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Introduction

1, The work done during the first six months of the contract study
has already been reported (Progress Report submitted to Project Monitor,
dated March 31, 1967). The following description of what has been accom-
plished during the second six months is keyed to the first report to per-
mit easy cross-reference and to avoid duplicaticn. Since this anrnual re-
port is being sent to some people not on the earlier mailing list, both
reports are baing mailed to those not reached before,

Work Done to Date

2. Paragraph 14 of Progress Report 1 indicated that work .s pro-
ceeding along the following lines:

a, site selection

b. market analysis

c. diversification studies

d. legal and organizational study

e, study of potantial sources of financing
f. study of cultural problems

g. study of political issues

h. study of technical resources

Site Selection

3. San Martin Hidalgo has been eliminated as a possible site for the
model. Except for a limited number of observations to be made at harvest
time relative to the performance of varietal plots, no further field work
will be carried on in this area. The primary reason for this decision is
the fact that early in the study of cultural problems to face in each site,
serious and widespread conflicts were found among the several communities
which would have to be embraced in a project such as the modal corporationm.
These conflicts, arising out of a growing, articulate and increasingly vio=-
lent opposition to the traditional centers of political power are deemed

so basic ard ongoing as to make it diificul: to imagine the kind of cooper=~
ation which would be needed amomg the small farmers. (Reference paragraphs
16 and 17, Report 1.)



4, Prior to the decision to drop San Martin Hidalgo, experimental
plantings in each of the three sites under study were made, in the fnllow-
ing design (reference paragraphs 18-20, Report 1):

a. At each of the five locations (2 in San Martin Hidalgo, 2 in
Huejotitan-Zapotitan and 1 in Santa Cruz de las Flores), chosen to reflect
the dominant soil types, one measured hectare (2.47 acres) was planted to
what was called "commercial” practice. This practice reprussented an inte-
gration of the recommendations of the Centro Internacional de Mejoramiento
de Maiz y Trigo (reference paragraph 3, Report 1), Productora Nacional de
Semillas (the nationalized company which supplies all hybrid seed) and the
best local farmers,

b. At one location in each of the three valleys, the hybrid used
in the commercial plot was subject to a fertilizer experiment involving 14
different formulations, as recommended by CIMMYT.

c. At one location in each of the three valleys, one fertilizer
formula was applied to a large number of varieties (46 in San Martin Hidalgo
and Huejotitan-Zapotitan; 39 varieties in Santa Cruz de las Flores). The
design of the fertilizer and variety axperiments was given by the staff of
CIMMYT; CIMMYT will also analyze the data after harvest and assist in inte-~
grating the results of the commercial trial, the fertilizer and variety tests,
leading to both a final recommended practice and yield estimates to be used
for a cash flow projection.

d., At one site in each of the three valleys, one-half hectare was
planted for the production of silage rather than grain. This planting was
included because of a total lack of reliable data on silage yield which
could be used to calculate feed costs, should the model corporation include
a milk production operation (reference paragraphs 27-29, Report 1).

S. Field details of the practices followed and results obtained will
be included in Report No. 3. The field work is baing supervised as a full-
time task by an experienced Mexican agronomist, supported from time to time
by visits from the CIMMYT staff. As this repori is being written,arrange-
ments are being completed to start the silage harvest at Santa Cruz de las
Flores.

6, At the conclusion of the corn harvests in Santa Cruz de las Flores
and Huejotitan-Zapotitan, two further experiments will be conducted probing
the potential productivity of the land. Historically, in these valleys, a

portion of the land is not planted to corn but waits until November until it
is put to chick pea. Land management for this crop is minimal. The use of



fertilizer is rare; herbicides and insecticides are never applied... the
crop "goes with God" and if there are late rains and if hail in January
does not destroy the young plants, whatever crop results is sold as for-
age., Market price is higher than corn and the demand is good, growing and
not satisfied, With corn silage, chick pea hay and pea flour add protein
and reduce the quantity of protein concentrate required in milk cows or
cattle feed, The two experiments to be carried out are: first, on land
which has not had corn this crop year, higher yields will be sought by
means of seed selection, use of fertilizer, weed and other past control
and improved seed bed preparation with particular emphasis on moisture con-
servation; and second, a crop of chick pea will ba sought on the land used
for the commercial corn crop (paragraph 4a, above) to determine the mathod,
cost, and general feasibility of obtaining two crops per year from the same
land,

7. With reference to sites outside of Jalisco which seem to have
possibilities for commercial development (see paragraph 22, Report 1), no
further work has been applied to this study.

Market Analysis

8, Appendix I, attached, summarizes the results and conclusions of
the marketing study covering corn grain (see paragraphs 23-25, Report 1).

9, Appendix II, attached, summarizes the results and conclusions of
the marketing study covering milk (see paragraphs 26, 28-29, Report 1),

10. A study is underway of the marketing of swine and will be reviewed
in Report No. 3 (see paragraph 30, Report 1),

11, No further work has been done on marketing fraesh vegetables (see
paragraph 31, Report 1), So far, no meaningful data have been found bear-
ing on underground water supplies for ivrigating truck gardens of commercial
size. The search for such data is continuing with very recent indications
that the Secretaria de Recursos Hidraulicos may have information om the val-
leys of Santa Cruz de las Flores and Huejotitan-Zapotitan,

12, Study plans call for starting and completing market studies cover=
ing beef, poultry and eggs within the maxt several months,



Diversification

13. Except for marketing studies, analyses of opportunities to diver=
sify horizontally (other crops tham corm) or vertically (processing corn or
other crops in raw form to a product of higher value) Rave moved slowly.
Some preliminary data have been put together relative to the design and cost
of a dairy based on feeding corn silage, possibly chick pea and purchased
protein concentrates, minerals, and vitamins., Arrangements have been made
to bring a dairy expert to Mexico from the United States, starting his work
early in October. It is hoped to complete a feasibility study, utilizing
captured feed costs in the cash flow analysis, by the end of the year. Early
thinking contemplates a dairy producing between 15,000 and 20,000 pounds per
day of cooled raw milk to be sold to existing pasteurizers in Guadalajara,

14, Preliminary study of the market for swine and pork has led to
sources of data covering the design and cost of the most modern of the local
pilggeries. After this information has been studied more carefully (and re-
lated to the market), a decision will be reached as to the necessity and de-
sirability of bringing in an expert to help refine cost and cash flow calcu-
lations far this type of diversification project,

Legal and Organizational Study

15. Legal coungel has outlined a basic structure to house the model
corporation and which adapts itself completely to existing law. While much
remains to be done before every detail is completely spelled out, the import~
ant elements of corporate design would seem now to be these:

a, The model will be a "Sociedad Anonima de Capital Variablae", &
corporation which expands its capital base without limit upon duly constituted
action by the voting stockholders.

b, The corporation will neither own nor administer land but will
manage the practices of the farmers, supply credit, buy from and sell to far-
mexrs, and, as required to bring about improved practices and higher income,
will construct buildings and acquire and operate capital equipment or goods,

c. Stock held by the farmers will be non-voting, Management control
will thus be assured during the period when off-farm investors remain related
to the enterprise. Such non-voting stock will be held in trust, in the name
of each farmer stockholder so that such equity cannot be mortgaged away or sold.



The trust, which, in addition to protecting the growing equity of the
farmers, symbolizes the protection of the public interest, is formed
under the management of a national banking institution and includes in
its Board of Trustees distinguished Mexicans from the public and private
sectors, none of whom having any investment in the model corporation,

d. To be stockholders and so to participate in the benefits
achiavable under corporate management, farmers (individually or through
a cooperative or association- this is a matter not fully thought through
as yet) agree to mrket all produce they have for sale through the corpor-
ation. Depending upon what is made available for sale, stock is issued
on credit, to be paid for out of real new surpluses which result from cor-
porate management, It is estimated that within three years from corporate
startup, all the farmers planned to be stockhoiders will be. During this
first three year period it is not expected that mechanization will replace,
although it may come to augment, each farmer's labor as a primary factor in
prnduction. Later, when mechanization may replace large amounts of hand la-
bor, each stockholder's rightful equity percentage will have been established
and the produce from the land can be handled in bulk rather than through in-
dividual deliveries.

e. Upon voluntary withdrawal or upon withdrawal forced ty death,
the stock held by a farmer returns to the corporation for redistribution
among current stockholders; it cannot be sold at the discretion of the far-
mer or his heirs, The corporation, in turn, pays for this returned stock
at whatever its value at the time,

f. The plan calls for 607% of equity to be vested in the trust for
the farmers within three years (by the time all the land envisioned to be
under management is under management), to reach 707 in ten years and 100%
in twenty years, at which time the off-farm investors withdraw, the non-
voting stock becomes voting, and the local community of farmer stockholders
take over as owners and operators of whatever enterprise has been created,
Proportionately, as a dividend to be paid annually, in cash, to the farmer
stockholders, 607 of befors tax profit is distributed; the off-farm inves-
tors pay tax on the balance and distribute the net as their dividend.* Be-~

% The distribution of earmings to the farmers before taxes may be the one de-
sign element requiring special approval by the government. It is suggested
to maximize return to the farmers.



fore tax costs will include all salaries, labor, social security benefits,
educational costs, interest payments, depreciation, set-asides for the
creation of a working capital fumd also to be held in trust, among all
other costs normally included in striking an annual balance.

16. The use of non-voting stock to build the equity of the farmer

is not intended, as a matter of policy, to keep farmers from having a voice
in management. Rather, it is meant to give to the investors taking the risk
initially protection against having management wrested from their hands by
those who may rightly be judged incompetent. Granted this leaves with it

the danger that experience with management responsibility may be dangerously
delayed, but it is assumed that investors will simply not be attracted with-
out guaranteed control and that the type of investors moving into enterprises
like the model corporation will be committed to its ends and will do everythin
possible to train the farmers for their ultimate takeover as raplidly as their
talents come into view,

17. To date, legal study has been concerned with harmonizing the ob-
Jectives of the model corporation and the letter of the law. There seems to
be no question that this is possible, Once this has been accomplished, the
next step will be to pre-test the corporate design in operational terms, For
example, while the trust laws of Mex’co clearly permit the type of trust being
proposed for the model, legal counsel has found mo precedents and therefore co
siderable effort will be required, workimg together with the national bank to
be chosen, to iron out the details of the trust mechanics. Similarly, neither
the Mexican constitution nor the agrarian codes appear to prohibit off-farm
management from directing the practices of the "ejidatarios" who will dominate
in numbers the farmers to be dealt with, yet it is clear that approval for

the relationship must come from the Departamento de Asuntos Agrarios y Colon-
izacion if effective coopration is to be achieved. Up to now, this federal
agency, under which the ejidal system is administered, has not been approached,
waiting for the day when the outlines of the model corporation are much more
definite,

Sources of Financing

18. Intensive study of potential sources of financing has not yat been
fully mounted, but momentum is picking up.



19. One expert from the United States has been in Mexico to famil-
farize himself with the proposed model, leading to recommendations in the
near future relative to alternative organizational forms which take full
advantage of existing tax laws in the interest of U,S. investors in the
model corporation.

20, It has been determined that if in carrying out a marketing plan
(see Appendix I of this report) for corn grain a holding operation is pur-
sued and bonded warehouses are used, storage receipts can be used as col-
lateral to borrow 70% of the market value of the grain from commerecial
banks. While local interest rates are high (no less than 1% per month),
it may be feasible to use this source of credit and wholly finance the
purchase of grain from cooperating farmers,

21, It has been further determined that a variety of supplier lines

of credit is commonly extended in Mexico by private companies ranging from

90 to 180 days, depending upon the company and the material. Too, under
certain conditions, even the public corporation controlling all sales of
fertilizer ( internally manufactured and imported) in Mexico extends credit
up to 180 days. A detailed examination of the cost and extent of this source
of financing the new practices of the model corporation will be made in the
immediate months ahead.

22, No further effort has been made to approach Mexican sources of
equity capital (see paragraph 35, Report 1), pending further elaboration
of the feasibility of all aspects of the modul.

23, During October and November it is planned to examine other sources
of loan capital in Mexico and in the United States, from private and public
agencies of national and international character.

24, A speclal factor affecting financing is the availability of low
cost crop and animal insuramce, Appendix III briefly summarizaes the nature
and cost of such insurance available through Aseguradora Nacional Agricola

y Ganadera, S.A. The extent, form and final cost of crop and animal insur-
ance taken out by the model corporation will, of courss, depend upon the or-
ganization finally decided upon, what is insured, how the premium costs are :
to be borne, among other factors which cannot be fully quantified as yet,
The important point to emphasize at this moment is that insurance is avail-
able at a cost which appears absorbable into product price without signifi-
cantly affecting the profit levels being sought, and, overall risk facing
lenders and equity investors can be reduced.



Study of Cultural Problems

25, After the preliminary examination of the areas to be studied
(see paragraphs 36-39, Report 1), intensive field study began on June 28,
1967, The field staff spent several weeks meraly visiting the communi-
ties involved, observing the flow of human affairs and the physical na-
ture of the towns, gossiping with the people and eating, sometimes spend-
ing the night.in their homes, and otherwise taking the strangeness out of
their presence. The key to all introductions was the existence of the
experimental corn plantings referred to in paragraph 4 of this report.

Note that in talking about our project, the only point of explanation was
(and remains so to date) that an effort was be ing made to gather details
on how to increase production in their valley, at what cost, and with what
return. It was indicated that all results would be given to the community.
This has proven to be entirely satisfactory. The whole complex idea behind
the model corporation has been judged to be tco difficult to make meaning=-
ful at this early stage and that it is best to stay with the very concrete
evidence of the experimental plots and the results obtained thereon.

26, During these first weeks, a questionnaire was gradually compiled
and pretested. Upon refinement, a formal interviewing program began.

27. Persons to be interviewed were selected by drawing in the follow-
ing percentage:

Occupation Sample Statistical Source
Ejidatarios 17% census

Private owners 11% census

Share croppers 9% census

Day laborers 9% approx. calculation
Merchants 11% census

Others 9% approx. calculation

In addition to the random sampling, special attention is being given to
securing interviews with all formal and natural leaders in each community.

