 30 percent of the rough rice and buys
paddy from growers and mills located in other zones. This situation
indicates that milling capacity is more intensively used in this zone,

a factor that could contribute to greater efficiency and lower costs.
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The ‘mills in ‘this ‘zone, ‘like all::of those «in -the .country ; make,
 judividual :contracts with the producers, with the folloving observed
lexceptions:

1.. Collective. contracts with agrarian reform settlements and
cooperatives, where the mill grants.a.certain percentage on sales to
the organization.

2. Common contract with several small farmers, in which one
grower acts as head of the.group, signing a single contract for all
the production of the group without receiving special conditions,

3. Uithout contract in the case of some small producers who are
able to operate without advances of the mill, thus allowing them to
sell their rice to the mill that offers the best terms. Furthermore,
some small mills (not associated with the national millers' associa-
tion) operate in the zone almost entirely without contracts.

Brokers acting as middlemen operate less frequently in this zone
than in the other tvo rice zones, and attempts to group producers into
associations or cooperatives have not been successful, due perhaps to
the lack of communications media in the zone and to mistrust on the
producers' part.

In.this zone the rice is reaped, sheaved, threshed, sacked and
delivered to the mill as in the other cases. llovever, this region .
receives more rainfall during harvest season, so these tasks must be
performed in quicker succession in crder to avoid greater penalties
for .moisture. content. Although harvest and delivery of .the paddy

.are a few days earlier in this zone, the difference .does not. cause
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any variation in the subsequent transactions--generally the mills do
not begin to procéss paddy until the éelling price of rice has been
fixed.

Marketing expenses for the grower show little difference throughout
the country, no matter which of the associated mills he deals with.
However, some small mills in the zone do not belong to the miliers’
association, and operate with different methods. In many cases they
operate without contracts, grant fewer or no advances, pay cash, are
more flexible and tolerant about penalties, and even pay higher prices

for rough rice in order to attract growvers.

Rice Hills

Rice mills became important to the national economy in the 1930s
and 1940s. iost mills were established in the rice producing regions
or surrounding commercial centers, and some in Santiago, the major
consuuiing center.

Characteristics. Chile has more than twenty rice mills, not all

active, with a processing capacity of some 800 tons of rough rice per
day. llowever, at the present considerably less than 50 percent of the
installed capacity is used. The high concentration of the milling
industry is shown in Table III-3. Some nills, especialiy sone large
ones, have bought considerable quantities of rough rice from smaller
mills, making the concentration even higher. Such purchases permitted
at least one of the large mills to operate at full capacity, vhile
some others operate at minimum capacity, and still others have ceased

to operate.
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Table III-3. Concentration in the Rice Milling Industry

(1967-68 )8
The largest 4 largest 8 largest
Installed milling
capacity | 16% 48% 72%
Purchase of rough
rice from
domestic producers 23% 48% 78%

-

21t should be noted that some enterprises own or operate more
than one mill.

Source: ECA, "Arroz," (Unpublished) Informe del Depdttamento
de Trigo y Cereales (Santiago: 1967).

Host of the mills belong to a millers' association, which controls
about 90 percent of the country's milling capacity.

Functions. The rice mills carry out many functions, especially
the following:

1. supplying the farmer with "selected" rice seed;

2. assuring purchase of the rough rice production;

3. granting advances to -finance rice prowing;

4. facilitating credits in inputs (directly or indirecﬁly);

5. supplying sacks for transporting the paddy;

6. taking delivéry of the paddy and weighing it at the receiving

stations;
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7. taking'samples and analyzing them in their own laboratories;

8. drying the paddy that arrives with excessive moisture (on
the :producer's account;

9. storing the rough rice until it is processed;

10. milling the paddy (clean, de-hull, polish, and grade it);

11. completing the milling of the imported rice;

12. selecting, grading, packing, and distributing the polished
rice;

13. selling the finished product, with or without credit.

All of these functions add to the industry's costs and they add
considerable risk to the operation. However, many are not necessarily
proper functions of the milling industry and the mills perform them
because no other agency does.

Rice Contracts. lost paddy transactions are formalized with a

purchase-sale contract, usually signed between one mill and one pro-
ducer, although some collective contracts are made with growers
associated in formal groups (co-ops, asentamientos) or informal groups
(a few small farmers living in the same neighborhood or working for
the same landowner). The contract is signed on the basis of the area
to be sown or planted, with a total production estimate for the area
contracted. These contracts are always signed before the ilinisterio
de Economia establishes official prices later in the season.

The contract usually stipulates that the mill wvill receive the
entire production. To cover itself against the risks of noncompliance
with the contract, the mill obtains a lien against the contracted

crop, requires a third party's guarantee on the contract, and finally
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.exacts a.draft of .payment;signed in blank.from the:producer. ‘With all
these guarantees it is-ﬁardvto,believe the high percentage of bad
debts claimed by some mills. Other mills admit that their losses are
no more, or even less, than in other similar business operations.

In accord with the contract stipulations, the mills render the
grower several services to facilitate production and marketing.

First, seed may bz requested by the farmer, who then receives a
certain amount of "selected" paddy and has to pay the mill its value
in the year of its return plus 33 percent. If the mill supplies im~
proved seed acquired from other sources, it charges the corresponding
value plus interest.

Second, advances are divided into three more or less equal quotas,
subject to prior confirmation that the grower has satisfactorily com—
plied with pertinent stipulations--upon signing the contract, after
completion of sowing, and prior to harvesting. Advances are granted
in drafts negotiable at 120 to 180 days, in cash, or using a combina-
tion of both. Drafts must be discounted by the grower, whose only
alternatives are to discount in a baﬁk (an uncertain and slow process),
to release to pay for business operations (drafts often meet limited
acceptance amongllocal‘businesses), or to fall back on a money lender
(generally too onerous). All interest costs and discount expenses
are met by the producer. From the date on which the draft falls due,
or from the date when the credit was granted if it was given in cash,
the mills charge the producer interest until thirty days after the last
part qf the paddy has been delivered., Although normally the mill

becomes the producer's debtor instead of hisicreditor long before
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delivery has been completed, it still charges him interest.

Third, a few mills soﬁetimes offer free technical advice to
farﬁers who ask fof it, but most mills have no intention of doing so.
In éll casés the mills stated that they make no great effort.in this
direction, with a view to avoiding résponsibility. According to thé
mills, the farmer holds his couﬁselor responsible for any setback or
loss suffere& in production.

Fourth, the mills usually lend to the farmer the sacks needed to
transport thé paddy. This service is either free or costs a very
small sum for wear and tear, plus the value of any lost sacks.

Fifth, transportation arrangements--fright payments--are agreed
upon separately in every case.

Sixth, the mills run analyses on each paddy shipment received.
The truck loaded with paddy sacks is weighed when it arrives at the
mills, and samples of the product are sent to the mill's own laboratory
fo; analysis. The analysis usually takes only a few minutes, but
during the peak marketing period, when many deliveries and large
volumes are arriving, the analysis may be delayed from some hours to
several days. The contract stipulates that the seller must be present
at the moment when the analysis is made, and establishes a deadline
for him to file a written claim against differences in veight or analysis
results. Because of the delay and the complexity of the matter, this
claim recourse has little application in practice.

‘Finally, payment of balances in the producer's favor are also
made in cash, drafts, or a variable proportion of each. In this case

th i

the mills pay the interest and expenses incurred in discounting the’
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drafts, the term of vh1ch fluctuates, usually between 60 and 180 days.

Penaltles. Accordlng to the standard contracts, rough rice ship-
mente must be a vhite variety, of good quality, undamaged, dry, mature
w1th well developed kernels, unbrolen, and clean. It must not exceed
; certaln percentage of moisture content, red grains, 1mpurtt1es, or
Spllt, green, underweight, small, hulled and stained kernels. Any
e;cess of these characteristics is penallzed by the mills through
lower prices.

‘in addition to penalties for excess moisture, grain that exceeds
the allowed moisture content is eubject to heavy discounts to cover
any cost of artificial drying of the paddy. The mills even reserve
the right to reject shipuents containing too much moisture. lHowvever,
mills grant no bonus whatsoever for paddy that arrives with less

moisture content than that established.

Discrimination in the Contracts. Although the contracts of

different mills are printed and establish relatively similar tolerance,
the elastic and almost arbitrary application of penalties, a frequent
practice in the milling industry, results in considerable variation

in prices actually received by farmers. The most direct discrimination
takes the form of additional clauses in the contracts which broaden

the tolerances and grant bettet terms to favored nroducers. By wvay
df'illustratien, the chart below compares the tolerances established

in the official regulations13 with the conditions that the mills

stipulate in their regular contracts, as well as with those established

18Resolucidn ilo. 501, of June 14, 1955, of the Subsecretaria de
Comerclo e Industrias, dlnlsterlo de Dconomla.
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in preferential contracts (these usually vary in every case, :but the

most frequent modifications are considered here).

Type of seed de-~
livered by mills

Price of seed

Advance per hec-
tare (E9/1967)

Form of advance

Interest charged
on advances

Duration of inter-
est of advances

Transportation
cost

Tolerances:
Impurities
Green kernel
Broken Kernel
Red kernel
Moisture

nying of

Official

regulations

Usual contract

Privileged contract

Regular rough
rice

Price in year
of return plus
33 percent

400~700

Most in drafts
Some in cash

Bank rate

Until date of
liquidation

FOB railroad TOB mill

(later FOB
mill)

27
57
27
8%
177

Established

tariff

37%

157

High Zover
total value

Better or certi-
fied seed

Price plus a variable
interest percentage

700-1,000

Less in drafts,
more. in cash

Bank rate or 107

Until deliveries cover

..amount of advances

FOB farm or
subsidized
transportation

67

187

Lower 7 over

total value

*Mills often grant a predetermined percent tolerance for impurities
and red, green, malformed, hollow, and skinned kernals taken all together.
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Official
regulations Usual contract Privileged contract
Date of 20 days 30-60 days after 15-60 days after
liquidation. after last delivery or last delivery or
date of price date of price
fixation - fixation
Date of After After After liquidation
payment liquidation liquidation (but advances are
~ granted)
Form of Cash Mostly in Less in drafts.
payment: . drafts

Other Operations Carried Out by :iills. The mills receive the

entire volume of paddy in the course of three months (about 70 percent
in April), which is then stored and processed as the market demands.
The long storage period requires costly installations and also repre-
sents idle capital for several months. |

The mills, however, have an option to use and generally do use
warrants credits (commodity loans guaranteed by products in storage)
up to 50 percent of the full value of their total stock. Later when
a mill needs grain for its milling operation it takes paddy and cancels
the corresponding part of the credit.

To fill the gap between increasing total demand and decreasing
domestic production, ECA (the agricultural trade enterprise) imports
rice in varying quantities. Rice arrives from several South American
countries, both as brown rice and as unpolished rice, and the milling
is completed in Chile.

The polished rice is distributed in one or five kilogram bags,

either directly by the mills or through distributors (exclusive or
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otherwise) to both wholesalers and retailers. The distributors
usually have branches in different parts of the country, and they
sell, distribute, and bill on the mill's account, acting in accord
with the mill's instructions with regard to discounts, the length of
credit terms, etc. The distributor is responsible for collections
and receives a commission of three to eight percent. He may also
transfer part of his commissions to preferred customers in order to
stimulate the sale of certain brands.

The mills generally reserve the right to sell directly to old
customers or to those who handle large volumes, such as supermarkets
or regional wholesalers, granting them discounts sometimes conparable
to the distributors' commissions plus a bonus for transportation.

The mills located further north and further south have comparative
advantages over the other mills in supplying polished rice to whole-
salers and retailers of the northern and southern part of the country.
Selling prices (wholesale and retail) are fixed by the governrent on
the basis of prices FOB mill for localities with nills, and this amount
Plus a determined transportation cost from the nearest mill for locali~-
ties that have no rice mills.l9

The retailers buy, in turn, from the wholesalers, receiving a
certain discount in leeping vith the quantity purchased.

Discounts at wholesale are usually increased when the demand is

weak, but these price reductions are seldom passed on to the customers.

o]
lJResolutions fos. 2811 and 4301 of 1967 and 1968 of the Sub-
secretaria de Economia, Fomento vy Reconstruccion.
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Industrial Yield. The percentage of unbroken grain rice obtained

once the milling has been conpleted is very important, since the
Hinisterio de Lconomia establishes the maximum percentages of broken
rice that each quality sold in the market can contain (see Table III-4),

and this implies considerable price differences.

Table III-4. Authorized Qualities and Prices
of Polished Rice

Allowed Wholesale price Retail price

: Authorized % of per Kg. per Kg.

Processed % of total broken EQ 19

. rice production grain 1967 1968 1967 1963
Extra
selected 37.8 or less 10 1.41 1.70 1.55 1.90
Extra 50 or more 20 0.99 1.19 1.09 1.30
Broken grain 50% of total

(packed) broken grain 100 -0.44 0.64 0.49 0.70
Broken grain

(loose) -— 100 - 0.53 - 0.59
Chosen? 82% or less 15 - 1.32 - 1,452

Resolution io. 6982, of July 19, 1968, prohibited processing
of the Extra and Lxtra Selected types of rice, but allowed processing
of the Chosen type.

Source: Resolutions Hos. 2811 of ifay 6, 1967, and 4301 of
April 11, 1968, of the Subsecretaria de Economia, Fomento y Recon~
struccion.
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'The quality and price of polished .rice therefore depend on both
the characteristics of the paddy and the way in which it is milled.20
Chile's present industrial yields are low, and since this yield is
perhaps one of the principal factors determining the economic costs and
‘benefits of the milling operation, not enough attention is devoted to
the matter. The industrial yield test is usually not performed by the
mills when the loads of paddy are delivered. iloreover, they do not
revard high industrial yields in order to stimulate improved handling

methods among growers.

Structure of the Rice Market

Buyers and Sellers. It is estimated that about 2,000 farmers

produce rice more or less regularly in a zone that stretches from
Santiago to {luble. 1In spite of differences aniong grovers, most produce
basically the same product, and since rice occurs in many agricultural
markets, sellers operate under .conditions that often resemble the charac-
teristics of perfect conpetition.

Elements of imperfect competition can be observed on the buyer
side of the market, both in number and form of operation. In recent
years, only a few mills of differing physical and economic capacity
have operated varying from some small ones that mill considerably less
théﬁ one.percent of the total, to one that accounts for 25 percent of

the total processed. 1In addition, the majority of the mills face the

201ndustrial yields can be improved by using better suited rice
varieties, and more adequate harvest and nilling procedures. !loreover,
some mills also stated that they cannot find profitable markets for
the by-products and residuals of rice processing, and this situation

also implies higher cost for the polished rice production.
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?érowggsxinfc00rdinated:fashion;hihhreabingnthe rigidity:of the buyer
1¢arket.

Hliddlemen. From the time the paddy leaves the farm until the-
processed rice reaches the consumer, several middlemen intervene,-
although only a few take physical possession of the product. - The nost
-frequeutiy observed types of middlemen are:

1. Farmer-sub-contractor. This individual is usually -a rice

grower who also represents or works for ome or more mills. He' contracts
several small producers' rice production either in his own or the mill's
name, gives technical advice and checks on the process, and‘may serve

as guarantor of the operation in the eveht of default. He receives a
commission from the mill and charges the farmer a commission of one to
two pércent on the gross valug of the sale, depending on the risk involved

in the operation, its financing, and other factors.

2. Trader—-sub-contractor. This individual is usually a local
trader or assembly man who operates on his own account. He sells inputs

and consumer goods, and generally makee advancea elther in 1nputs or

A

cash varylng the methnq and cost of rhe operatlon to sult the occa51on.

BLETER PR §

In return the grower must apree to sell to him a chtaln amount of

rice whlnh he will re—sell to a mlll.

1. ’Cfain brokér. These 1ntermed1ar1es are usually large,
firms establlshud in Sautlago with branches or égents 1n strateglc
localltxes (sometlmes smaller‘enterpr;ses establlshed within the pro-
ducing zones also operate as brokers) These agents negotiatéfé céﬁ;
,sxderable volume of rice; hence theytare'ig a po;itiou to qbtéidzbgﬁter

terms ard conditions for the people they represent.: They charge both
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the producer and the mill one to two percent on the value of the opera-
‘tion. Although it is traditionally believed that they operate with
small producers, the present study detected many large producers
marketing their rice through these brokers, whose services they consider

necessary.

4. Trucker-buyer. Truck operators who buy paddy, usually

already contracted by some mill, appear on the farms at harvest time
offering cash payment. Their prices are similar to those of the mills,
including possible discounts or penalties. These buyers operate on

their own account or on some mill's account. Although they are con-
stantly mentioned by growers, almost no farmer admits having operated

with them. The mills complain that these middlemen "steal the contracted
production,” but again no mill admitted dealing with these truck operators.

5. Associated mills. The majority of the rice mills have

grouped together in a trade association which establishes the general
norms of operation and the terms of the contracts. These contracts

are directly and strictly applied in the small farmers' case, but the
large farmers (or those who operate through brokers) usually obtain more
favorable terms included in addition to the contract.

6. Independent mills. A few small mills operate indenen-—

dently, processing rather small amounts according to their physical and

economic capabilities. A closer contact is noticeable between these
independent mills and the producers, and the terms and conditions of

the transaction are generally better adapted to the producer's needs.

However, net prices apparently do not differ markedly from those of the

associated mills,
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Relations Among Market Participants. The relations between growers

and middlemen or between grovers and buyers, as the case may be, vary
considerably among the various-sized producers, and may even vary in
each operation., However, some characteristic relations are frequently

repeated.

The sub-contractors operate exclusively with small groups, who

usually have very little bargaining power. The grower has a direct
dependency on the farmer—sub-contractor who provides information,
ipputs and advances, and who closely controls the operation, especially
at harvest time.

The trader-sub-contractor does not actually supervise the operation

itself, but keeps a strict check on the grower, who has pending credit

obligations to hin.

The grain broker, on the other hand, operates with growers of all

sizes. Their business is conducted on a level of greater equality,
since these brokers depend more on the grover's goodwill for their
patronage.

Trucker-buyers have only quick occasional contacts with growvers.

Their relations seem cordial, as might be expected considering the
mutual convenience and somewhat obscure nature of the operation (the
transacted paddy has often alrcady been contracted by some mill).

The associated mills have great bargaining power and do not act

on equal terms with the grower; for example, contract clauses definitely
favor the industry. Application of the contract and other relations
between the parties are also favorable to the mill. The producer depends

on the mill's goodwill to obtain larger advances, reduced penalties,.
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and. prompt liquidation and payment for shipments delivered. In case

of disagreement the grower's only alternative is to stop operating

with one mill and deal with another that offers him practically the

same monetary and non-monetary conditions. Hence the grower's bargaining
position is very weak.

For their part, independent mills must offer certain incentives,

such as special treatment, in order to attract customers, since these
mills' economic limitations prevent them from competing with the large
associated mills in the net price area.

Croup action. HRather than analyzing specific organizations, the

study observed the characteristics of the most common forms of group
action undertaken by growers, middlemen and mills.

In the past, rice growers have tried to unite their actions for
the primary purposes of presenting their viewpoints about government
rice pclicy and of influenecing the level at which mininum prices are
fixed. There were several regional growers' associations, but although
some still exist on paper, ncuue are really active at the present time.

Local growers have sometimes formed cooperative enterprises
(either commercial type or peasant type) with different degrecs of
success depending largely on the proportional economic benefits to
each member and the quality of the management. Additionally, small
growvers often group themselves and sign a single contract with one mill
in order to meet minimum volume requirements of this mill,

Sub-contractors (farmers or traders) usually operate independently

and only with producers who face special limitations, adhere to tradition,

and/or live in isolated areas. Grain brokers are associated, but their
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*agsoeiation apparently did not-influence competition.in.rice'trade, a
line of lesser importance within their group of operations.

‘The railroad, once the major transporter of the agricultural
‘production, has little importance today since only small volumes are
moved by rail and then only for short distances. The trucking industry
is increasing in importance. Although many trucks. belong to large .
entérpfises, most of them operate independently, and no union activity
.hés affected competition noticeably. Freight rates. are negotiated in
each case, according to distance, volume, type of road, competition,
etc. When the mill pays for transportation, it contracts with certain
truckers and pays uniform rates for a given area, considerably lower
than the rate individual producers would pay.

The millers' trade association controls about 88 percent of the

21

country's total rice milling capacity. There seens to be strong
cooperation among nembers for strengthening joint action; although in
the paét some large mills tried to dominate both the association and
the industry, at the present all of them act on a more equal basis.
The association is quite effective in unifying the mill's action
with regard to third parties. Recently, the union attempted, but
failed to establish a monopolistic zone of influence for each mill by
forcing growers to pay freight charges to the mills. Insufficient
~production obliged the mills to pay part of the freight charges of

producers in differcnt zones, thus neutralizing the change in the price

-gysten. DBusiness ethics anong members, vhen competing with each other,

i 21LCA "Arroz," (Unpublished) Informe del Departamento de Trigo
y Cereales (Santiago: 1967).
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are not so well defined. There are frequent complaints against mills
that>buy pad&ybélready pledged to other mills.

The independent mills have a smaller volume of operation, and a
large part of the rough rice that they process comes from their own
farms., These mills also distribute the milled rice directly.

Although the milling industry is frequently presented as separate
from production, in practice there is a considerable degree of integra-
tion. Over half of the mills--including a large section of the inde-

pendent mills~-produce part of the rough rice that they mill.

Product Differentiation. The number of rice varieties produced

in Chile is limited and each yields basically the same type of rough
rice. llowever, sone regional and local differences can be observed

in the product, resulting mainly from variations in climatic and ecologi-
cal conditions.

From the producer's point of view, some zones hold considerable
comparative advantages. Although production costs per hectare are
practically the same in the differernt zones of the country (in the
North land value and rent are higher, while in the South greater amounts
of inputs, especially fertilizers, are requirea), the agricultural
yields vary considerably, becoming larger northward. Ilence the farmers
located farthest north have marked advantages in rice production.

From the mills' vieupoint, only small differences exist in the
industrial yield per ton of paddy; excluding thesc differences, the
industry considers the grain from any region of the country to be alike.

Despite the mills' preference for rice coming from certain zones

and particular producers, and although there are differences in production
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. costs, these factors do not constitute product dif@erentiatioppas

currently'understood in market analysis. Rather, they seen to be
matters of difference in the type or the intrinsic quality of the
product, or cven of miller—grower personal relationships, which often
originate and justify price differences from the buyer's viewpoint.

