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Foreword

To elaborate on an ancient Chinese proverb: Give a man a
fish and he eats for a day. Teach a man to fish, make it possi
ble for him to have access to credit to buy his pole and a free
market in which to sell his production, and he not only feeds
himself and his family for a lifetime, he also feeds and builds a
nation.

The theme of this volume goes directly to the heart of what
the Agency for International Development has been focusing on for
the past four years. Difficult--and expensive--lessons of past
development efforts have taught us that the transfer of resources
alone is futile, even counterproductive. Rather, we must trans
fer skills, techniques, and know-how, with the proper mix of
resources, that motivate farmers to produce more. We must
mobilize indigenous private sectors as the principal engines of
growth. In agriculture as well as other fields, the private
sector is the most dynamic agent for increased productivity that
exists. As the book points out, energizing small-scale farmers
so they can respond to the incentives of the market is essential
to the achievement of positive development results.

The case histories detailed in the book clearly show that
the concept of organizing small-scale farmers around a core
agribusiness pays dividends. When properly done, the arrangement
produces a mutually beneficial assoC'iation. The farmer benefits
from technology, hands-on managerial expertise, assured markets
and--best of all--the chance to move from subsistence farming
into the market economy. The company benefits from faster-than
usua1 earni ng5. An importa nt fri nge benefi t to compally inVI; tors
and managers is the knowledge that they are actively particj~at

ing in the substantive and sustainable development of nations
and, as a result, a more secure world.

I am especially pleased that the book emphasizes the impor
tance of policies. If the policy environment is right, the dy
lamic combination of farmer and company will work. During the
past four years we at AID have placed policy reform at the high
est priority level. We are achieving the beginnings of some
significant successes in convincing Third World governments that
the practice of paying their farmers a price below the free mar
ket in order to provide artificially low food prices to urban

x



xi

people is disastrously counterprod~ctive. Declining food produc
tion is evidence that for many farmers, it ju:t isn1t worth the
cost to continue producing. They join the migration to the urban
slums, continuing the cycle of hunger, poverty, ~nd political in
stability.

As I pointed out, those policies are changing--slowly--but
they are changing. Third World officials are coming to the real
ization that the ability of the individual--the farmer or the
businessman, indigenous or foreign--to improvise, compete, and
produce self-sustaining prosperity depends on a free market.
Things happen when the private sector takes the lead, as shown in
the instances cited in this book. The job of government is to
produce the proper climate, then stand clear and let the incen
tives of free market forces work.

The policies of our own country are important, too. As a
matter of basic policy, AID is promoting private sector proj
ects--long ignored in AID programming--in cost-effective ways
that draw in other resources, such as joint ventures that lend
themselves to development and stretch our tax dollars. We are
putting together several projects that incorporate the small
scale farmer/corporate arrangements discussed in this book.

This volume, with its case histories and common sense
approach to agricultural development through farmer/business
relationships, serves as a steady compass to the promise of
prosperity and stability in a world that could do with a lot more
of both.

M. Peter McPher~o~

Admini~trator

U.S. Agency for International Development
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Introduction

Decades of active exposure to farmers and their concerns in
the United States, as well as allover the world, have left me
with three convictions.

The first is that although there are still millions of farm
ers around the world who cannot read or write, ~ have never met
a farmer who cannot count. That observation applies to farm fami
lies whether the spread they own is large, medium, or small.
Experience teaches th~t farmers don't need an economist to recog
nize a good deal when they see one.

My ser.ond conviction, also based on observation and experi
ence around the globe, is that for-profit companies, again of
whatever size or national origin, are the most dynamic mechanism
for economic growth and social advancement. As one prescient
chief of state in the Third World put it: "I know that companies
are not development agencies, but they are agents for develop
ment."

My third conviction is somewhat more abstract, but equally
universal. I am convinced that the worldwide revolution of
expectations, which I consider the prime characteristic of the
demanding and inspiring era in which we live, has not run its
course and that the great challenge for anyone living today is to
participate in that revolution. To do this we must mobilize both
private and public agencies. I have been involved in both, local
ly and globally, in developing co~~tries and in industrial na
tions. We accomplished this two-track mobilization in the United
States with problems and complexities that still stump us, but
also with results that still constitute the best hope for the
world. Perhaps the U.S. experience cannot be replicated, but it
can certainly serve as a model of what can be done and as a dem-
onstration that it can be done. -----

In sum~ believe that we are our brother's keeper anc the
question that needs to be addressed here and now is how we call
express that commitment in practical terms.

xiii
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This book addresses the qu~stion in terms of the rural
population of the world, still by far the largest segment of
mankind. The book is based on some specific, concrete assump
tions: macroeconomic, structural, and operational.

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

The structural assumption is grounded in historical and
current evidence that the private sector is the most dynamic
agent of development both in industrial and developing countries
and is therefore the indicated instrument for a policy that sets
productivity as a priority.

Operationally, the book argues--and I believe demonstrates-
that in the agricultural sector, the most efficacious way to
obtain desirable results, from an economic and from a developmen
tal viewpoint, is to energize small-scale farmers. This is done
most effectively by organizing the farmers around a corporate
core that offers them the necessary technology and a personal
stake in state-of-the-art production.