28. Despite the pretest of the soclo-economic questionnaire used ini-
tially as the basis for interviewing, it was expected that points of interest
would be overlooked and would come into view as the work proceadad. Such was
the case, Total family income and expenses were inadequately developed and,

in light of our concern to shift farmer attention from crop prices to family
income, this oversight neaded to be cor-ected., Omissions relating to a num-
ber of traditional farming practices, as well as relating to the cost and care
of animals kept at the homestead were noted, It was quickly observed that

the interviews were not getting the full reaction of the younger generation
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to change factors. Other data gaps have been noted and a supplement to
the original questionnaire has been prepared.

29. To date, roughly one third of the total number of persons selec-
ted for interviewing have been talked with; in only two instances has co-
operation been refused, It is expected that the field work will be com-
pleted by the end of October,

3o, Persons who would like a copy of these questionnaires may obtain
it by writing to Simon Williams, Eclipse 2657, Jardimes del Bosque, Guadala-
jara, Jalisco, Mexico. Since interviews take from three to four hours and
are completed in two or more visits to the same family, it can be imagined
that the questionmaires are bulky. They are prepared in Spanish,

Study of Political Issues

31, Appendix IV covers a preliminary investigation of this very sensi-
tive area of concern. Further inquiry, leading progressively to key figures
in the present government of Mexico, will be made at a later date, It may

be recalled (see paragraph 2, Report 1) that official welcome was extended

by both the Federal Secretary of Agriculture and Animal Husbandry and the
Governor of the State of Jalisco for the model project to be located in the
country. While all of these early probes of the political climate for both

the model corporation and its adaptation to the other sites in Mexico are
encouraging, 1t is clear that further reaction will be desirable once the

form of the model falls into place and can be spoken of in very concrete terms.

Study of Technical Resources

32. This phase of the program has proceeded slowly, largely as a result

of the limited time which could be devoted by the consultant retained for the
purpose, Most recent interviews have concentrated on the resources within the
food and agricultural chemical companies, based on the conclusion that these
resourcas would likely be those most readily available to the model corpora-
tion when called for and would be the most relevant in operational terms. As

a result of the interest aroused, a meeting was held in Mexico City on September
6, attended by the management of Insecticidas Ortho, International Chevron Chem~



ical Company, DuPont, Industria Quimica Pennsalt, Productos Del Monte,
Cyanamid de Mexico, General Foods de Mexico, Heinz de Mexico, Diamond Chem-
icals de Mexico, the Ford Foundation, the Rockefeller Foundation, and Mex-
ican Reprasentative of the Instityto Interamericano de Ciencias Agricolas,
Turrialba, Costa Rica, an institution for research and education of the Or-
ganization of American States., Previously, excellent contacts had been es~
tablished with Mobil Chemical International, Campbell Soups de Mexico, Mon-
santo, Productos de Maiz (Corn Products Company), Anderson, Clayton de Mex-~
ico and La Hacienda (International Milling Corporation). A'l nf rhage re-
lationships will be cultivated and extended to others. As well as the pri-
vate companies and orcanizations, technical cooperation with Guanos y Fer-
tilizantes, the national corporation controlling all manufacture and distri-
bution of fertilizer, and Producora Nacional de Semillas, the national cor-
poration controlling all hybrid corn seed, has been established, e.g. ex-
change of data, recommendations on best practice.

33. The manner in which all of these contacts and the knowledge gained
relative to technical resources in Mexico will be utilized in the development
and subsequent operation of the model has not been thought through. Techni-
cal assistance is clearly involved. Lines of credit may be available, facil-
itating financial operations., Investment capital may be one outcome, if not
directly then possibly through interest expressed to top management of the
parent company if this i3 outside of Mexico. Support in gaining underscanding
in public and private institutions and among leading political figures is po~
tential. In the months ahead, the study of these resources and the search for
operational meaning for the model corporation of their existence, will be in-
tensified.



Appendix 7

A Preliminary Study of Corn Grain Marketing

in Guadalajara, Jalisco, Mexico

1966-1967
Introduction
1. The methods used and the conclusions reached during the market

study herein reported can only be understood in the context of the entire
project being assayed, in which the growing and disposal of corn grain is
but one part.

2, The project is intended to demonstrate a means of accelerating
the application of existing knowledge and critical technical inputs,
wherever these can be found to be coincident, to aggregations of small
farms traditionally of low yield, in order to sharply and quickly increase
land productivity, crop quality, and farmer income,

3. The particular means in question is a new type of land based
agri-industrial corporate complex, financed by off-farm, national and in-
ternational, particularly U, S., sources of money and management, operating

for profit, free of public subsidy, and intended in a fixed period of time
(20 years is the time scale under consideration) to revert to complete ownep-
ship by the original farmer stockholders or their heirs. Farmers yield
sovereignty over the management of their land and the marketing of their
surpluses but do not yield ownership or land tenure rights. Each farmer
buys stock from cash generatad by the sale of newly acquired surpluses and
the amount of his equity 1s in proportion to his production (or the pro-
duction of the land he places under management). The equity of the farmers
in the corporation is held in trust, in the form of non-voting stock, dur-
ing the time that foreign management is in control. During this tisme, there-
fore, while farmers and their children are being educated to the nature,
value, and management of their assets, they cannot sell or mortgage away
their growing estate nor can they transfer management authority.

4, The first agribusiness enterprise of the form invisioned has yet
to exist, The project in Mexico is intended to provide both a method of



determining the feasibility of such an enterprise and cash flow data and
other information prerequisite to the attraction of pioneering capital

and management. In this way, it is hoped to set up a model or prototyps,
specific to the area yet with adaptability to other crop, market, economic,
cultural, and political conditions, anywhere in the world.

5. Specifically, the prototype corporation in Mexico {8 based upon

a combination of: (a) unapplied research data accumulated by the Mexican
Department of Agriculture and Animal Husbandry in cooperation with the Mexi-
can Agricultural Program of the Rockefeller Foundation, and, (b) best prac-
tice followed by the large scale corn farmers of Jalisco. These indicate
that with little or no displacement of labor, the yield of corn grain over
wide areas of the state can be increased from 300 to 500% or more per hectare
(2.47 acres). From this increase, a diversified enterprise is being planned
and each element of feasibility is being examined, including the direct sale
of grain into the open market, as well as on the feeding of corn grain and
silage for tied production of milk and meat, Additional lines of diverai-
fication, also based on locally available information, may be introduced,
such as the production of a second crop of forage each year on corn land,
the production of peripheral crops such as honey and vegetables, and the dry
milling of corn into tortilla flour, but the essence of the enterprise de-
rives from corn grain surpluses. As this report is being written, the mag-
nitude of the operation envisions the management of the land of roughly 600
small farmers who enter the system fully within three years from startup
(total family population of roughly 3,600 people), generating 15 tc 20,000
metric tons of corn grain not heretofore for sale (tons as used hereafter
means metric tons),

6. The market study concentrated full attention on moving this

tonnage profitably but without disruptive impact within the Guadalajara
marketplace, utilizing normal channels of trade and familiar imethods of doing
business, No heed was taken of the national problem already faced in Mexico
as to the disposal of corn grain surpluses (surpluses in market terms only;
in terms of human food needs, Mexico in truth is in short supply), which
could readily be greatly complicated by the widespread adaptation of the pro-
totype agribusiness approach to agricultural development. There ia an ap-
parent anomoly here which needs explaining, for if indeed the prototype is
intended to establish a pattern, then the general as well as the specific
problem of marketing surpluses would seem equally important to study,

7. There are two ways of looking at the exercise of establishing a
functioning prototype., In the broadest view, it is true that the value of
such a model will be determined less by its own success than by virtue of
its rapid adaptation elsewhere, once it is a success. In the most austere



extension of this view, the mannir in which the prototype corporation pro-
fits must be one which prior research deternines as being valid i{n general
use, were the model to be duplicated widely throughout the crop area in
which 1t was established. 1In realfty, it is easy to imagine the system pro-
posed raising the &nnual harvest in Jalisco from an zscineted 2 miildon to

6 or 8 million tone of corn g.ain, Certainly, muriieting milliones of new tons
of supply is a far different matter to face than the profitable disposal of
15 to 20,000 tons. As the implications of yield multiplicatjou on the scale
envisioned ware contemplated, replete as they are with the m'‘t complex ques-
tions bearing on national policy and international arrangemeris, both modesty
and prudence dictatazd rejection of responsibility, at least at this time, for
contributing solutions to the prcblems facing Mexico (or any other nation in
a different crop area in which another prototype might be sat up) should large
new supplies of corn grain come into being in the years ahead.

8. But the decision to avoid this responsibility was one made on more
than just a sagacious estimate of staff competence, There is a secon: way
of looking at the prototype which also imposes this limitation but on diffes-
ent grounds,

9, This alternative view holds that right now every other issue is se-
condary to getting the pioneering venture going; it secks maxiwmum value in

the demonstration effect of a prosperous private enterprise satisfying the
needs of small scale farmers for economic and social development, the needs

of outside investors for adequate returu on the use of risk capital and scarce
management, and the needs of political leaders for pewarful new tools to speed
up agrarian reform which are publically acceptable. It is arguad that it is
premature to equate the feasibility of the prototype with itc ability to fit
into national and intarnational marketing strategies, worked out against the
day when as yet non-existent new surpluses are produced. In fact, it is pro-
bable that to insist on such a criterion would make it very difficult to ob-
tain capital from those whn will see enough strangeness in an investment in
the prototype, e.g. taking all the risk, operating a supervised credit system,
taking the minor share of the profit, withdrawing in a relatively short time,
having small scale farmers in remote places as partners, among other corpor-
ate ground rules alien to norzal investment procedures.

10. The logical extemsion of this line of thought, then, is to get the
prototype into action, demonstrate the viability of one new way to employ
private enterprise to accelerate agricultural developmant anddeal with impli-
cations of success as a second stage of the project. To get action maans to
get capital., To get pioneering capital means to maximize profit. To maxi-
mize profit means, smong other things, to market in the simplest,easiest way.



Should this mean that the banefits of efficiency be returned almost in their
entirety to the stockholders, with little being yielded in terms of lower
price to the ultimate consumer, then such may be the price of getting a mo-
del built. While this may also mean the deliberate introduction of imparfec-
tion into the model, surely this is not a vital flaw. This is correctable,
Without the model, there is nothing to correct.

11, Thus, we come full circle to the marketing study as it was actually
conducted and the data interpreted.

Procaedure

12, Once the orientation of the study was determined to be toward the
Guadalajara market, an investigation was made of published sources of infor-
mation for whatever they revealed by way of market size, movement of grain,
prices and trends in all of thesc variables.* It became apparent qQuickly
that such data were incomplzte and often {nconsistent and had to be improved
upon by direct interviewing in the marketplace.

*Resumen del Boletin Mensual de la Direcion General de Economis
Agricola, Secretaria de Agricultura y Ganaderia, Mexico, D.F.,
June, 1965.

Anuario del Comercio Exterior 1965, Secretaria de Industria y
Comercio, Mexico, D,F., 1964.

Informe Anual a la Asamblea de Accionistas 1964-65, Almacenes
Nacionales de Deposito, S.A., Mexico, D.F., 1966,

IV Censo Agricola-Ganadero y Ejidal 1960-61, Secretaria de
Industria y Comercio, Mexico, D, F,, 1965,

Miscellaneous unpublished reports, Camera Nacional de la Indus-
tria de la Masa,

Miscellaneous tinpublished reports, Camera de la Industria Ali-
menticia de Guadalajara.



Aprovachamicnto Recional del Ensiiaje de Maiz en la Explota-
cion Lechera del Sector Ejidal en la Area de Eficien-ia
Tarmopluvionmetrica para el Cultivo en el Estado de Jalisco,
Plan Lerma Asistencia Tecnia, Guadalajara, Jalisco, 1966.

El Maiz en Mexico, de la Pefia, Crowley, Amarco and Calles,
Ibero-Americana de Publicaciones, S,A,, Mexdco, D,F., 1953,

13, The structure of the Guadalajara marketing system was then deter-
mined to include seven distinct lines of movement:

a. Wholesalers or commission agents, comprising a highly varied
group ranging from rural assemblers, to truckers, to urban market dealers,
interacting in direct and indirect ways not always easy to trace, but gen-
erally functioning hatween the farmer and the various segments of the mar-
ket described below;

b, Millers, producing '"masa', the dough from which tortillas are
made (tortillas are thin, flattened, unleavened cakes and serve as the means
whereby most of the corn in Mexico {8 consumed by people);

c. Torcilla Makers, about seventy percent of whom are integrated
with milling operators, who buy and sometimes make "masa' and who sell the
dough and prepared tortillas to the ultimate consumer;

d. Feed Dealers, serving household and commercial poultry, dairy,
and meat producers;

e. Retailers, serving households almost exelusively with dry whole
grain corn for animal and human consumption;

f. Manufacturers, called "industry" in this report, who produce
starch and starch derivatives by wet milling and who may also be crushers
produeiag corn oil and bye-pruducts; and,

8. CONASUPO, (Companf{a National de Subsistencias Populares), a
federal agency authorized to buy and sell at fixed prices, with the objece
tive of stabilizing price and increasing ratained income from the sale of
corn by small scale farmurs,

14, Questionnaires were prepared, pre-tested by limited interviewing
and refined, for use among wholesalers, millers, tortilla makers, feed deal-
ers and retailers, A group of upperclassmen frow the University of Guadala-
Jars, for the most part majors in economics, were given a short training



session and then used tc apply the questionnaires.* It was impossible to
construct a truly random or stratified sample since there is no complete
census of the number, names, and relative importance of persons and organi-
zations in any of these five segments of the market. Where partial censi
existed, #s among millers and feed dealers, these were used to help insure
that samples were representative. In the other cases, samples were gathered
fn the cctual physical centers of corn movement and, by word of mouth, one
interview led to another until ft was sensed that an adequate and reasonably
representative sample had been taken.

15. As {t turned out, the sample taken in each group was as follows:

25 out of roughly 60
119 out of roughly 200
31 out of roughly 1800
25 out of roughly 50
50 out of roughly 1800

4, wholesalers

b, millers

¢. tortilla makers
d. feed dealers

e. retailers

Several limitations and inconsistencies existed which could not be overcome
without an undue use of time., Many of those interviewed kept no records

(or would not reveal them) and clearly there was some distrust of the purposes
of the survey. On the whole, however, by checking and cross-checking (some-
times with a second interview), it was felt that the picture which emerged
was substantially an accurate reflection of roality.