Prices and Margins. Although the government calculates marketing

22

charges for rough rice at a flat five percent,“” two studies have indi-

cated that charges range from 6.5 percent to 13 pcrcent,23 and these
do not include all marketing expenses or any allowance for penalties
applied by the mills.

_ Marketing charges for each grower usually vary according to the
quantity sold and the marketing channel utilized. Although a grower
can utilize many combinations to market his rice, he will usually sell
to the following types of buyers:

1. The trucker-buyers, who operate only on a cash basis, paying
somewhat less than the official price and discounting whatever penalties
they think the shipment will deserve.

2. The associated mills, which pay net prices that somctimes
go as high as the official price (in a few cases some mills have even
paid a smalj premium). However, most of the operations arc subject to
severe penalties that often amount to as wuch as 20 percent of the
value of the product. In practically all the cases studied, small
producers were receiving net prices considerably lower than the average

for all producers.

22500 Appendix 3, Table A-2.

~ 2350 Sendra, op. cit., for an anaiysiébof‘the factdfﬁ affectihg
marketing charges.
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3. The non-associated mills, which generally operate only with
small and medium farmers, pay prices similar to those of the associated
mills.

Although it is frequently nicntioned that mills' profit rates are
_very high,z4 it appears that if the mills would apply strictly and
equitably the authorized penaltics only, the profit rate of mills would

not be higher than in other industrial activities.

Production and llarketing Policies

Lven though it holds a secondary place in the agricultural produc-
tion of Chile, rice production has received continuous attention from
growers, millers, and government.

Growers have usually been active only when they considered the
rice policy unfavorable to themselves, particulorly when prices were
fixed at excessively low levels. Although growcers have sbmetimes used
regular administrative channels to make their voices heard, usually
they operate by contacting directly influential government policy makers
or key people in the milling industry.

The milling industry has been interested in increasing rough rice
production. Their actions, however, have been restrained because more
production would demand additional ecconomic means to finance more
advances for production, to purchasc larger quantities, to provide
larger storage facilitics, and to make other changes in the organization

of their operation. Thus mills have acted morce in the direction of

24p0s4 Bravo, Alcances teoricos y practicos en una investicacion
de comercializacion de productos agropecuarios, thesis (Santiago:
Universidad de Chile, 1966).
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.sustaining:industry goals and at the same-time trying to influence

.;-gavernment policies in their favor.-

Normally there has been considerable government intervention in
.Chilean agriculture, especially in the determination of farm prices.
Although the government's policy with regard to rice production presents
no clear and defined tendencies, several governmental organizations
have been active in various fields related to rice, particularly credit,
mechanization, and general research. Rice is included in the new agri-
cultural plan for 1965-80, and although only general aspects are
uentioned, between 1965 and 1971 yield per hectare is expected to

increase 33 percent and area under cultivation 17 percent,

Price Policics. Government has fixed minimum prices for rough

rice for the past two decades.25 Practically all of the interviewed
growers and mill operators agreed that the price fixing policy should
continue in the future; the most scerious complaint, however, was that
'prices éré fixed very late, when cultivation is in progress and fre-
quently when the paddy has alrcady been harvested and delivered to the
mills. The late fixing of prices implies: 1) uncertainty for the
grower, who at sowing time does not know what the price is poing to be,
which prevents him from making rational decisions; 2) delayed payments
(the purchase-sale contracts do not establish the price and no liqui-

‘dations are made until the prices are fixed); and 3) idle. capital

ZSNotwithstanding, the agricultural development plan for 1965-80
does not include rice among the products whosc prices will be fixed
by the government in the future, according to ifinisterio de Agricultura.
Oficina de Planificacion Agricola (ODEPA), Plan de desarrollo apgrope=
cuario 1965~1980 (Preliminary version).
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(the mills do not process the new paddy stocks until the new prices are

officially announced).

Credit Policy. Rice is a high cost crop and rice growers in Chile

depend almost entirely on credit to carry out their production. 1In
past yecars, the main source of credit for rice cultivation has been

the milling industry. The mills grant advances in cash and in drafts
for a value that normally represents 40 to 80 percent of the total
expenditure on production. On the other hand, lack of capital obliges
the mills to pay growers for their rough rice over periods that range
up to six months, and during this perind growers are granting credit to
the nills.

The milling industry thus neceds a large amount of money to finance
the considerable volume of production, purchasing, and storagc of rice
that they mill later, without receiving adequate credit in turn, except
from the warrants credit line. WYarrants credit is a low interest
government credit that requires grain in storage es collateral. Although
this credit was intended for use by small and medium size growers,
practically the whole amount assigned to rice has always been used by
tac mills.20

Another luss important source of crudit for rice growers is the
State Bank, which provides inputs and somctimes cash advances of up to

20 percent of the grower's expenditure on production.

20programa de cooperacidon tdcnica Chile~California, "La comerciali-
zacion de productos agropecuarios en Chile," Ancxo 2, p. 126 (Santiago,
Chile: 1965).
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‘Finally,® INDAP grants supervised credit in -the form of inpuqs.go
certain small farmers organized in committees or c00peraqiy93u However,
a lack of coordination and complementarity among the institutions thét
grant agricultural credit.is'oftcn noted.

‘It should be notcd.that some farmers grow rice even though they
do not consider it their best alternative, bscause the available credit
enables them to complete production without large outlays, and in some
cases the credit may even be cnough to cover certain operation expenses
for other crops. However, all growers find serious, often impossible,
problems in discounting drafts for either credit or payment in the

commercial banks.

Small and Larpge Producers

Characteristics. The size of operation for cach class of producer

was roughly dctermined as follows{ small producers were defined as
those who ¢row less than 15 hectares (10 cuadras) of rice, aend large
producers thosc who grou more. The definition was based on observa~
tions made in all of the zones studied. llowever, the opinions consulted
were not uniform--various definitions of "small producers" included
;hosc producing not more than five hectares, and ranged up to those
producing less than 40 hectares.  In practically all cases it was
pointed out that it is difficult to defince a producer's "size" on the.
basis of a single product isolated from his whole farming centerprise
and any other ecomomic activities he may have.

""" The small producef generally works personally on his own_férm

activities, but he faccs economic restrictions and has limited know-how.
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ilis production is not mechanized and he must hire special machinery
“for threshing.and other chores. The quality of the rice he produces

is relatively inferior because he lacks technical knowledge and adequate
resources for the normal development of his operation.

The large producer is often an agricultural entreproneur who
devotes considerable time to the general organization of his production
- and related management tasks, while the guidance of the technical
details, as well as labor supervision, are usually delcegated to other
people. These producers specialize in rice and are usually well informed
about technological improvements & . price movements in the market.

The majority of ricce producer. are landowners. Cash renting is
infrcquent because of the risk involved in the operation, and becausc
the profitability of rice is not always large for the renter (especially
if all costs arc considered). Landownecrs often do not want to rent
their land for rice nroduction because it leaves the soil unceven and
exhausted. There are, however, a variable number of sharceroppers and
a fow "inquilinos" (resident farm workers who are granted land use
privileges as partinl wage payment) that grow rice regularly.

Incentives Received. Rice production con be very remunerative

under favorable conditions. Besides its profitability and the certainty
of a market, rice production also offcers the incentive of credit in
money and sced which is normally granted when a contract with a mill
is signed.

The small grover finds himsclf in a less favorable position with
regard to advances of moncy. MHe reccives a smaller emount of advance

per hectare and also faces bigger problems in discounting the drafts
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“ith Wiliich mills finance production and pay. for.the product.. .On the
.6ther ‘hand, rice production.dcmands constant attention and work, which
4Tlows the small grower to use his family labor continuously-—generally
this labor has few alternative uses. Furthermore, many rice growers
often have land for which production alternatives are few and not very
. profitable in the short run (e.g., cattle grazing).

*'The 1grge producer usually concentrates large amounts of recsources
on rice, and sccks to improve his production and marketing methods.
This specialization allows him to use a more officient technology and
take advantage of some production and marketing economics of scale,
‘besides obtzining better terms and conditions from the mills. Thus he
increascs his cconomic yiclds considerably.

Access to ilarkets and Scervices. Technical information related to

rice can be obtained from the mills, business firms, the Ministry of
Agriculture (SAG, IiDAP), and the State bank. Small farmers as a rule
have less access to this information because of cconomic limitations
or institutional factors:

1. Wills arc hot cager to give technical advice, cspecially in
the small growers' casc, becausc it demands more personnel.

2. DBusiness firms advisce and promote the use of their products,
but small farmers use foew modern inﬁuts; thus their contacts with
salesmen are minimal and not aluays adequate.

3. The State Bank advises customers upon request, but small
‘growers- arc not usually customers of the bank.

4, Expcrimental stations and other governmental services are

“iopen to all farmers that scek the information, but these centers .are
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‘not always iocated in producing: zones, and usually small farmers have
less opportunity to travel to these agencies~-such travel requires a
considerable amountof time and money.

5. 1In practice small-growers can use only the services of INDAP,
but in the case of rice this organization's services arc limited becausc
it does not cover the entire rice zome. INDAP has little intcrest in
rice because of high production costs and the need for improved tech-
nology, and because the crop does not seem well suited to very small
scale operations, at least in Chile.

Large producers currently use better production and marketing
methods. lowever, the greatest differences exist in the use of new
inputs and adequate equipment, in the timely execution of the work,
and in the flexibility of operation to adapt to nccessary changes.

The official minimum price of rough rice is fixed uniformly for
all mills in the country and is waintained during one agricultural
year. Given this situation, the individual producer would apparently
have no neced to obtain market information, especially considering that
there is an unsatisfiod demand for rice.

Howevéy, the minimum official price is only a yardstick, and is
not always directly related to the net prices received by growers.

On the contrary, real prices are modified by monetary and non-rionctary
factors, and there are obstacles that limit certain producers' access
to the market. Among these factors the following are outstanding:

1. Giost mills require that the customer have a minimum number

of hectares in rice in order to sign a contract, so that the small

tad it AR NI

producer finds fthBuyors or has to fall back dn middiemcﬂ;‘s
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;ﬂ'agétm;Thé;mills:accept}smallhcustomensﬁ(hqving more than the pre-
yﬁcfibed.minimum area available) only within a certain geographic area
hgar the mill, for which rcason the 3mall producer is obliged to. ;
operate:with: the mill nearest his operation.. |

'3, The mills offer advances under extremely varied conditions
‘of,qﬁantity,,payment date, form of payment, and. interest rate, and,
‘these.conditions normally favor larger growers. . y

.+ 4, The mills usually allow diffcrent tolerances and apply. penal-
ties on the product in an arbitrary manner. The small grower hqs.less
chahc;atO'check-on.penalties.or.make claims against deductions (which
often reach up to 20.percent_9f crop value).

.i¢ 5. The date of contract liquidation and payment is also dis~
criminatory and varies from mill to mill; the form of payment also
.differs (in cash or drafts).

i~ 6. " Small growers encounter.serious difficulties in discounting
drafts-and often must await ‘their-due date or discount them with
lthird pafties, with heavy deductions.

7. Some producers (all large ones) stated that they rec:ive
:gpecial bonuses of 2 to 10 percent for delivering paddy for sced (as
per:certain specifications), and for not requesting advances,;etc;.
u&“u,‘All-of»the foregoing indicate that the fixed minimumupriqe-is
aonly one of many:facto;s that the grower considers before deciding;
'ﬁhqthérwitrwill pay1him.to’produce rice.

Yoo

Changes Occurring in Rice Harketing

LR

Relatively few changes can be observed in the marketing of rice.

The number of buyers remains stable and although the priée and purchase
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policies have had minor alterations, the methods used in marketing are
also still unchanged. "he most notable cuanges occurring in recent
‘éears are:

L. 'Yransaction of standing rice hefore maturity (en verde) has
préétically disappe;red because of improved transportation and communi-
cation media. |

2. Quotations on paddy are nov fixed FOB mill, but in practice
this has caused no changes in the price policies.

AB.H A largér numﬁer of miils have facilities that enable the
prodﬁcer to check the grcunds for peunalties, but in practice only a
Vefy feﬁ‘farﬁers can verify the reasons for the discounts imposed.

4. A large number of producers use the services of brokers, but
these m{ddlémen's functions have chaneced. They‘now operate in the
'ﬁérket withoutlbeéoming owvners of the product, and endeavor to obtain
better terms from the mills for their customers by dsiug their greater

bargaining pouer.
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IV  ‘POTATOES

Potatoes are one of the most important crops in Chile in terms
of the high level of per capita consumption and the large number of

growers. Consequently, any important change in the potato markgt
usﬁéily Becones an important socio-economic aﬁd often a polltlcall
problem. HLence the government and the public usually watch the potato
ﬁaf&e:s very closely.

The main characteristics of potato production and marketing
obsérv;& in this study are: - |

L. Problems of potato production and marketing are quite different
throﬁghbut the country.

12. Potato production and cqnsumptiop vary in.diffgrent ways in
diffefent.parts of the.country, ﬁnd in varioué seasons, creating regional
supply and demand imbalances. |

3. There are many different types of potatoes, so that it is
ambiguous to speak of "potatoes' or "the potato market."

4, Potato marketing is considerably more involved than marketing
of the other products studied because of regional variations throughout
the year, the large number of persons involved, and the complicated
pattern of transactions.

5. ilany potato sellers and final buyers operate in the market,
lending some characteristics of a competitive market.

6. Hany middlemen deal in potatoes. In any market, however,
their nunber is so small that they present a concentrated buying power

and usually possess the means to effectively control the regular flow

of potatoes in those markets.
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7. " Ldrge growers usually have much better access to market oppor-
tunities and frequently obtain higher prices for their potatoes than
small grovers.

8. The government sometimes participates in the potato market,
primarily by fixing maximum prices or controlling the market supply.

7. Price support policies applied in several regions, although
inteénded to help the small grower, benefit only large producers and
other growers located close to the buying stations.

10. Government policies as a rule are short run and directed
toward specific problems. Because of conflicting goals, government
interest in potatoes has mostly centered on consumer protection, while
grovers——especially small growers——suffer the negative effects of these

policies.

Production

Potatoes, grown practically throughout Chile, constitute one of
the country's most important agricultural producﬁs. In 1961-63 they
accounted for 15 percent of the value of total crop production.27

Crop area devoted to potato production has been rising rapidly,
but total production has increased only moderately because of a decline
in yields. This decline results from an increasing incidence of

blight;_a Lack of adequate technology, and a lack of appropriate varie-

ties adapted to the various regional ecological and climatic conditions.

27Raul Parada and Alfonso Sanchez, Comercializacion de la papa
en Chile (Santiago, Chile: Ministerio de Agricultura, 1966), p. 2.
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’Pér;CapitaOproduction has-also decreased ‘during recent. decades, reflect-
ing an-annual population .growth .of roughly 2.4 percent while potato
production rose only l.2 percent per year.28 The consensus is that slow
.growth has been caused by the lack of a favorable and cqnsistgnt price
policy.

The gap between domestic production and demand has usually been
covered by LECA imports, which have tended to keep the yearly per capita
availability of potatoes relatively uniform, as shown in Table Iv-1.

Potato consumption in Chile amounts to some ninety kilograms per
inhabitant per year, supplying 6.5 percent of total calorie intaﬁe.
Average consunption is below the 123 kilos reconmended by the National °
Health Service  (SNS).

Besides human consumption, a considerable portion of the potato
production is used for stock feed, especially small potatoes and those
damaged during harvest. A smaller perceﬁtage goes for industrial uses,
mainly starch productlon.

| Cormonly, the follow1ng criteria are used to distinguish among
potato types in the markets.

L. Accordxng to the phy51cal characteristics: red potato (with
red skin and whlte or yellow flesh), and white potato (v1th brownlsh
skin and whlte or yellow fleah)

2.' Accprding to the'season of productibn: early potéto (produced
during August—Decémber);Imid-séaéén potato (produced during January-
March), and late potato (produced in ilarch-July).

28114, p. 23
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Table IV-L. Availability of Potatoes in Chile (L195.,-63).

Domestic Total

~avail- - Exports ' Imports avail- Per capita

ability (thou- (thou~ ability avail-

(millions sands sands (millions  Population ability
Year Qqm) Qam) Qqr1) Qq:) (millions) (Kg)
1951 4.7 - 33.9 4.7 6.2 76
1952 5.1 - 113.6 5.2 6.3 02
1953 5.9 - 13.6 5.9 6.4 oL
1954 6.7 - - 6.7 6.6 102
1955 6.9 - - 5.0 6.3 89
1956 5.3 - - 6.3 6.9 91
1957 6.2 - 19.6 6.2 7.1 87
1958 7.5 - 10.9 7.5 7.3 103
1959 4.8 - 2.1 4.8 7.5 65
1969 3.3 - 117.9 5.3 7.6 70
1961 6.8 - 49,9 6.8 7.9 67
1962 6.0 10.0 5.2 6.0 3.0 75
1963 5.8 9.4 0.1 6.8 3.2 53
19G4 6.5 4.1 2.4 6.5 8.4 77
1965 5.1 - 71.5 6.1 8.8 70

Source: Parada and Sanchez, Comercializacion de la papna en Chile
(Santiago, Chile: Ministerio de aAgricultura, 1966).

3. According to the quality: first grade potato (large, uniform,
and sound), large seed potato (medium size), seed potato (small size),
and stock-feed potato (very small, damaged, or split).

4. According to the variety: each of the above groups includes
several varieties which usually differ in yield and market acceptance.
The yearly potato production cycle begins in thefNo;th, then

. «gradually moves to the South of the country. Some regions produce
more than one crop a year, while other regions plant by stages within

the season; thus it is difficult to assign clear boundaries to the main
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production of each 'zone.
Early potatoes (primores) are usually produced by input inteusive
operations in the mild-to-cold winter'months, and the harvest season

L

e§tend§jfrom August to November (before the harvest occufs potatoes
ggg‘fﬁily grdwn.and mature). Consequently yields of early potatoes

‘are considerably lower,.and their production costs much higher, than
-those of late potatoes. Turthermore, early potatoes are delicate and
perishable products which become skinned easily and must be sold quickly.
Therefore their marketing involves a considerable risk, although they
usually command good prices in the market.

Late pétatoes (de guarda), which constitute about 70 percent of
total produétion, are harvested from.Harch to June, when the potatoes
are mature and the vegetation period is completed. Late potato produc-
tion gives the highest physical yields and costs of their production are
usuaily the lowest. Under favorable bonditioﬁs late potatoes can be
stored for a period of six to eight months, permitting sales according
to demand from ilarch to lovember. These potatoes usually commavd only

average to low prices in the market, and not infrequently producers or

middlemen find no convenient market for them.

ilid-season potatoes (media estacion) usually enter the market in
‘Nbvémber;‘overlapping with early production from the North and the
remaining stored potatoes, and continue selling in the market uﬁtil
March when the late production enters. The pricg pf mid-séason potatoes
depeﬁds heavily upoﬁ the supply of both early and.;ate potatoes, but

as a rule they command good prices in the market.
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Production tiﬁing and volume in different zones vary considerably
according to yéarly climatic conditions--on the one hand production
may be advanced or retarded for several weeks, and on the other a
larger or smaller than normal production nay résult. For these reasons
it is not always possible to avoid regional production surpluses or
deficits in relation to a fairly stable demand, which is largely price
inelastic.

Cost of production per hectare varies according to the season of
production and input use intensity . Usually production costs are much
higher in the Worth, where a relatively advanced technology is used,
and are lower toward the South, vhere production is less intensive and
occurs during a warner season. Table IV~2 presents census data
aggregated at the provincial level for the production of potatoes. In
the aggregation, however, different products are mixed, reducing the
value of the information since changes in yields and seasonal distribu-
tion of production are lost or diffused

Production is carried out by small, medium, and large growers,
although well over half of the crop is supplied by large producers.
Often potatoes are a subsistence crop on many smaller units, and only
a part of the country's total production reaches the market, while the

rest is used on the farm.
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Table IV=2, .Crop Area in Potatoes ("C," thousands of hectares),

Production ("P," thousands of Qqm.),

Yields ("Y," Qqn. per hectare)

12690~ 1961~ 1962~ 1963~ 1964~ 1965-
1961 . 1962 1963 1964 L965 19G6
C 0.2 0.2 0.1 0.1 0.1 0.1
Tarapaca P 5.0 3.5 2.7 L.3 0.9 L.3
Y 25.2 17.4 26.9 17.8 8.6 12.9
C - - - - ~ -
Antofagasta P - - - - - -
Y - - - - b 23-3
C 0.1 2.1 0.1 0.1 0.1 -
Y 79.2 75.6 04.7 61.2 4.5 1.3
C 3.5 3.5 3.5 3.2 3.4 3.4
Coquimbo P 274.4 341.2 357.4 297.6 239.3 289.7
Y 78.4 97.5 102.1 93.0 85.1 85.2
C 2.0 2.1 1.8 2.0 1.8 1.7
Aconecagua P 187.6 211.8 190.3 183.0 185.2 103.2
Y 93.8 105.6 105.7 94.0 102.9 69.7
C 2.1 1.7 1.4 1.5 1.3 1.0
Valparaiso P 165.4 167.8 135.9 143.2 76.4 136.1
Y 80.2 98.7 97.1 98.8 58.8 106.1
C 6.3 5.9 5.4 4.9 5.0 5.1
Santiago Iy 6562.9 706.3 724.1 590.8 603.0 £53.9
Y 105.4 119.8 134.1 122.8 120.9 129.2
C 6.0 6.1 5.7 5.4 5.7 4.9
O'Higgins g 699.6 346.7 775.8 773.3 §22.5 099.2
Y 116.6 133.3 136.1 143.2 144.3 142,7
C 3.0 3.9 2.8 2.9 3.5 3.2
Colchagua P 398.7 427.8 404.6 472.7 466.2 40G.3
Y 132.9 142.6 144.5 163.0 133.2 127.6
C 1.6 1.5 L.5 1.3 L.4 1.3
Curico P 161.3 173.4 199.7 £39.8 16L.0 124.3
Y 100.3 115.6 133.1 107.5 115.0 95.6
c 3.6 3.3 3.4 3.2 3.1 2.9
Talca P 443.9 428. 434.5 439.6 392.5 445.4
Y 123.3 129.7 142.5 153.0 126.6 153.6
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Table IV-2. (Continued)

1960~ 19G1- 1962- 1963~ 1964~ 1965~

1361 1962 1963 1964 1965 1966

C 1.8 0.9 0.9 0.8 0.7 0.7

Haule P 59.4 27.0 17.4 16.4 19.1 13.2
Y 33.0 30.0 19.3 20.5 27.3 18.3

: C 2.4 2.0 1.9 1.8 2.2 2.3
Linares P 154.1 144.4 122.6 140.0 200.6 163.9
Y 64.2 72.2 64.5 77.8 91.2 73.4

5 c 5.1 5.2 5.2 4.5 4.3 3.8
Nuble P 305.6 201.3 192.4 259.2 254.6 260.3
Y 60.5 54.1 37.0 57.6 59.2 63.5

C 3.4 3.1 3.2 3.1 2.9 3.1

Concepcion P 124,3 9L.4 83.5 91.8 74.0 54.3
Y 41.0 29.5 26.1 29.6 25.5 17.5

C 2.5 2.4 2.3 2.2 2.2 1.9

Arauco P 122.8 113.5 114.8 111.1 73.3 74.9
Y 49,1 47.3 49.9 50.5 35.6 39.4

C 1.4 1.4 1.5 1.1 l.1 1.2

Bio-Bio P 70.3 65.3 78.0 43.6 69.2 33.5
Y 50.2 47.0 52.0 44.2 62.9 69.6

c 3.8 3.6 3.8 2.8 2.9 2.4

Malleco P 239.8 169.2 206.3 162.4 135.1 113.8
Y 63.1 47.0 54.3 58.0 46.6 47.4

C 11.3 1L.1 10.7 10.9 12.2 9.8

Cautin P 593.9 401.8 615.3 462.9 359.9 403.8
Y 53.0 36.2 57.5 44,3 29.5 41.2

C 6.7 6.5 5.8 ‘5.9 6.5 5.0

Valdivia P 547.4 491.4 674.5 617.1 431.0 383.5
Y 3l.7 75.6 116.3 104.6 74.0 76.7

C 5.4 4.9 4.5 4.5 4.9 5.0

Osorno P 608.6 374.3 446.4 561.5 553.2 462.0
Y 112.7 76.5 99.2 124.8 112.9 92.4

o 11.6 10.4 10.4 9.6 10.8 5.8

Llanquihue P 1,723.8 1,310.4 1,669.2 1,457.3 1,508.3 1,48L.0
Y 143.6 126.0 160.5 151.8 - 139.7 168.3
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' Table :IV-2., ~(Continued)

1960~ 1961~ 1962~ 1963~ 1964~ 1965~
1961 1962 1963+ 19G4 1965 1966

S . c. 8.4 7.7 7.7 7.2 8.7 8.3
Chiloe . P 474.6 465.1 502.8 550.1 531.6 618.4
,1 , Y 56.5 60.4 65.3 76.4 61.1 74.5

C - - - 0.7 0.7 0.3

Aysen P - - - 98.0 98.0 217.9

: Y - - - 140.0 140.0 260.0
' C', - - = 004 - -
ilagallanes P - - - 26.2 - -
Y- - - - 63.1 - -

c 91.8 36.6 83.6 80.1 35.5 76.7

TOTALS P 8,062.3 7,260.7 8,004.7 7,740.6 7,365.4 7,171.8
Y 87.5 33.0 95.3 96.6 86.1 93.5

Source: Informaciones lgropecuarias (Occasional publication,

. " v B 3 - . .
Santiago). Consejo de Coordinacion de Lstadisticas Agropecuarias
Continuas.