A concept paper, The Farmer and the Money Economy:
of the Private Sector ln the Arlcultural bevelo ment
W lC ut aren an wro e 1 c e rlze, ,
these three components. The concepts developed in that paper
were investigated on site in 1983-1984 on three continents
(Africa, Asia, and Latin America), in nine countries (Dominican
Republic, India, Kenya, Mexico, Philippines, Sudan, Swaziland,
Th~iland, and Turkey). The case histories cover a range of agri
cultural production from seed corn to pig raising, and in~lude

cash crops and food crops--for family use, for the domestic mar
ket, and for the international market.

The companies organizing the investigated enterprises also
represent a broad spectrum. They include multinational companies
based in the industrial world; host country companies with inter
national dimensions in the form of licensing and/or marketing
agreements with multinational firms; joint ventures (including
joint ventures with the public sector, domestic or foreign); and
purely domestic firms. Companies range in size from very large
(Unilever) to very small (Caribbean Basin Investment Agribusiness
Group).

In addition, the book addresses what Dr. Simon Williams per
ceptively describes as "the connective tissue" between these
successful private-sector efforts and the public agencies and
not-for-profit intermediate organizations actively engaged in
pursuing the same goal, that is, the optimum development of farm
ers an~ their families around the world.
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FIllillly, the horrors of Et.hlopla tlnd Its n€!lghbors In th€!
drought- and misery-ridden belt of Sub-Sdharan Africa make clear
beyond argump,nt the urgency of what needs to be done--not In the
form of emerc:mcy stnpgap help, but III the way of fundamental,
lasting solutions. WhlJt th€!se solutions can c'Ind should b€! is th€!
thrust of th~s book •

Orville L. Freeman
Chairman

Business International Corporation (1970-1985)
U.S. Secretary of Agriculture (1961-1969)



1
Agribusiness and the
Small-Scal~ Farmer: A Dynamic
Partnership for Development
Simon Williams

THEME AND TONE

This book tells a story of a truly remarkable achievemer.t, a
global drama about the conception, establishment, and impact of
thousands of agribusiness enter~rises scattered to the far ends
of Africa, Asia, and Latin America and of the changes wrought by
these ventur~s on the lives and hopes of literJlly millions of
people: small-scale farmers, farm families, and the traditional,
disadvantagec societies of which they are a part.

People ~eflectillg the myriad cul tures of thE' Norld have
mixed freely ~o participate in highly productiv~ systems where
before both the land and the creative use of human intelligence
languished. Quite amazingly, as it grew and proliferated agri
business found a fit in practically every social structure, every
stage of human development, and every political ideology charac
terizing the Third World, and where the industry has prospered,
the people involved have begun to prosper.

These thoughts and feelings are not meant to paint a picture
of Utopia, with agribusiness as its capital. No one has yet in
vented the perfect process of achieving the highest levels of hu
man happiness and serenity. Yet in this troubled world, the
challenge is clear and pressing that there can be no let-up in
the search for a better place in which all people can live in
harmony, in freedom, with hope. This book suggests that the
worldwide growth of interndtional and national investment in
agribusiness, the impact of these ventures on the supply of food
and fiber, and the power generated by individual enterprises to
bring traditional but deprived rural people into the process of
modernization have to constitute one of the major accomplishments
of the twentieth century. This needs to be widely recognized.
The strengths and weaknesses of the experience should be care
fully evaluated. The instrumentality of agribusiness as a major
force for benign agricultural and rural development should be
grasped and put into its proper place for the commonweal.

At this point the question arises: What is the fundamental
nature of agribusiness that makes it a vitally important tool for
development? The answer may be found in three characteristics of
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thp. operation and impact of an enterprise in a traditional rural
setting.

Agribusinets as a Primary Agent of Change

Whenever and wherever agribusiness becomes a presence in d
rural area and manages to prosper, it becomes a compelling force
fer change. This force is exerted, as a g~neral rule, on rela
tively large numbers of people simultaneously, at and around the
enterprise sitei along the food and fiber chain from production
to consumption; and at the centers of governmental power. Once
pu~lic policy has opened the doorways to action, it is at the
project site that t~e most intriguing response to change becomes
manifest.

Initially, rural people respond quickly to the economic mo
tivations held out--getting a job and a wage or increasing net
cash income on the farm. To participate means accepting a wide
variety of changes in behavior and attitude, doing so quickly ~nd

in a competitive framework of c~portunity. Novel tasks are taken
on and new skills acquired, on t:,;! job and by means of formal
training. New ideas and relationshi~s are introduced. Technical
supervision may supersede personal choice on the farm. The im
portance of quality controli the significance of personal respon
sibility on the job or on the farm to enterprise success; and
recognition of nontraditional lines of authority: these and other
abstractions begin to foment in the mind. Upward mobility for
men and women becomes a real possibility. New, higher levels
of income lift the vision of life from subsistence to more viva
cious alternatives for parents and children, visions that may be
further brightened by the early impact of corporate public ser
vices such as improved housing and schooling, health clinics, and
recreational facilities.