16, Because of their {mportance and becuase they are so few ip numbe-,
the industry (13 companies) and CONASUPO were interviewed directly by the
project leaders, without the use of formal questionnaires. In fact, discus-
sions among these sources of information ran over many interviews and extended
to Mexico City headquarters of several of the organizations involved. All ef
the major industries based on corn in Guadalajara were contacted,

Results

1. Production

17, The most immediately relevant corn grain production figures are
shown in Table 1, below:

* Samples of the questionnaires as used are available upon request,
They are all relatively brief, All data were correlatad by hand,



Table 1

Corn Grain Production « Thousand Metric Tons .

1961 1962 1963 1964 1965  1966°
National 6,246 6,397 6,424 8,454 8,500 7, 500-9, 500
Jalisco 1,599 1,571 1,506 2,020 2,217 1,700-2,500
Tamaulipas 225 251 156 403 376 -
Sonora 94 70 n 121 103 -

8. Source of all data except estimates for 1966: Almacenes
Nacional de Deposito, S.A., Informe Anual a La Asemblea
de Accionistas for 1964-1965, published in 1966.

b, Estimates from various public and private sources obtained
during interviews,.

18, The special relevance of Tamaulipas and Sonora production to mar-
keting in Guadalajara may be explained as follows. The harvest in Jalisco
runs from October to February in che upland areas of greatest importance,
There is a small coastal harvest in Jalisco during June and July which, in
terms of quality and quantity, as well as in terms of the normal direction
of trade, is of little significance in the Guadalajara market. As local
current supplies of Jalisco corn disappear and prices rise due to storage
and added handling costs, the harvests of Sonora &nd Tamaulipas move into
Guadalajara...from Sonora during February to May and from Tamaulipas from
August to October. No corn grain from other producing areas enters the
Guadalajara market in commercial quantities.

19, The implications of the data shown in Table 1 may be summarized
as followe:

. The surge in national production in racent years, stimulated by
a high intornal eupport price, has taken place faster than the growth of the
market which Ls largely free (some grain from CONASUPO is subsidized in the
Mexico City arma only, for use in tortillas). This growth in production has
also taken pilsce faster than the f.- 2ral government has been able to provide
storage facilities for a large carryover. These facts have combined to an-
courage a government foreign export program estimated in 1966 to ship out
roughly 1.5 million tons, Under this program, corn grain is exported at



prices several hundred pesos (1 peso = 8U,S, cents) below the support price
paid by CONASUPO, Thus, the disposal of corn through export is expensive in
national accounting terms. More than this, the so-called "surplus" does not
reflect the real food needs of a majority of the people of Mexico which are
far from satisfied, qualitatively and quantitatively. Indeed, it may be ar-
gued that both in terms of current potential demand for corn and the demand
generated by growing population (between 1960 and 1980 it 1is projected that
the population of Mexico will double), there is a real shortage of corn
which will become more pressing.

b. Because of the high cost of "aurplus" corn to the nation, there
is pressure to reduce corn production despite discrepencies between the true
and the apparent balance of supply and demand. At the same time, standards
of living in the cities are rising, building a demand for more varied and
improved diet, less dependent on corn as a staple. 1In response to both of
these forces and still to take into account the laxge and growing internal
requirements for corn, the trend in national agriculturel policy (more im-
plied by action and comment than stated in official documents) appears one
to discourage corn growing in irrigated areas such as Sonora and Tamaulipas
where more varied and profitable agricultural practices are feasible. At the
same time, encouragement is being given to greater corn production under the
best temporal conditions, e.g., those characterizing large sections of Jalis-
co. In other words, in the immediate future and over the long pull, it is
l1kely that more corn will be grown, indeed required, in Jalisco, though at
first glance it would appear that the pressure to reduce corn surpluses
would be most evident in the state producing roughly one-fourth of the nation-
al harvest. Thus, the thrust of che proposed model corporation is i{n line
with and in the direction of national policy.

c. As will be discussed later in mere detail, the model corporation
has four marketing alternatives:

1. to sell at harvest in the open market along with all
other producers, storing as little as possible for
the shortest period of time,

11, to sell at harvest to CONASUPO,

114, to store the harvest until prices rise substantially
and sell to the millers, replacing corn ordinsrily
bought from CONASUPO, and

iv. to store and, in addition to selling to the millers,
sell to industry in competition with corn bought
from Sonora and Tamaulipas,



20, A decision to sell at harvest in the open market must remain a
possibility, pending a final snalysis of the cost of production of grain
and of what constitutes an acceptable net price which the model corpora-
tion offers to its farmer stockholders. However, there are several argu-
rments opposing this action, If the corporation as a newcomer in the market
does not drop prices below existing levels, then it may jeopardize its abi-
14ty to compete against traditional seller-buyer relationships, If the
corporation does lower prices because it can, say as a result of production
and handling efficiency, it is likely to force a drep in prices being of=-
fered small scale farmers dependent upon wholesalers and truckers to take
their grain on site, an impact prefeirably to be avoided. Finally, if the
corporation sells at this time to industry, while it will be competing for
the morr part against larger farmers and could readily do so in this imper-
sonal arena, then it is not dealing with the supply of basic foodstuffs nor
is it in any way supporting public policy, e.g. replacing grain from irri-
gated areas.

21, It 15 recommended against selling to CONASUPO. This type of mar-
keting, while it may not be outside the letter of the lav is certainly out-
side the spirit of the law. Maximizing profit at the expense of the public
sector is havdly the goal of the model corporation, however easy and profit-
able it might be to attain.

22, Cowpetition with CONASUPO for the miller market is recommended as
the most desirable strategy, again with the proviso that grain production
and handling costs permit the inclusion of extra storage charges, This will
be analyzed in detail later, in the section on marketing strategy. If ade-
quate profit can be protected, marketing to the millers certainly provides
a means of dealing directly with the basic foodstuff of the poorer people,
with the opportunity to develop a mechanism for passing on the benefits of
efficiency. 1In addition, it is possible to support public policy, to wit:

a. Even now, most of the corn grain purchased in Jalisco by

CONASUPO (356,000 tons in 1966; only 23,uU00 tons sold in the Guadalajara
market) moves out for export or to other domestic markets than those in the
state, Even if there were no growth in these purchases, officials of CONA-
SUPO indicated during interviews that the entire crop of the model corpora-
tion could be sold as a replacement for CONASUPO grain without any signifi-
cant effect on, or chatlenge to, its survival. Actually, there will be a
definite, perhaps sharp increase i{n government purchases of corn in Jalisco
in the years ahead, In light of all the facts discussed in the preceeding
paragraphs, as well as others of a political nature visible batween the
lines, plans have been advanced to expand Jalisco facilities to receive and
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store CONASUPO corn, certainly reducing the relative importance of the may-
keting practices of the model corporation to the total operations of CONA-
SUPO. Moreover, the expansion of CONASUPO activities in Jalisco will be in
more remote areas than those now readily served by agribusiness ventures
epitomized by the model corporation, suggesting thatthn: growth of corporate
farming of corn and the growth of CONASUPO activities in Jalisco may be eff{-
cient and harmonious rather than divisive and antagonistic,

23, Competing in the Guadalajara market with corn from Sonora and Tam-
aulipas raises two questions. First, as mentioned in paragraph 20, above,

18 whether or not it fits the objectives of the model corporation to sell
grain to industry (the primary customers for Sonora and Tamaulipas suppliers)
vhose products are less for the poor than for other industries and for the
middle or higher classes. On philosophical grounds, the answer is a quali-
fied "no"...qualified in the sense that certain products, such as corn starch,
do increasingly make their way into the households of the poor, as does cook-
ing oii. The extent that operations can fit this plilesophy will partly de-
pend upon the selling price finally arrived at for grain produced under mo-
del corporation management, Second, there is the question of price compet{-
tion, short and long run, tied to availability of Sonora and Tamaulipas grain,

24, The main instrument used by the federal government to reduce corn
production in such irrigated areas as Sonora and Tamaulipas is to 1imit pri.e
supports, e.g. in Sonora there 18 no CONASUPO purchase program; in Tamatiipas
the support price in 1966 was 800 pesos/ton instead of the 940 pesos paid in
Jalsico, Available data, such as in Table !, are insufficient to detect any
rea’. decline in corn production in thesc states. Time will tell whether the
drop in harvest in 1965 over 1964 will continue; much will depend on the in-
come to be derived from other crups, Certainly, there is still ample corn
from Sonora and Tamaulipas to satisfy the demand of the Guadalajara market,
Indeed, the short range impact of low or no support prices in Sonora and Tam-
aulipas has been to keep the price down and make this corn competitive despite
shipping costs., There is no doubt that {f corporate farming as symbolized by
the model could drop production costs and absorb storage costs sufficiently

to sell to local industry in the face of Sonoma and Tamaulipas grain imports,
national policy would be supported and the adaptability of the model to Jalisco
grain production enhanced, Further, 1if the cost-profit ratio of the model does
pernit sales to industry during the Jalisco of f-season, one could expect sup-
port .ather than opposition from CONASUPO and all other federal agencies con-
cerned with agriculture. With this in mind, therefore, the tentative {nand~
ing final grain production cost calculations) marketing plan set forth later
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in this report keeps open the possibility of selling some grain to indus-
try, particularly at the outset in competition with imports from Sonora.

Note - All that has been stated about national policy and the
reaction of public agencies to the model arises out of a log-

ical interpretation of fact and stated opinion. There is some
risk attendant to forecasting future conditions this way. State-
ments during interviews, particularly about ideas and abstrac-
tions such as a model corporation not yet in existence, can be

at odds with real hidden feelings or specific reactions which
wuld be evidenced when the model is implemented. Too, neediess

to labor the point, federal policies are not necessarily stable,
even though the present administration has four years to go. More-
over, inscitutions such as CONASUPO characteristically tend to grow
and to oppose limitations on such growth such as the widespread
adaptation of the model amight impose.

Still, it has never been the intent or practice of CONASUPO to
buy all the corn produced, but rather to buy enough, presumably
from small scale farmers, to put a floor under prices, Further,
it cannot be conceived that agri-industries such as the model
can replace or embrace all pre-existant sources of corn in Mexi-
co. A mltitude of cempesinos will remain wards of the public,
They and the poor in the cities can, should, and no doubt will,
demand all of the attention that an enlarged CONASUPO, plus other
public assistance agencies, can give them,

25, In summary, corn production data and their implications favor a
location in Jalisco for the model and support a prediction of cooperation
by public agencies involved in agricultural development. In combination,
public policy and alternative sources of supply for the Guadalajara market
point to the desirability of concentrating on the off-season market demand
by the millers, with some grain sold to industry, The following sections
on Consumption and Price further refiue these initial conclrsions and lead
directly to a tentative marketing plén. A final marketing plan will be
described in later reports, after all cost data are in hand covering farm-
ing and distrdbution operations,
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II. Comsumption

26, The Guadalajara market is curremtly comsuming corn grain at an
annual rate of roughly 243,000 tons. It was impossible to obtaim a true
picture of market growth. Best estimates of increased consumption were

10% per year (somewhat higher tham growth in population, roughly 6,9% per
year between 1956-1965) made by industry and increases slightly below the
rate of population growth made by the millers. The millers felt that their
relatively slow rate of growth was the result of increased standards of liv-
ing in the city amd a consequent shift from tortillas to other dietary items,
e.g. bread. However, even the millers felt that growth was inevitalle in
the face of rapidly growimg population of Guadalajara, the fastest growimg
city in Mexico at the moment. It is interesting, probably relevamt but mot
correlatable to note that corn production in Jalisco has risem at about the
same rate as corn consumption in Guadalajars during the past three yeam ,

27. Purchases by segments of the market, in 1966, are shown im Table 2:

Table 2

Tons of Grain Purchased in Guadalajara, Jalisco, in 19668
INdUBETY.euuussssescecosonssss140,000°
Millerscceeeccccosecscsseccsss 56,000
Retailers.ccccocoveccsssseceeeel9,000
Feed Dealers.....coeeceeeseseeel0,000 to 20,000
Wholesalers.....eceseesceressss 8,000°
Tortilla Shops.ceecscsssesccoee ncgligiblod
a, CONASUPO purchased 47,000 toms and sold

23,000 tons im Guadalajara. The 24,000
tons not utilized im the city were shipped

out-of-state.

b, Two manufacturers comsumed 80% of the total-
112,000 toms; ome other purchased 16,000 tons;
the remaining 12,000 tons were split among
aleven different companies.
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c. Estimated to be sold direccly to households in
competition with retailers, as distinct from
commission sales to millers, feed dealers and
retailers,.

d. Most tortilla shops are re-users of the corn
processed by the millers. A few do buy grzin
and make masa, but it was impossible, in any
practical way, to determine the amount. In
the judgment of the trade, the amount is neg-

ligible.
28, Retailers and wholesalers carrying on direct-to-public sales

have been eliminated as cutlets for the graim of the model corporation,
Individual volume is small, and terms of payment often are vague and un-
certain, Operations are scatrered. In their trade, retailers must carry
all kinds of corn and mixes, further cutting down their purchases from

any one source of a standard type. Marketing through the retailers, while
philosophically tempting in that lower prices might be passed on very di-
rectly to ultimate consumers of the poor classes, would simply be more com-
plex and costly than justified at the early stages in the development of
the model .

29, Feed dealers have also been set aside as a market, at least at
the outset of operation. There are several inter-related reasons for this
decision. The use of corn feed has declined sharply with the advent of
sorghum in recent years. Feed dealers noted that while sorghum has 90-

95% of the nutritive value of corn when fed to animals, its price im 1966
was 30% less. Hence, very little cornm is being used im mixing, and, of
what is used, preference is given to yellow grain brought from Tamaulipas
(essentially no yellow varieties are grown in Jalisco). Dealers said that
if local grain, irrespective of color, dropped to 800 pesos/tom to them,
feed sales might double in Guadalajara. Really significant increases in
feed use of corn, tney indicated, could not be expected until deliveraed
prices dropped to 700-750 pesos/tom. With all of the efficiencies in prod-
uction planned by the model corporation, dropping curreat corn grain prices
to this level does not seem feasihle, based on preliminary cost figures, for
some time to come, although it is wholly comceivable that such a drop would
be possible within several years, as diversification of corporate activity
proceeds.