Harketing

Although potatoes are produced and consumed throughout the
country, supply and démand wiéﬁin regions are seldom in equilibrium.
Consequently considerable quantities of potatoes must be transported
from one region of the country to another. The pattern of inter-
regional flow is not regular, but depends on the interaction of regional
and seasonal variations in production as well as on year to year
production changes.

Different regions have comparative advantages for supplying

certain types of potatoes during certain seasons (early, mid-season,
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or late). Consumers in different parts of the country have strong con-
sumption preferences (white potatoes are preferred in the ilorth, and
red potatoes are preferred in Santiaco, the central, and the southern
parts of the country). Demancd also varies with the consumer's economic
status; early potatoes are considerably more expensive than stored
potatoes and are principally bought by hisher income eroups.

.lajor regional production is concentrated in the southern part
of the country, while consurmtion is concentrated in the Santiago area
because of its large ponulation. Santiago, the most irmortant market
in the country, has Central ilarket auctions throughout the year, and
market neus from this and other markets is diffused over the vhole
country.

This study focuses on the Santiago markets. The yearly flow of
potatoes into these markets is nresented in Diagran IV-1 and Table
Iv-3.

The monthly distribution of wholesale potato sales in Santiago,
as a percent of yearly sales, is shoun in Table IV-4. Late notatoes
anount to slighily cver half of total sales, but the data do not
distinguish between early and mid-season potatoes.

The various types of domestic potatoes follow the sane narketing
channels through the year, and imported potatoes also use these sane
channels. The main channels are:

L. The Central .iarket auction "La Vega," which handles about G0
percent of the potatoes sold in Santiag,o.29 The auctions are conducted

daily in the morning.

29

Jata refer to 1967.
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Diagram 1v-1

Potatoes - Marketing periods in Chile
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Table IV-3.

= TS -

Potato liarketing Season in:Santidgo's llarkets

Producticn region

Months

Type of potato:

Northern provinces

Santiago

O'Higgins

Colchagua, Curico,

. Talca

Southern provinces

September-mid December
mid Hovember-ilarch

nid January-February

February-April

.mid ilarch-iovember

early

early, mid-season

nid-season

nid-season, laté

late

_ Table IV-4.

lionthly Distribution of Potatoes

Sold in Santiago (1967)

Honth Percentage
January 12%
February 8%
tlarch 8%
April 5%
iay 5%
June 3%
July 3%
August 6%
September 3%
October 14%
flovember 15% -
Decenber 13%
Source: Data from ECA, Servicio Hpticias de lMercado.
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2:3 A-private:auction’market, which operates in’'the afternoons in

the same fashion as the Central ilarket, but. handles. approximately

onerthird the volume of the Central Harket.
“37° geveral other wholesale markets, operating in Santiago under
I IR TR

'differénﬁ arfangeménts with a relativély small voi;mé of’opergtiop.
Piices at both auction markets;:as.wéll as at other wﬂqieégié
markets, usually exhibit'bniy'minof variatiéns in relation to .each
other. .. Direct comparisons are difficult, however, since proddcts may
differ-—-grades are quite subjectively employed, and markets react
‘differently according tolthe volume offered and the number of buyers
present at any momenf; In most parts of the country the prices in the
two Santiagé auction markets are taken as indicators of potato prices.

Even though daily price movements and other short run price varia-

i

tions are constantly pfesent inAéotQto whélesale markets, the following
-seasonal price pattern can be observed: | R

L. High prices for early potatoes as.production starts, followed
'by a decline when early potatoes from nearby regibpsrcome in, the actual
price level depending on the volume of early production and the quantity

and quality of stored potatoes.

2. Declining prices as the early potato season_eﬁds and mid-season
production enters the market (but if midrseason‘pfqdugtion is insuffi-

,ciént, as it oftéﬁ is, prices may rise égain).
‘JHVB. Lower pfiges as the la;gerproduction of late potatoes reaches
2ﬁ; ﬁarket.,_?rices start rising apgain as supply diminishes, but before
the, supply of stored potafoes is sold out prices weaken again because
of quality deterioration. At this time, early potatoes from the next

season appear and compete in the market.
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Diagram IV-2 illustrates the typicgl scasonal cycles of quantity
sold énd.wﬁoiesale prices for potatoes in Santiago (the curves group
all grades and types of éotatoes sold in the auction markets).

Wholesale potato prices fluctuate freely during most of the year,
but in recent years the government has sometimes controlled prices
in two ways:

1. by fixing a maximum wholesale and auction price for early
potatoes in cases where prices did not decline by mid-Hovember;

2. by dumping onto the market large quantities of stored potatoes
from ECA stocks, at low prices or even at considerable loss.

The often contradictory position of these government policies is
reflected in the two main potato programs of ECA:

1. the price support program, in which ECA purchases potatoes
at a fixed price in certain areas of the country to protect producers;

2. the market supply program, in which ECA dumps on the market
large quantities of potatoes which were purchased to support prices,
as well as others procured especially for supply regulation. The sharp
Price reduction tends to have an adverse ecffect on traders that store
potatoes, on many groﬁers who still retain part of their late potato
stocks, and on producers of early potatoes who can no longer compete
in the market at the %educed prices.

lMost growers market their potatoes on an individual basis rather
than through some type of group organization. There are, however, niany
organizations, such as local cooperatives, that foster potato production

by supplying inputs and technical information to growers.
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The.cost ;of ;marketing potatoes varies -according ‘té:'the market,
the place of production, the volume marketed, and -the‘number and-type
of middlemen that intervene in the operation. Typical marketing charges
paid by érqwers in 1967-68 are presented in Table IV-5. Only bharges

fqr auction markets are presented, since the wholesale market operates

with very diversified charges.

Table IV~5. larketing Charges for Potatoes in Santiago (1967-68).

Central ilarket

Charge auction Private auction
ﬁt{ioading~ EQ 0.22 per sack E? 0.19 per sack
Broker commission 2% ,

3%
Auction fees 2%
Tax on commissions paid 15% (on 2%) 15% (on 3% plus

total unloading fees)

Potatoes are sold wholesale in 80 kilogram sacks, but it is

:’”n‘: sk g PR

frequently mentioned that this size is inappropriate for: adequate
e PR EEF AN e

handling and not suitedAfgr proper sale to retailers. Losses -dye to

. LRI E TS S R

rough treatment have been estimated at eight percent, but in;many:,

cases the percentage of loss observed has been considerably higher.30

ARBOG Loniln

Oparada arid Sanchez,- op. ‘¢it.," . 73.
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yau- o Ab;wholesale -there are-certain:traditional quality grades that,
jAL;hough usually accepted, are not always uniform or objeétiVe.3l
Many, growers explain that when market prices are relatively firm'they
deliver the potatoes unsorted (mixed) because this permits them to
sell the entire production. When supply increases and prices decline,
grovers sort and grade the potatoes because this enables them to obtain
higher prices for their best potatoes, leaving the smaller ones for
stock feed.

‘Diagram IV-3 shows the potato supply and price fluctuations in
- Santiago. Potato growers as a rule market all their first grade
potatoes, but as supply increases (and prices-fall) a higher proportion
of specified second grade potatoes are marketed. A reversal of this
relation prevails when market supplies are lower.

Potato storage is an important marketing function in several

‘regions of the country, primarily in the southern provinces. liost of
- the southern provinces produce late potatoes, suitable for storage,
and do have adequate climatic conditions for successful storage.
Potatoes are stored by growvers and middlemen on one hand, and by govern-
ment agencies on the other. Present storage facilities are mostly
inadequate in capacity, location, size, and facilities.32 No precise
information about storage capacity is available, and potatoes are often

stored in-any type of facility.

3lpotatoes were foruerly graded at the retail level, too, but
to prevent price increases the government abolished the grading. ODEPA,
Plan Horticola, Vol. II (Santiago, Chile, 1967); p. 7.

321pid., p. 75.
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Diagram IV-3 Potatoes - Fluctuations of supply of I and II grade

Potatoes and of Prices in Santiapo
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Credit is important for both production and marketing. At present,
however, there are no special credits for potatoes and regular agri-
cultural credit does not cover storage needs and other requirements
particular to this crop. Although many sources of credit exist, both
private and public, many potato growers and especially the small ones
do not have access to these sources of financing.

On the average, less than one percent of total potato production
is utilized to produce starch, potato chips, mashed potatoes, etc.
itlost of these industries are located in the southern provinces and
operate only in years of plentiful supply.

Export should be considered an important outlet for potatoes in
years of surplus. Although most neighboring countries produce potatoes,
there are always seasonal deficiencies and Chilean potatoes could
compete in price and quality.

Diagram IV-4 presents a flow chart for a typical year's potato

marketing in Chile.

Case Studies

Potato production and marketing vary congiderably among and

. within different regions. The cases analyzed here present substantial
diversity; however, only those characteristics which differ from the
general procedure already explained are described in each case.

Case No. 1: Coquimbo. Potatoes, perhaps the most important

crop in this zone, are harvested practically all year, although only
the early production has economic importance at the national level.

Early potatoes tend to level the fluctuations of the market supply at
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Diagram IV-L
Potatoes - Pattern of ifarketing Flow in Chile.®

' |
I IPORTS DOLESTIC RODUCTION
s :l
I
|
; ﬁ
Bl
E.C.A. i
P n o i
! !
:~
i j
f ® !
N WAOLESALE CONSULED Qi
il LARKETS LT FAT
L
I
i ‘
§
1 '
; (I
' 1
, RLTAIL IARKETS : =
I
i

FI.IAL COUSUHERS

- —————

f1ideh of the shaded columns represents an estimate of the vercentage
of total volume flowing through each chanmnel in a typical year.



- 84 -

a time of relative segsonal;shortages.33

The production of early potatoes involves considerable expense,
since modern inputs and many technical improvements are used, Potato
production costs per hectare in all of this zone are comparatively
high, both in relation to costs of other crops and costs of potato
crops in other zones. Nevertheless, the potato cropping practices of
this zone are among the best in the country.

Coquinbo has two markets for its early potatoes: a) the ilorth,
which absorbs only a small percentage of total production and demands
almost exclusively "white" potatoes; and b) Santiago, which is the
main market for early potatoes and demands almost exclusively "red"
potatoes.

Potatoes for the North are sold in two ways: a) sale from the
field to truckers who buy and resell on their own account or on the
account of some trader established in the Horth, and who pay good
prices in cash but operate irregularly with small volume; and b)
sale in the locality to traders or assembling men who have business
connections or branches in the ilorth, and who usually pay in cash and
operate with considerable volume, but pay somewhat lover prices,

Potatoes for Santiago are also sold in two ways:  a) sale from
the field to truckers who buy and resell on their own account or on
the account of traders established in Santiago, and who pay in cash
vith prices related to the previous day's_auction price; and b)

sales at auction through brokers in the Central ifarket or in the

3parada and Sanchez, op. cit., p. 19.
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private auction. This.channel is by far the mogt irwortant even though
prices fluctuate considerably and paynents are made only veelly or

bi~weekly in cash.

Case No. 2: Santiago. Melipilla and Mallarauco are the

main potato producing centers in the Province of Santiago, a traditional
producer of early, mid-season, and late potatoes. During recent times,
however, the zone has produced mainly early potatoes. Similar to the
northern product, these appear some months later, wvith higher yields
and in greater volume.

Small and large production units operate side by side in the
area. Although most of the production comes from units operating under
direct management of the owner, potato sharecropping is relatively
frequent in this region, as compared to the other case study regions.

Use of production technology is on an average with the rest of
the country. Although experimental stations and comercial centers
for the distribution of inputs exist in the vicinity, many growers in
the zone have not taken advantage of the technical develonments avail-
able to themn.

Production costs per hectare in this zone are slightly lower than
those in the Coquimbo zone, and its main comparative advantages are
lower transportation costs and proxinity to market, which together
permit a high flexibility for timely delivery to the market.

tlost of the zone's potatoes are sold ‘in the city of Santiago. '
Often'even local traders buy potatoes in the Santiago markets and take
the product back to the producing arca for rctail sale. It was not

possible to quantify the importance of this reverse flow.
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. Growers-have the option of ‘selling locally to truckers or assembling
men, or gsending the potatoes'to the nuction market. Most transactions
are made individually by the grower, although some small cooperatives
and the Agrarian Reform Settlements either utilize the same channels or

sell diraectly to ECA.34

Case No. 3: Llenquihue-Chiloé. The Provinces of Llanquihue

and Chiloe together produce nearly 30 percent of the country's total
potato production. Potatoes have been grown in these areas for a very
long time, and the crop is so common that most farmers cultivate it.

Llanquiiue is the most important potato producing province in the
country. The land devoted to potatoes is usually of good quality and
the technological level of production, such as fertilizer use, is
relatively high. Yields per hectare in this province arc the highest
in the country, and although the region includes only 8 percent of the
country's growers, it produces some 20 percent of all potatoes, mainly
late potatoes.

Production is usually carried out under direct management of the
owner. Area devoted to potato production per farm ranges from less
than one hectare up to more than eighty hectares, with the bulk of the
marketed production coming from medium and large producers.

On the island of Chiloé practically cvery farmer grows some
potatoes, a subsistence staple. The land .is of poor quality and climatic
conditions are severe. Except for anplication of fertilizer the tech-

nology used with potatoes is'quite primitive. As a result yields are low,

34In 1967-68 ECA signed a production contract for the entire out-
put of these organizations at a fixed price, which, as it turned out,
was four to six times higher than the going market price.
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and although 12 percent of the nation's growers are located in the area,
fﬁéy produce only 9 percent of total ﬁrodﬁction. The bulk of production
comes from owner-operatcd small units. The whole region can be con-
sidered a minifundia area, since agricultural units usually are under
five hectares.35. In some parts of the island farmers grow more than
one crop a year.

Llanquihue sells large quantities of potatoes for consumption and
for seed. Others (small and damaged) are used for stock feed, 2nd some
potatoes (small and large) are used by the starch factories. Chilos
has basiczally the same outlets, although the markets arz somewhat more
restricted because of higher transportation costs and lower quality of
the product.

The starch factories operate only in years when potato production
is high and the volume they use varies according to the demand for their
output. These factories buy potatoes of all sizes and pay according to
the starch content of each lot.

Seed potatoes from these provinces (regular, selected, or certified)
meet excellent acceptance for their quality ond are distributed all
over the country by commercial outlets and institutions related to agri-
cultural deveclopment, such as INDAP, CORA, banks, and cooperatives.

Potatoes for fresh consumption are sold on a regular basis, pri-

marily in regional markets for local consumption. Some important sales,

35According to information from INDAP, over 80 percent of some
3,000 farmer units registered are under five hectares, and only a few
large units are known. About $0 percent of the operators arc landowvmers,
while the rest include occupants, squatters, operators with uncertain
ownershi» rights, and renters. :
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howvever, are made to otier zones: a) the southern provinces, wh;g?

provide regular but l1n1ted uenand' b) Santiaﬂo whichidemanda larpe

i

o

quant1t1es of late votatoeg, Dut only vnen there 1s no comoetltlon from
other zones; and c) export naruets, wvhich are very attractive but
have often been restricted.

ECA has been active in the zone; its.vurchases : ,aed 7 percent
of the prOuuctlon of LlaanIHUG and 3 percent of the uroducblon of
Cailoe in 1967~ Gu. llaving operated for about flve vears in the zone,

LCA ias succeedea in stabilizing prices in the market turough a price

shpport nolicy.

Structure of the Potato iarket

As pointed out, any reference to "the potato market'" constitutes
an over-siuplification because many classes and varieties of notatcoes
are produced at different tiues of the year, in various zones, and by
diverse types of sroducers. Furtheriore, these notatoes are sold
through various caannels, routed to different nlaces, and receive treat-
nents and prices that differ substantially. Gore tynses of Hotatoes
compete directly with each otuer, vhile others are sold in different
uariets. In uost cases, novever, the lots narieted cannot be catesorized
in rigid and well defined framewvork:s.

The situation is ratiher complex since each narket presents a
particular coubination of variables vhich influences in different ways
the result for the ~rover. Thus, no number of separate rnarkets can be
precisely specified, since their volume and content will change‘denendine

on hov the situation is a»proached.
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-Horeover, there, are-a large number of problems in this field, few
‘of:which are common to all or even to a considarable proportion of
matkets. Given this situation, the following sections attempt to
discuss some of the general characteristics of the structure of the
potato market in Chile.

Buyers and Sellers. Potato growers, though located throughout the

country from Tarapacd to iagallanes, are concentrated in tvo major
zones: the more important one stretches from Cautin to Chiloé (includ-
ing 45 percent of ail producers), the second frou Santiaro to Colchagua
(including 29 percent of the producers). Small production units are
distributed all over the country, but the laorger ones are usually con~
centrated in various specialized production zones.

The composition of the buyer's market is cowplex, since a large
number of buyers operate at all levels and with different capacities.
The size of operation ranges from a fev sacks for retailers or institu-
tions to many thousand sacks for'government purchasing cpencies. In
turn, some buyers resell part or all of the quantity purchased with a
variable amount of services added.

siiddlemen. 1In various;fegions of the country and at diverse times
of the year, different types of middlemen are present. The most out-
standing are:

1. Local assembling men (either farmers or traders, who operate
.an .agricultural or non-agricultural product store, or specialized
traders who-deal only with certain agricultural products) usually buy
potatoes in small lots and ship them to the different markets when they

complete a truckload. Payment is usually in cash, but often the prices

paid are low.



2% ”ﬁ%éiﬁhal?dséémblingfﬁéh*hsudkly\bperaté~§nly.withfagricultural
pf@dﬁéts;”nﬁa'dftenfSPcbialize in”potﬁtbes; These middlemen:operate
4in’ the main producing zones, and generally have:appropriate facilitics
for storing the product. They deal in large volumes, shipping to
different markets of the country, especially to the auctions in Santiago,
and occasionally handling exports of potatoes. They pay the grower
a'price related to the auction prices, even though payments are some-
times- delayed.

3. Government purchasing agencies, particularly ECA, purchase
potatoes from the growers in quantities that vary from a fow sacks to
‘large lots (within an established moximum). DPayments are in cash and
the potatoes arc stored for later sale or reshipment. The buying -season
lasts only a few months every year, and the agencies function inter-
mittently during thet period.

4. Trucker-buyers operate only occasionally and constitute a
lov volume channecl for potatoes. Usually truckers ' buy only 'small lots
and ‘pey a good price in cash, often mercly secking to cover their.
expenses.

'5, Auction brokers, perhaps the most important middlemen, handle
the largest volume of potatous-in the countfy. They operate directly
with growers, representing them in the municipal auction (the private
auction corporation also acts as a broker). Brokers may provide such
services as granting monctary advances, paying for transportation and
other cxpenscs for the -producer's account, and “defunding" (guarantee-
ing) the lot in the event of a price drop. Some brokers have agents in

- the main potato producing zones in the country and provide market
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'information to the grower.

6. Wholesale traders generally operate vith considerable volume
in the urban centers, purchasing potatoes in fairly large quantities
both at auction and directly from the growers. They rescll to smaller
merchants, retailers, or institutions, usually by the sack.

7. Retailers procurc potatoes from wholesalers, directly fronm
neighboring growers, or sometimes from the auction market. There are
many types of retailers operating with different volumes, ranging from
the lorge supermarkets to the small merchant with o stall in a market
place or thosc retailing on the strects.

Relations dmong liarket Participonts. Local assembling men usually

deal only with small growers, ficc no coupetition from other buyers,
operate with small volumes and suspend purchases when prospects of
sales on the market worscn.