Granted, the rapid changes occasioned by agribusiness often
generate conflict and some disorder. Rurally sited ventures,
especially when they pioneer in a remote area, are prone to breed
stresses and strains in family life and in social order when
neither time nor talent is allocated to prepare people for abrupt
shifts in life-style. New high levels of cash flow in rural com
munities inevitably attract carpetbaggers and scalawags who prey
upon ignorance and awakened expectations. Investment incentives
affecting taxes, labor pay scales, land acquisition, management
control, repatriation of profit, proprietary rights over technol
ogy, and a host of other concerns of investors and governments
may one and all, at any moment, be the subject of political, per
sonal, or ideological tension. More than anything else, the rad
ical challenge to investors in the private sector lies in the
validity of claims that on-farm increases in net income and in
creases in family income from wages are truly significant,
particularly when compared with corporate profit and management
salaries. There may be no argument about t~e value of doubling,
trebling, or quadrupling income, but there is a dispute over the
fr?e10ms gained and the equity achieved when in absolute terms
inco"", per family remains very low.



Out stress, strain, and adjustment are the ineluctable con
sequences or the process of change. Their existence at an agri
business site is natural and predictable. This book takes the
position that the industry has, in fact, set the stage not only
for conflict resolution but also for a further rapid expansion of
benefits for rural people and their governments. The signs of
this are in evidence throughout the cases described in later
chapters. For example, Pinar in Turkey and the Haggar Group in
the Sudan (Chapters 5 and 6 respectively) are making company
shares available to farmers; Pinar and Hindustan Lever Limited in
India (Chapter 2) recognize that the income from small-scale
dairy operations cannot adequately support a rural fam,ly and are
helping to diversify farm output to include other cash crops; in
Thailand, the Charoen Pokphand (Chapter 7) operation anticipates
that entire villages, complete with houses and all the pig
raising facilities built by the company, will become owned and
operated by the people settled originally in experimental vil
lages.

What is of critical importance to intellectual balance in
thinking about the potential contribution of agribusiness to
rural development is to remember that whatever the shortcomings
in the changes the industry brings about in a given period of
time, each com~Jny galvanizes the rural people at the site into a
new state of mind about change. What more needs to be done has
an increasingly better chance to be done because both the company
and the people have learned something about risking their futures
on the dynamics of their interdependence. As anyone with field
experience among traditional rural people will testify, receptiv
ity to a b~eak with past constraints on human development is a
priceless asset. Achieving this end is usually a costly and
time-consuming task. Agribusiness makes this start. Going for
ward from this point with sensitivity and grace is the true chal
lenge. The limits of past performance onl.' define the opportun
ity.

3

•
Agribusiness Transcends Differences

Agribusiness not only activates the process of change and
helps create an environment basic to further development: The
experience of the industry also provides conclusive evidence that
the response of rural people is remarkably similar worldwide,
despite the wide differences of culture, social order, and polit
ical form that separate them.

This universality of response is vividly illustrated by com
petitive companies within segments of agribusiness that span the
world. Sugar is a good example.

Sugar is produced on all continents and flows into
the marketplace from dozens of countries. Investors
may represent public or private interests, separately
or in joint venture; variations in the mix of owners
and control of cane growing/sugar milling operations
are almost endless. Management of the industry, like
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the capital invested. also derives from many different
places. In effect. thP. personality of the sugar in
dustry cannot be categorized simply by national origin
or cultural viewpoint.

What homogenizes the industry is its technology.
While there are. of course. differences in the practice
of cane cultivation (rain-grown versus irrigated. hand
harvested versus mechanical harvesting, chemical weed
control versus hand hoeing, among others), and in re
fining, the elements of essential similarity dominate.
For this reason, it is valid to draw a significant con
clusion from the fact that in training farmer
suppliers, plantation labor, or factory workers, wher
ever the operation is sited in the Third World, the
results have been the same. More or less identical
training systems are employed and work successfully.
The time it takes to reach comparable skill levels is
similar. The pride and pleasure taken by managemEnt in
the performance of their enterprise is manifest wher
ever production persists. The same pride and pleasure
of the local work force, as it moves into this new
technical world, are also in evidence at a well-managed
plant.

Indeeo, if the wor~d were examined only through the
lens of 3ugar enterprises in less-developed countries,
people ~Jould certainly seem far more the same than dif
ferent. No matter the language, the clothing, the food
eaten, the social order, the traditions of farming and
marketing, or the quality of life in general, when the
sugar scheme enters the scene. what people do, how they
learn, how they change. all fit a common pattern.

What can be said about the sugar industry also applies to
the production of grains, vegetables. coffee, tea, tobacco, tree
crops, fruits, forest products from tannin to timber, cotton and
other natural fibers, and animal products. To some degree, but
not as conspicuously, there are similar responses to agri
businesses that interact less directly and continuously with
rural people, for instance, manufacturers and marketers of animal
feeds, animal health products, fertilizers and other agricultural
chemicals, improved seed, and agricultural machinery.

From the viewpoint of this book, the ability of agribusiness
investors to transcend differences has three important implica
tions.

1. Most obviously, this ability has led to ventures every
where; agribusiness dots the earth to its farthest
reaches. Thus, a program of agricultural and rural
development rooted to agribusiness starts by being truly
global.

2. Because both the nature of the changes introduced by
agribusiness and the response of rural people tend to be
shared throughout agribusiness, the design of a global
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policy and its method of implementation is to a consider
able extent simplified.