30, Industry im Guadalajara is a defimite and important market outlet
for consideration by tha model corporatiom, particulécly in terms of replac-
ing roughly 50,000 toms of grain brought im from Somora and Tamaulipas be-

tween February and September,
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By concentrating on the substitution of this "imported" corm, the model
corporation need mot im any way disrupt the normal movememt of Jalisco
grain to industry. Further, as has been discussed, replacement by rainm
grown corm of irrigated grain from Somora and Tamaulipas would fit nicely
the pattern of national agricultural development.

31. The key to the industriasl market im Guadalajara during the off
season for Jaiisco corn is, of course, price, and this price must include
the extra storage and handling charges attendant to holding back the har-
vast of the model corporation. It is too early to say that the necessary
price level can be attained but all early indications point in this direc-
tion (indications taken from experimental plantings and from cost data sup-~
plied by leading high yield farmers surrounding Guadalajara). Moreover,
several factors are at work to enhance the chances of success:

&. Industry for the first time is prepared to receive bulk cornm
brought in by truck, in contrast to sacked grain, the traditional method
of delivery. This eliminates the cost of sacks and their maintenance;
handling costs on the farm and at the recoiving statiom are reduced; de-
livery is speeded, cuttirg transport charges.

b. Bulk storage facilities have become available in Guadalajara
for the first time in 1966 at prices idemtical to those charged for bagged
corn,

¢. Good quality Jalisco grain is preferred. Management of the
two largest industrial organizatioms im Guadalajara, together usinmg 112,000
tons in 1966, have expressed kesn interest in a source of supply such as would
come from the model corporation and held off the market until the local har~
vest is completed and normal Jaliwco grain purchases mada,

32, Millers, the producers of "masa" for tortillas, also comstitute

a prime market for the model corporation, Indeed, as will be seenr, in the
design of the marketimg strategy fTor the model, the millers are considered
as the priority outlet, for several reasons:

a. Most of the 23,000 toms of corm sold by CONASUPO im 1966 in the
Guadalajara market, during the off season for Jalisco graim, is purchased by
the millers. The model corporatiom cam thus compete for these sales without
conflictimg with other private sellers and, as observed im paragraph 22, sub-
paragraph a, such am operation is mot 1likely to disturb the management of
CONASUPO itself,*

* A check with CONASUPO imdicates that sales in Guadalajara im 1967 are
comparable to 1966, with probability of reaching 25,000 toms,
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b. The prices paid by the millers between March and September,
whether to private sources or to CONASUPO, are generally the highest paid
by any buyers and offer the greatest opportunity for competition, This
will be discussed in more detail later in this report.

c. The millers are a key element in the system supplying food
to the poor in the cities. This is less true of the industry. Further,
the millers are in a good position to pass on lower raw material costs
directly to the ultimate consumer. Therefore, to the extent the sales
can be made to the millers as profitably as they can be made to industry,
marketing this way fits closely the philosophy behind the entire concept
of the model and is to be encouraged.

33. In summary, corn grain consumption patterns in the Gusdalajara
market point to the industry and the millers as the natural outlets for
the crop produced by the model corporation, In both cases, the best time
to sell is during the time after the harvest in Jalisco is in and sold,
when local prices reach a peak and when the selling activity of the model
corporation will have the least disruptive effect on normal trade in the
Guadalajara market. Priority atteation to marketing to the millers is
suggested by both consumption and price data (see section III below),
wherein competition will be with CONASUPO, Parallel but secondary atten-
tion to marketing to industry is also suggested by the facts, concentra-
ting on competition with corm imported from Sonora and Tamaulipas.

IIT. Price

34, Table 3 illustrates the price structure for corn grain:
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Table 3

Average Momthly Prices Paid for Corm Grainm im Guadalajara -~ 1966

(pesos per metric tonm)

Industry Millers  Feed Dealers Retailers Wholesalers
January 910 920 520 940 920
February 925 945 935 945 920
March 930 980 940 940 940
April 935 970 950 930 940
May 960 980 955 970 950
June 960 990 960 960 960
July 960 1000 975 1003 990
August 935 1020 985 995 990
September 935 1005 950 970 990
October 935 960 920 950 970
November 900 930 900 950 930
December 900 940 910 940 910

35. Despite'a few anomalies in the data shown in Table 3, e,g. whole-

salers paying more tham anyons else im October, the curve of rising prices
between March and August is clear and comstant, and, at least amomg the mil-
lers, the curve does not move sharply dowaward umtil November whem the Jal-
isco Harvest is im full swing.

36. A sample check of prices beimg paid during 1967 reveals mo signifi-
cant change im comparisom to 1966 prices. This is to be expected im view of
the continuing imfluence of the purchasing program of CONASUPO and the com~
stancy of the resale price of CONASUPO graim (990 pesos F.0.B. warehousas).
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37. The stability of the price structure for corn is a critical but
not necessarily a vital factor ia predicting the omgoing profitability of
the model corporation. Wit!i respect to the questiom of this stability
these points must be kept in mind:

e, No one interviewed during the past year of study questioms the
continued existence and growth of CONASUPO activities with respect to cornm,
Whather one or one humdred agri-industrial complexes come imto existence in
the pattern of the model umder study, milli-us of small scale, depressed far-
mers in the rain grown corn belt of Mexico will comtinue to base life on
this crop for as far into the future as it i3 realistic to forecast. In the
dozen years sinca its inception, CONASUPO has become a vital organic part of
the corn economy and of the agrarian reform movement znd it is incomceivable
to every informed person with whom the problem has been discussed that CONA-
SUPO would be directed to withdraw its price support program, All publis hed
reports relative to plans to expand CONASUPO in Jalisco support this conten-
tion,

b, In the rain grown corn zomes such as Jalisco, the CONASUPO
support price is 940 pesos/ton. This price was fixed imn 1965. Officials
of CONASUPO do mot expect this price to chamge in either direction inm the
foreseeable future. In setting this price im 1965, it is said that upward
trends in costs of production amrd in productivity were taken intc account
and projected for some years ahead., There is mo doubt on anyome's part
that the support prica is reflected im the marketplace and the data included
in Table 3 verify this fact, even though CONASUPO purchases in Jalisco in
the 1965-1966 season ware omly roughly betweem 15 and 22 percent of the har=-
vest, depending upon the source of the crop es..mate.

c. The prices shown im Table 3 reflect purchases in Somora and
Tamaulipas, particularly by industry, at PF.0.B, prices of about 840 pesos/ton,
There is no CORASUPO purchase program im Somora; in Tamaulipas the support
price is 800 pesos/ton. Whether ‘or nok a low support price in these areas will
force them out of corm at prices below 800 pesos/ton remains to bs seen.
Genmeral opinion is that corm acreage has and will contimue to declinme in
Sonora and Tamaulipas umder cthe pressure of low prices and a growing damand
for other food crops; that few farmers will ba iuterested in growing cora
for sale below 800 pesos/ton; and that the availablity of Jalisco zrowm corm
at competitive prices durimg the moaths of Jume, July, August, arnd September,
in particular, will accelerate the trend away from cornm.., or at least awy

from marketing corn in Guadalajara... ia these irrigated sectioms of northern
Mexice.
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d. However, even ir CONASUPO were to stop or drop the support
price and even if growers in the irrigaced areas continue or expand their
low cost sales to buyers in the Guadalajara market, the design of the model
corporation is meant to take this into account and to stabilize the profit
taken on the sale of each tom of corn, To wit:

Producers of basic agricultural commodities such as corn
cannot hope to control market price. With or without in-
creased productivity, price fluctuations will result from

a variety of causaes beyond significant influence by the
farmer, Thus, the maximum price obtainable by the model
corporation in any year will reflect the integrated effact
on the market of externally gemerated forces rather than

by any decision of corporate management., This market price,
whatever it is, would affect a small scale farmer whether
or not he was a part of the model corporation.

Thus, a drop in price in the Guadalajara market, resulting,
say, from a drop in the support price of Sonora and Tamaulipas
grain, would seriously aftect small scale Jalisco farmers,
whether or not the model existed., However, if such far-

mers were inm the corporatiom, their yields would be aigher,
money would cost them less, marketing would be simpler,
agricultural diversificatiom would be taking place in their
interest, among other benefits mot otherwise available,

In its relationship to farmer members of the model corpora-
tion (stockholders), therefore, it is planned to maintain
a constant differential, year in and year out, between the
price paid to farmers by the corporation and the net price
received by the corporation in the marketplace. This dif-
ferential has not yat been set, It will be when the total
feasibility analysis covering the production and marketing
of corn graim is completed.
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38, In summary, the price structure of the corm market in Guadalsjara
appears stable and safe to use as a basis for market planning. The rise in
price paid by industry and the millers betwsen March and September provides
an opportunity for the model corporation to compete profitably during this
time with grain purchased from CONASUPO, Thus, the consumption patterns

and the price structure of the market reinforce one another in reaching the
conclusion that the millers and the industry are the lcgical outlets through
which to market grain surpluses from the model corporation,

Basis for a Marketing Plan

39. As stated several times, the most desirable marketing plan would
be one which concentrates on selling to the millers when they ara buying
from CONASUPO or other high-priced sources of stored grain, This would nor-
mally be from March through Septembar, Secondarily, such a plam would look
to the imdustrial market from February through April, at the time Somora
grain {s importea; from May through July, when grain from any source is
scarce and industry pays its highest price of the year (see Table 3); and,
from August through October, when Tamaulipas grain is imported.

40, T2 these markets are to be served at these times of the year, then
the selling price must absorb:

a. the cost of transport from the farming arsa, since the model
corporation will buy it there;

b, the cost of storage;

c. the cost of imterest on the money paid to the farmers on de-
livery but not recovered until after several months of storage; and,

d. the cost of hamdling the grain from the warshouse to the customer,

41, The cost of transport is assumead to be 30 pesoe/ton. This is sub~-
Ject to verification after the site for the model farming area is selected.
Based upon known costs im the ares, 30 pesos/ton is a reasomable figure to
use in these preliminary calculations,
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42, The cost of storage is 9 pesos/ton per month., This includes

5 pesos storage charge, 4 pesos fumigation charge and a guarantes that

the grain will be handed out in the same quality comdition im which

it arrived. As an aside which will be picked up again later, it may be noted
that the grain can be stored sacked or inm bulk. Sacked grain will be
requirad by the millers; bulk corn can be taken by at least one indus-

trdal organization, the largest single buyer (75-80,000 tonms).

43, The interest charge per ton will very, dependinmg uponm the price
paid by the corporation for the corm to the farmers. Assuming the pur-
chase of 20,000 tons for storage, amd interest charges of 17 per month

on locally borrowed money, them, if the price to the farmers is:

a, 600 pesos/tén, the interest charge par month = 6 pasos
b. 650 pesos/ton, the interest charge per month = 6.5 pesos
c. 700 pesos/ton, the intarast charge per month = 7.0 pesos

44, Tha cost of handling the grain from Guadalajara warehouse to
Guadalajara zustomer is 25 pesos/ton.

45, Combining all of these costs, the crop year would demand the
following charges to be absorbed by the model corporation, using 650
pesos as the price paid to farmers:

October- harvest- if sold directly- 30,0
Nov.mb.r- 3Q + 9 + 6-5 + 25.00-.00.0000009000007005

December- 30 + 18+13,0 + 25..-00000'0n0000000008600
J.nu.ry - 30 + 27+19.,5 +’250000000000000‘0000010105
r‘erCTY' 30 + 36+26.0 + 25.000000000000000000117,0
March - 30 + 45+32.5 + 25.00000000000v000000132,5
Aplil - 30 + 54+39.0 + 2 S 13 )
M.y - 30 + 63+45.5 + 2500000000 0000000000e163,5
June - 30 + 72+52.0 + 25 000000seeveseseeeel?9,0
July - 30 + B1458,5 + 25.v00c0resesacccrceel9l. 8
AugUIt - 30 + 90+65.0 + 25, 0000000 cr0sescesesd?.0
S.pt.mb.t- 30 + 99+71.5 + 25-0.00.000.00000000022505
46. If these absorbed charges are subtracted from the average

monthly prices paid by the millers and imdustry (see Table 3), we ar-
rive at the real income per ton that the model corporation would have
to use as a basis for cash flow calculatioms. The results of this sub-
traction are shown im Table &4 as follows:
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Table 4

Real Income Per Tom of Corm Graim After
Storage If Selling Price Equals Monmthly
Average Buying Price Durimg 1965 - 66

(pesos)

Average Buying Price Deductions Real Corporate Income If Sold t

Millers Industry Millers Industry
October 960 935% 30,0 930.0 905.0
November 930 900 70.5 859.5 829.5
Decembar 940 900 86.0 854.0 814.0
January 925% 910 101,5 823.5 808.5
Pebruary 945 925+ 117.0 828.0 808.5
March 980Y 930" 132.5 847.5 797.5
April 970%Y 935" 148.,0 822.0 787.0
May 980Y 960 163.5 816.5 796.5
June 990Y 960 179.0 811.0 781,0
July 1000” 935 194.5 805.5 740.5
August 1020 935* 210,0 810.0 725.0
September 1005Y 935 225.5 779.5 709.5

% There is no apparent reason fa these drops in price; they are
assumed to reflect imaccuracies in reporting and recording and
are not considered sigmificant.

4+ So.iora grain enterimg the imdustrial market

X Tamaulipas graiam emtering the imdustrial market

y Period of maximum purchases from CONASUPO
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47, The question then arises: can the corporation feasibly absorb
the extra storage, handling and interest charges and be able to pay the
farmers an acceptable price for their corn and yield an acceptable profit
to the corporate stockholders (farmers and off-farm investors)?