Regional assembling men deal with all types of growers, although

they prefer to operate with mediun and large producers because of the
opportunity to obtain fairly large lots of o more uniform product, and
also because these producers may be willing to accept some delays in
payment. On the other hand, it is usually more profitable for the
iiddlemen to deal with small growers, who must usually accept whatever
conditions are imposed on them. Large growers usually have the alter-
native of shipping the potatoes directly to the Santiago markets or
dealing with other middlemen in the zone.

While growers can send potatoes to 2ny auction broker at éither

of the auctions in Santiago, thc real choice is limited'since both
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auctions operate in parallel fashion and have similar pharacteristics.
’,Infaddition, the growers are in a weak bargaining posi;ion bzcause
- brokers control the acccsthé these markets.

Group Action. HNot many groups have been organized and few are
aetive, probably because of the large size of the production and con-
sumption markets, their gcogfaphical dispersion, and/or the diversity
of interests among the market.participants.

tlany local cooperatives and arowers' associations foster potato

~production by providing technical assistance or supplying inputs.
Very few of these groups, hochur; engage in potato marketing and their
influence on the market was found to be minimal.

Scveral regional farmers' associations have often expressed their
concern in response to a specific problem, such as prices or permits
to cxport, and did not present continuity over time. Early potato
growers have an association which speaks for most of them at times,
but again without engaging in other actions.30

Buyers do not appcar to coordinate their actions in order to
restrict competition. Iowever, most of them usually follow closely
the price movements of the auction in Santiago, and adjust their
operations accordingly.

Local assembling men seem to act in competition with other area

buyers. llowever, they paid very similer prices, differing instead in
non-monctary aspects such as credit, friendship, and kinship.

Repional assembling men usually work alone in 2 region, and if

$

wore than one do work in the same region, scll in different markets and

36por example, the Comite de Paperos del Centro y Norte-Chico.
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consequently operate with different products. Prices paid to the
growers generally were related to the prices of the market in which the
middlemen operated. As a rule the growers dealt with the same middlemen

throughout the entire season.

Rzilroad tronsportation still continues to cperate with the charac-

teristics of a monopoly, and currently does not adjust its freight

rates quickly in response to changes imposed by other competitive trans-

porters. However, the railroad appoerently does take the Level of com-

petition into consideration when it establishes its freight rates.
Truckers, because of their greater flexibility, currently transport

most of the potatoes. Freight rates charged in the same zones are

fairly uniform, and cven though most truckers are not unionized, any

change of rate is promptly adopted by all of them, as if there were

sone type of prior ogreement. Crowers usually deal with any trucker

found in the locality, vwithout marked preferences.

All auction brokers are grouped into an association which determines

the conmion action and policy that its menbers should follow. ilo nore
than five of about forty brokers handle potatoes on a regular basis.
loreover, brokers usually operate with growers of certain geographic
areas rather than competing directly for customers. This situation
explains their strong bargaining position.

Product Jifferentiation. The different types of potatoes on the

market do not recally constitute differentiated products as normally
defined in market analysis. The competition and narkedly differeat
‘prices are usuclly due to consumers' preferences, based either on real

or‘subjective factors imposed by tradition and custom, rather than to a
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difEbvontiation imposed by growers or middlemen.

‘At the consumer level, however, souwe differentioction exists since
potatoes are sonetimes named according to origin, typc, or variety in
order to raise their price, although the description given may not
always agree with the true situationm.

Prices ond ilargins. Wholesale prices for potatoes fluctuate con-

stantly, principally because of changes in market supply concurrent
with a fairly stable demand. lerket supply is affected by climate,
season of the year, speculation by growers or middlcmen, market infor-
mation, or trousportation bottlenecks. Differcnt types of potatoes in
the markets present price fluctuations which are not related to cach
other and vary accordinf to variety, grade, and scason of production—-
i.c., late potato scasonal price variations reach 95 percent; carly

a
.. 37
potato variations L1456 percent.

Potato grovers operate in an atonistic market and thus have no
ability to influence market prices by control of supply. Once the
potatocs Leave the farm ‘the grower has little or no control over prices
or the narketing of the product. »Prices at wholesale fluctuate con-
siderably in different markels, but as 2 rule these fluctuations do not
coincide with day to day variations at retail level. Wholesale prices
influcence net prices received by growers, but these net prices are also
influenced: by which market he uses and by the number and type of middle-

men. used.

_ 37progranz de cooveracidn Técnica Chile~California, La comerciali-
zacion du¢ productos agropecuarios en Chile, Anexo I (Santiago, Chile:
1965), 1. 55. » A |
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Different sources have attempted to.estimate the percentage of
potato retail price that growers receive, but thé figures differ cun-
aiderably.38, ECA enalyzed several marketing channels ia 1965 and the
estimated margins arc presented in Table IV-6. The most important
channels. considered in potato marketing werce:

channel A: Producer - Auction - Vholesaler - Produce stores
(some 2,000 in Santiago);

channel B: Producer - Auction —- Street markets (some 25 markets
with around 300 stalls handling potatoes);

channel C: Producer — Auction - tholesaler - liunicipal markets

(some L0 mariets with a large numbor of potato retailers).

Table IV-~6. Percentage Distribution of Consumer Expenditures
for First Grade Potatocs in Santiago (1962)

Channcl A Channcl B Channc!i C
Growers' shere 49.9 65.1 52.5
Auction market nmargin 2.4 3.9 2.8
Wholesale margin 28.9 - 30.3
Retail margin 23.8 - -
(S;r;pt markets - 31.0 -
ﬁunicipal markets - - vl6.4

Source: LCA, Costos, margenes y otras consideraciones de intercs
en la distribucion d¢ hortalizas en ¢l Gran Santiago, Ancxo I (Santiago,
Chile: 1960).

380pEPA--5C percent of wholeszle price; Parada and Sanchez--94.7
percent of auction pricej; ECA-~50 to 65 percent of retail price.


http:siderably.38

-l 96 -

Bddase a fuwiber of variables'pd ‘into price determination, it is
Yardto ‘establish comparative price ‘scales at one monent for the wvarious
“markets. ilowever, regional markets often presented price differences
which usually level off more or léss rapidly depending on the wiisting

cormunications as vell as the rogicnal availability of potatoes.

Prices received by different gfoveré in cﬁéh region varied
according to the location of the production unif;‘typé of potato“prow
duced, channcl utilized, até.

The assembling man usuallf‘pays the grover o nininun price.
Although margine voary in every case, local middlemen usually make a
high margin per unit, while regional assembling men usually pey higher
prices, vhich n2y indicate their prefercence for a large voluwe of opera-
tion at Lower nersins.

Aucti;n bfokcrs charge a fixed percentage commission on totzl
sales for their services, and conseruently are interested in obtaining
higﬂ merket prices for the nroducts. !owever, brokers are also interested
in dumping the largest possible volume of potatoes on the market, and
these actions usually lead to conflicting effects, resulting in con-

siderably price fluctuatioms.

Production and “arketing Policies

Potato rrowing is widespread among all types of farmers, and basic
production technology is well known to all growers. The orientation
of the developrintal agencies thercfore is twofold: to improve the
cultural practices used and to encoufﬁge thc substitution of'néw

varicties for certain varieties which, although popular among growers
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and preferred on the market, have low yields and little resistance to
blights (i.e., "corahila' variety).

Various commercizal firms, as well as the agricultural branches of
the government, have made considerable progress in supplying improved
inputs to the grower. Fertilizer and chemical products (insccticides,

- etc,) are casy to obtain anywhere. The use of certified and improved
sceds is nov increasing, although the quantities used amount to only a
low percentage of the total used~-certified sced less than 5 percent,
improved sced less than 20 peicent according to aveilable estimates.

Several government agencices have acted to facilitate the marketing
of potatoes.

L. CORTO has aided programs for construction of cold storage
facilities for potatoes and other infrastructural work.

2. ECA operates purchasing offices on a scasonal basis to support
prices in some southern provinces.

3. ECA operates a market neus service that provides information
on prices and quantitics transacted in Santiago, but diffusion of its
information is still restricted.

4. The Hinistry of Agriculture started o service for planting
and production information, and a forecasting scrvice whichh intended to
supply pcriodical data to growers, but the services did not c¢volve as
expecterd.

In general, however, coordinated medium and long range policics
are lacking. Government actions have usually been limited to short run
problens--building up stocks to ensure supply, providing markets for

some regions with socio-economic problems, and establishing support
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‘prides ‘to' help certain types of 'growers or. producers in.certain areas.
These policies have not always been consistent and have often contra=
dicted long range goals. Moreover, the benefits of these policies usually
- have not reached the small growers whom the policies are often intended

to protect.

Price Policies. The price of potatoes is basically determined by

market conditions and so tends to fluctuate violently. The government
often acts to influcnce prices, mostly in the following cases:

L. Support prices. In various arcas of the country, support
prices have been cstablished through purchascs made by ECA, with the
object of guaranteeing & minimum income for producers in certain zones
and thus ensuring continuity of production.

2. Maxinum prices. In recent years the government has fixed
maximum prices at wholesale and retail levels in Santiago when market
prices have ecxcceded certain limits. These measures are intended to
prevent a rise in the cost of living.39 On other occasions the govern-—
ment has controlled potato prices by dumping large quantities stored
by LCA onto the market, or by importing potatocs.

Governnent plans for the future indicate that the price of late
potatoes will be permitted to fluctuate freely so long as it remains
between the target limits cstablished.

Credit Policy. Potato production uses no special credit lines, but

several private and government sourccs facilitate the production and

marketing of potatoes.

3potatoes account for more than 4 percent of the official “cost”
of living index, carrying more weight than any other agricultural crop.
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- General figures on credit for potatoes were not available since
-many agencies and individuals are involved and statistics on agricultural
credit usually do not discriminate among crops. A survey conducted in
some' provinces close to Santiago, including l7 percent of the potato
grovers in those arcas, indicated that 80 percent of them regularly

receive credit for potato.s from different sources (see Table IV-7),

Table IV-7. Distribution of Credit for Potato Growing (1967)

Source Percentage of Total
BAIIKS

State Bank 32.4

Private Banks 2.6

DEVELOPMEUT AGEHCIES

LiIDAT 13.4
CORA 6.7
CORFO 2,9
ECA 0.2
PRIVATE SOURCIES
brokers 1.8
Traders 19.7
Land {ords 21.3
tloney lenders .3
Friends and fanily members 1.7
OTHERS 6.0

Source: Ministerio de Agricultura, ODEPA, Consulta Agricola
(unpublished), April 1967.

Banks grant credit to their customers in money and inputs for
several crops, including potatoes. Although banks scem to be the main

-source of credit for potatoes, the amount granted is small and the
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rnumber: 'of customers limited since they usually operate with medium and
U ldrge groﬁcrs.ao The amount of credit granted to small growers by some
developnent agencies (c.g., INDAP) is increasing, and ECA has granted
credit to finance contracted production among some co-ops or agrarian
reform settlements, but has usually rcached only a small number of
privileged growers. Private credit continues. to be very important.to

potato growers, and many growers of diverse capacity utilize this source

rcgularly.4l

Only about one—-quarter of the loans considercd in the survey were
gronted in noney; the rest were in inputs and other goods. The cost
of these locns varies considerably according to the source. Roughly
three-quarters of aill the credit for potato growers was received by

rrowers wiho had tvo hectares or less in potatoes.

Small and Large Producers

According to the criteria previously established, only grouers
who have a marketable surplus are comsidered in the analysis, thus
excluding from the analysis the large number of farmers who grow

potatoes as a subsistunce crop.

Characteristics. It is difficult to determine a size of operation
classification that will be equally valid for potato grovers in
different rcgions of the country and for various types of potatocs, As

an approximation, small producers have been defined here as those who

4 . V- '
’OOne exception was found on the island of Chiloe, where the State
Bonk operated wvith all growers, including small ones. o

41The figures for private credit presented in Table IV-7 may not
be rupresentative of the whole country, since the region surveyed has
comparatively more sharccroppers and "inquilines.™
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normally devote less than ten hectares to potatoes during the year.42
This classification should be applied with caution, since production
‘and marketing change substantially=--some regions have yields ten or
more times higher than others; in some regions it is possible to raise
more than one crop a year; and prices fluctuate during the year and
according to type of potato on the market. liost of the medium and
large growers observed in this study werc landowners, although notato
production is common among those with any type of tenure.

Small growers usually arc more traditional in that they use routine
methods, apply fow commercial inputs, and cultivate low yield varieties,
These producers perform most of the production work thenselves, sell
iost of tihe potatoes right after harvest, and usually seil only to local
buyers or middlemen vho visit the reeion.

Large grovers often tend to snecialize in potato production, and
these commercial operations usually have adequate equipnent and
facilitics, use considerable quantities of improved innuts, store the
potatoes wiien the price is lov and sell them ot the right moment, and
reach the most important markets in the country.

Incentives Received. Tor the small producer, potatoes constitute

a popular and necessary crop, with a part of the production being con-
sumed on the farm. liorcover, potato growving is attractive because
traditional technology is simple and woll known, little monetary outlay
is required, and only fanily labor is needed. Finally, in years when

potato prices are low, small growers can use large quantitics for both

/, . - Y i,
‘ 420n the Island of ChiloZ, however, a farmer vho grows two
hectares of potatoes is considered a large producor.

ey
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‘family consumption and stock feed.

.. Large growers-also consider potato production:very attractive:
because the crop allows great latitude in climatic-céonditions, shows
.good reasponse to modern inputs, gives some flexibility in the date of
narketing (especially late potatoes), and displays a feirly constant
demand over time. They, too, have the alternative of using part of the
prpduction for stock feed. ilotwithstanding, large growers usually face
higher production costs per hectare because their operations arc more
.commercial in the sense that they purchase a larger quantity of non-
traditional inputs, which implies more monctary risk in the operation.

Access to liarlkets and Services. Small growers have been and still

are slow to accept the use of improved and certified secds, despite
their availability in most production centers, the existence of some
credit facilities for their purchase, and their high yields when properly
used. It should be noted, however, that use of thesec seeds also calls
for other additional inputs znd a more advanced production technolosy.
The commercial firms that produce or scll innuts such as certified
seeds, fertilizers, and chemical products usually demonstrate the use
of their products and advise the grower on the best way to use them in
specific situations. Small growers, however, arc not usually visited
‘by the salesnen and so continue to use only traditional inputs. The
State Bznks supplies inputs on credit and often subsidizes the cost of
fgrtilizer to make its use more attractive, but even though these bene-
fits are available to all farmers, only large growers use them regularly.
IilDAP provides extension services, supervised credit, and inproved inputs
to small growers, but. coverage is still limited and presently unavailable

to nany growers.
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.;wuﬂd;potatoxgrowef,can»directly»influence market prices, but-a- -
grower can:obtain: better prices with adequate information on market
conditions, ~Availability of information varies among regions and ‘among
grovers, influencing their incomes.

Small and large producers of early potatoes operate in similar
ways, trying to speed up production and sell their products quickly
~before prices decline with incrcased supply later in the season.
Although early potatoes .are perishable, growers can postpone harvest
and sale for some days, and can profit by using adequate information
on the volume received and prices paid in the Santiago markets. Market
information currently available in the producing centers is furnished
by agents of auction brokers or other relatad concerns, and includes
information obtained directly from the auctions or from the market
bulletin of ECA. Even though this type of information serves an important
function, the institutionalization of the service—-direct and rapid
diffusion of LCA's bulletin--will help improve the  supply, reduce price
variations, and increase the small producer's income. .

Large produccers in the central zone gengrally have good market
information and use it adequately. Small‘growcrs, howvever, usually
operate through middlemen and therefore depend only on the local ~demand,
which is not always directly related to Lallj variations in the Central

IarkcL. | |

Growers in the South watch closely the tendencies of thc Santlago
‘markets, since thuy'can enter these markets only when the supply
decllncs and pxlccs 1ncrcase enough to cov;r thg hlgh costs of trans-

B

portatlon fron thls zone. liowvever, only the large producers and qhq,

IO P EI TS FE SO R P t BN . R
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‘>1qﬁdﬁLgméh;Cgh&opéfate;in&the;Santiago marketS;sinceglafge%shipments are
:egﬁiﬁedyih«ordefsto,reduce marketingwcosts.; Small producers in-the

gﬁbﬁpu;h;supply only -the local markets .or sell to middlemen or to ECA.
Great variation in availability of information was obscrved among
southern growers, including regional information, which implies con-
sidexable price differences for many small growers in the zone.

_ECA price support programs are designed to protect the small grover
from.falling prices, but often thesc producers arc unable to benefit
from. these programs. Given the small volume of their production, it is
not cconomical for small prowers to transport their potatoes to LCA
purchasing stations. Conscquently, they deal with traders or middLlenen
who pay then lower prices.

A similar problem arises with sced potatoes. Cormercial buyers
prefer to deal with growers who can supply large quantities of uniform
potatovs, and the various institutions purchase sced potatocs in large

Lots by closed public bids——in both cases the small grower is eixcluded.

Changes Occurring in Potato .iacketing

Only ninor changes arc observeable in potato markcting gﬁd>the
structurc of potato markcets appears to be fairly'static. Xitﬁough no
éﬁbstautial changeé have so far occurred in éofdﬁskmarkefing: soﬁe
éhdnges.are.deveIoping‘and may improve marketing in the future:

1. The existence of two auctions and scveral wholesale markets
'ﬁééziﬁprOVed market conpetition, resulting in better organized marketing
channéls. | |

2. Improved transportation systems are shortening the cconomic

distances between markets and the various producing regions.
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3. Adequate market information and forecast systems may help
guide producers as to prospective prices and the best marketing period.

4;‘ANeﬁ‘warehouses and cold stérage plants éfe likely to facili-
ﬁ;éé a better distribution of supply through the entire year.

5. Although traditional grades continie in force, new quality
standards are being studied and tested.

6. Wholesale transactions are beginning to be made by 50 kilo-
gram sacks, which are more practical for many purposes than the tradi-
tional 380 kilogram sacks.

7. Increasingly, supermarkets are retailing potatoes prepacked

in three and five kilogram plastic bags.
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V.  TOIIATOES

Tomatoes are the main hort1cultural crop in Chlle as measured by

); .‘.“

several stendards.‘.Some 5,000 units grow then on a commerc1al scale;
a 1arge number of people are employed in their narketlng, their pro-

cesslng is the most important activity of the processing industry and
holds export potential; tomatoesvarepeonsumed by a large segment of

the populatlon. | |

| The main cheracterLSC1c9 of tomato production and marketing ob-

served in thzs study are:

i. The problems of tomato production and marketing are different
in the various parts of the country and in different times of the year.

2. There are two separate markets for tomatoes in Chile, fresh
consumption and the processing industry.

3. The marketing channels utilized in all tomato markets are
clearly defined and fairly well organized.

4. The market for fresh consumption exhibits very large price
variations, both seasonally and in the short run, such as a week or even
a day.

5. Small producers generally receive lower prices for their pro-
ducts, but the difference seems at least partly caused by differences
in the product and by the quality and quantity of marketing services
added.

6. The iomato processing industry is highly concentrated,
operates in the season of excess tomato production, and pays very low

prices.
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7. Small producers who operate independently have a weak bargain-
ing position and léés access to market opportuniéies and services in
relation to lafgér gféwérs éhd cooperatives, THere séem to bé su54
stantial differences in the profitability of the operétions of small and

large growers.

Production

In different periods of the year the tomato supply on the narket
varies considerably with regard to region of production, volume, type,
and price. Several regions of the country having different climatic
conditions supply the market in different parts of the year.

1. The yearly production cycle starts with the small quantity

from the northernmost region "norte grande" (Arica), often as early

as July or Jdugust,

2. iext come relatively large quantities of production from the
north "morte chico" (Vallenar, Vicuna-Llqui, and Ovalle) during
September—Decernber.

3. The tomatoes of the ilorth are displaced fron the market by
the production of the province of Valparaiso (Limache and Quillota)
beginning in mid-Decerber and extending through January.

4. The preceding zones can no longer compete in price or quality
when the production of the prevince of Santizgo fleods the market,
mainly in the period February to April.

Tomato production costs vary considerably according to the zone
of production--they are highest in the North, decrease gradually closer

to the Central zone, and reach their minimum to the south of Santiago.
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Within a speqific zone, production costs differvconsiderably from one
ﬁnit to anqther since ecologic and climatic conditions are often
different within short distances. Individual production costs per
hectare generally vary directly with the quantity aﬁd type of resources
employed~-situation and quality of the land as well as other tradifional
and modern inputs—-and with the form of administration.

The primary production problem is the lack of adequaﬁe varieties
adapted to the different production zones and to the different uses of
the product. At present the bulk of the production occurs in a short
period of time, and yields as well as quality are comparati§ely low.43

Tomatoes are produéed on all types of economic units and there are
many types of tenure arr;ngements in horticultural production. Jften
production on the same unit is carried out under a combination of arrange-
ments. Table V-1, which considers Chile's main horticultural region,
indicates this tenure situation.

There is little available information related to tomato production
and marketing in Chile, and practically the only source of statistical
data’ is the Agricultural Census. The information, however, is ver&
general and usually refers only to the area devoted to tomatoes at the
provincial level, without indicating volume produced and season of pro-
duction, or providing less aggregate figures. The usability of general
aggregate information is quite limited, since there are considerable
regional differences in physical yield and substantial seasonal price

changes. The distribution of cultivated area by province is presented

43, . . - .
ilaria Lazo, La horticultura en el desarrollo apricola de Chile,
comparacion con el caso holandes, Thesis, Universidad de Chile, Facultad

de Ciencias Lconomicas, Santiago, 1967, p. 3l.
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in Table V-2,

Table V-1. Tenure Arrangements in Horticultural Production in the
Provinces of Aconcagua, Valparaiso, and Santiago

Average crop 2 of 4 of

Tenure arrangenent size (hectare) units land

a) Workers with land use privileges 0.5 36 8
b) lented land 3.7 10 17
c) Sharecropping 3.9 13 22
d) Uuner managed 3.2 29 40
e) Jperations under mixed forms

a and c 2.1 7 7

f) Operations under mixed forms
d and b 4.1 2 3

8) Uperations under nmized forms
d and ¢ 2.5 2 2

h) Operations under mixed forms
b and ¢ 2.2 1 1
2.3 1007 1007

Source. vdireccion de istadistica y Censos and LCA, presented in
ODEPA, Plan horticola, 1967, Volume I, Table 12.