3. The opportunity to promote agricultural and rural devel
opment worldwide, put forward by agribusiness, is seem
ingly independent of the product line and other particu
larities of each commercial enterprise. Therefore, when
thinking of ~gribusiness as contributing a force for
rural development. the industry can best be thought of as
a homogeneous entity, rather than as a large, complex
group of discrete. competitive, and very diverse enter
prises. Integrating the function of long-range rural
development within each company need not be threatening
to corporate privacy. What is to be capitalized is the
attitude toward change already generated and the assets
flowing outward from the enterprise into the community at
large: money. active intelligence. new and varied
skills. self-respect, and other benefits of equal impor
tance.

Agribusiness Takes the Risk and Intends to Stay

In addition to its power to induce change and to find a fit
throughout a heterogeneous world, agribusiness helps accelerate
rural development in many other ways. Four examples are singu
larly illustrative.

The com an takes the first, lar e financi~l risk. In the
start-up p ase managemen mus 0 Wla any l~ra~loper must
do to induce response from local people whatever ~heir role is to
be, contract farmers or labor. Of ~ consequence., the industry
has added literally billions of dollars to the glob~~ development
budget.

Not only is this investment important because of its sheer
magnitude; from a development perspective it is equally signifi
cant for other reasons. Agribusiness often risks capital where
public development funds would not venture (see the Hindustan
Lever case in India, Chapter 2; the Mumias Sugar Company case in
Kenya, Chapter 3; and the Commonwealth Development Corporation
case in Swaziland, Chapter 4), although at times the situation is
reversed (see the Agro Inversiones case)n the Dominican Repub
lic, Chapter 10). Agribusiness, when it enters into remote areas
with few social amenities, is able to attract talented profes
sional people to the job as residents with incentives beyond the
capability of most pUblic agencies. Equally important. companies
can and do provide income incentives to farmers and workers that
encourage participation in the enterprise. These early costs can
be very high and may have to be carried for some years; calculat
ing these costs and their economic justification is a normal part
of corporate feasibility projections. The~~ realities often con
found the design of publicly financed projects. To this last
point should be added that investors in agribusiness, dealing as
they do with renewable raw material resources, and following
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strategies based on an expanding market, actual and potential (as
all the cases in the following chapters illustrate), start with a
policy that focuses on longevity. This long-range view of growth
and profitability allows for flexibility in amortizing start-up
costs. As an official from the Commonwealth Development Corpora
tion put it, the company's investments are characterized by
"patient money," a resource often denied to public officials.

In sum, once an agribusiness is in full operation, it h'~

financed the toughest, most sensitive, costliest, and riskiest
stages of the process of rural development. Although the job is
never finished, building upon the early changes to the next
broadly conceived, long-range stages of rural development is a
creative and prudent utilization of resources.

The compant provides an on-site, disciplined management
organ1zat10n.h1s 1n 1tself tends to correct a bas1c weakness
1n too many public development programs. Accountability for per
formance and the use of money is facilitated. The burden of ex
cessive overhead costs attendant to the intervention of bureau
cratic personnel located in urban centers far from a project site
is sharply reduced. The daily presence of professional staff
among their constituency, a critical factor governing success, is
ensured. Finally, because the company intends to operate long
term. the design of the ongoing rural development program is
planned with the necessary continuity in mind. A glaring flaw in
development assistance financing has been the short time span of
its commitment.

The com~an~ can mediat~ conflictive issues. This is true
espec1al1y 1 1t 1S located 1n a remote area where no other
authoritative, competent intermediary exists to mediate between
local people and their government, or between divergent groups
within the communitj'. As already noted, agribusiness is a prim
ary force for charge at an enterprise site, and change is inher
entlya never-ending process of conflict generation and conflict
resolution. Further, the changes set in motion are not, and can
not be, confined to the site. The ripple effect of the entry of
agro-industry into a traditional area can circle out for great
distances. The universal mosaic of law, agrarian reform, pater
nalism, finance, investment incentives, internal and external
marketing systems, among so many other facets of local, regional,
national, and international interaction, is touched at a thousand
and one places, each sensitive, each colored by its contact with
another.

Generally, the elements of self-interest in this complex
structure of interaction are inclined to interfere with one
another. Harmonizing these conflicting interests requires both
sophisticated understanding and a position of authority as a
respected participant in negotiations. Rural people rarely have
the knowledge or the power to present their views. Agribusiness
management usually has both. This appreciation is particularly
relevant as the distance of an enterprise from the centers of
public admin~stration grows, and the interdependence of rural
people and management becomes closer and more intimate.
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The evidence for the growth of management discussions with
governments, on behalf of rural people. can be found in some of
the cases described in this book. The issues range from gaining
access to credit and imported inputs required for new high
yielding fanning pl'acticesi to prices paid for raw material con
tracted from fanners; to improvements in local infrastructure; to
the establishment of farmer organizations charged to work out so
lutions to a wide variety of technical and social problems with
declining dependency on either company or government.

The com~any provides a cash flow. This provides a base for
a program 0 economlC dlverslflcatlon--often a planned goal of
rural development programs that is never reached because of the
lack of a first major generator (investor) of cash.