48, The answer for the corporation is partly determined by the policy
already stated (see paragraph 37, subparagraph d, {n this Appendix), namely
that no matter what the price of corn, the corporation would maintain a fixed
difference between the price paid to farmers ar! corporate selling price,
While this difference has not been fixed and will depend on a variety of fac~
tors, such as an "acceptable level of profit" as determined by investors, an
inkling of what might result can be seen in the following rough cash flow
calculation:

Assaimptions:

a, the corporation takes 150 pesos per tom gross profit on each
ton sold;

b, the staff consists of a general manuger, sales manager, five
full-time agronomists, a secretary, a bookkeeper-secretary,
and ten miscellaneous assistants essentially non-skilled;

c, the educational costs are used to halp design and coordinate
training activity but other resources are utilized, e.g,
existing schools, other agencies interested in education,
for the execution of formal training programs;

d. $25,000 U,S, is set aside each yaar from the gross earnings
assigned to farmer stockholders, to buiid a capital fund,
This fund will be invested at the discretion of tlie Board of
Trustees of the Trust (see paragraph 15, subparagranh c, of
the main body of this report). The yield is estimated at 107
per year from government guaranteed enterprises. The furd to-
tals roughly $1,350,000 at the end of 20 years when it is turned
over to the farmer stockholders as the entire enterprise becomes
theirs,

e. 60% of the gross imcome each will be distributed to farmer stock-
holders during the first tu . years, amd 707 durimg the last ten
years... and that the off-farm investors pay normal corporate
taxes on the balamce before receiving their divideads (the possi-
bility of a totally tax-free status for the model cciporation will
be discussed with the federal govermment at a latnr date),



£.

B

I-23

full production from all the hectares intended to be
included under corporate management will be reached
at the end of the third year (start of growing season
of the fourth year).

average annual scles will be 20,000 tons harvested
from roughly 5,000 hectares, wherein two years out
of ten, dry weather will reduce the crop by 307% and
optimum weather will increase the crop by 307 two
years out of ten; and,

only the production of cornm grain is involved, that {is,

no diversification takes place during the twenty year
period, It is important to note, to avoid any misun-
derstanding at this point, that diversification is planned
very early, if not simultaneously with the introduction

of the new corn cropping system,
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Illustrative 20 year Cash Flow Calculations for Corn Grain Salea nly

Basis- U.S. $12 gross profit per ton

'. Sales:

Ye.r one...I.l.l...'....’l.....175“ hect.rea....‘.l’ 000 ton.

Ye‘r twotcouOIOOIQOCOQOQQO000013000 hectﬁl‘es......ll 000 COI‘\B

Year three.siveiescesossnsssess500 hectares,.....18,000 tons

Years four through twenty..... 5000 hectarea.....340,000 tons

Total sn]estolltobtoo...0...0....0.376 O()O tons

2, Income from sales......(376,000 ) (12) sevievnnnnnnnnnnnennna. 0,5,86,512,000
3, Costs:

a, assuming $100,000 fixed investment,
depreciation fully effective 3rd year $370,000

b. salaries, including social security
benefics..‘.OO.000.0..0.000.00000000001’500'000

C. operating expenses,....coseereeseessees 250,000
d. training le.derShip.l.‘.Olti.0.‘.0.... 150’000

Total costsl....ll..C‘l...‘..‘..ltt.....l.l....$2'270’000

Total Gros. Income-ocococooolocotooo.oooo-oooo $2'242,000

4, 65% (average over 20 years) of gross
income to farmer Stockholders. .u.ueeeeeooocosncsossocosenessennsss $1,457,300%

Gross Remainder for Off-farm INVestorS.sscsvveseesesessss $ 785,700
5. Les’ 42'/. cotpor“te tax‘...ll....’..l‘...'.........‘..‘.ll...‘..'. $329’994
Semi~-net Remainder for Off-farm Investors..vecesee IR EEE] $ 455,706

6. Less 107 profit sharing under Mexican laWe.seeeessoecocosesssensss $ 45,571

Net for Dividends to Off-farm INVestOrS....eevesseecesss $ 410,135

*U.S, $500,000 is deducted from this and placed in trust for investment to

yield a working capital fund at end of twenty years. At 10% interest, with

all interest reinvested, total assets in this fund assumed at $1,350,000,

Annual dividends to farmer stockholders based on (1,457,300) -~ (500, 000) =$957,300,

Results: a, Based on participation by 600 farmers, the annual
dividend from the corporation would be $79.78 per
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farmer or 997.25 pesos.

b,.The corporation assets at the end of the 20 year period
would be fully depreciated but wholly owned by the far-
mers, While less than mew market value, it is likely
that due to superior maintenance procedures learned,
the $100,000 original purchase would be worth $50,000,
This means that over the 20 yecars, the assets of each
of the 600 fermers would have increased from this source
by $83.33 or 1,041,633 pesos. As a result of the working
capital fund enlarging to $1,350,000, each farmer would
have additional equity assets of $2,250, or 28,125 pesos.

¢, The off-farm investors, at the time of withdrawal, would
have fully recovered the original equity capital,

d. The off-farm investors would earn 20.5% per year for 20
years on the original equity.

49, Clearly, if the federal government grants tax benefits to the off-
farm investors because of their pioneering in the field of agricultural devel-
opment, the yield to both investor and farmer can be significantly enhanced.
Further, diversification is expectead to increase corporate income beyond that
shownabove, Howaver, assuming 20,5% return is enough to attract investors,
and to get it the corporation must earn 150 pesos per ton on grain sales, how
does this cffect thea financial motivations offered to farmen ?

50. While the costs of the new system of production are not yet fully in
hwi ., a reasonable estimate is 2000 pesos/hectare, up to and including shell-
ing and bagging the grain, at the farm site, at which point it is turned over
to the model corporation. Assumin3 interest at 1% per month and the need to
withhold repayment for six months (until harvest time), the farmer must carry
an additional 120 pesos burden per hectare, Let us say the yield is 5 tons
per hectare (80 bushels/acre)., Then each ton costs the farmer 425 pesos to
produce,

51, The corporation offers the farmers 650 pesos per ton, providing the
producer with 225 pesos net profit per ton. 1Is this enough?
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52, During the course of the market study, imformed and experienced
people estimated that the net return to the small farmers of Jalisco per

ton of grain sold ranged from 180 to 400 pesos., Data separately collected
from a dozen of the best and largest private land owners producing corn in-
dicated clearly that after interest payments it was only these large (100

to over 300 hectares) farmers who netted 400 pesos or slightly more per ton;
the "ejidatarios" and'pequeno proprietarios" earn far closer to the 180 peso
figure. Very preliminary data from the cultural studies (see paragraph 25,
main body of this report) support the contention that the net income per ton
of grain sold is at the low end of the range noted above.

53. For the sake of the argument, let us take a low of 200 pesos and a
high of 400 pesos as net income per tcn: of grainm sold and compare the net
income of the farmer as he now operates and how he would fare as a cooperator-
stockholder in the model corporation:
Case A, I. As he now operates: conditions on the average are these:
4, has 8 hectares to farm
b. uses 5 hectares each year for corn-yield 1 ton/hectare
¢ce 3 hectares may be put to chick pea as a forage product or
all or part may "rest' and not be cropped. We will assume,
to be conservative that all three hectares are put to chick
pea with a yield of one ton per hectare and a net returm of
300 pesos per tonm sold.

d. consumes 1 ton of cora grain and 1 ton of chick pea crop
for housenold and household animals,

e. thus, sells 4 tons of corn and 2 tons of chick pea

Results: If net on coram is 200 pesos, imcome = 1,400 pesos
If net on corn is 400 pesos, income = 2,200 pesos

II.As he would be in the model corporation: conditions would ba:
a. all 8 hectares in corn; yield 5 tons/hectare

b, consumes 3 tons of grain
c. sells to corporatiom at 650 pesos/ton; nets 225 pesos/ton

d, receives annual cash dividend of 997.25 pesos
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6. increases equity assets im equipment and in capital
fund by 1,458 pesos/year

Results: Annual cash net income,...ee0:4...9,322,25 pesos
This is 6.7 times traditional income based on 200
pesos net and 4,2 times traditional imcome based
on 400 pesos net per ton of norn graim sold.

Case B, III. As he now operates,all of the conditions in Case A being the
same except that yield is 2 tons/hectare and an additional ton
of chick pea is sold!

Results; If net on corn is 200 pesos, income = 2700 pesos
If net on corn is 400 pesos, income = 4500 pesos

IV, As he would be in the model corporation:

Results: Income would be 3.5 times traditional based on 200
pesos and 2,1 times traditional based on 400 pesos net
return per ton of corm grainm sold.

54, The foregoing calculations r elative to the farmers' current and
potential income do not try to take into account, as yet (they will be in
the final feasibility report) three other inducements for the farmer. First.
we now know that while che net return on corn at the moment of sale may be
200 to 400 pesos/ton, for a very high percentage of the small scale farmers
we are dealing with, this net is immediately payable on debts accumulated
during the year at interest rates ranging between 3% to 12.5% per momrth!

Many such farmers are digging themselves deeper and deeper into debt each
year despite every effort to improve their practices. The corporation will
make it possible to climb out of these holes and attain a point in life
where net return really means net retained income, Second, we are optimis-
tic that at least on a portion of the land two crops a year can be grown
under temporal conditions, If, for example, chick pea or oats can be pro-
duced on land immediately after the corn crop, a considerable increment to
farmer and corporate income is in sight. Third, as noted in paragraphs 13
and 14 of the main body of this report and as amplified in part in Appendix
II, vertical integration based on corn appears attractive and will probably
be recommended in the final feasibility report covering the model corporation,
If this type of diversification proceeds, additional value added will be ap-
plied to corporate income, increasing the return to all concerned.
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55. Combining all of the foregoing calculatioms and analyses of
motivation, confidence is expressed in the acceptance by farmers of 650
pesos per ton of corn and the acceptance by investors of 20,5% return an-
nually on equity plus the return of equity capital, even {f these figures
are not changed upward by virtue of further data covering farm income and
vertical diversification into the mrtial conversion of raw materials, If
80, the corporation is in this marketing position:

a., Its internal price is 650 + 150 = 800 pesos

b. Referring to Table 4, this means that the corporation can
compete for the miller market every month of the year ex-
cept September, sustaining its profit and passing on bene-
fits to the millers in terms of lower price.*

c. Referring to Table 4, this means that the corporation can
compete for the industrial market October through February,

56. With respect to the industrial market, an additional factor, not
heretofore elaborated, malies it possible to compete for sales during March,
April, May and June, as well. The largest industrial customer (80,000 tons/
year) very recently became equipped to handle corn grain in bulk rather

than in bags. The cost of bagging involves a loss of 1 peso per sack per
year or 1l pesos/ton and the cost of the operation itself, averaging about
20 pesos/ton. It can be sean from Table 4 that if these costs are saved
and deducted from what the farmer is paid, then the corporation could easily
compete during these months.

57. Table 5 recapitulates paragraphs 55 and 56 above, plus data from
Tables 2 and 4 and illustrates the marketing position of the model corpora-
tion, as it now appears.

58, + From Table 5, it may be seen further that the model corporation:

a. has a potential profitable market among the millers of 57,326
tons based om 1966 comsumptioa rates;

b, has a bagged market among the industry of 58,330 tons;

* Part of this benefit may be passed instead to the farmers in terms of
higher buying price, if this proves necessary and more desirable,
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¢. has a bulk market during 9 months of the year when the major
bulk consumer buys roughly 60,000 tons;

d. can compete successfully with CONASUPO for the miller market
during the period from March through August;

e, can compete with Sonora grain, bagged, in February and bulk
during the entire Sonora season;

f. can compete easily with Tamaulipas corn, bag or bulk, in
October, but not during August and Septembar

39, Finally, it may be noted that an analysis of the cost of build-
ing and operating the model corporation's own storage facility will be made
to be certain where the maximum economy of storage lies., These data, plus
final data on corn yield, costs of production, second crocp possibilities,
diversification costs and income, among others affecting the investment,
cash flow and profitability of the model corporation will be integrated in
later reports,

60, In summary, a marketing plin is envisioned and demonstrated as
being feasible and profitable which calls for storimg grain corn from har-
vest time in Octeber at least to February, at which time all that can be
sold to the millers im competition with CONASUPO would be released month
after month, as rapidly as possible, Two modifications in this plan are
suggested as being feasible, profitable, and politic, namely: selling a
limited tonnage to industry, in bulk primarily, durimg October to lower im~
ports from Tamsulipas and during Pebruary, March, and April to lessen im-
ports from Sonora, No quantitiss are indicated for each market. This will
be defined in the fimal feasibility report., Suffice it to say that the grain
sold to industry by the model corporatiom will be a token quantity, symbol-
izing the ability of local suppliers to so compete if production is effect-
ively organized,



Table $
Marketiag Position of the Model Corporatiom
Based on Corm Graim Operstion Osly

1) 2) 3 (&)
Momth Comsumption Rate~ 1965-65 Prices Paid~ 1965-66 Corporation Could Sell (5) . (6) .
Millers (tons) Iadustry Millara (pesos) Isdustry  Bagzed® (pesos) Bolk! m_x__%:_‘nﬂ !-_'M‘hﬁa%rhu

Octob 4666 11666 960=-=a=mc=en2935---esmaB30,0-~a==m==-—=F99 O 160.0 135.0 166.0
Moveaber 4666 11666 =--====n=v====s93Q Y00 870.5 839, 5 59.5 2.5 -0,

Beceab 4666 11666 ====~emremnmmenfQemnnemmmacg00 886.0 855.0- 54.0 14.0 ~43.0
January 4666 11666~ ===emmnccoca—eg§mmmmmncesacg]0-mmea-"=g0] § " -"=====-§70, 5~ 2.5 9.5 -40,

Pabruary 4666 11666===oomeec=aadi$ 925 917.0 -886.0~ 28.0. 8.0 39.0
e L 11666-~====encmaencagfQe=e=n=sa----930 -932.5 ~901.5- 47.5 0~ 28.3
April 4666 11666-==rmeenmmeccacg]0mmomcmnoa93§mcomoae§l8 0" ---r--=v§17 0~ 22.0- o 18.0
Mey 4666 11666-=~=~seccccacoc9BO-coc—-—em=e-960-~-===—963,5 9325 16.5 o 27.9
Juse 4666 11666====-—--memaa=-9g0~-=mmmam ~=-960=--====-979_0--===m=emm ~548.0~ 11.0: o 12.0
July 4666 11666 1000-~===cse=cou9f0===-===994 §e-==nmem=nsyb3 5 5.5 o- 0
Aug 4666 11666 1020 -935 1010.0 979.0- 10.0 o- °
Septemd 4666 11666 1005 935 1025.5===-====ees994.5 o o °

a. Bazped Sellimg Price = 550 to farwers + 150 to corporatiom + costs of
tramsport to warehouze (30) + momthlv storage charge (9) + isterest
charge (5.5) + cost of handliag from warehouse to castomer (25) (see
parairaph 45 and Table 4 of this Appesdix).

b. Bulk Sellimz Price = all items im footmote a above less 31 pesos (see
paragraph 56 of this Appendix).
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Appendix II

Preliminary Analysis of the Market for Milk in Guadalajara
1966

1, During the corn marketing study, several govermment agencies, e.g.
Banco Ejidal, Plan Lerma, among others, suggested that returns from corn land
could be multiplied by producing silage for use in an integrated dairy opera-
tion. The idea of such a diversification project, to be initiated simultan-
eously with the introduction of improved practices for producing corn grain,
was immediately appealing. It would demonstrate the machanism of upgrading

raw materials, It would reduce the risk of having &ll iuacome sources depend-
ent upon the corn grain crop, since feed, such as so~chum, could be purchased.
It would build the assets of each farmer beyond the laud as equity in animals,
stables and equipment grow. It would provide employment and develop new skills
and thus not only enhance income but as well contribute a balance to year round
use of available labor as population incresses and as mechanical energy is ap~
plied to the land, Finally,it would £it into national policy.