Total production in 1965 was estimated at close to 10 million
boxes of fourteen kilograms each, and although the tomato crop area
increased 84 percent between 1955 and 1965, its relative importance

decreased from 9 to 8 percent of total horticultural crop area. %4

44Ibid,, pPp. 31 and 21. Lazo utilizes Census data, but other
sources present different figures, even when the information usually
cones from the Census.
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Table V-2. Tomato Production in Chile (1964-05)

Provinces? Number of Infornants ilectares Planted
Tarapaca 245 223
fntofagasta 2 11
Atacana 349 437
Coquimbo 643 329
Aconcagua 215 269
Valparaiso 1,200 1,450
Santiago 1,173 1,594
O'iiiggins 235 163
Colchagua 40 11
Curico 64 34
Talca 224 170
Linares 43 15
fiuble 59 35
Concepcion 75 43
Census Total 4,451 5,230

@dyrovinces wvith less than ten hectares in tomatoes are not
included in this table.

Source. Direccidn de Estadisticas y Censos. IV Censo Wacional
Apropecuario Ano Apricola 1964-65. Resumen del Pais (Santiago, Chile:
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Tomatoes for both fresh consumption and processing, usually of the
same variety and similar type, are analyzed separately, since each
follows different marketing channels and, hence, is subject to different
conditions.

Santiago is the central point in tomato marketing, and it consti-
tutes by far the largest market for fresh tomato consumption in the
country. (In addition, a large proportion of the processing industry
also operates in this area.)

In different periods of the year the tomato supply comes from
various regions of the country (Diagram V-1), according to which region
has more favorable seasonal climatic conditions and comparative advan-
tages in marketing at that time. The characteristics of the bulk of
each regional production marketed are:

L. In July-September the far north ships by air almost exclusively
to Santiago, over 2,000 kilometers away. The product is sold through
commission agents who are usually located near the Central ilarket. These
tomatoes arrive in small quantities, face little or no competition in
the market, and receive quite high prices.

2. In October-December tomatoes from the north are shipped more than
000 kilometers by truck, mainly to Santiago but also to other big cities.
The product is also sold through commission agents located near the
Central Market. These tomatoes arrive in larger quantities; their
prices are usually stable and often quite high.

3. In December-January tomatoes from the Province of Valparaiso

are shipped some 150 kilometers by truck to Santiago and other regional
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Diagram V-1. Tomatoes = Marketing periods in Chile
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markets. In Santiago these tomatoes are sold in the central market
auction in considerable volume. These tomatoes command only average
prices which usually fluctuate considerably.

4. In January-ilay the Province of Santiago ships the country's
main production, supplying all markets. In Santiago the products are
sold through brokers in the central market auction. The large quantity
produced reduces market prices, and prices remain quite low during the
peak of the production season. Later, as production diminishes in
volume, prices again increase slowly.

Tomatoes are shipped to the market in wooden boxes or trays with
distinctive labels of the grower, of a cooperative or a producer's
association, or of the broker or commission agent. The boxes vary in
size and type but usually growers of the same region use similar con-
tainers during most or all of the season.

The weight held by each box differs not only according to the size
of the container but also according to the degree of ripeness (greener
tomatoes are heavier), the size of the fruit (larger fruits result in
less total weight), and above all the way in which the tomatoes are
packed (loosely or tightly). Different boxes in the market may contain
from eight to fifteen kilograms.

Each producer selects, grades, and packs his own tomatoes according
to his interpretation of the standards commonly accepted in the market
at wholesale level, but these standards are highly subjective and not

very uniform.%3

45ODEPA, Plan Horticola, Volume II (Santiago, Chile: 1967), p. 91.
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144 Jholesale buyers demand and prefer.to buy boxes containing tonatoes
Whi&h*aré uniform in sizé (extra, firsf, second, third) and in ripeness
(ripe, ripening, mature green, or immature green) according to the final '
use and geographic destination that the fruits will have.

" The gradés used in wholesale ﬁarketing éré usually not applied at
retail level, where the transaction is made on a still more subjective
basis. lowever, some quality standards for tomato retailing have been.
developed by the government and are presently used on a trial basis in
Santiago's supermarkets.

Tomatoes are sold at the wholesale level in Santiago following one
of these main channels:40

1. The producer sends the tomatoes to a commission agent's ware-
house, and tomatoes are there sold by the box directly to middlemen
shippers, institutions, wholesalers, and retailers. ' Almost all the
production of the north is sold through this channel.

2. The producer sends the tomatoes to the auction market at 'La
Vega," Santiago's main central market, and the operation proceeds with
the help of a commercial broker. Tomatoes are sold in lots of several
boxes to middlemen, shippers, institutions, wholesalers, and different
retailers. This channel is by far the most important one handling the
bulk of the production of Valparaiso and Santiago.

3. The producer sells the tomatoes directly to wholesale buyers

in the central markets or other locations. The transaction usually is

46yor further details on the operation of the central market and
tomato retailing see Appendix I.

VA
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carried out either in the field or in a buyer's warehouse. :-Only produc-
tion of nearby zones utilizes this channel, which has many -alternative
ways of operation and does not handle more than a small portion of total
production.

In most cases tomatoes are sold directly by the individual producer,
although a few cooperatives have been operating, either fostering
tomato production, providing technical assistance in production or
marketing, or undertaking the marketing directly. Two basic forms of
cooperative organizations frequently operate in the field of production
and marketing:

1. Small-growers' cooperatives. Many cooperatives and similar
organizations have been formed by small landowners, landless workers,
share croppers, or renters. The small growers usually operate under

precarious economic conditions because of the high risk of the opera-

47

tion and their limited access to market facilities. These cooperatives

are usually organized by and operate with direct support or with super-
vised credit programs of development agencies (e.g., IiDAP, INPROA).

2. Commercial-growers' cooperatives. A few production and
marketing cooperatives deal with tomatoes, usually on a fairly large
scale. Some of these organizations have been quite successful because
they provide technical assistance and cheaper inputs to the members,
but mainly because they are able to influence the members' incomes

through better organization. Cooperatives usually provide a higher

47Cooperativa Agricola Limache Ltda. '"Memorandum sobre los
graves problemas crediticios que afectan a los medianos y pequenos
agricultores de Limache." Unpublished (Chile: 1965).
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-dégree 'of efficiency, better supervision of marketing operations, and
wWore ‘bargaining power.
‘Marketing cost varies according to many factors,‘and,Tablg;V;S

presents some typical charges encountered in the study of the wholesale

- markets of Santiago..

Table V=3. Typical Wholesale Harketing Charges, by Box of
Tomatoes liarketed in Santiago ( 1967-68 )&

Direct sale

through
Direct sale conmission
through agents with Auction sale
cormission co~op with co-op
agents assistance Auction sale asgistance

Transportation 0.10 E? to 0.10 E?Q to

costP 1.50 E? 0-25% lower 1.50 E? 0-25% lower
Unloading the ‘

boxes - - 0.07 0.07
Guarding the _

boxes - —-— 0.07 0.07
Commission ag- 8-12%

ents' charges normal 10% 10% - ——
Brokers'

charges — @ ——— 7.5% 6%
Municipal '

auction fee -— ——— ©2.5% ' 1.25%¢

d ' ,

Tax on fees +1.5% ——— 1.1% : 0.45%¢
Return to - o '

the co-op —— 2% — 1-2.75%

aTomatoes sold for processing usually pay only transportation.

bOnly regions included in the case studies are considered, but
there are others with higher transportation cost.
cBy law co-ops pay only 50% of .most commercial taxes.

S d . I .
_There is a 15% tax on commissions paid.
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Usually tomato prices are subject to wide and rapid variations.

P
it

Pfiéé; cﬁé;ée'ndt only du:iﬁgfﬁﬁéiséééoh;as'éuppi§’fﬁé%éases,fﬁﬂfsw
differences between high and 1ow'quotations on the same market the same
day are also usually very wide. The typical price cycle for tomatoes
of various zones as they came into the markets, for a relevant part of
the 1966-67 crop year, is presented in Diagram V-2. Only weekly
averages for the first class of tomatoes are plotted. After leveling
off in January, prices then vary only slightly until a slow upward
trend sets in around April because of the reduction in supply, as
preseﬁfed in Diagram V-3.

Retail prices tend to be more stable than wholesale prices and
usually do not reflect daily variations of wholesale prices, changing
only in response to more definitive wholesale price changes.

Tomatoes are also an important iteﬁ for the processing industry,
which uses over 20,000 tons yearly,48 even though the processing of
tomatoes is highly seasonal in Chile and most of it occurs in just a
few weeks. A recent industry policy change in purcnasing tomatoes was
reflected by the initiation of commercial cultivation of tomatoes for
processing in the 1967-68 season. Also, some processors started to
contract production and to pay differential prices according to quality.

Diagram V-4 presents a flow chart for tomato marketing in Santiago.

Case Studies

The case studies for tomatoes include three geographic gzones.

These zones are distinctive not only in the organization of production,

“8opEPA, op. cit., p. 92.
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Diagram V-3. Tomatoes - Typical Fluctuations of

Average Wholesale Prices in Santiago
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Diagram'V—#.‘ﬁTomatbésméxPétternwoffﬁarketing;Elow?in Chile.®
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technology used, yields, and production costs, but also differ:in-volume
produced, seasons of production, prices received, and marketing channels
used. Although many variations occur in each producer's situation, this
section focuses on major regional differences with respect to the.

already presented production and marketing process.

Case No. 1l: Coquimbo-Atacama. Three main production centers

of "early" tomatoes in the North are Vallenar, Vicuna-Elqui, and Ovalle.

The characteristics of the zone can be summarized as in Table V-4.

Table V-4, Characteristics of Coquimbo-Atacama Tomato Production

Production cost Yield per
per hectare hectare Total production
Center (1,000 EQ 1967) (tons) (10 kg. boxes)
Vallenar 14 - 17 o 15 250,000
Vicuna-Elqui 13 - 16 18 350,000
Ovalle : 12 - 16 o 20 600,000

1,200,000

" Production technology used by different growers in this zone is
fai}iy uniform but individual yields vary greatly, depending mainlyl
6h climate (which presents quite different characteristics within
relatively short distances), quality and situation of the land, and
inﬁﬁgé ﬁsed according to the economic me#ns'of the grower.

A Thésfoﬁéto marketing period of the zone corfésponds to the timé

. T N 7
when the bulk of Chile's production is marketed in an average year.
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"Tliel basie! marketing! characteristics. of itomatoes: from»the Northrares

'pFesented:in ‘Table, V-5.

Table V-5. Marketing Characteristics of:Coquimbo-Atacama Tomatoes

Distance from Transportation
T C : . Santiago cost per box
o Marketing period markets (EQ 1967)
Vallenar, = end Sept. to end Dec. 660 km. 1.40 - 1.50
Vicuna-Elqui end Oct. to end Dec. 520 km. 0.90 - 1.40
Ovalle . -.November to end Dec. 410 km. 0.90 - 1,30

-~ Almost all tomato production of -the North is shipped to Santiago
for fresh consumption;' other markets absorb only a small percentage
of total production. Tomatoes that are not sold quickly are all

wasted, since no processing facilities exist in the region.

[N

-... All sales in Santiago are made through cormission agents, who
charge a sales commission that varies both above and below the normal

rate of 10 percent on total sale value. Some agents return a percentage

a0y

HER .

to the cooperatives or accept lower commissions from some preferred
customers, while others apply a surcharge of up to two percent on the
V, : N .

season's total production as interest on advances.

FAREN L S

Usually sales are conducted between an individual grower and a

Favy o P

commission man. There are, however, some variations, mainly in the
e R P S A R S SRS S : o

region of Vicuna-Elqui as follows:
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1. A-private firm--perhaps the largest tomato producing operation
"in the zone and the best organized in the country--grades tomatoes
‘méchanically by weight, complemented by manual selection for ripeness
m;nd‘firmness. The marketing is done as in other cases.

"2. At least two cooperatives were active in the zone, one serving
sharecroppers and small and medium size growers; the second, producing
only one-tenth the volume of the former, served only resident workers

. and sharecroppers working on one farm. Both operated with the help of
the development agency INPROA.

| Het prices received vary among the several producers in the zone
owing‘to the way in which they select and pack their tomatoes. Buyers
believe that they pay according to quality, making allowances for risk
factors vhen purchasing from some growers whose product is not always
uniform. The products of the above mentioned firm, for example,
consistently commanded higher prices--one to three Escudos per box~-
than those of similar product:s./'9 The difference is attributed to the
firm's reputation for careful grading and packing.

In 1966~67 the government vas active in the tomato market; ECA
signed a production contract at fixed prices with the ébove mentioned
‘cboperatives and sold the product in the Santiago market’through
regular commission men at market prices.50 ECA received the‘market

price minus 10 percent sales commission for the agent.

49See Diagram V-2,

5014 1965-66 and 1967-68 the co-ops operated with technical and
financial assistance from INPROA.


http:prices.50
http:products.49
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. Case No. 2: Valparaiso. The communes of Limache and Quillota

grow . the major proportion of total tomato production of the Province
of Valparaiso. The Province inglddes approximately .one~third of total
tomato crop area in the country and further increases are planned..
Table V-6 presents some productién characteristics of Valparaiso as

observed in the field.

TéBier-6. Characteristics of Valparaiso Tomato Production

Production cost Yield per Total production
per hectare hectare for fresh market
(1,000 EQ 1967) (tons) (14 Kg. boxes)
Limache 13 - 18 25 ~ 50 1,500,000
Quillota ‘ 11 - 17 25 = 50 1,500,000
40 - 602

aTomatoes for processing.

Limache and Quillota enjoy fé;érable micro-climatic conditions
that enable éhem to reach the market with a mid-season tomato at a
time of relatively low supply. Though not very big, the areas under
culti?ation are larger than those in the northern zone and the fairly
flat groﬁnd allows a better planned production, giving this zone certain
comparative advantages. Costs of production are lower here because
of higher yields per hectare. Most growers in the zone use the same

basic production methods, even though some utilize more and better

51

ODEPA, op. cit., Table 2.
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inputs according to their economic resources.

The marketing period depends on the climatic conditions of this
zone as well as climate in other competing zones, with the proportion
entering different marketing channels changing accordingly. Table V~7

presents a suunary of the typical situation in this zone.

Table V-7. Marketing Characteristics of Valparaiso Tomatoes

Distance Transportation
from cost per box % sold to
ilarketing period Santiago EQ 1967 processors
Limache Dec.? to Feb. 140 km, 0.45 - 0.65 40
Quillota Dec. to TFeb. 130 km. 0.50 - 0.65 50

3Some growers produce some '"covered" tomatoes (protected with
plastic sheets) which are marketed in October-Hovember; these tomatoes
have high production costs and lower yields, but command high prices
in the market.

Portions of the harvest are shipped throughout the country, but
most of the préduction from Limache-Quillota is shipped to Santiago
where it starts the tomato auction season in the Central ilarket in
December. In February, however, prices drop in the Central Harket
because of production from the Province of Santiago, and the tomatoes
are sold to the processing industry for lack of better markets.

Sales in Santiago are usually made in the auction market with the
intervention of a broker, who represents the grower at the auction and

may provide such services as credit, market information, and labels.
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Brokers normally charge a flat commission rate of 10 percent on sales
(they in turn pay 2.5 percent auction fee to the Municipal Office),
sometimes returning a certain percentage to marketing organizations.

.~ Although a 1érge nunber of growers sell their product individually,
some growers' organizationé were active as follows:

1. Cormercial-grovers' cooperative. The members produce, grade,
and pack the tomatoes individually, but market them as a group. The
cooperative provides the following services: a) inputs at low prices
and suitable credits;. b) discounts of up to 25 percent in freight rates
(the cooperative has broken the power of a truckers' union); c) brokers
who charge the grbwer the normal commission but return 2.0 to 2.75
percent on the value of the sales of its members to the cooperative;

d) direct supervision of the auctions by the cooperative, with checks
on losses and penalties applied, and provision of market information
within a few hours; e) technical advice on production and marketing
which has succeeded in improving the selection of tomatoes, although
differences of presentation and quality, and consequently of price,
still persist.

2. Swall growers' cooperatives, operating with technical and
financial assistﬁnce from INDAP, that operate as already described.

3. Agrarian reform scttlements, operating on a smaller scale
and selling through a ceutral organization marketing cooperative in
Santiago. This central organization markets the prgduction of agrarian

“reform settlements, some cooperatives, and sorie individual producers,

gelling directly to public institutionms.
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Sales to the processing industry are carried out between individual

growvers and processor. Although some cooperatives negotiate a uniform

price for all members, they do not participate in other marketing
activities.

Case No. 3: Santiago, The communes of Quilicura, Renca,

Bérrahcas, Maipu, Las Condes, and Conchall are all within a radius of
20 kilometers from the Santiago market. The area devoted to tomatoes
in the Province of Santiago is roughly equal to that in the Province
of Valparaiso, aithough Santiago has a larger production per hectare.
High yields and lower production costs per hectare make the Santiago
tomatoes the cheapest to produce in the whole country. The character-

istics of tomato production in this region are summarized in Table V-8.

Table V-8. Characteristics of Santiago Tomato Production

Production cost Yield per Total production
per hectare liectare for fresh market
(1,000 EQ 1967) (tons) (15 Kg. boxes)
Jantiago’ 3-8 30 - 60 4,000,000
40 - 70%

8 Tomatoes for processing.

Planting by stages is common in Santiago, and although the largest
iroduction occurs in February-ilarch, some growers start producing in

anuary and others continue until ilay an- even June. The marketing
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characteristics. are presented in-Table V-9. -

Tébie vV-9. Mafkéfing Characteristics of Santiago Tomatoes

Distances from Transportation
Santiago cost per box
. Center Marketing period markets (EQ 1967)
Santiago liid Jan.—-April 5 = 25 Km. 0.10 - 0.30

Tomatoes from Santiago compete with those of Valparaiso in the
auction market, and soon saturate the market, bringing prices down
and displacing tomatoes from other regions. Aside from auction,
Santiago's tomatoes are sold using the following channels:

1. .Direct sale to middlemen--wholesalers, retailers, supermarkets,
or middlemen shippers that move the product to other cities. Sale may
be made by the box, by lot, or by area (furrow, hectares).

2. Sale to the processing industry. Although some growers
specialize in one type of production, most supply both the fresh market
and the processing market.

Two forms of cooperatives were outstanding in this zone:

1. Small-growers' cooperatives operating with the help of
development institutions. One such cooperative has operated for several
years with some success, supplying its members with inputs, credits,
and a shed in the Central !llarket where some members can sell horticultural

products.
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2., A commercial-growers' cooperative whose members produce
individually but sell together through brokers at the auction market.
The brokers return part of the commission to the cooperative. The most
outstanding action of this cooperative, however, was the contract, the
first of its kind, between the co-op and one packer for a large quan-
tity of processing tomatoes, subcontracted in turn to its individual
members.

Table V.~10 presents a comparative summary of the operating

conditions in the three case studies of tomato production.

Table V-10. Summary of the Three Cases (1967-68)

Vicuna-
Vallenar Elqui  Ovalle Limache Quillota Santiago

Plants per hectare 18-30 18-30 18-30 20-35 15-35 10~18
(thousands)

Yield per hectare (tons)

Fresh consumption 12-16 15-19 18-25 25~50 25-50 30-60
Processing industry ——— —— — —-— 40,60 40-70

Estimated total production
(thousands of boxes) 250 350 600 1.500 1.500

Box capacity (kilograms) 8-11 8-11 8-11 13-14 13-14 14-15

Production cost per hectare
(thousands of EQ 1967) 14-17 13-16 12-16 13-18 12-17 3-8

Transportation cost 0.90 1 0.45 0.50 0.10
(EQ 1967/box) 1.50 1.40 1.30 0.65 0.65 0.30

Sales in commission
agents' warchouse yes yes yes little little little

Central sale at
auction market no no little yes yes yes
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Table V-10 Continued

Vicuna-

‘Vallenar Elqui

Direct sale to shippers no

Direct sale to wholesalers
and retailers no

Direct sale to
supermarkets no

Sale to processing .
industry " no

Sale to processing indus-
try ( % of total volume) O

Date of production June-
Dec.

‘Date of shipment Oct.-

to Santiago Dec.

The Tomato Processing Industry

yes

no

no

no

Sept
Jan.

Nov.~-
Dec.

.yes

no

no

no

Oct-
Jan.

Nov.-
Dec.

little

little

no

_yes

40

Nov-
Apr.

Dec.-
Jan.

yes

yes

yes

50

Nov-
Apr.

Dec.~
Jan.

Ovalle Limsache Quillota Santiago

yes

~ yes

yes

yes

60

Pec-
June

Jan.-
May

Using mostly surplus tomatoes as raw materials, the tomato processing

industry operates only about 90 days (February-April) each year.

10

The total daily capacity of the industry is estimated at roughly 70 to

80 tons, but factories almost never operate at more than 60 to 70

percent of capacity. The processing plants are near the large centers

producing tomatoes for fresh consumption (see Table y-1l1).

105eyrvicio de Cooperacion Tecnica and Instituto Chileno del Acero,
Programa de desarrollo conservero frutas y hortalizas, Vol. II Analisis

- del abastecimiento de frutas y hortalizas (Santiago, Chile:

1965) .
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Table V-11. Location of the Tomato Processing Capacity in 1962-63

Province Percent of total capacity
Santiago ' 54
Valparaiso 36
Aconcagua 8
O'Higgins 2

Source: Servicio de Cooperacion Tecnica and Instituto Chileno
del Acero, Programa de desarrollo conservero frutas y hortalizas, Vol.I,
El Mercado Nacional (Santiago, Chile: December, 1965).

Only around thirteen processing firms operate regularly with
tomatoes and most factories purchase directly from the grower without
written contract or previous commitment. The few contracts with individual
growers usually only specify the volume to be delivered, without indica-
ting prices or other conditions. One exception, a 1967-68 contract
between a cooperative and a factory, included clauses on prices,
delivery dates, conditions, special treatment, and related matters.

When harvest time approaches, several processors agree on the
prices to be paid for tomatoes during the season, and the rest of the
industry merely follows. Price setting is unilateral and arbitrary.
Different processors pay a few cents more or less than the average
price depending on their bargaining position, geographic location of
the plant, local supply of tomatoes, proximity to other packers, and

potential demand for their processed tomatoes.
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‘The-ppocesgorg,freqpently delay payments for as much as 8 to
10 mpﬁths qnéil‘the product is.sold; most growers say tﬁey do not
cppgiderAsale”;o the processing industry a‘good<business,wand_usg»i
‘this outlet only when faced with the alternative of letting the pro~
duction spoil in the field.11

Table V~-12 gives an example of the low and declining prices in -
the industry.- ‘The data come. from direct field qbservation.