From the moment preoperational construction begins. large
cash flows emanate from the enterprise, always with major impact.
If there has been no preparation for the use of this money, it
may corrupt. disrupt. and otherwise be largely wasted. Prepara
tion or not. prudent personal use or not. the money and the per
manence of its source creates a dynamic. immediate opportunity to
diversify the area economy in significant ways. More people can
share in the benefits of development: more income to diffuse,
more variation in job requirements and necessary skills. de
creased dependency on the company, incr~ased self-sufficiency and
freedom from public support, among many others. The reality of
this opportunity is overwhelmingly evident wherever agribusiness
has entered the scene and has prospered. The question is: Who.
most logically, can and should take responsibility to ensure that
the wealth of opportunity created is not lost?

Ongoing agribusiness has built its bridges to the local
people. Its interdependence with these people is a matter of
self-interest to protect and nurture. It can negotiate with the
outside world: the government. banks. markets, and sources of
knowledge and expertise, for example. It provides a management
system, with a concern for perfonnance. It has the capacity to
"see" investment opportunities and to judge their potential via
bility. Despite disbelief in many quarters. the managers of agri
business in the Third World, whatever their nationality, are
generally professionals with long field experience. They are
understanding of the needs of the rural people with whom they
live and work. They would want to help if what can be done to
broaden and accelerate the development process does not threaten
the commercial success of their business.

In effect. all of the foregoing adds up to an extraordinary
opportunity to capitalize on the presence of agribusiness at so
many places around the world to catalyze rural development far
beyond the boundaries of past achievement. The industry cannot.
of course. be all things to all people and all nations in need,
nor is it likely to be willing or able to take full responsibil
ity even for what is logical and prudent to do. But in partner
ship with host governments and development assistance agencies.
agribusiness could emerge as one of the great forces in the field
of rural development by the close of this ~entury.
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With this vision in mind. with the vision firmly supported
by extensive empirical evidence of reality, and in t~e certainty
of the practicality of its recommendations for policy changes and
action programs. this book has been written with the deepest
sense of hope and optimism.

ORIGIN

This book results from a studv made for the Bureau for Pri
vate Enterprise of th~ United Stdtes Agency for International
Development (USAID). in support of its policy of working with the
private sector to increase the well-being of rural people in
less-developed countries. Most specifically. the inquiry was di
rected toward identifying and evaluating agro-industrial enter
prises structured on the principle of "sa tellite farming." where
in a central processing plant or marketing organization draws all
or a significant part of its raw material from a relatively large
number of small-scale farmers under contract. The study was not
limited to this structure. Any venture that might properly be
defined as an agribusiness. or one promoting agribusiness invest
ment. and having the inherent capability of impacting significant
numbers of rural people. was given consideration. Evidence of
this may. in particular, be noted in Chapter 13.

Prior to the field study. it had been suggested that agro
industrial enterprises wit'" a satellite farming procurement sys
tem. sometimes c~lled "nucleus estates." have a unique capability
to transfer techllology v~ry rapidly and to generate widespread
participation by local people. It was opined that this type of
company successfully separates investment in processing and mar
keting from the sensitive issue of land tenure. In many ways. it
seemed that agribusiness was an ideal institution through which
to implement. in part. public policy directing development assis
tance toward and through the private sector. However. the litera
ture on the subject is most meager. Hard evidence was lacking.
Therefore, the study upon which this book is based was under
taken.

The questions at the outset of the study, therefore, were:
Is this suggestion defensible? What would an actual examination
of agribusiness experience reveal by way of verification or chal·
lenge? Since small-scale farmers are integral members of a
larger rural society, what is the impact of agribusiness invest
ment on farm families; on men. women, and children in their dif
ferent roles; on all the people in the zone of influence of the
enterprise? Since rural development is a continuous process, has
agribusiness been able or willing to sustain the process it may
have put in train? And, finally. if agribusiness can be shown to
be a powerful force in generating the first stage of change among
traditional rural people. what might USAID (and other development
institutions) do to help reinforce the role of the industry as a
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partner in the general attack on hunger, poverty, and disadvan
tage among the masses of rural people in the Third World?

The study was conducted under contract to Business Inter
national Corporation (BI), which, in turn, shared the investiga
tion with the Center for Rural Development, Inc. (CRD).* Because
the role of private enterprise, or even public enterprise that
operates for profit, in agricultural and rural development is
controversial, it is clear that no study of the subject can be
value free. So that readers may have an unambiguous appreciation
of the viewpoint of the authors, a brief description of both. BI
and CRO follows.

Business International is an independent organization pro
viding a comprehensive system of business information to corpora
tions operating internationally and to those who support and
govern them, including bankers, attorneys, consultants, universi
ties, and government officials. Established in 1954, its facili
ties span seventy-five countries, including some 240 full-time
researchers, analysts, editors, and executives located in fifteen
major markets of the world, plus a network of reseurchers and
editorial representative$ spread over sixty other commercial and
political centers.

Business International's goal is to advance profitable cor
porate and economic growth in socially desirable ways. It does
so by: providing fast, reliable information needed for corporate
decision-making, planning, and management development; alerting
corporbte management to new opportunities, as well as dangers;
discovering, explaining, and interpreting international manage
ment techniques that will advance profitable corporate and eco
nomic growth; and analyzing government measures that will affect
economic growth and international cooperation, and thus pave the
way for corporations to make their maximum contribution to human
welfare while advancing their own survival and prosperity.