2, Mexico has a chromic shortage of milk. PForecasts made by the Bank
of Mexico estimate that the current national supply gap will widen to 365,000,000
liters by 1970 and will reach 640,000,000 liters by 1975.

3. Jalisco now produces roughly 10% of the mation's supply and ships
nearly 50% of its production to the Federal District (Mexico City area). But,
while spoken of as a "surplus" producing area, the designatiom is mot wholly
realistic and, in light of growth trends im the Jalisco market itself, it is
probable that the state will mot be able to keep up with demand, It may be
noted, for example, that while durimg Jume, July amd August there is a great
abundance, evem am overabumdance, of raw milk available im Jalisco, there is
an extreme shortage durimng the rest of the year necessitating the import of
milk from as far away as Torreem, 500 miles distant, by the pasteurizers serv-~
ing the Guadalajara market,

4, Ons semi-official forecast of the supply and demand situatiom inm
Jalisco is shown in Table 1,



Year

1965
1966
1967
1968
1969
1970
1971
1972
1973
1974
1975

1I-2

Table 1

Supply and Demand for Milk im Jalisco*
(Millions of liters)

Total Demand Total Supply % Marginm
645.2 680, 2 +5.4
677.4 709.3 4.7
709.1 738.4 4,1
741.8 768.9 3.7
775.9 800,1 3.1
811.2 832.9 2.7
847.7 866.2 2.2
885.9 900,8 1.7
925.4 936.8 1.2
966,2 974.3 0.8

1008,.8 1012,6 0.4

* Assumptions Used by Plam Lerma, Sourca of Data Above:

a. Population growth rate (current rate estimated 6.9% year)....4.1%
b. increase in per capita milk comsumption, statewide.....cceecc1.9%
¢, Growth rate in shipping milk out-of=-stat®@.ccccecesvocscococse2 2%

d. Production growth rate, based om improvement
programs projected but mot yet approved or fimanced..........%.1%

e, Overall development and g’rowth rate in MeXicOieeesrerrcrcesact.8%
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L In fact, precise determinations of usage and productiom, in total
and by sector, are impossible, There are literally thousands of widely sca-
tersd small producers; users are reluctant to provide concrets, verifiable
numbers. Official statistics, reflecting these amd other difficuiries, are
at best an approximation. Nevertheless, the literature amd the rasalts of
interviewing widely among major imdustrial buyers, local govermment officials,
research agenciss such as Plan Lerma and larger producers did reveal a basic
unf formity of trends and opinions. One of the most comsistent indicatioms of
the credibility gap between data such as shown in Table 1 and informad opin-
fon was the skepticism expressed by major buyers that the govermment of Jal-
fsco can attain a growth rate in raw milk production sufficient both to level
off severe seasonal shortages amnd total shortages, Human, financial, and man-
agerial resources requirea to satisfy demand are nct in sight,

6. The best practical expression of tha real market condition in Jal-
isco is the expression by the existing pasteurizing plants in Cuadalajara of
{interest in contracting for the entire supply of the modul corporatiom ahould
it enter the milk production business. In evaluating this opportunity to mar-
ket in such a simple, direct, inexpensive way, several factors need to be kept
in mind.

7. During July, August, and September, as already noted, there is a
superabundance of milk available in Jalisco; herd management to avoid this

1s nonexistent. This situation results in a real strain on the large scale
buyers. During the nine months of scarcity, pasteurizers and other industrial
users muat scour the mation for supplies, adding large freight costs and severe-
ly cutting profit. During the season of abundance, too much milk must be bought
for plant capacity. Buyers operate under the terms of "moral' contracts with
suppliers, agreeing to buy all productiom, year round, in returr for ar agree-
ment to deliver all surpluses. Thus, paste ,rizers im Guadalajara resell milk
to users elsewhere, e.g. powdered milk plants, who can store their product.
Again, this adds cost and culs profit margims. Thus, in the management of the
herds of the model corporation, it would be profitable, useful,and competitively
sound to maximize production batweem September and May. For example, supplier
prices during the past year remaimed stable at 1,20 pesos/liter from December

to June, when they dropped to 1.10 pesos/liter (some buyers are predictimg a
rise to 1.25 pesos/liter im tha September 1967-May 1968 period.) Howevsr, be-
cause of the potemtial quality, reliability of comtract relationmships and de~
livery cost advamtages,Guadalajara pasteurizers nave imdicated a willimgmess .to
pay 1.35-1.40 pesos/liter, 'om a fixed price comtract, if production dropped

60 'S% from Jume to September,

£. The dairy plan for the model corporation emvisioas at first atage

the production of 7,000 to 10,000 liters of cooled raw milk per day. Guadalajara's
three pasteurizing plants have imcreased their combimed sales from an average
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of 17,000 liters a day in 1963 to almost 70,000 liters/day in mid-1967,
Only 15% of their supply comes from within a 100 mile radius of the city,
More than this, the pasteurizing plants are oporating at considerably below
capacity, e.g.

+ Lechera Guadalajara, S.A.- installed capacity for pasteurizing,
deodorizing, and bottling is 100,000 liters/day; current pro-
duction is 31,500 liters/day, or 32% of capacity.,

+ Establo Mecanizado Jalisco (a government company) - installed
capacity is 44,000 liters/day for pasteurization, homogenization,
deodorizing, and packaging in cartons; current production is 7,000
liters/day, or 167 of capacity.

. La Pureza, S.A.~- installed capacity is 35,000 liters/day for pas-
teurizing, deodorizing, and bottling; curremt production is 30,000
liters/day, or 867 of capacity.

Despite their difficulties in getting milk year round, Lechera Guadalajara is
projecting a sales growth rate over the next two years at 20%, La Pureza a
rate of 127 and Establo Mecanizado a rat: &f 100%. Clearly, these pastaurizing
plants, even under curremnt conditions, could (and, as has been noted in (a)
above, would) absorb the total output of the model corporation as planned.
Table 2, below, supports the foregoing conclusion and, indeed, presents an
even more optimistic picturas,



Table 2

Projected Demand for Fluid Milk is Guadalaiara Area 1967-1975

Yesr | Population* | Per Cspita Use | Per Capita Use Total Demand Total Demand Daily Demaad Daily Demand Dafly Demand Pasteurized Milk
(¢3) Stable Growth 3% Growth/yr (1) x (2) (1) x (3) & (5) at 2 Growth Rates
Litexrs+ Liters+ Milliom Liters+ | Milltioa Liters+ 365 365 Thousand Liters
(2) (&3] (4) (5) Thousand Liters+ | Ttcusand Liters+ 152 -
(6) (€2
1967 1,200, 000 108.5 108.5 130 130 365 365 BBiceiicccccacacacaceenn b8
1968 1,238,000 108.5 111.7 139 142 380 390 78ececcrncncenceascccaesB
1969 1,371,000 108.5 115.1 149 157 410 432 90ccccccesereseccac-aoaad
1970 1,466,000 108.5 118.5 159 173 435 473 103cccecscececnnccecnaesll?
1971 1,567,000 108.5 122.1 170 191 467 51 119¢cnccecccancncanacsnalbl
1972 { 1,675,000 108.5 125.7 182 210 500 575 137ccencccecoccncennacesl69
1973 1,791,000 108, 129.5 194 231 530 635 157 cececccoscacnsnnnesalyl
1974 | 1,914,000 108.5 133.4 207 255 570 700 D1} S X 7 1
1975 2,047,000 108.5 137.4 222 280 601 770 208..ceiiiniattnnenneaa278

$-11

*Average growth rate 1956-1965 was 6.9%/year; same rate applied to 1975.

+Both pasteurized and raw milk,
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9. The data in Table 2 not only support the concluasion that the
model corporation would have no difficulty in disposing of 7 to 10,000
liters/day among the Guadalajara pastsurizers, but as well indicate that
at some date in the future, the corporation might find it profitable to
pasteurize, package, and distribute milk as part of a continuous plan to
diversify vertically. Because of this, very general cost data are being
obtained covering a pasteurizing operation with a capacity to process and
package 20,000-25,000 liters per day, estimated to be very close to mimimum sized
available and efficient technology. These costs will be included in the
final report on tha feasibility of the plan for the mcdal corporation only
to illustrate the type and magnitude of cost associated with vertical in-
tegration, insofar as any opportunities may be seen at this time.

10, Other market outlets thaa the Guadalajara pasteurizers exist,

but there seems little reason t> service them except during the summer months
1f it proves more economical to maximize production all 12 months rather
than managing a decline during June, July, and August. For example, one
corporation with two powdered milk plants in Jalisco (one 75 kilometars,

the ocher 150 kilometers from the city) is persistently undersupplied, on

the average (both plants) running at no more than 507 of capacity. How-
ever, these plants pay considerably less for raw milk (0.95 pesos/liter av-
erage June, 1966 to June 1967 as against a range of 1.05- 1,20 pesos/liter
paid by pasteurizers, at farm or roadside). Other industrial buyers, even
further away, do buy surplus Jalisco milk, particularly during the summer
months but do not pick up milk, although they pay 1.05-1.20 pusos/liter at
central collecting points, e.g. from the Guadalajara pasteurizers who pur-
chase beyond their needs at times of overabundance. In short, industrial
customers other than the Guadalajara pasteurizers either brin_ « luwer price
or cause added costs. In addition, there was little indication that it would
be pozsible to obtain a premium from others than the local pasteurizers for

a steady supply of high quality milk, delivered under contract.

11, In summary, assuming a satisfactory cost of production, there is
no doubt that a dairy such as is being envisioned as an integral part of
the model corporation is needsd and would have a ready market for its prod-
uct., Production cost calculations will be proceeding during the next sev-
eral months,
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Appendix 1III

Crop and Animal Ensurance

ASEGURADORA NACIONAL AGRICOLA Y GANADERA, S.A,

1. A system of crop and ‘ivestock imsurance was established on
December 30, 1961, as a government monopoly., A corporate body was es-
tablished, Aseguradora Nacional Agricola y Ganadera, S.A,,with paid in
capital of pesos 25,000,000, Sharas were assigned to various govern-
mental departments, banks, and othar agencies. Control is vested in
an Executive Commission, representing the Secretaries of Tress wry, Pub~
lic Works, and Agriculture- Animal Husbandry, as well as the Bank of
Mexico,

2, The Aseguradora re-insures policies written by an affiliated
system of mutual insurance companies with branches in each state (Mutual-
idades del Seguro Integral Agricola y Ganadera, S.,M. de S.). Actually,
the two organizations function as a single entity, with management di-
rection coming from the Aseguradora.

3. The imsurance offered is limited to investments in materials and
labor for certain crops, and in life, health and tramsport of specifiad live-
stock. Tables, 1,2,3 and 4 below illustrate what imsurance is available, at
what cost (or by what means cost 1is calculatad),



Animals

CATTLE

HORSES

SHEEP
GOATS
PIGS
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Table 1

Type of Insurance

Transport

Life

Health

Physical incapacity
of seed bulls

Transport

Life

Physical incapacity
of seed stdllions

Transport only

Types of Livestock Coverage Available-1966

Categories of Stipulations

Age

Vaccination

Breed

Type of housing

Location

Mode of tramsport

Feeding and housing in transit
Time and number of s tops in transit

Age

Vaccination

Typs of housing

Location

Mode of transport

Feeding and housing in transit
Time and mumber of stops in tramsit

Age

Mode of tramsport

Time in transit

Feeding and housing in transit
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Table 2

Reimbursable Expenditures for Temporul Corn Growp
at Any of the Sites umder Study for the

Location of Model Corporation¥

Type of Expenditure Cut-off Date Maximum Reimbursable
(per hectare)

I. Land Preparation

1. Cleaning and burming May 30 pesos
2. Plowing May 100
3. Harrowing June 50
4. Seed June 50
5. Pertilizer June 225
6. Application of seed
and fertilizer June 60

II. Pertilizing and Maintenance

7. Cultivation July 50
8. Pertilizer amd application July 215
9. Cultivation July 50
10. Imsacticide and applicationm Aagust 40
11, Weeding August 50
III.Harvesting

12. Harvestimg Costs 100
13, Shelling 50
14, Transport 30

TmAL...‘.I'.lloo

* Other imsurable crops are beans, rice, sorghum, peanuts
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Table 3

Crop Insurance Rates for Corm Grown at

Any of the Sites under Study for the

Location of the Model Corporation

Coverage- 1100 pesos/hectare

Total Premium

1, Pesos
2. Percent*

Ejidatarios

Huejotitan Santa Cruz
159.50 159,50
14.50 14,50

1, pesos paid by ejidatario 71,50
2, percent paid by ejidatario 6,50
3. p2sos paid by government 88.00
4, percent paid by government 8,00
Others

1. pesos paid by owner 93.50
2. percent paid by owner 8.50

3. pesos paid by government 66,00
4, percent paid hy government 6,00

71.50
6.50
88.00
8.00

93.50
8.50
66.00
6.00

* Percent refers to premium as a percentage of coverage.