Table V~12. Prices Commonly Paid by. One Packer
Per Kilo of Tomatoes, FOB Plant, 1966 68

Year Current price Real price index®
.1966 .0.100 EQ R ,(lOO)

1967 - 0.085 E9 . . (69)
- 1968 0.105 EQ . - (53)

8Current price deflated by the Wholesale Price Index for the
month of March, with March 1966 equal: to 100 (most of the tomatoes
for processing are transacted during the month of March).
Tomatoes for the industry are’delivered FOB .factory. Receiving
delays at the plant of as much as’24 hours and more hurt the grower
v .. i . 1] .
given the higher transportation cost and the product's lower yield--

during the long delay the fruit loses much liquid and weight--since

- these tomatoes should be delivered 'when quice ripe., In addition,

Urhe industry clearly tends to pay lower prices for vegetablee
and fruits for processing, in..comparison with Central Market prlces.
Ministerio de Agricultura, "Abastecimiento de productos horticolas del
gran Santiago," Agricultura y Ganaderia No. 24 (Santiago, Chile: 1961).
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complete shipments are often rejected when they reach the delivery
platform.because the tomatoes are in poor condition caused by the
delay and the rough treatment received.

Although the industry continues to use surplus andllow quality
tomatoes, several packers have started to partially operate with a
special processing type of fruit. With the adoption of these indus-
trial tomatoes, the following modifications have occurred or are on
the way to being achieved:

l. Higher yields of concentrate per kilogram of tomato could
bring better prices for raw mat:erial.12

2, This tomato is more suitable for processing than for consump-
tion; thus processors can expect to receive the entire production
and not just surplus tomatoes, a situation which implies raw material
of better quality.

3. The processing industry will be able to import seed of the
varieties that best adapt themselves to their requirements, and to
give technical assistance to growers in order to obtain better and
more  uniform tomatoes.

4. The tomato production season and the industry's operation

season can be 1engthened.13

12gixteen percent higher yields and a 15 percent cost reduction
are expected with the new varieties. CORFO, op. cit., p. 211.

13Harvest periods of 80 to 90 days'have been observed; CORYO,


http:lengthened.13
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?55“'Nev areas with higher=yie}ds~per hectare can help spread
;hé*frocessing industry through a larger geographic area.

6. Classification of tomatoes accordiug to their different
uses (whole tomatoes, tomato pagte, etc.) should permit the industry
to offer the grower differential price incentives.

7. The quality of the final product can be improved to raise
it to the standards of the domestic and foreign markets. (The present
quality of processed tomatoes isivery low, and not appropriate for
export markets.)15

8. The Chilean processor will be able to compete in foreign
markets once the problems of hygiene and quality have been overcome.

Table V-13 summarizes the sales of finished products; the sale of
semi~finished products to other packers or industrial users is also
common.

Sales to the consumer are presented in Table V-14. Only recently

have some processors started canning under private labels of wholesale

or retail chains.

14Rengo and Rancagua are the zones with the best prospects of
developing a tomato concentrate industry. Convenic CORFO-ICTA, Estudio
de la calidad industrial de nuevas variedades de tomates (Santiago, Chile:
1967). Yiclds up to 120 tons per hectare have been achieved in experimen-
tal plots with industrial varieties, and an average yield of 50 tons per
hectare is expected. CORFO, op. cit., pp. 115 and 211.

L3convenio ASFACO-Universidad Catolica, Estudio de calidad y prob-
lemas de industrializacion de concentrados de tomate (Santiapo, Chile:

1967) .

167he present cost of production in Chile is 12 to 27 percent less
than that of Portugal, a great producing center. CORFO, op. cit., p. 212,


http:overcome.16
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Table V13. Sale of Processed Tomatoes by the Processing Industry

Sales through distributors 177
Sales directly to wholesalers 97
Sales directly to retailers 147

Source: Servicio de Cooperacion Tecnica and Instituto Chileno
del Acero, Programa de desarrollo conservero frutas y hortalizas,
Vol. I, El Mercado Nacional (Santiago, Chile: Deceémber, 1965)7

Table V-14. Sales of the Processing Industry

Processors with one trademark 717%
Processors with two trademarks 247
Processors with three trademarks 5%

Source: Servicio de Cooperacion Tecnica and Instituto Chileno
del Acero, Programa de desarrollo conservero frutas y hortalizas,
Vol. I, El Mercado Nacional (Santiago, Chile: December, 1965).

The prices of the processed tomato products are determined by
the packers, who also set the price of the.raw material. There often
appears to be no direct relation between the two prices, however, and
this situation may indicate the power of the industry to control the

markets.
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Structure of the Tomato Market

Buyers and Sellers. The Agricultural Census indicates that less
than 4,500 growérs are engaged in tomato production, with individual
operations varying from a fraction of a hectare to about 15 hectares.
A few producers exceed that size.

Individual grewers, especially those producing in the same

' season, selllin the same markets and éompete with each other. With
fﬁé'excebtion of some organizations that éoordinate the action of
their member-growers, the majority of sellers operate in an atomistic
market with competitive characteristics.

On the buying side, however, elements of imperfect competition
are present in both fresh consumption and processing markets for
tomatoes. In addition, the middlemen are few in number, and usually
coordinate their actions (they either belong to a trade association
or simply follow the same basic lines).

Only a few firms process tomatoes, and all of them belong to a
trade association. Furthermore, some of the larger firms agree upon
prices and conditions of operation énd the rest adjust accordingly
to.these measures. |

Middlemen. From the time the tomato leaves the farm until it
reaches the final consumer, the product may follow different channels
and a number of different middlemen.méf be involved. The most fre-

quently observed middlemen are:
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1. Processing firms, which usually buy unclassified tomatoes
and- pay for them by weight, with or without penalties, within a
ﬁeribd that varies from a few days up to eight to ten months after
- delivery.

2. Middlemen shippers, who buy tomatoes to supply the whole-

"sale markets of the interior of the country. Although they generally
procure tomatoes from either the auction or the warehouses, many

buy directly from the producers, especially during the peak of the
production season. They operate on a cash basis and pay prices closely
related to those of the central market.

3. Supermarket chains, which usually purchase directly from the
grower by previously negotiated contracts for the whole season. As
a rule, supermarkets are reliable buyers but they demand more services,
buy a relatively small volume, and pay relatively low prices. Other
retailers, or groups of them, purchase directly from growers located
near Santiago, but these operations have neither the volume nor the
continuity necessary to make the business important.

4, Commission agents, who operate in the central markets and
other nearby trading centers, selling tomatoes by the box on the
grower's account and charging him eight to twelve percent commission.
These agents handle the bulk of the volume of early tomatoes marketed
fresh in the country.

5. Brokers, agents who represent the growers in the Sanéiago

auction market, charging them 6 to 7.5 percent commission. They
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handle ‘most of'fhe'midJSéason'and late tomatoes marketed .fresh,
pfoviding gome serQices to both buyers and sellers.

6. Cooperatives, both small growers' and commercial growers'
which bring together producers of equivalent capacity, represent: their
memﬁer;' joint production, and supervise the marketing cperations.
fheée actions have increcased the growers' bargaining power and often
result in‘beffer treatment and other economic advantages in the market.

7. Central marketing cooperatives--at present there is one—-
market tomatoes of individual producers, groups of producers, and other
local cooperatives, selling directly to different institutions at pre-
viohsly established prices. This cooperative usually operates with
governﬁent agencies and enjoys protection of several kinds.

8. Porters, including a unionized -labor group which unloads
the arriving boxes from the truck, and a second group which guards the
fproduct until it is sold, belong to a powerful union, and charge the
groweg a fixed rate per box which is established by the union, even
though some shipments in practice do not use these services.

Relations Among Market Participants. Relations between the growers

and the various middlemen differ considerably. The processing firms

operate in a period of time when tomatoes.are plentiful. Because of
this, and also because tomatoes are perishable, they have a stronger
bargaining position than the growers who face them. The factories are
well informed about the volume of producdtion and pay prices established

by the industry itself, with the grover having no alternative but to
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accept these prices. Some enterprises credit the producer with some-
times only 60 to 70 percent of the original weight (these penalties
are arbitrary and are applied under any pretext, or even without
explanation). Growers have the option of reclaiming the load, but
rarely do so, since other factories will usually receive tomatoes

only from their regular suppliers.

The supermarket chains contract with individual producers and

extablish their own standards of quality, classification, services tc

be added, price, ctc.

Middlemen shippers and retailers operate under more equal conditions

with the producer, but the volume of their purchases is small and the

operations are not very regular.

Commission agents generally deal only with regular customers to

whom they frequently advance money. There are only a few commission
agents and they all operate in a similar way, so the producer has
little alternative.

Brokers, limited in number with only a few operating with tomatoes,
operate in a manner similar to commission agents.

Group Action. Most participants in the tomato market have recog-

nized the advantage of group action. Individual growers or small organi-
zations, measured either in number of growers or volume controlled,
have only limited power to control prices or influence the market.
These organizations have, however, made some progress in providing

technical assistance in production and marketing, supplying inputs at
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‘a' better price, and providing some services to their-member;.

Cooperatives that include the larger commercial growers, pro-
viding technical assistance and inputs at low price, obtain better
prices in the market (by making their products more uniform and regula-
ting their shipment) and reduce charges for services (from truckers
and brokers) by exercising their power.

The different groups of buyers, theoretically in competition,
‘actually restrict competition in many ways. Processors may éompete
in selling their finished product, but they adopt a different policy
when procuring raw material. The packers belong to a trade association,
ASFACO, that usually speaks for the industry, and there is good commu-
nication as well as some exchange of basic information among members.

In addition, some firms regularly agree on basic prices and other
operational guidelines for the season, which'the others adapt to their
particular requirements.

Supermarket chains hold an advantageous bargaining position by
negotiating at one time the joint demand of all stores in the cﬁain
for the entire season. Most other retailers and shippers whd‘buy
from growers operate individually with the various growers.

Of the middlemen, brokers belong to an organization that estaﬁlishes
the rates to be charged and the basic operating practices. In additionm,
they usually operate only with growers of certain areas. Thus the
degree of competition among them is limited and their bargaining'position

is strong. \
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Commission agents operate more independently, since they
usually have more diversified interests. However, they all charge
the same basic rates, employ similar operating procedures, and as
a rule maintain the established rates and conditions for all
customers. Nevertheless, both brokers and commission agents have
finally made considerable concessions to some larger and stronger
cooperatives.

Truckers transport most of the tomatoes in Chile. Truckers
usually operate independently, although they coordinate their operating
conditions and charge relatively uniform freight rates for each zone.
In certain localities, however, strong truckers' unions have partially
succeeded in raising freight rates. Some growers' coéperatives and
other similar groups have frequently broken the power of these unions,
or have negotiated special freight rates and conditions for their
grower~members.

Porters in the Central Market of Santiago belong to a powerful
union that handles all products sold at auction. The union usually
establishes high rates for their services.

Product Differentiation. A certain degree of product differen-

tiation is found at wholesale level, where the origin of the product
is well identified. However, the usual basis for differentiation is
that the product, although si._lar in quality to others on the market,
is more carefully selected and packed. Hence the extra prices often

obtained correspond to real services added and consequently to reduced
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risk involved for the buyer, and not tora:fictitious differentiation
created in the mind of buyers.

. . Processed tomatoes are sold.to the publicJunder different
trademarks, and here processors compete using different types of
advertisement to differentiate their production‘(the only type of
product differentiation cummonly considered in market analysis).

Prices and Margins. Crowers have little or no ability to

influence market prices, and usually confront participants who possess
a stronger bargaining position. When operating in the market for
fresh consumption, growers on the average receive 79.5 percent of
prices paid at wholesale.17 Relating this percentage to other pub-
lished data, the distribution of consumer expenditures presented in
Table V~15 is obtained.

Table V-15. Average Percent Distribution of Consumer Expenditures
For Fresh Tomatoes in Santiago, 1962

Percent of retail prices
(without considering physical losses)

Growers' share 32
Auction market margins | 8
Wholesale margins 24
Retail margins 36

Source: Ninfa Crespo, Margenes de comercializacidn y recarpos
de hortalizas en el Gran Santiago (Santiago, Chile: Servicio de
Cooperacion Tecnica, November, 1962).

17According to official estimates. See Appendix 3, Table A-2.
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The percentages change for the various growers according to the
location of the production unit, place of sale, channel utilized,
and quantity sold. When tomatoes are sold to the processing indus-
try, growers usually do not face marketing costs other than transpor-
tation.

* The processing factories unilaterally fix the prices that they
will pay for raw material. The supermarkets usually pay lower prices
than the wholesale market, but producers accept this disadvantage
since assured and regular sales mean less risk for them. Middlemen
shippers and retailers who deal directly with the grower pay somewhat
less than the wholesale market prices, but they save the grower some
money and time, which means higher net prices to him. The margins of

these agents vary depending on the level of their operation and their

volume of sales.

Production and Marketing Policies

There has been no direct government intervention in tomato produc-
tion, except perhaps the encouraging of massive horticultural produc-
tion in the agrarian reform settlements. The latter policy often seems
to conflict with INDAP assistance programs to small growers, since
excessive supply may depress prices, in turn preventing many small
growers from continuing to operate in those markets.

Initiative in developing new varieties and in experimental wcrk

on the control ot blights and diseases has been in the hands of the
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experimental statiops. Also, several branches of the Ministry of
Agriculture and the ﬁniversities have contributed to these efforts.
The results are interesting, but in practice reach only a limited
.qumber of potential users.

The most sericus effort in tomato research in recent years
has been made by CORFO (the production development corporation) in‘
collaboration with a few national and foreign institutions, with an
eye to the possibility of exporting processed tomatoces, especially‘
in paste form. The research has evaluated different processing varieties
in various geographic zones in order to determine their comparative
advantages. The studies have not been completed.

The processing industry has made some sporadic efforts to
improve the quality of its raw material, importing seeds and providing
technical advice to producers in a few cases, but as a general rule
these efforts lacked continuity and were insufficient.

Price Policies. Government interest in the contrel of tomato

prices is minimum. Tomato prices have never been fixed at the whole-
sale level, and the government haé intervened in the markzating of
tomatoes on only one occasion, and then by contracting production.

In the future the government may intervene in the horticultural market
by contracting production with growers in order to insure and regulate
the supply, and may influence wholesale prices by fixing marketing

‘margins.

18Ministerio de Agricultura, ODEPA, Plan de desarrollo agropecuario
1965-1980, Preliminary version.
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" ‘Retail ‘prices of :tomatoes are fixed several times a week by
the Ministerio de Economia, which considers the "average" auction
price of the previous day, some marketing expenses (not all, among
those ignored are physical losses), and a profit margin for the

retailer.

Credit Policies. Horticultural credit in Chile usually includes

both production and marketing credit, and credit policy for tomatoes
is similar to that for other horticultural products.

Several institutions grant credit to tomato growers. A general
picture of the horticultural credit for some provinces close to
Santiago is presented in Table V-16.

The government considers horticultural credit an efficient instru-
ment for modifyiné the cultivated area, and for increasing yields by

20 However, up

fostering the adoption of technological improvements.
to the present several agencies have been granting this type of
credit, apparently without direct coordination.

INDAP grants development and investment credit to small farmers'
groups, or to small cooperatives that do not have regular access to

other credit sources. CORFO furnishes mainly operating and investment

credit to large growers (individuals or groups) in order to foster

1%DEPA, op. cit., Volume I, p. 16.
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thevdevelopment of improvedhprdduction>operations.‘»CORFO‘action
also:includes: the processing:industry..

ceay :
) Ve

1
i

" Table V-164 - Didtribution of ‘HorticulturalsCredit in 1967-

. ‘Source ... . . =+, ... .-Parcentage of Total
Banks . - SR
State Bank ) 27.4
Private Banks ' ' 2.1

Development Agencies Co o
INDAP i S 12,7
CORA . : ' 0.5
CORFO 2.6

Private Sources
Brokers 5.8
Traders 2.0
Landlords : 39.8
Moneylenders 0.3
Friends and family members 2.0

Others - - ‘ 4.8

. Source: Ministerio de Agricultura, ODEPA, "Consulta agficola,
1967" (unpublished). o S :
Banks grant short .and:longer ;erﬁ cfédit thmédium and large
sized growers, but as a'rule have relativelynliftie'éontacﬁ.with small
growers. :
The large proportion granted by l;ndlords‘bf course includes Tuch

of the credit going to share croppéfs, who quitéffféquéntly'operate in

horticultural production.
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.- .About half of the loans considered above were granted in cash,
the rest in goods and inputs. The cost of the credit to the grower
differs considerably from case to case, both in monetary and non-
monetary terms, ranging from very low interest rates (negative interest
if inflation is considered) with no other obligation in the case of
some development institutions, up to high interest rates or even a
percentage on total product sales that may exceed the amount of the
credit, including certain binding agreements to operate with the lender

in the case of some brokers and commission agents.

Small and Large Producers

Characteristi 3. The small producer in the several zones was

roughly defined as one who grew not more than 3/5 hectare in the North,
one hectare in Valparaiso, or 1.5 hectares in Santiago. Although the
small producer usually operates in a zone that is appropriate for the
marketing of his products, his production technology is quite traditional
and he often uses only traditional inputs and seed from local varieties,
because he lacks the economic means and often the know-how to use
modern technology and inputs. Neither his selection nor his marketing
methods are very adequate, and consequently he generally obtains rather
low prices for his product.

The large producer often specializes in tomatoes, and as a rule
has good technical and market information (though many of the large

operations use the same methods and procedures as the small units on a
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lgféer"écélé); The most ‘advanced producers and some cooperatives
are introducing some new steps in the production and marketing of- "
tomatoes, and the improved methods are slowly being assimilated by

" ‘other growers as they observe higher economic returns to these -prac—
tices.

A major portion of tomato production is carried out under share
cropping arrangements because of the high labor requirements and the
intensity of the operation. There are very few tomato producing
units of mcre than 10 hectares in the country, and usually share crop-
ping arrangements are preferred (with one or several share croppers)
when the operation exceeds five hectares. Although some share croppers
~market their production iﬁdependently, usually the production of the
entire share cropping operation is marketea by the landlord.

Incentives Received. Tomatoes are an attractive crop offering

the grower two possible markets, and although productioh is costly
and often involves high risk, it usually produces good economic returns
for the § ower. - |

Small prqducers who have the necessary economic reéources usually
grow tomatoes because the input intensive oéeration allowslﬁhem to
utilize family labor, for which thére is usually little alternative
‘use. Landlords and brokers usually grant the required advances in’
money or inputs; this practicé.also makes fhe éperation quite
attractive. Moreover, tomatoes yield higher economic returns than most

other products, and the market for them is regular. Although priées



- 149 -

do not always come up to expectations, there is always the alternative
of delivering the product to the processing industry, thereby increasing
the probability of covering production expenses and getting a reason-
able profit.

Large producers have good business contacts and ample knowledge
of the markets, a situation which gives them a better chance of selling
their production at more profitable prices. These large growers
enjoy the same credit facilities as the small producers and in addition
have access to other credit sources. They generally have specialized
personnel and equipment for the production, selection, and shipment
of their product to market. As a result large producers usually
obtain higher prices in the market because of their business reputa-
tion for more uniform and better—presented products.

Access to Markets and Services. Several experimental stations

are working on horticultural production in different parts of the

country and their findings are available upon request. In practice,
however, only a few small growers and most large growers use this
information regularly. Ceographic distances and the lack of an efficient
extension service prevent adequate diffusion of findings.

Many small producers receive assistance from INDAP, which favors
horticultural producgion on small farms and usually supplies technical
advice and supervised credit to small farmers grouped into committees
or cooperatives. The State Bank grants its customers credit in inputs
and money, but its capacity for offering technical advice is limited,

and usually it operates only with larger growers.
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seeds, boxes, labels) for.tomato production and marketing to the
growers that deal with them. Their assistance, hovever, obliges the use
of their services in marketing.

LCA operates a marketnews service that distributes market informa-
tion to some producers and many intermediaries. MNowever, the market
information that growers possess is usually quice poor, and most
farmers have only a rough idea of daily marketvprices. This ignorance
increases with geographic distance. Producers generally obtain infor-
mation on price tendencies from truckers, and it is not unusual for a
producer to learn what prices his products received in the market only
through the weekly statement from the broker.

In most cases the large producer was better informed than the
small one. This information provides large nroducers comparative
advantages, and furthermore rhey usually have greater flexibility in

the matter of adapcing themselves to market requirements. Some larger

* cooperatives provide adequate market information to their members, and

in some cases advise them how to market tomatoes (method of selection,
date of shipment, type in demand, retention or prompt shipment of the

lot).

Changes Occurring in Tomato .'arketing

Althoupgh some progress has been made lately in tomato production,
no substantial changes are observed in marketing. However, some

NV PRSI
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indications suggest that the following changes in the functioning of
the marketing systemsAcould be expected in the near”future:

1. Some new varieties better suited for market handling are
presently being introduced.

2, Better selection and more meaningful grading is slowly being
accepted at wholesale and retail levels,

3. Cooperatives are assuming a more active role in checling
prices, providing advice and information, and controlling market
operations,

4. Some cooperatives have contracted with the industry under more
favorable conditions because of their greater bargaining power.

5. The processing industry is starting to use tomatoes bhetter
suited for this use, and higher yields vpermit better compensatiom to
the grower.

6. Better raw material and higher quality control in processing
will permit considerable export of processed tomatoes.

7. In view of these developments the industry is expanding and

modernizing. This change should permit better products at lower cost.
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VI. SINMMARY AND CONCLUSINNS

kE;en though agricultural marketing plays an important role in.
the development process of Chile, little is known about it. Therefore
it seems desirable to include in this chapter some peneral features
shich arose during the study. Although directly related to the prob~
lem, these do not necessarily form part of the hypotheses originally
set forth. This information may be useful for future work in related
areas in Chile or elsewhere.

The analysis focused on two main aspects of marketing: the over-
all economic performance of the system aud the distribution of the
proceeds among participants. With the research completed, the following

considerations appeared in retrospect:

The Method

The study basically followed the approach of market structure
analysis, although the field of observation was extended and some basic
changes introduced in the approach.

Special consideration was given in this analysis to distributive
aspects, and major emphasis was placed on the position of prowers
(both small and large) within the market system, their forms of opera-
tion, and their ways of seeing problems.