Business International publishes weekly reports that iden
tify and analyze a broad range of business-related information
funneled in from allover the world. It also provides to its
clients a variety of reference and research services, including
economic forecasting, on-line data bases, roundtable conferences,
and management education programs. The organization deeply be
lieves in private enterprise and a free, competitive ma,'ketp1ace
as powerful forces for economic growth, and it believes that such
growth fostered through private sector initiatives has enormous
potential for human welfare [1, 2, 3].**

*For further details contact Business International Corporation,
1 Dag Hammarskjold Plaza, New York, NY 10017, or Center for Rural
Development, Inc., 1432 Meeker Drive, Fort Collins, CO 80524.

**Numbers in brackets refer to the first section of the
bibliography, which includes books, reports, and articles used as
direct sources. Section 2 of the bibliography refers to other
relevant and useful background material.
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The Center for Rural Development is also an independent con
sulting organization, quite different in its experience and
activities, but in its interests and goals, both highly compat
ible and complementary to BI. On the one hand, CRD works to
apply the principles and practices of well-managed business in
the design and implementation of integrated rural development
projects that start at the village level and build forward to
larger investments. On the other hand, CRD is concerned with
methods that extend the development impact of agribusinesses that
enter the boundaries of a traditional, disadvantaged rural
society. As this book emphasizes again and again, agribusiness,
as it pursues its commercial ocjectives, hastens technical trans
fer; generates unprecedented levels of cash flow into and through
its zone of influences; and, in a multitude of ways stimulates
the whole process of irreversible change. CRD sees in this a
vitally important tool for development.

Historically, the roots of CRD are in a two-year, worldwide
study, made between 1963 and 1965, of the role the private sector
might play in alleviating the twin problems of hunger and pover
ty. This study was sponsored by a major U.S. multinational agri
business whose objective was to find innovative ways for industry
to contribute solutions to these problems. The results of this
study led to the establishment of an integrated rural development
program in Mexico in 1965. First financed by USAID, since 1968,
the program has been supported entirely by a private sector,
Mexican, multinational corporation. This program, national in
scope, sets the theme, philosophy, and methodology of CRD,
whether action in the field starts in villages untouched by the
creative energy of agribusiness, or starts among people impacted
by prior investment and already launched into the future. CRD
has worldwide experience and at every point tries to encourage
financially self-sustaining systems of agricultural and rural
development, in which improved farming practices, diversified
investment in agribusiness and service industries, and human
development evolve as an integrated, profitable enterprise. A
keystone of the system is that those whose labor and productivity
contribute to success share in ownership of new capital assets
formed at the site, and as rapidly as possible take increasing
management responsibility [4, 5, 6J.

CONDUCT OF FIELD INQUIRY

The chapter headings reveal the distriuution of work between
Business International and the Center for Rural Development.
Although the nature of the inquiry to be made at an enterprise
site was considered jointly before any studies were conducted, no
rigidly prescribed procedure was followed. It was recognized
that no two corporations would reveal the same kind of informa
tion, nor would local conditions allow for identical approaches
to farmers, public officials, local businesses, and corporate
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personnel. Each case, therefore, reflects the freedoms and con
straints on interviewing. An attempt was always made to discuss
the viewpoints of the company, the rural people impacted, host
government offi ci a1s, and donor government representat i ves. Re l
evant literature was studied. This book does not pretend to be
an in-depth, theoretical, scholarly work. The cases were care
full y exami ned in terms of the purposes of the work. namely, to
sketch a picture of the interaction between agribusiness and
small-scale farmers, and the eddy effect of this relationship on
farm familil!S and their communities. This empirical evidence was
then blended with the many years of industrial and rural develop
ment experience of the authors to arrive at recommendations for
policy and implementation most likely to expand the role of agri
business in the general attack on hunger, poverty, and disorder
in the Third World.
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Hindustan Lever Limited:
A Milk Processing Operation in India
Ruth Karen

SUMMARY

In the late 1960s, Hindustan Lever (HLL) established a milk
products factory in the district of Etah, in the state of Uttdr
Pradesh. By 1973, it was ready to withdraw; the enterprise sim
ply could not generate sufficient supplies of raw milk. Employ
ees at the factory, supported by th~ governor of the state,
persuaded HLL to reconsider the decision. Between 1973 and 1975,
HLL streamlined the plant and changed its manner of working with
local farmers. Supplies of milk reached satisfactory levels; the
enterprise succeeded; net farm income from dairy herds increased
significantly. Encouraged by this success, and because of a
deeper sense of appreciation of both the needs and capabilities
of the farmers in the area, in 1976 HLL initiated the Integrated
Rural Development Program (IRDP), which has since become a model
of private-sector intervention in long range, comprehensive eco
nomic and social development.

The IRDP covered six villages in 1976. Fifty villages, in
volving approximately 100,000 people and 50,000 hectares, were
impacted by the program in 1983. Net farm income per hectare
(1 hectare = 2.5 acres) doubled in this time, and a total addi
tional income of US$10 million flowed into the Etah District.
During these years, IRDP concentrated on four programs.