San Martin Hidalgo

143.00
13.00

55.00
5.00
88.00
8.00

77.00
7.00
66,00
6.00
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Table 4

Insurance Rates- Milk Cows

Maximum Coverage: Registered- 10000 pesos
Not Registered- 5000 pesos

Life
1. Local¥ 3.50 percent+
2, Non~local 4,25 percent
Health
1, Local 60,00 pesos
2, Non=local 80,00 pesos

Incapacity-Seed Bulls

0 percent

1, Local 2,5
3.00 percent

2, Nonrlocal

Transportation
Train Truck Airplane

National Internationmal National National Internatiomal
lst 48 hrs. 1lst 96 hrs, lst 24 hrs., for each takeoff and landing

0.35% 1.407% 0.40% 0.25% 1.00%
Additiomal 24 hrs. Additional 24 hrs, Each additional takeoff and

landing
0.15% 0.50% 0,.20% 0,207 0.90%

* Livestock born within any of the five regions of Mexico or residing in a
region 18 months or more, are considered local,

+ Percentages refer to market value or coverage, whichever is less.
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4, Each state is divided into areas with similar economic and scol-
ogical characteristics,and coverages are then based on the risks and needs
of the farmers in each area,

5. For crops, the Aseguradora makes annual studies of costs and prac-
tices in order to establish schedules, These schadules establish minimum
expanditures which must be made by farmers, per hectare, in order to obtain
insurance, Any expenditures in excess of the minimum are not reimbursable,
Premiums are revised each year.

6. For stock, health and physical incapacity insurence are only avail-
able for animals covered by 1life insurance. Maximum insurable values are
established for each category of livestock based on intended use and regis-
terability, Coverage in no case exceeds 99, of narket value. The presence

of hoof and mouth disease raises the premium. All policyholders pay the samae
full rate (unlike crop insurance, the government pays no partof the premium).
Death from certain diseases, e.g. tuberculosis, brucelosis, leptospirosis,tri-
comonaisis, or vibrosis is not covered; herds with an overall incidence of

5% or more of any of these diseases are refused any coverage.

7. Applications for livestock insurance calls for data listed in Table 1.
Animals will be inspected by agemts of the insuror within 72 hours and accep-
tance or rejecti n communicated within 15 days,

8. Application for crop insurance must include a pro forma of invest-
ment and an estimate of yleld. A decision from the insuror to accept or re-
ject application 1s made within 20 days.

9. Payment of the entire premium must be made withim 15 days of accept-
ance, The insured must take responsibility for reporting losses within a spec-
ified time, The insured must also follow the advice of the insuror's agent

in order to minimize losses,

10, Insured parcels of land under the same cropping practice and closer
than 1 kilometer are considered the "same plot'" in case of the issuance of a
policy and reimbursement of losses. Findings and recommended settlements of
the insuror's agent may be appealed to the Administrative Council of the Aseg-
uradora within 15 days.
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11, The model corporation, in the opinion of local (Guadalajara)
officials of the mutual {nsurance company affiliated with L.e Aseguradora,
would be eligible for {nsurance .. a creditor to owners or as an owner of

livectock and cropland. Policie. ure currently in force covering farmer
cooperatives and to official and private creditors of farmers. In the lat-
ter case, policies indicate the consent of both parties as to the disposi-
tion of {ndemnization payments. It was pointed out that ejidatario rates
apply when one party to the policy is an ejidatario.



Appandix 1V

A Prolinﬁnugx Survey of the Political Ponltbtlgtz
of Privata Enterprise Increasing the Producttvttz
of the Mexican Ejidatario and Pequeiio Propietario*

This survey was made by Mr. Merwin L. Bohan. H{s re-
port follows., At its end, some additional comments
have been added by Simon Will{ams, Principal Invest{-
gator,

Mr. Bohan, retired from the U,S, Department of State
since 1955, has had a (istinguished career {n Latin
America. Prom 1951-55, he was U.S, representative to
the Inter-American Economic and Social Council, with
the personal rank c{ Ambassador, With the same rank,
he was U,S, Commissioner, Joint Brazil-U.S, Economic
Development Commission between 1951-53. Sinca retire-
ment, Mr. Bohan has served as a consultant to the State
and Commerce Departments, Pan American Union, Inter-
American Development Bank, a number of private U,S,
corporations doing business in Latin America, the Eco-
nomic Commission for Latin America,of the United Nas
tions, among others,

The emphasis of this first inquiry has been on the
ejidatario. In the two sites ncw under eonsidera-
tion for the model corporation, ejidatarios dominate,
ranging from 75 to 95% of the population. Further,
the problem of dealing with the ejido 1is by far the
more politically sensitive i{ssue.
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1. The terms of reference of this preliminary inquiry are based on
the statement made in paragraph 40, Progress Report No. 1, For the sake
of coherence, this {s restated, in part:

"The key issue to be faced is this: agrarian reform

and {mproved apricultural productivity are basic plat-
forms of the Mexican ravolution and are the responsi-
bility of a large number of federal and state agencies;
those to be helped are dominantly the ejidatario and the
pequano propietario and separate institutions have been
created to work in the interescts of each; thus while the
IMI project has official blessings both as an internation-
ally-oriented experiment and one whose success could be
very important to Mexico, how do the political leaders and
the heads of the institutions created to achieve the goals
of rural prosperity really feel about . e role of private
investment, mrticularly foreign private investment---",

It must be stressed that what follows is merely a preliminary appraisal of
the problem. It {s believed, however, that while further investigation may
refine and add to the information presented herein, it will not materially
affect the validity of the conclusions presented at the end of this report,

2, The possibilities of the agri-industrial enterprise symholized by
the model corporation were generally found to be sr intriguing that the avew-
age politician and government official tended to react favorably and to dis-
count the gravity of the obstacles that lie in the path of implementation.
For this reason, such interviews (ten among Mexican political leaders; six
among key staff at the U,S, Embassy; two with U.S, businessmen with long
years of experience in Mexico), enlightening and necessary as they are, are
no substitute for a careful interpretation of the known factors in contem-
porary Mexican pelitical affairs which might promote or obstruct the realie
zation of the model and its widespread adzptation to rural Mexico.

3. Perhaps the strongest favorable factor 1s the widespread realiza.-
tion of the need to find some way to improve the productivity of the ejido.
While the cooperative approach is the principal solution one encounters,
there is generally a lack of real conviction on the part of those who pro-
pose it, undoubtedly brcause of the many failures recorded during the long
period of Mexican experimentation in this field.
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4. Pactors of a more negative character include the conflict betveen
agrarianism and agricultural reform, the wvulnerability and generally low
cultural level of the ejidatario and pequeno propietario, vested interests
favoring the status quo, and the continued appeal of anti-imperialist slo-
gans. All of these factors influence political and bureaucratic attitudes
and must be taken into a~count along with the reactions of political and
government leaders when assessing the political feasibility of a union be-
tween private capital and ejidatario labor.

5. Agrarianism versus Agricultural Reform

"A continuing problem in Mexico', wrote Haroid F, Cline {n
1963 in The United States and Mexico (page 421), "is to achieve soms stable
equilibrium between agrarianism and agricultural reform, two quite different
matters. The one, agrarianism, i{s essentially political and social. Divid-
ing the land among the landless who want and can utilize {r, fulfills an old
Revolutionary dream and promise, Agricultural reform, on the other hand,
seeks to use Mexico's rather limited cesources most effectively so that the
rural sector becomes both a widened consumer market and a steady supplier
of crops needed to feed a booming industrial system and an expanding popula-
tion, Agricultural reform tends, therefore to be economic and technical."

6. The problem is still unsettled and is likely to remain so for a
long time. True, the pendulum i3 unlikely to swing as wildly as it did in
the time of Cardenas, but movement to both the left and right ia still ob-
servable and the pros and cons of the social and economic objectives of agri-
cultural policy continue to be debated in both the political and economic
spheres A vivid example of this is to be found in the summary of the dis-
cussions held last August at the Round Tabie organized by rLhe Center for
Agrarian Investigations in Mexico City, At that meeting, ways and means to
increase the productivit, of the ejido appear to have evoked less interest
than the social aspect of the system, At one extrere are those who favor the
nationalization of all larnd and the collectivizing of agricultural produc-
tion. A more moderate element holds that the social objectives of the ejido
program outweigh the economic and that more land must be given to the ejidos
even at the expense of productive efficiency. Fortunacely, those who have
stood for agricultural reform have been so succe..ful in increasing agricul-
tural output that thev have built strong defenses around their main pcsitions.

7. This conflict has a very direct relationship to plans for enlist-
ing the aid of private capital to increase ejido productivity since the ma-
jority of those who espouse the cause of agrarianism also have an almost

pathological distrust of private capital and enterprise, particularly that
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from north of Mexico's borders. Even the technicians who are more interested
in the economic aspects of the problem, are apt io be prejudiced in this ra-
gard and to look askance at projects for joint action

8. Vulnerability of the Ejidatario

In one of the studies presented at the Agrarian Congrass held
in Toluca in 1959, it was estimatad that the boundaries of 75 percent of the
ejidos of the Republic had not yet been definitely surveyed and that the le-
gal distribution of parcelas had only been completad in 20 percent of the
ejidos.*

9, The parcela or piccel of land to which che ejidatario is entitled

is not a property held in fee simple but litile mora than a conditional and
ravocable right to the use of the land. Estimaces of the percencage of eji-
datarios who have a legal "title" to this right (Titulo Percelario) run from

5 percent to 15 percent, The rest have no legal documentstion or only a
Certificado de Derecho Agrario which attests to membership in a recognized ejido.

10. Even allowing for a high degree of inaccuracy in the estimates quoted,
it is clear that the individual ejidatario is vulnerable to all kinds and sorts
of pressures whether from local political bosses, agressive influyentes, or
even the pistoleros who have not entirely disappeared from the rural scene.
During the course of the present survey many hair-raising tales were heard of
land grabs, political shenanigans and even murder when recalcitant ejidatarios
failed to head the soft voicz of resson. While conditions have improved over
the years, the vulnerability factor must be given dva weéight, particularly

when considering the degree to which the ejidatario can act as a free agent
even when legally empowered to do so.

11, Vested Interests

There iz no question that among the top echelons of the govern-
mental, political, and private sectors of Mexico there is a genuine desire to
better the lot of the ejidatario and to make him a prosperous and productive

* While the legal distribution of rarcelas has changed little since 1959,
the Diaz Ordaz administration's active aarial mapping program now permits
determination of ejido boundaries in many areas of the Republic.
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member of the national community. At the local level, however, a distrurb-
ing array of vested interests has been created with a formidable stake in
maintaining the status quo. Contributing ¢o this situation has been ex-
cessive governmental intervention in ejido affairs, the practical needs of
tha dominant political machine to assure its control, and the many opportu-
nities for agressive i{ind{viduals to profit from the 2jido system.

12, A man who should know the ins and outs of the agricultural bureau-
cracy, Moises T. de la Peiia, for six years manager of the Banco Nacional
de Credito Agrar.o, thus describes the situation as it relates to the ejido
(a free translation from page 356 of El Pueb.o y su Tierra): '"(Government
tutelage) 1s a problemv<+If the ejido is given full liberty or abandoned to
its own devices, all is disorder, abuss, and frustration; {f not, interven-
tion becomes so exaggerated that it destroys initiative---Fur there is no
moderation---and with intervention come the costly and sluggish ways of bu-
reaucracy, the abuse of authority and inefficiencies and immoralities---",

13. This may be and posaibly is too dark a picture. Yet, in another
section (pages 371-376), de la Pefia outlines in detail the illegal and cor-
rupt practices which he charges are commonplace among ejido authorities,
local officials of the Departamento Agrario and field personnel of the Banco
Ejidal, His testimony is convincing since he gives chapter and verse and

a number of the practices he describes were mentioned by others in inter-
views held in connection with this study,

14, Those charged with delivering bodies for political activities

and votes at election time have a vested interest In a docile and obedient
electorate, Land tenure uncertainties and other weaknesses of the ejida-
tario that can be played upon provide fairly solid assurances in this regard,
Even at the national level, there is a strong political element whose desire
to help the ajidatario 18 ‘émpered by the fear tlat increasing productivity
will not only encourage ovarly independent attitudes, but lead to mounting
rural unemployment and an accelarated urban flow,

15. Finally, tle renting of parcelas, the purchase of ejidatario rights,
and sharecropping arrangements - all of which are outright illegal - are to-
day widely engaged in by a well-to-do and influential class of ejidatarios
and ranchero entrepreneurs who would view with more than distate any threat
+0 their interests as would local money lenders, merchants, and others who
have a stake in the present inefficient workings of the ejido system.
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16, "Auti-Imperialism"

There is little need to belabor this topic. Suspicion of for-
esign motives, foreign capital, and foreign enterprise i{s a built-in legacy of
the Mexican Revolution, particularly deep seated in agrarisn circles. Any
affected interert - whether bureaucratic, political, or economic - can create
serious problems by merely raising this banner as any foreign interest opera-
ting in tha agricultural sector of the Mexican economy can testify. As many
of such firms do operate successfully in this field, this factor should not
be overdrawn, but neither should it naively be disregarded.

17. Interviews

During the course of this preliminary survey, sixtaen formal
interviews, as well as a number of informal conversations, were held. Without
exception those consultad showed keen interest in the model, fekt that it
had real possibilities as an institutional means to help the ejidatario and
pequeno propietario, and expressed a willingness to go deeper into the sub-
Ject when it was felt desirsble to do so. Several voluntarily offered to
be of assistance at the appropriate time, an offer :hat should be of parti-
cular value in the cases of Dr. Lauro Ortega, Chairman of the National Execu-
tive Committee of the PRI; Ing. Julian Rodrigue: Adame, Chairman of the In-
ternational Cotton Council and ex-Minister of Agriculture; Ing. Ramon Fer-
nander y Fernandez, President of the Center of Agricultural Economics at the
Chapingo Post-Graduate College and author of an authoritative book on Mexi-
can agricultural policy; and Lic. Gilberto Loyo, President of the Center
for Agrarian Investigations and one-time Minister of Economy.