The study, taken as a whole, presents some of the main advantages
and the main limitations of these methods as a research tool for

analyzing marketing in development.
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Production Repions as Case Studies

Regional analysis proved appropriate because production and
marketing varies within the country, making generalizations difficult.
Alchough the most important aspects of the problem are covered, the
study does not claim coverage of all regional differences. In addition,
it would seem appropriate in future works to assign rescarch resources
to each region according to the relative socio-economic importance of
the crop studied.

In the rice studies, the zones showed uniform characteristics of
production, times, methods, and varieties, althouch they differed in
climatic conditions and yields. Marketing prohlems wero also relatively
uniform. The threec regional cases actually constitute one geographic
continuum, since local conditions are often rore imporctant than regional
differences.

In the potato studies, growers in the various zoncs operated under
very different.conditions, technological and seasonal, and produced
various types of potatoes. The zones displayed preat differences in
costs and yields. Totato marketing also differed considerably hetween
case studies in channels used, volume marketed, prices received, degree
of competition with other types of potatoes or potatoes from other
zones, and even economic access to the market.

In the tomato studies, different zones produced at different
seasons, competing only briefly in the market until onec zone's tomatoes

vere displaced by the more abundant and lower-cost production of other
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zones. Tomato marketing differed by zome in time of production,
volume marketed, marketing costs, dagree of competition, and prices
received. Some zones also supply the processing industry, which con-

stitutes a separate market.

"Small and Large Producers as a
Meaningful Group Separation

Growers were divided into "small" and "large' producers by
adopting a pragmatic classification—--"small" being thosc units with
capacity to provide full time cmployment for tvo adults or less; and
"large" being those above this standard. In further studies, however,
the universe could be divided into more groups, and the division could
be based on particular features of different product markets in order
to obtain morc precise measures of market shares.

In addition, the bargaining position of growers in épecific
markets is conditioned not only by their capacity to produce a certain
product, but is also affected by the group actions of growers and by
the degree of competition for business that middlemen and final
buyers present. The market share of an individual grower is usually
related to his economic distance from the market, the availability of

information and other local conditions, and the nersonal ability of

the grower.

The Data
Perhaps onc of the most difficult problems in the study was.that

of obtaining meaningful datas Although some problems in pecuring
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adequate statistical information were anticipated, the practical
situation turned out to be even rore difficult than expected.
Secondary information from different sources frequently was in-
consistent. Although aggregate production figures were usually avail-
able, the data on which they are based were obtained by different pro-
cedures and very often were substantially adjusted. !arketing data
are still less precise, since the volume marketed is based only upon
different estimates, the average prices are obtained on the basis of
consumer prices, and farmer prices are calculated by subtracting a
fixed margin from average wholesale prices, with no consideration for
special situations and changes that occur in the scctor. All these
factors limit the valuc of most of the available aspregate data~-often
the only cxisting data. With such data, farmers' responses to various
policy measurcs (or to mark~t variations) must be studied with special
care and results must be cautiously interpreted. ''any institutional
barriers (legal, administrative, social, political, economical) may
prevent the grower from receiving market prices or may imposc strong

rigidities on his operation.

The Sample

Although the sample used consists of a uniform number of interviews
for cach of the nine case studies, it represents a differont percentage

of each universc.l The procedure used was justified because adequate

1 . .
The sample included over thrce percent of rice prowers, around one
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statistical informaetion was not aveilable, the important variables were
not identified, and the composition of the universe -and its overall dis-
tribution could not be determined.

The sample did permit the detection of existing nroblems and the
empirical verification ot some seneral hynotheses. However, the samnle
is not large enourh to allow quantification of the different variables
that affect the problem and this situation linits the nossibilities of
making any reneralizations.

In order to derive conclusions of peneral validity, a further
breakdown of zones, a more extensive coverare ot the universe, and samples
proportional to the immortance of the case studied are veouired--tasks

for subsequent rescarch work.

The Findings

In this study some importent asvects of the marketins of apricul-
tural products are analyzed. Besides outlinins clearlv defined nroblems
and sometimes indicating svecific solutions, the study also alludes to
some of the manv unansvered questions in this field. These nossibilities

should indicate probler areas and direction for future research.

percent of tomato rrovers, and less than 0.1 nercent of notato mrowvers.
The proportion of buyers and middlemen interviewed could not he determined

because their total number is unknown.
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The analysis concentrated on two asnects: 1) the overall
efficiency of.the system, and 2) the relative share of the various
participants. Although the two aspects represent different dimensions
of the same problem, both require adequate analytical attention in
order to foster development. In practice, however, these often contradic-
tory aspects are not always clearly separated, ceusing considerable confu-~
sion in the handling of marketing problems.

In most market operations studie” here the resulting proceeds
were not distributed according to the . lative contributions of the
participants. Rather the relative shares were obtained according to
bargaining position and ebility to use existins ovnortunities, since
market operations are usually carried out between narties ot unequal
means and powver.

The analysis encountered problems of two types: 1) those related
to the infrastructure needed for a better pertormance: and 2) those related
to the institutional asvects that hinder the chanses required to improve
the system. Iliowever, since both problems are closelv releated and
usually difficult to isolate, their peneral implications for the
system are presented together.

Transvortation. Because of Chile's reopraphical location and

particular shape, improvement of the transvmortation system should be
seriously considered in long ranpe planning. 'The mejority of the

agricultural production moves by truck, because railroads and water
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transportgtion are less flexible, and were usually deve;oped to serve
economic:sectors other than crop transport. . As trucks incfeaée in
number, .routes are spreadinm.through many repgions of the counﬁry,

but secondary and farm-to-market roads in many areas are still in
very poor condition or even non-existent. These difficulties in the
road systen present a considerable vproblem to many Arowers and often
geverely limit access to narkets,

An improved transportation system would not only provide a
better equaelization between diTlerent markets in the country, but
micht help to incorporate a considerable number of mneasant farmers
into the commercial sector by nrovidinm them econonic access to new
markets. In addition, international traasportation is insufficiently
developed and frequently noses a nreblem Tor apricultural exvorts,

Almost all rice production is vresently shinmed by truck, with
railroads utilized only occazionally to nove larre lots from hig produ-
cers or from some collection points to mills located alons the rail,
mainly in Santiago. ©Small and large rice rrowers confront nractically
the same transportation problems, with the major difference being the
proportion of the cost covered by the rrower and the mill resnectively.
This difference, hovever, is mostly a bargainins nrobler.

Potatoes are usually moved by truck, excent for late potatoes
from the South which are often transported by rail and sometimes by
ship. As lonr as they are located close to economical transportation,

and are able to supply the minimum load required in each case, small
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growers face the same potato transport conditions as large srowers,
However, very frequently small growers cannot meet these conditions
and are either unable to use these means of transnortation, or have to
pay considerably more for transvortation.

Tomatoes are moved principally by truck, although air transport
is sometimes used for tomatoes from the North and cthers occasionally
are shipoed Ly rail. Also, small growers move their tomatoes hy
cart if located close to the rarket. If thev can sunnly a Tull load
3mall growers receive the same treatment from truckers as Go larsme
jrowers. Occasionally, however, larpe frowers can negotiate asreements

for lower transport rates.

Storage

Meny different government Tacilities are scattered over the
country, some little used while others do not have enough canacity to
satisfy immeaiate requirements. Besides, storare is not adequately
utilized because of physical factors (location, tyme of installations),
economic factors (hish cost), and comnetition for space (many
different crops are produced in the same season). 'loreover, policies
related to the use of these facilities lack consistency, and thus some
products or persons are assigned a larpge part of the facilities, while
others do not have zccess to them.

Commercial storage Tacilities of various types are spread among

production, consumption and trade centers, but their distribution is



jngfﬂggﬁimal.;,PhySica;linStallationsgare.not"always adequate nor. .
’  uégépat capécity, a situation which contribuﬁes to increased costs -
énéAreduced usefulness of the facilities.

A large proportion of agricultural products are stored right
at @he farm, and this storage should.be encouraged by providing
technical assistance for the construction of facilities, plus adequate
credit and‘market information to facilitate storage. The capacity of
on;the;farm storage facilities is unknown, but it ;s estimated to be
éohsider&ble. Existing farm “neilities are usually built for diverse
types of storage; and as a consequence they are not very efficient.
Accordingly, they should be increasingly supplemented by regional
large-scale public facilities capable of holding nroducts under better
conditions and for longer periods.

These steps should help to stabilize supply over the year,
smbotﬁing sharp seasonal variations in supply and market prices.

" Rice growers usually do not store the grain, since rice prices
:ére fixed for the entire agricultural year and no additional prof-itg
are realized from holding the rice. Mills do store rice in ordef to
gssure raw material for year-round operation.

'Potatoes are stored at the farm, in commercial storage facilities1
‘ahd in government warehouses and cold storage facilities. étoragé‘is
especially important for late potatoes;lthe’édietof which spreads oQér
‘ﬁfﬁéfidd‘df some eight months. 0n-the¥fa¥ﬁ'étoraéefis also very impor-

‘téﬁﬁ;fﬁééuf§ing mostly among largé mrowers who have better facilities
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and the necessary economic means to maintain such a stock for a
considerable length of time. Government pelicy with respect to potato
storage has changed in the past and is subject to much eriticism and
controversy.

Tomatoes are very perishable and presently are not stored.
Adequate cold storage facilities at market places would make it nossible
to store tomatoes for short veriods, and this could help level violent
day to day fluctuations in market supnly and orice.

Grading. Several agricultural products are rerularly sold in
the markets on the basis of some prading, althoush srades are used
only at a certain level of the marketine nrocess, and oTten show no
relation to the final use intended *or each product. As a result,
transactions are still carried out by inspection, even in the case of
products sent to the market already sorted and graded.

An observed lack of uniformity among the products in each
grade implied that buyers and sellers do not "sneak the same lansuape,"
that quality price differentials are non-existent or di*fused, and
that growers are not rewarded for the narticular quality standards
demanded by the buyers.,

Objective quality standards are nresently under study for several
products and should become mandatory in the future. Moreover, hesides
meaningful and operational grading standards, the system should also
have facilities for selection, cleaning, grading, and nackineg in the

markets or producing repions. In addition, technical facilities to
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veriﬂw,quality and: resolve market cleims are needed for 'all agricul-
. bural products.

The practice of pricing products by quality or by vields (in
the case of products for processing) should be stronply encourapred.
This practice is equitable for both buyers and sellers, and would
.induce growers to adopt better handling nrocedures snd varieties more
suitable for specific uses. At the same time it is immortant to con-
trol penalties--they should bear no relation to the bargaining nower
of the participants. The control of penalties should be the resnon-
sibility of the varticipants (e.g., marketing mrouns) or indenendent
agencies (government agencies that offer product analyses free of
charge).

Rice quality is determined by prain ansalyses made by the mills
in their own laboratories. Althousgh the sovernment has set quality
standards, mills usually apvely their own svecifications--these vary
for different clieats, and it is frequently mentioned that mills anply
arbitrary quality penalties. When nepotiating the rrades and vwhen
discussing penalties, large prowers usually hold considereble advantage
in relation to small growers.

Potatoes are sold at wholesale either unsorted (mixed) or
graded according to traditional standards. Although there have been
some efforts to standardize potato grades, no significant changes have

been achieved. Some standards at retail level existed in the past,

P



- 163 -

but these have been suppressed to avoid price increases. Small
and large pétato growvers generally face similar problems in relation
to grading.

Tomatoes are sold graded at the wholesale level. Althourh
‘standards are traditional, tke rrading system is imoroving considerabl
Usually tomatoes are also graded at retail level since the fovernment
Tixes prices by prades. IHowever, rrades at retail do not necessarily
correspond to those at wholesale. ilore objective rrades are presently
beina tried at retail level and standards will nrobably be set in the
near future. TProcessors have traditionally onerated without auality
considerations; only recently have some mackers started to reward
quality. Small and large prowers confront similar vroblems in tomato

grading.

Market Information.

A few years apgo the sovernment started a market news service
(ECA), that, tomether with a forecastinm service (ODEPA), was supposed
to inform growers about present énd future market conditions. The
market news service covers mainly Santiago markets and is nresently
operating adequately, but diffusion of its information is still very
limited. The forecasting service was restricted even betore it was
perfected. Consequently, market information for most mrowers continues

to be relatively inadequate.
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. The services presently available should be continued and inten-

sified. The diffusion of information could be easily improved by

utilizing national as well as local newspapers in various resions of
the country, and by expanding the use of redio.

Since rice prices are fixed by the movernment, market information
is static in this field. However, all mills operate somewhat differently
and growers need information about the conditions offered and the
methods used by individual mills, since this knowledre may yvield a
better net price. Larpe prowers nearly always are better informed than
small growers, the latter generally mettineg only local information.

Potato grovers usually obtain market information from the market
news service, from auction markets, from brokers, or from truckers.
However, the information is stili limited in many areas, especially the
southern provinces. Small growers usually have considerchlv less infor-
mation than large mrowers, and were normallyv able to onerate only with
middlemen or in local markets. Middlemen were alwavs better informed
than grovers.

Tomato market informetion is compiled by ILCA, but market nevs
reaches only middlemen and those mrowersQ—usuallv larre ones--located
close to the source of information. Small rrowvers usually ret market
information trom truckers, while larpe provers and some cooveratives
not only have good inTormetion, but as a rule are able to onerate

accordingly, increasing considerably their net market nrices.
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Very little marketing credit is available to the Chilean farmer;
rather agricultural credit is only for production purposes, and is
unevenly distributed. Even though several institutions deal with
agricultural credit, each one operates under different conditions with
little or no coordination--banks with larrer commercial Frow: rs, develop-
ment agencies with smaller peasant farmers, etc. Private credit also
plays an important role, but is npranted only for very special nurnoses
by the nills, brokers, traders, etc.

A never develovment is a full year oneration credit for
agricultural enterprises, where the farmers or cornorations withdraw
the money as needed according to a budret nlan. Still in an experimental
stage, this type of financing may become a useful tool for orderly
farming operations.

Several institutional problems prevent the smooth flow of apricul-
tural credit in Chile. TFor example, warrant credits were sunnosed to
aid marketing by growvers, but almost 21l are presently utilized by
the milling industry: small and medium cooperatives need the collateral
of a few members to obtain credit, which means a disvronortionste risk
Tor these members: hipgh inflation rates result in Fovernment lendine
at negative interest rates, while commercial sources often lend at
very high interest rates.

Rice producers may obtain financins from the State Bank which

grents some credit to its repular clients, but most of the credit for
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rice is actually extended by the milling industry. A largeA prép.dﬁ
tion of thé mills' credit and their vayments for rough rice is'g;ven
in business drafts which growers must discount in banks or in trade.
These procedures, and others related to tinancing, mean that small
growers are at a considerable disadvantage in relation to larger
growers.,

In general there are no cr=2dit facilities specifically oriented
to potato production or marketing, and notato growers use vhatever
agricultural credit is available. Marketing credit for pétatoes is
granted by a few brokers and landlerds (in the case of share cromning),
or by ECA (in the case of production contracts). These credits benefit
only a limited number of prowers: small grovers, with few excertions,
‘do not have access to these sources of financing.

Tomato credit comes mainly from private sources, and renerally
covers both production and marketinﬁ. Althoushi most farmers excent
very small ones have access to these sources, this form of financins
is often quite expensive. Some development arencies grant credit to
small farmers who belong to cooperatives or associations, but this action
is limited.

The tomato processine industry and the rice mills sometimes
grant credit to prowers. Illowever, these enterprises often delay pay-
ments for the product received, so that arovers, bhoth small and large,
are actually financing part of the processing instead of being financed

by the industry.
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Technical Assistance.

Some povernment agencies are studyinqxqays to innovate and-
improve efficiency in marketing, and are examininrm the harriers that
prevent the adequate evolution of the s¥stem. These bharriers include
both physical ani institutional aspects of the rrocess, but so far
these efforts have been insufficient and lackine ia continuity.

The most important problem, hovever, is the existing gap
betveen the source of information and the grover vho is supposed to
employ the developments. Because of inadequate information, lacl of
extension services, distrusec, ignorance, and/or traditionalism, the
findings of the specialized agencies often are not apnlied.

Some experimental work related to rice has produced important
findings which could help improve production and marketing of this
crop. However, growers must search out this information for them-
selves, and consequently most small grovers are not able to benefit
from these findings because of time and other limitations.

Lxperiments with potatoes most frequently involve the search
for new varieties with higher yields and more resistance to common
diseases. Diffusion of the findings in this field proceed throupgh
input salesmen and some development agencies. The cfforts appear .
insufficient considering the technological level presently emploved
in potato production and marketing by many growers, especially small

growers.
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Experiments with tomato varieties and responses to modern
inputs have been made under various programs in experimental stations
and similar organizations. The lack of an extension service for pro-
duéfion and marketing is noticeable here too. However, because tomato
production is input intensive and because tomato growers are usually
located near commercial centers, they are at least partially informed
of developments. Small growers lapg crusiderably behind the average in
knowledge about these developments, and thus need extension services

even more than large growers do.

Group Action Among Growers.

Many existing groups have increased efficiency by purchasing
inputs for all members, by performing jointly some production or
marketing operations, and by eliminating some middlemen 1in the process.
It appears, however, that excessive hopes are often placed on the role
of these organizations.in improving efficiency. Even if some middle-
men can be eliminated someone must perform their duties. Although
organizations can achieve some economies, after a certain point these
organizations become less flexible and more costly to operate.

Groups have often successfully moved to a better bargaining
position by countervailing the power of middlemen and industrial buyers.
As direct results, members have benefitted from lower freight rates or
have paid less commission to middlemen; in other cases the qssociations

were refunded part of the fees paid by their members. So far, however,
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no group has been powerful enough to directly directly influence
supply or control prices, and growers' operations still present many
characteristics of a competitive market. The higher net prices
obtained by some groups are often a matter of convenience for the
buyer--he is assured a constant flow of products of uniform quality,
which means less risk for him. Thus higher prices usually were not
a direct result of market power.

In practice only a few groups have become an economic success
without government protcction. Organizations that group small growers
confront more economic constraints than larger groups and are less
likely to be successful economically. However, these organizations
should not be judged solely from the cconomic point of view since they
also serve as extension services for hetter operational procedures,
teaching their members how to progress together and fulfilling other
social functions. The most progressive organizations found in the
survey were those organized by the members themselves (usually medium
and large grovers), those able to offer cconomic advantages to their
members, and those having full time management hired by the organization.

Collective bargaining through auction groups, such as marketing
boards or growers' marketing associations, is either unknown or did
not play a meaningful role in marketing in the past.

Group action in rice production and marketing has not been

effective in past years. There are some growers' associations but

v
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these have not been active lately. The few cooperatives that

have ope;a;ed in this field dealt ﬁostly with inputs and handled only
a small part of the rough rice production. Growers could greatly im-
prove their bargaining positions if they formed regional organizations,
However, small_growers usually confront different problems and more
numerous limitations than large growers; hence thev might not be able
to benefit significantly from such regional organizations until some

of the restraints they face are corrected.

Although many agricultural cooperatives assist their members
in crop production, no one group was specifically concerned with
potato production or marketing. Such organizations, if developed,
could give special service to small growers who presently operate with
a traditional technology, have no market information, and lack the
capacity to use other than local markets.

Several organizations assist tomato growers in production and
marketing, but the most éuccessfulbcooperatives have been those of
medium and large commercial growers. These growers confront fewer
economic restrictions and are usually able to negotiate large volumes
of uniform products. It was observed that large organizations generally
have a better access to technical and market information, and more impor-

tantly, can usually use it to their benefit.

Structure of Markets.:

Middlemen usually constitute powerful groups because they are

better informed, confront fewer constraints, and possess greater



[ 171 -

economic means than growers. Although there may be a considerable
number ;f any type of middlemen on the national level, in each market
their numBer is small enough to encourage monopolistic behavior even
when there is no direct collusion among them. By restricting
competition, these middlemen may obtain monopoly profits by exacting
them from growers, from buyers, or from both.

Industrial buyers are also few in number, and usually all of
them closely follow the same practices and pay similar prices.
Middlemen and industrial buyers in rice, potatoes, and tomatoes have
not increased in number but do handle a growing volume of operations.

Such imperfect competition seems more or less characteristic of
many agricultural markets, but these factors lead to questions about
the appropriate degree of competition in a particular market. 1In
developing economies marketing often employs a large number of participants,
a situation which under other circumstances would be considered inef-
ficient. However, in these instances marketing-related activities may
be the only available source of employment. FEven in this case, a
large number of participants does not necessarily assure competitive
behavior, since many sources of unequal power may co—exist in the
market.

On the other hand, the existence of strong groups in the
markeﬁ is not necessarily wrong if these pgroups countervail the power
of other groups, rather than exercise their bargaining position to

obtain monopoly profits. Both the tomato and rice processing industries
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presented a high degree of concentration, employed very similar tactics

w{gﬁ{ﬁﬁtﬁe industry, and exhibited a very str&ng bargaiﬁing position.
In these cases, gfbwer; were subject to their dicﬁates and had no
recourse since the indﬁstry systematically Qpposed any measure or regu-
1ation‘that~w§uld limit their power or their profits.

Consequently each situation within the market system merits
careful analysis. This éircumstance is important for policy considera-
tions since the market structure may affect prices significantly, and
unﬁil some causes of monopolistic competition are eliminated, efficient
marketing is often nearly impossible.

Rice growers confrong a powerful structure in the mills, which are
the sole buyers of rough rice. Few in number, and possessing
considerable economic strength, the mills often dictate the rules in
rice trade. This structure has affected the performance of the industry
(even the less efficient mills continue in operation), has lowered
the net prices received by growers in general, and has placed the
small growers in a comparatively disadvantageous position.

Although there are many potato buyers in the country, their
numbef is often small in regional and local markets. In addition,
middlemen control the operations in many markets, coordinating their
actions and presenting a rigid structure to the grower. Small growers
are more affected by this structure since they have less chance to operate

in distant markets and must usually sell right after harvest.
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~Tomato growers operate in markets which are controlled by
parties with strong bargaining positions. 1In the wholesale markets,
ﬁiddlemen often control the flow of products and may influence
net prices received by growers. The processing industry dictates
opcrational norms and sets prices unilaterally. In both cases small
growers, especially those operating individually, are considerably

more vulnerable than larger growers.

Government Policies.

The Chilean government has been increasingly concerned with
production and marketing of agricultural products. The actions taken
have varied but have included close observation of price movements ;
establishment of general marketing guidelines; provision of services;
control, iore or less directly, of supplv and demand; and price fixation.