Agriculture. To improve all crop practices; to introduce
new cash crops, such as oil seeds, which create a raw material
base for a new investment by HLL for oil extraction and animal
feed formulation; and to reclaim alkaline/saline land to add to
the productive capacity of the area.

Animal husbandry. To raise the quality of dairy herds by
cross breedlng and providing veterinary and nutritional services.

Community develoement. With an emphasis on the provision of
health dellvery serVlces and potable water, renewable energy
technology, improved roads and schools, and the creation of cot
tage industries.

In special projects. For example, the organization of dairy
cooperatlves and reglstered village societies.

13
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Future plans for the expansion of IPDP call for the estab
lishment of a research and development center; opening a supply
depot to ensure prompt delivery of inputs relevant to improved
and diversified crop practices; and readying the farmers for a
rapid increase in the production of oilseed crops. IRDP has be
come so important to HLL top management that selected management
trainees, from all areas of the company, spend several months
working in the program.

The Etah case clearly illustrates the concept of "satellite
farming," with a single-chunnel marketing system supplying an on
site core processing facility. The case also demonstrates the
strength of a truly global, highly diversified private-sector
company to take risks, persist in the face of failure, and learn
from experience to correct errors in judgment about the range and
diversity of economic and social factors governing the success of
agribusiness sited among technically backward, traditional peo
ple. More than this, the Etah story reveals an extraordinary de
cisiun by HLL to invest in the social and economic development of
the people affected by the corporate presence, far beyond the
limits to which agribusiness normally goes and far beyond the
limits that most investors and theorists in the field of rural
development would believe allowable by governments in the Third
World. The importance of the HLL case, therefore, rests not only
on the accomplishments in the Etah District of India, but also on
its challenge to all those who tend to restrict too rigidly the
leadership role agribusiness might play in accelercting agricul
tural and rural development everywhere.

COUNTRY BACKGROUND

In India, the lives and fortunes of the rural population are
vital to the country's economic, social, and political future.
There are 576,000 villages in India, 79 percent with a population
of under 1,000. Some 80 percent of India's 700 million people
live in rural areas. Despite a quite sophisticated and apprecia
bly growing industrial component, about 35 percent of India's
gross national product (GNP) still consists of agricultural out
put.

Etah District

The state of Uttar Pradesh is one of the least developed'
states of India. Indicatively, 80 percent of the state lacks
all-weather roads. Etah District is one of the least developed
areas within the state. It has only two industries: the HLL
milk processing plant and a sugar factory. Ninety percent of the
population is directly dependent on agriculture. Average liter
acy is 22 percent; female literacy is 9 percent. The average
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land holding is 1.1 hectares. Despite reasonably good soil con
ditions due to the alluvial deposits of the Ganges River and ex
cellent irrigation potential, major crop yields in Etah District
are considerably below the national average. For Example, mea
sured in quintals per hectare (1 quintal = 100 kilograms), the
present crop yield in rice for all India is 12-plus, for Etah,
4.64; wheat yield for all India is IS-plus, for Etah, 13; sugar
cane yield for all India is SOO-plus, for Etah, 298; potato yield
for all India is 103, for Etah, 101. The law and order situation
is one of the worst in the country. Dacoits (bandits) still roam
the countryside, and there ar~ areas in the district where trav
eling at night is considered dangerous.

Economic Conditions

Quoting from the annual report of Etah Gramin Bank, a bank
created in March 1981 that specializes in rural requirements:

Transport, communication ana other infrastructural
facilities exist only in skeletal form. lil~ interior
parts of the district are almost inaccessible. Only
about 40 percent of the district's 1500 villagts are
electrified.

The district experiences extremes of hot and cold
climate. Rains are irregular and untimely. Dependence
on rainfall for agricultural operations is highly
risky. The district does not have any significant
mineral wealth or forest wealth [7J.

Social Conditions

The district is afflicted with many of India's persistent
and pernicious social problems, the most intransigent being the
caste system. The caste structure, still strongly in place in
Etah, has four major segments. The Thakurs, members of the an
cient warrior caste, uSIi:lly constitute a substantial segment of
the villagers. In terms ot political power, they are often bal
anced out by the Yadavs, traditional shepherds and owners of
livestock, who are considered descendants of Krishna. As a re
sult, the Brahmans, who usually constitute only a minority of the
village, often command the swing vote. The remaining castes,
consisting of Harijans (Untouchables) and other "scheduled
castes," are understandably the most enthusiastic about any and
all development efforts, but given their peculiar social status,
they have little political clout. Caste feelings run high, and
demarcations between the various castes and subcastes are still
preserved, restricting the scheduled castes to their own sections
of the village and requiring, for example, separate wells for
these vi11age members.

The stratification of roles and opportunity created by the
caste system is further defined by sexual taboos. For example,
democratically elected (!ll villagers eighteen years of age can
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vute) village councils. which play an important role in village
affairs. do not permit women to be elected to their ranks or to
attend meetings. In another important area of development. vil
lage health workers. the resident paramedics who assist visiting
doctors. are women--but selected women. They must be select0d
from the two top castes in the village. since some villagers will
not allow lower castes into their homes and will certainly n)t
permit lower castes to render the kind of intimate service thdt
medical service requires. Yet it is considered unsuitable for
women in the uppel' castes to do any work outside the hon;~!