18. In the all ivportant field of political feasibility, reaction was
somevhat more favorable than tha factors touched upon in previous sections
would seem to warrant. This may indicate that our analysis of those factors
was unduly pessimistic or, what appsars to be more likely, those interviewed
had little opportunity for reflection or for second thoughts. It must also
be kept in mind that while the proposition presented was found intriguing,
those interviewed ware heavily weighted in favor of agricultural rather than
agrarian refora (because the former more cccurately reflects present Mexican
policy), and agresment "in genaral" is always more easily obtained in Latin
America than agreement "in particular",

19. The two persons closest to the political scens (Dr. Ortega and Ing.
Rodriguer Adame) tended to play down the political difficulties at both the
national and loscal levels. Ing. Rodriguez Adame, for example, felt that once
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the cooperation of the local state governor vas assured, this official could
easily enouwgh handle local political problems through the Ligas de Comunida-
des Agrarias. They both felt strongly, howevar, as did sll the others intes-
viewed, that top level political and official backing was essential. Sever-
al did forsae trouble - both bureaucratic and political - at the grass roots
and at least six persons felt that the corporate structures showld be as Mexi-
canized as possible. A very competent observer noted that private circles

in Mexico were awakening to the need of contributing to ejido productivity
and felt that it would be possible to secure substantial financing for the
program within the country.

20, As for the official backing that should be sought, all mentioned
the need for the goodwill and support of the Ministry of Agriculture and

the Banco Ejidal. Ing. Rodriguer Adame took pains to empahsize the need for
the effective approval and support of the autonomous Departamento de Asuntos
Agrarios y Colonizacion which would be called upon to approwe and suparvise
all legal reaitionships between the ejidatarios and the service companies.

A surprising majority of those interviewed recommended seeking the support
of thz Ministry of Hacienda and the Banco de Mexico, feeling that these would
prove to be the key institutions in furthering the plan. It was pointed out
that these agencies had dlready brought about, against strong opposition,
private intervention in the agricultural credit ffeld and would be more !ikely
to view a corporate approach sympathetically than the agricultural agencies
with their strongly bureaucratic and cooperative leanings.* One also recom-
mended that the divéwsification objectives of the plan be forcefully brought
to the attention of these institutions since both were beginning to look
askance at high level support prices for corn in view of surplus production
(estimated at 1,100,000 metric tons in 1967), a surplus that was being dis-
posed of abroad at a heavy loss to the national trearary. Furthermore, the
Ministry and the Bank were in opposiZion to those who were demanding that a
higher percentage of public resources be devoted to agriculture and hence
should welcome greater private financial assistance in this field,

*

This reference is to banking credit. Private firms such as Anderson Clay-
ton de Mexico, Diamond Chemicals de Mexico, Alimentos Heinz, Tabaco en Rama,
and others, have long helped finance both ejiditarios and private rancheros.
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21, Lic, Gilberto Loyo stressed the advantages of having a preponder-
ance of Mexicen capital in the operating companies, an aspsct stressed by
several others as has already been mentioned. He also felt that it wuld
be {mpractical to operate on an individual ejidatario contract bssis and
that some form of cooperative or joint arrangement would be essenti{al and
should be worked out befors presenting a concrete proposal. In this con-
nection, it should be noted that the Banco Ejidal will not work with indi-
vidual ejidaterios but insists that local credit associations (Sociedades
Locales de Credito) be set up.

22, In many respects, the interview with Dr. Ortega was the most {n-
teresting and possibly the most fruitful of all. Hc is deeply interested
in the problems of the ejido and apparently has given much thought to ways
and means of raising their productivity. He lays the blame for so little
progress on what he teias a lack of clear cut responsibility at both the
top and local levels of government. He maintains that everyone is {n the
act but that no one is specifically charged with the responsibility for re-
sults., He looks for a solution to come from outside rather than inside
government. His idea 1s to place administrators in charge of sufficiently
large ajido areas to permit modern practices to be employed and then pay
the adminiastrator a small salary and a liberal percentage (he mentioned

10 to 12 percent) of the increasced output resulting from the new system.
Dr. Ortega readily agreed that the model corporation plan contained many
of the elements he had in mind and gave assurances of his availability for
further discussions.

23, The lack of responsibility for ejido productivity appesrs co be
a valid criticism as was confirmed by a brief survey of the Puebla area
vhere calls were made on the local Agency of the Ministry of Agriculture,
the Delegate of the Departamento Agrario ,and the Banco Ejidal.

24, A reading of the Codigo Agrario (the latest edition was published
by the Editotial Porrua in 1967) gives the impression that the Departameato
Agrario has clear responsibility (see particularly article 38 as modified by
Presidential Decrees of 1945 and 1959). Actually, if the explanations given
by all concerned are correct, the Departamento Agrario is responsible for
all legal matters pertaining to ejido land tenure and endowmsnt, ejido con-
tracts, the rights of individual ejidatarios, etcetera; the Ministry of
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Agriculture handles agricultuxal extension; and the Banco Rjidal (it services
some 20 percent to 25 percent of the ejidos only) provides credit to the lo-
cal credit associations. The Bank also works up operating plans and coepar-
ates with the extension services of Agriculture. Howaver, all parties, upon
questioning, hzdged sufficiently with respect to responsibility for results
as to support Dr. Ortega's statements.

25, Conclusions

d.

The major conclusion of this preliminary survey {s that
it 1is politically feasible to utilize privately-financed,
privately-managed service companies to increase the pro-
ductivity of ejido holdings, providing:

i. Top level support in both the political and
official sectors be first obtained; and,

i1, The first several service companies be pre-
dominantly or wholly Mexican financed and
wholly Mexican staffed.

Meeting these requirements would not demand any basic
changes in the plan for the model corporation. In
fact, that the plan already contemplates the seeking
of local capital so that the approach suggested is pri-
marily a matter of timing. The extent to which Mexi-
can capital could be raised is another matter and pos-
sibilities in this regard would have to be carefully
investigated.

As a preliminary opinion, however, it is believed that
if it 18 found feasible to set up and finance an Adela-
type international investment institution that there are
enough forward-looking groupes in Mexico to assure the
success of the approach suggested above, perhaps with
the international institution sharing risk with its
Mexican partners, Once the service company system
has proved its worth and secured solid backing in offi-
cial and political circlee, local capital contributions
ceuld be progressively diluted providing the Mexican
character of the system be scrupulously mainteined.

It i8 not believed that it would be politically feasi-
ble to set up service companies that would be clearly
foreign financed and e.g., the model corporation sub-
ject to foreign management contrel. A few test experi-
ments, might be carried out with sufficient high level
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backing, but {f thz sysiem became generalized,
political ob.cacles would soon become {nsur-
sountable. There {s no escaping this conclu-
sion given the revolutionary character of the
service company concept. If successful, it

will set up a protactive barrier between the
ejidatario and those who have long been exploit-
ing him. Eventually, {t will create a self-
respecting and independent class of rural "capi-
talists". Anathema to many on ideological grounds,
the ranks of the opposition will be swelled by
those whose bureaucratic, political and sconomic
intereats appear to ba challenged. It 1s all too
Mexican a problen for the employment of a foreign
catalytic agent - such an agent can help in the
background, but only a truly criollo agent can
fight successfully the battles that lie in the
path of {mplementing a concept that holds out so
much hope for Mexico.

Submitted July 27, 1967
Merwin L. Bohan

Supplemental Comments

Simon Williams

26. Subsequent to writing the foregoing report, Mr. Bohan and I have
had several long discussions bearing upon three very important issues,
namely: the development of support at the top of the Mexican sovarnnent;

the developmant of support within the Departamento Asuntos Agrérios y Coloni-
zacibn, which so intimately controls ejido affairs; and, the need to Mexican-
ize the proposed model corporation.

27. With reference to gaining further support from the Federal and state
governments and the Departamento Asuntos Agrfirios y Comolizacion., it 18 to

be remembered that both the Federal Secretary of Agriculture and Animal Hus-
bandry and the Governor of the State of Jalisco, where the model is to be sited,
have given a warm welcome to the activity (see paragraph 2, Progress Report

No. 1). 't is agreed that this walcome dates back over a year and that the
understandings which existed then do need updating and expansion to other parts
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of the government. The primary reason for the delay {n Lwilding more and
stronger bridges to the top of the government {s that the study of the fea-
sibility of the model corporation simply has not progressed to the point
vhere the precise nature of the model can be reduced to concrate terms. It
has been my judgement, based on an integration of the widest range of coun-
sel among Mexicans with whom I am associating, that communications to top
political figures would be weakened if talk centered around the idea of the
model rather than an the specific concrete structure to be created., As

Mr. Bohan has stated in paragraph 18 of his report, agresment 'in general"
is always more easily obtained in Latin America than agreement ''in particu-
lar",

28, As can be seen by a careful reading on this report, of which Appem-
dix IV is a part, the study is verging on L7e final stages of feasibility ana-
lysis, with a great many loose ends about to be woven into the basic struc~
ture of the model. As soon as these data are in and combined, and before any
attempt is made to start investment promotion, there will be a full concen-
tration of effort to reach all the Mexican pelitical and private sactor lead-
ers, gain understanding, and, through understanding, generate sustaining sup-
port. Meanwhile, the strategy noted in paragraph 28, Pr-gress Report No. 1,
will be carefully observed, establishing solid working relationships with

the heads of the Jalisgo branches of all the key federal agencies, so that
these people can and will facilitate meeting the right persons up the line.
The one exception to this policy may be a visit with both the Federal Secre-
tary of Agriculture and Animal Husbandry and the Governor of the State of
Jalisco, to review their support. This action is under study.

29, With reference to the Mexicanization of the modecl, the issue is
complex and not wholly resolved as yet. There is no question about the de-
sirability of drawing in Mexican private capital and Mexican partners, who
can, as Mr. Bohan concludes, "-»-fight successfully the battles that lie in
the path of implementing a concept that holds out so much hope for Mexico'".
Nor is there any argument over the desirability of staffing the model cor-
poration as fully as possible with Mexicans, right through local top manage-
ment. However, there is another side of the project which must be considered.

30. The model being comstructed in Mexico is intended to be one which
is symbolic of an important role to be played by private investors in world-
wide agri-industrial development among small scale farmers. In reality, the
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model is im Mexico by the coincidemce of choosimg this coumtry im which to
establish a prototyps. 1In this sense, success im Mexico is not imtemded to
be a peculiarly Mexicam success leadisg omly to more of the same im this
country, Success is meant to catalyze the flow of investment capital imto
similar projects throughout the world,

31, Some of those reading this report will have read the origimal ar-
ticle which conceptualized the particular role of private imvestment in world
agriculture which the Mexican model {s intended to implement.* For some who
have not read the article and for others who may have forgotten,the following
quotations are relevant:

The question is: How cam such investment be achieved? Any probe
of the economics of the mations needimg the most money reveales
three additional facts:

(1) There is mot enough private capital to affact agriculture
significantly.

(2) Those who comtrol what private capital there is general ly
are not interested im agriculturs, evem though they may have been
or are landowners. Im their eyes the risk is too high, politics
too central, and the retura too low in comparisom, for example, to
money put intn real estate speculatiom or imto the operatiom of
protected industries,

(3) The private sector of most of these countries, where
there is one, is traditionally mot philosophically motivated to
help the myriad of poor, small farmers im a direct, partially
altruistic way. So, with private capital required and little in-
ternally available, the resort must be to foreigm capital aad the
managemert which comes along--- and much more of both than is mow
being surplied.

*"Private Imvestment in World Agriculturof.ggyvnrd Business Review, November-
December, 1965 Simon Williams,



Iv-13

During the neaxt two deczdes foreign investmeat in agriculture
must generate far morse production for comsumption where the hungry
depressed people live; it must catalyze far more capital formation
in rural sectors among those presently impoverishad and ignorant
who are working timy parcels of land; and, ultimately, it muat be
the stimulant encouraging tha flow of local private capital {nto
farming and related production facilities.

What all of this really means {s that la ge amounts of pri-
vate monev from the United States must lead the way. It i{s only
in the United States that private capital, skilled managemant, dedi-
cated foreign policy, and personal conscience combine in the proper
mixture and in sufficiently large quantity to give hope to the hun-
g8ry world-- and to ourselves. It would be comfortable if foreign
aid via the government had done or could do the job. It has helped,
but it cannot be the prime mover. It would be nice {f more free
enterprisers from Western Europe and from Japan or other centers of
private wealth, advanced education, and techmical know-how would
carry a large share of the burden. But thera is mo evidence that
they will take the iniative or share the risk attendant on the pio-
neering role,

32, Nothing that has occurred during the fiist year of field work in
Mexico has changed this view. Therefore, when it is argued that the model
obscures the role of U.,S. investors, a true dilemma is faced: i{f success of
the model depends on a lack of identification with U,S, investors, then can

we interest such investors; if we insist on this identification and an overt
role in control, do we threaten the opportumity to locate the model im Mexico?

33. I doubt that we cam or should attempt to interest U.S, capital in
taking a lead role in agri-indastry developremt throughout the hungry depressed
nations of the world if it must remaim obscure, almost apologetic. True, in
the highest realm of philosophical thought, true powar and the fimest of pride
should be in response to actiom, mot recogaitiom. However, I do not believe

we can lean heavily om the expectation of such a respomse. Pride and recog-
nition will go hand in hand amoag the mamagers of the great reservoirs of monay,
know-how and administrative talent in the productive system of the U.S. and
elsewhera. If large amounts of private imvestment capital are toflow from the
U.5., into world agriculture, it will not do so for profit motives alone,
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34, At this moment in time, I am predisposed to find a compromiss,
the quality of which has yet to be described. Mr. Bohan no'ss in para-
graph 23, subparagraph d, that "a few test experiments, e.g. the model
corporation, might be carried out with sufficient high level backing, but
if the system became generalized, political obstn-les would soom become
{nsurmountable', I am i{nclimed to go for the modal as a '"test experimeat"
with U,8. investors clearly involved in a joint vemture with leadimg Mex-
icans from the local private sector, leavimg it to the future to lead the
way to widespread use of the model plan as a purely Mexicam program. In
thies way, we can try to be respomsive to all demands and attain an elegant
solution, from a local and from an interaatiomal poimt of viaw,

35. This whole matter will imcreasimgly preoccupy the staff in the
immediate months ahead.