The results of the government méasures are not always clear,
since the government may pursue many goals simultaneously, several of
wvhich may conflict. However, the usual result of different social and
economic pressures has been the adoption of protective measures, price
controls, or business regulations. The establishment of governmental
regulations, however, does not necessarily mean that they will be
carried out in practice, or that the outcome will meet the purposes of
the measure. The institutional rigidities of the system may prevent,
diétbrt, or delay the attainment of the final goals.

During the past years government price regulations have usualiy

favored consumers at the growers' expense. Besides, price support and
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6;hér ﬁibéééfiBnisﬁ measures degigned to favor small-growers have
i5~§faéfi¢e benefitted mostly large growers and'middlemen,'éince~§ma11
growers face many constraints which frequently prevent them from
taking advantage of market opportunities (often small growers actually
receive the negative impact of these policies). In addition, imperfect
competition prévails in certain sectors of the market, and some participants
;eactuagainst.price cdntrdis (deferring payments, increasing quality
penalties,'etc.), reducing or neutralizing the effect of these policies.
_Wheﬁ policiés to influence production are.designed it is impor-
tant to consider only prices that effectively reach the grower. This
intent also calls for a reevaluation of the redistributive impacts of
ﬁh§%§;p01icie33.including their loug range effecfs on production and
dé@aud as vell as on the efficiency of the mérketing system. lore
realistic measures should be adopted--price support and contfols, trade
conditions, quality grades, taxes, etc.-—an& then'strictly implemented.
Aiﬁitrary or unrealistic regulations are usually self-defeating.
Government action in relation to rice usually involved short
f@n:programs applied to immediate supply problem. Several programs
6f'cfedit, subsidy, price fixing, and iﬁportation have been frequently
used, but a lack of consistency is often noticeable. Host'policies
were intended to avoid increases in cost of living expenses, thus
protecting consumers at the growers' expense; ihis position coptra&iéts

_ippg:run"goals of production increase, and often affects more directly
C S AR . ' R - <L ) P , R L e e ey
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the smaller growers, who face more rigidities in their operation.

Policies with respect to potatoes are among the most criticized.
The government interest in limiting cost of living increases is very
strong in the case of potatoes. Consequently the government fixes
price ceilings for potatoes when prices rise, or dumps potatoes on the
market to bring prices down. However, if prices fall the government
does not intervene. The programs of contracting production for supply
regulation, and of regional purchasing for price support, benefitted
only a limited number of growers while those not included in the pro-
grams received lower prices for their production. The impact of these
policies was particularly negative for small grovers who have less
flexibility and usually depend on local markets.

In the case of tomatoes government action has been minimal,
since it has not intervened by fixing prices. Tather the government 1is
trying to create marketing cooperatives, provide market information,
and foster large scale production. Up to the present these actions
have been insufficient and have lacked the necessary continuity to
solve the real problems. Because of their special limitations, small
grovers are more vulnerable to price and production fluctuations and

thus feel a greater negative impact from these programs.

Seedeidededeschhk ik
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"I 41T ‘the abové the special problems and disadvantages of
‘thé ‘small ‘growers are evident. Thus both infrastructure and services
need to be carefully designed and implemented in order to serve not
only the large growers, but also must be modified and adapted especially
for the small grower.

All this does not happen automatically.. It takes very special
efforts, special plans, and understanding of the particular issues to
solve the problems. Solutions are not easy, but an improved distribution
of benefits may not only serve social goals in the short run, but also

may contribute effectively toward overcoming production problems in

the long run.
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APPENDIY 1

MARKETINIGC OF JIRTTCULTUPAL PRODIJCTS

Although this appendix specifically discusses the market for
horticul;ural products in Santiago, its scope is really much wider
because:

1. A very hipgh percentage of the nation's suppnly of horticultural
products moves through the Santiago market.

2. Santiago, as the country's largest market, estahlishes the
standards for the marketing of horticultural products in the entire
country.

3. VWholesale prices throughout the country usually move in
relation to the Santiago prices--especially those of auction market--
because of the volume of operation in Santiaro and because of the
diffusion of information about its markets throush the marlet news

program.

THE CEUTRAL MARIDT
The Municipal Central larket of Santiapo, better %norm as

"La Vega," began operating in 1280 and its buildings have been in use

for over 50 years. Although the city's popnulation has increased tenfold

since 1380 and the volume of operation in the marlet has grown constantly,

no important changes in its facilities have occurred in recent years.

1Programa de Cooperacion Tecnica Chile—California, La comerciali-
zacion de productos agropecuarios en Chile, Anexo 1 (Santiago, Chile:

TNnLeEN —_ an
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The congestionvgpd:qisorder-Qresently found in this market are
indescribable, undoubtedly have:a negative effect on operational
efficiency, and comsequently increase marketing costs.? In the same
space transactions at the wholesale level through auctions, business
at the intermediate level through warehouses and stalls, and sales
. to the public through municipal posts, all take place simultaneously.

It is estimated that the wholesalers and retailers number more than

3,000.>

Although the Central Market performs several functions, this
analysis concentrates on the auction operaticns at the wholesale
level. . Aside from other limitations, it is evident that the nresent
physical installations are insufficient and inadequate for a wholesale
horticultural product market. TFor example, there are no loadine and
unloading platforms, parking lots, refrigerating plants, warehouse
facilities, or other necessary adjuncts. Sanitarv conditions are
deplorable since not even the elementary rules of “ygiene are observed.
The existing public utility services are few and generally do not
perform the functions for which they were established. ’‘oreover, “undreds

of motorized vehicles and horse drawn carts loaded with products arrive

[

2Ministerio de Agricultura, "Abastecimiento de productos horticolas
del Gran Santiago,' Agricultura y (lanaderia lo. 24 (Santiapo, Chile:
1981), p. 4..

3Zoltan Arvay, lin mercado mayorista de productos agropecuarios
para el area del Gran Santiapo, Thesis, TFacultad de Agronomia, Universidad
“de Chile, Santiago, 1963, p. 45.
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all night long and during the morning, forming long queues and
obstructing the traffic of other vehicles and even that of pedestrians.
Traffic congestion inside and outside of the market is critical. These
and other serious problems have become more acute in recent years.
Seventy percent of Chile's total fruit and horticultural produc-
tion is marketed in Santiago, and despite its limitations, the Central
Market continues to be the country's main marketing center, receiving

over two-thirds of the horticultural products that reach Santiago.4

Of the horticultural products marketed wholesale at the Central 'arket,
97 percent'(by volume) are sold at auction.

The auctions go on throughout the entire year, but the products
auctioned and the level of operations show marked seasonal variations;
maximum volume is transacted in January and minimum level occurs in
June. Approximately 70 percent of the total annual volume of horticul-
tural produckion that reaches Santiago arrives in the period from
October to Ilarch.

The congestion and disorder slow the transaction, a situation
which increases the cost of operation. Turthermore, the delays and
excessive exposure to the sun worsen the condition of the products,
which have already been roughly treated at the inadequate existing

facilities. Physical products losses suffered through excessive

4CORFO, "Proyectos del gran mercado mayorista de Santiago,"
Mimeograph (Santiago, Chile: no date).
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handling, natural fermentation, deterioration, etc. are estimated at

about 20 percent.5

Operation of the Market

unly sales bi'public auction can be made within the *unicipal
. Harket, private sales being sﬁrictly prohibited,'énd producers who
bfing their products in éannoc withdraw any.part or all of them unless
they have gone through thé.auction. Auctions can be effected only
_through the 'unicipal Consignments Nffice, and may take place only in
the Market yard in the sections that the management allots for each
product, and at the specified time. |
Several groups of horticultural products are auc;ioned simultaneously,
but not all the auctions necessarily start ét the seme time. TFor
example, auctions of horticultural products such as tomatoes, string
beans, and fruit begin at © a.m., vhereas potatoes,.onions, snquash, and
lettuce are sold beginning at 10 a.m. One cannot, therefore, speak of
one auction or a centralized market, but rather must consider a

series of more or less interrelated markets.

In order to sell their products, the growers‘must either be

represented at auction by a commercial broker or use the services of

5Ibid., pp. 2-3.

GODEPA, Plan horticola, Volﬁme IT ‘(Santiago, Chile: 1967), p. 36.



- 181 =~

the Consignments Office which are furnished “v the “funj.cipal larket,
The details of all auction sales are recorded in the 'unicinal
Register, but contain only the broler's name (not the prover's), a
method which makes it difficult to check these onerations later.
The buyers must pay cash for their purchases, and the merchandise
cannot be delivered unless the value has heen covered. Buyers must
remove the goods from the auction yard once the selling price has been
paid, but removal often becomes complicated since buvers usually
find no space in which to park their trucks and carts, and often
vehicles already in the yard must deliver the auctioned products to
buyers' vehicles parked in nearhy streets.’
When the grower auctions his product using the ’‘unicinal Tonsign-
ments Office, the buyer pays for tae nroduct at the 'unicipal cashiers'
windows, where he is given a stamped invoice. T.ater the Nffice pays
the grower the amount due him after deducting the corresponding fees
and taxes. If a commercial broker intervenes in the operation, e
issues the invoice and then makes one general payment to the Nffice
for all of the municipal taxes he has c&llected on all the transactions

he has handled that day. This practice also makes it difficult for

the grower to make any subsequent checlk.

7Programa de Cooperacion Técnica Chile~California, La comercializa-
cion de productos agropecuarios en Chile (Santiago, Chile, 1965), p. 62,
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EeAsvan;auction.proceedé, if no one is interested or .if the highe:
»id fails to satisfy the seller, the broker can "defend" the goods
mce, w1thdraw1ng them from the auction upon payment of the fees and
axpenses. The withdrawn lot can "be sold directly elther inside or
sutside the market. ',

The buyers usually have no preference for any single broker and
buy from any of them (except when they.buy on credit). The brokers
deal with any prower, although some brokers prefer certain products
(i.e., horticultural products in general or specific.horticultural
products) or certain geographic zones.

The auction price is largely deterpmined by the total quantity

brought to market and the number of interested buyers rather than

solely by the product's characteristics. The auction prices set the
price ranges for other markets, both in Santiago anavélsewhere.

Resales are not allowed within the l'unicipal Marlet, and retail
sales can be made only at established outlets which are rented for
that purpose. In practice, however, compliance with these provisior
is rendered difficult by the congestion and disorder and hy the lack
of any clear physical separation of the various markets.

Many institutions, processing firms, wholesalers, and retailers
procure the fresh produc; they require directlv or indirectly from
‘the Central llarket auction. The auctlon supplies the needs of the

following intermediaries:
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1. Intermediary shippers, who buy approximately 25 percent
of all horticultural products and send them to the markets in the south
of the country for resale to the retail trade.” |

2. UWholesale traders in other markets, vhe also receive
products directly from the growers or from middlemen and sell to other
wholesalers and retailers.

3. Periodic street markets, which operate in several sections
of Santiago and consist of a number of stands which sell once or
twice a week at the same place on scheduled davs.9

4. Retail market traders vho operate in rented stalls at different
market sites.

5. DProduce stands, produce stores, supermarkets, and other
retailers who specialize in some or all horticultural products of the
season, deveting part of their business to fresh produce.

6. Door-to-door and stationary vendors who sell horticultural
products on the streets, the former carrying them in baskets or carts,

the latter displaying them in fixed stalls,

8Hinisterio de Agricultura, op. cit., p. 9.

9It was originally thought that only growers would sell i?“
the street markets, thus eliminating middlemen, but at the present
rather few growers participate-directly.
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TATO TRANSACTIONS

Potato auctions aré held;auring the entire vear;vin both the
municipal and the privatehﬁ;rket in Santiago. The methods of opera-
tion at bofﬁ édéti&ns afe similar.

vDuging the winter‘months, only late (stored) potatoes reach the
auctions, but later they compete with early potatoes vhen these come
in. étill.later early potatoes compete with mid-season potatoes,
while mid-season may compete with new production of late potatoes.
Potatoes of many different geographic origins, colors, varieties, and
.gfédés.can be found in the market at any time.

Potatoes are auctioned in 89 Xg. sacls, anL a sack is opened
in front of each lot so that the product may he inspected by prospective
buyers. Depending on the abundance of the supplv, the potato trans-
actions in the market are made either in unsorted lots (mixed), or
selected lots in accordance with traditional prades.

The grower must pay the unloading expenses even though the
product may be auctioned from trucks, even though the buyar may use the
same transportation to take the product avay, and even though the
seller may withdrav the product from the auction (defend). In
addition, the grower pays fhree to four percent on the value of the sale

. , : 10
for commission to the broker, tax on fees paid, and other expenses.

101n the municipal market growers pay four percent commission (two
percent broker's commission and two percent auction fee); in the private
market the total commission is three percent.
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TOMATO TRAMSACTIONS

The tomato auction starts with the arrival of the product from
the Province of Valparaiso in December, and continues until it ends
with tomatoes from the Province of Santiago in '‘ay.

The trucks with boxed tomatoes enter the market and unload
in a given section, which expands as the quantitv reaching the market
increases. The boxes are placed in rows in the oven, and each grower's
product is separated into piles according to the broker to which they

are consigned, each pile being subdivided by grade.11
Tomatoes are unloaded bv a aroup of 16 to 29 porters.12 TThen the

auction begins, responsibilitv for the lot shifts to another group
which is in charge of the product until it is delivered to the huver
(this delivery does not imply physical movement, loading, or transfer
of the product). These groups are responsible for shortages and losses,
which occur frequently from pilferage, errors, or mixing of different
lots. Control is difficult owing to the widespread and disorderly
placement of the lots.

The grower must pay unloading and delivery expenses, 17 percent on
the sale value as the broker's commission (which includes the auction

fee of 2 1/2 percent), a tax on commission paid, and other expenses.

11ope producer may deal with more than one hroter at the same time.

12When many trucks are waiting their turn, some truckers prefer to
unload with their own helpers rather than suffer long delays, but even
so the unloading group has to be paid although none of its memhers have
taken physical part in the work.
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APDPZNDIY 2

ECA--THE AGRICULTURAL TRADC ENTERPRISE

omhe first forerunner of the Lmpresa de Comeréio‘AgfIcoia (ﬁCA)

was the Agricultural Export Board, created iﬁj1930 to encduragevnational
production and exports of agricultural products.1 The oréanizétion
was modified and transformed into the Institute of Apricultural
Economics in 1942, into the HMational Instiﬁute of Tradelin 1953, énd
into the present LCA in 1965. .

Tﬁe iéw that created ECA assigﬁéd to it, amoné other functions,
that of participating in the domestic and foreiﬁh trade of agricultﬁral
products to the extent that micht he necessary to assure a stable
buying power and an adequate supply of tho products.

ECA is an autonomous government enterprise under the *nisterio
de Economia, which determines ECA's general policv. liowever, TCA
must operate in accordance with the plans of ANEPLAT (Mlational Planning
Office) which assigns its budget, and rust also consider the recommendar
tions of the Ilinistry of Agriculture, vhich sets'general nolicies for
the agricultural sector.

ECA'S TUMICTINIS
The main goal of ECA's present policy is to maiutain an adequate

supply of agricultural products that will tend to limit increases in th

1ECA, Departamento de Informacion y DifusiSn:'.?ECA, historia,
. organizacion y funciones," Mimeograph (Santiago, Chile:. 1967).

Lo
L !
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cost of 1iving.? 'TCA's principal:functions can be clas‘sifie_d. in
three groups:

1. Regulate.the supply of essential farm products (in défense;of
the consumer).

2f Create the necessary purchasing nower to éupport the official
prices (in defense of the grower). | |

3. Make the marketinsg system for farm products more rational.

In order to ensure an adeauate suonly of farm products, TCA buys
in both the domestic and the foreirn markets:3 until they are delivered
to the market, the products are stored in cold storare nlants, silos,
and warehouses which ECA mainteins all over the country.

In order tc maintain supnort prices, FCA buys from the rrovers
at the minimum official nrices the surrlus of those products that
cannot be oprortunely sold. These products are stored and are menerally
used later to meet the country's needs.

In order to rationalize the marketing svstem, ECA must study the
market problems, orranize the indisnensable services, nrosram and finance
the infrastructure, set quality standards, create sales outlets to the

public, and operate price support prorrams.

0

“Official evaluations indicate that each noint (%) of increase in
the cost of living index directly costs the povernment some N? 44,000,000
(E? of 1967) in hipgher salaries, additional spending, etc.

3ECA has imported 1/3 of the volume of butter consumed in the
country, 1/U of that of milk, 1/4 that of rice, 1’6 of that of lentils and
chick-peas, and 1/2 of that of vheat, with total FECA imports havings a value
of 75 million dollars in 1966. ECA, op. eit., ». 3.
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'SOME MEASURES TO FACILITATE MARKETING
'-Tko'_:’a.tté.i'n' its objectives, ECA performs several functions:detailed

below."

Establishment of Grading Standards

| ECA assuned responsibility for establishing and bromotinn the
application ot a system of grades for horticultural products for domestic
conéumption. It has comnleted a preliminary provosal for quality norms
adapted to local conditions, the apnlication of which in some cases is
already in the experimental stage. Certain horticultural vroducts are
cufrently being graded before shipping to a chain of supermarkets. These
grades will be revised later, and the lemal provisions making them

oblipatory will be formulated and set.

Market News Services

For the past two years ECA has given the interested public daily
information, and weekly, monthly, and yearly summaries rerarding the
. transactions effected in the Santiapo Central Market and other wholesale
markets, including volume, quality, and price information on horticul-

tural products, fruit, livestock, etc.

Regulation of the Supply of Perishable Products

ECA also prevents shortages or surnluses in the production of

‘ :hIn 1967 some 200 copies of daily market news reports were distribu-
ted free of cherge in Santiago or mailed to some point in the interior.



- 189 -

perishable horticultural products. Tor that purrmose ECA contracts

with the srowers for the planting of a certﬁin number of hectares, to be
harvested in months when the supnly of horticultural nroducts is
critically low (especially those products included in the Consurer
Price Index). The product contracted should he marketed normally, but
may be destroved if market nrices deviate from established tareret

prices.

ECA POLICY EEGARDING RICE, POTATOES, AN TOUATOLS
To a greater or lesser extent, ECA intervenes in the production

and marketing of all three products considered in this studv.

Rice

ECA pelicy is to assure short term sumnlv by irmortins rice to
complement domestic production up to the moint needed for consumntion.
Many criticisms have arisen rerarding the volume irmorted, but
apparently a larrse part of the error can be attributed to RCA's vpoor
information, generally furnished by the mills and the rrowers
themselves.

Inasmuch as DECA must sell at the official nrices, considerable
losses can be anticipated if the cost of the immorted nroduct nlus ‘

processingst and marketing expenses come to more than the maxirum prices

set by the rovermment for national rice.
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Potatoes

ECA has followed short term policies for assuring both the
supply of potatoes and minimum price support to rrowers.

In order to ensure supply, ECA has built up a regulatory stock
pile of national potatoes in certain years, and has imported in other
years. These operations were severly criticized, since volume was
excessive and quality was inadequate, but ECA advances two reasons to
justify its immrecise procedure:

1. Adequate statistics and trustworthy crom forecasts are not
available, a situation which makes imnossible any precise calculation.

2. Tt is preferable for the country to have a surnlus supnly which
would keep market prices down but would not increase the cost of living
(however, the surplus nay also denress provers' incomes). These effects
mean a saving {or the national budret (inasmuch as many rovernment
expenses are directly related to this index).

In order to ensure that certain price lewvels will be resnected,

ECA has purchasing asencies paying suprport wrices in oneration at
several points in the country (it also overates other nosts for the
purnose of providing markets for srowers in isolated varts of the
countrv). Potato nurchases have penerally been less than 10 percent of
ﬁhe total production. frowers otften say there are not enourh recevntion
agencies, and sometimes complain that the purchasine season is too short.

The poals of both policies (priee supnort and market supply) have

frequently been a matter of confusion inside and outside of the
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organization, usually resulting in surplus stocks of notatoes (not
alwvays fit for storing and subsequent use). ECA generally Tavors
purchases from the Agrarien Reform Corporation's settlements and
certain cooperatives.

Considereble losses can be enticipated in these ECA onerations,
given the nature of the market supply and price sunnort nroprems, which

pay hipher prices to growers and sell at lower prices to consumers.

ECA has sometimes followed a short term policy for ensurine the
supply of early tomatoes, as in 1966-67. 1In other vears FCA action
has been limited.

In 19566-67 it purchased only irom certain cooneratives and sold at
a loss in the market. Althoush tomatoes are not included in the nrice
index, a near substitute in Chile--lettuce—-is revresented, and the
operation in question was intended to avoid an excessive increase in the
price of lettuce. By throwines larpe quantities of tomatoes into
the market, ECA succeeded in lowering prices, but this also imnlied

lower incomes for all producers not included in the contract.
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mable A-l: Indexes of Arricultural Trices at Producer Level

in Relation to the Price of Wheat

(Wheat nrice

100)

¢

Price relations per 100 Hg.

Products .Price
‘ target
1935 1940 1945 1950 1955 1060 for
1030 104k 19hk9 195k 1059 10Gh 1945 1066 1047 1971

Wheat 100 100 100 100 100 100 100 100 199 100
Corn 78 82 96 107 100 101 ol 68 99 90
Barley

(beer) 81 7 96 105 95 103 93 100 97 95
Barley

(feed) _— = == 95 89 93 fo 97 95 90
Oats 50 55 T2 5 Tl 86 ay 103 100 s
Rice - 87 100 112 118 125 132 126 130 135
Potatoes 25 29 35 48 43 45 50 53 149 L5
Beans 137 176 230 221 23 ol 318 257 277 260
Lentils 193 130 16k 20k 2n8  2A7 5% 27% 273 260
Sun--

flowers _— —— — 130 13k 151 176 157 162 160
Raps —— - - -— 173 171 183 178 165 180
Beets - - - - 20 o1 oz 23 25 22
Source: ODEPA
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Table A-2. Source of Information, Marketing Period, and Place of
Price Quotation Utilized by ODEPA to Calculate Wholesale
Prices, and Fixed Percentages Used to Calculate
Prices at Producer Level

Growers'
Place of share of
Marketing price Source of wvholesale
Product Period quotation  information Unit nrice
Wheat January Alameda Direccidn 100 Ke. 91.0%
(white) - July de Estad.
y Censo
Rice Date of Molino flovernment 100 Kg. 95.0%
(paddy) vprice decrees
fixation
Potatoes January- Santiago Direccidn 100 Ke., 60.0%
(yellow)  June de FEstad.
v Censo
Tomatoes January Feria Servicio de 100 K. 79.5%
- May Hunicipal Hoticias de
de Mercado (ECA)
Santiapo

Source: ODEPA