Nevertheless. despite the limiting aspects of illiieracy,
social order. a difficult climate. ijnd severe underdevelopment of
the district infrastructure. the Etah Gramin Bank report asserts
that "if the farmers are given the necessary guidance and finan
cial assistance. they come forward and can be motivated to make
optimum use of the land they hold" [7J. HLl experiencl! bears out
this assertion. and the process of trial and error provided a
unique demonstration in the area of just what the "necessary
guidance and financial assistance" consisted of for the time and
place.

ENTERPRISE BACKGROUND

Hindustan lever limited (HLl) is part of the Unilever group
of companies. Unilever was fOlmed in 1930 through a merger of
lever Brothers of Great Britain and the Margarine Union of
Holland. Today. Unilever operates in seventy-five countries.
employing about 300,000 people. one-third of these in developing
countries. It has a total of 500 subsidiaries or a~sociate com
panies worldwide and is known for its genuinely international
corps of managers. Annual sales are in the vicinity of
US$18 billien. with the following product breakdown: edible fats
and dairy products. 24 percent; foods. 23 percent; detergents.
18 percent; personal products. 4 percent; chemical products.
6 percent; animal feeds, 6 percent; and others. 19 percent.

Hindustan lever has a turnover of approximately $460 mil
lion. with a breakdown by product category: soaps and personal
products. $185 million; detergents. $120 millior; vanaspati
(hydrogenated vegetable fat) and edible oils, $83 million; milk
foo~s, $5 million; margarine and ghee (clarified butter), $6 mil
lion; animal feeds. $15 million; chemicals. $28 million; marine
products (exports), $3 million; textile sheeting (exports),
$4 million; footwear (exports). $0.36 million; carpets (exports),
$1.89 million; others, $3 million. HLl's exports constitute one
full percentage point of India's total exports.

Unilever equity in HlL is 51 percent. The remaining equity
is in the hands of some 90,000 shareholders, including all of
HlL's 10,000 employees. Employee stock purchases were financed
by the company and have turned out to be an excellent investment.
At a nominal price of 10 rupees (R). the shares were placed on
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the market at R19 and in 1983 traded at R70. (The conversion
rate used throughout this case is R10 = US$1.)

Hindustan Lever does extensive research and development,
emphasizing the use of Indian raw materiafs in the development of
new and improved products. Over 250 scientists are employed at
the HLL Research Center, the largest in the private sector. The
marketing system of HLL is probably unparalleled in India, reach
ing an estimated 125 million people, many of them in outlying
rural areas.

The mode of the Etah milk products project has its origins
in two conceptual frames of reference: Unilever corporate phi
losophy and the particular perspective of HLL in terms of rural
India and the future of the company. 80tr are significant to the
theme of this book.

The corporate philosoph¥ of Unilever. Unilever's philosophy
is clearly deflned, SOphlstlcated, and pragmatic and underpins
its global operations.

Unilever believes that social responsibility is at
the heart of any decent business. Unilev~r is not,
however, a social or charitable institution. It be
lieves that the role of industry is to create wealth.
Certainly it uses its capabilities to produce wealth on
a massive scale. Nearly all the money that comes into
its coffers, some 12,000 million pounds sterling for
the goods it sold in 1981, passes out very quickly
again to people allover the world: its employees,
their dependents and pensioners (who add up to about a
million people altogether), its shareholders (among
them financial institutions, pension and insurance
funds and trade unions), suppliers of raw materials,
governments via taxation, local authorities and commu
nities via rates and other levies. Last, but by no
means least, is the money retained for investment in
future activities, for Unilever aspires to be in busi
ness forever.

To achieve its infinity, the company realizes that
next to its financial and commercial obligations it has
an inescapable commitment to society. While its legal
and contractual obligations are clear enough in most
situations, its moral responsibilities are conceived
differently by different people. Unilever knows that
offending people anywhere is bad for business.
Ideally, it would like to be loved by everyo~e but in
courting the affections of one group (or of one
country) it can easily alienate another. It has to set
its cap at employees, investors, bankers, governmen~s,

suppliers and customers who live and work in 75 coun
tries.

At different times and in different countries,
Unilever has to ~ive priority to the interests of one
group in preference to others. The rapidly changing
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social, political and economic scene makes this inevit
able. In the long tenm, a balance must be struck.

Without profits Unilever could not meet any of the
social or other demands made upon it. In its pursuit of
profit, growth and continuity it has. however, comm1t~

ted itself to acting always as a good employer and
citizen in the countries where it operates, respecting
international and local laws, regulations and customs.
It adds the rider that in respecting local customs,
however. it must not be tempted into lowering its stan
dards of behavior [8].

The HLL perspective in India adds the local vision that the
rural people could become the company's major market. In 1983,
HLL's chairman noted that of the total expenditure on manufac
tured goods in India, 75 percent is spent in rural areas. Sig
nificantly. this percentage has remained almost unchanged in the
past two decades. The chairman also added:

Though consumption and expenditure on manufactured
items is low in rural areas, the market is approximate
ly three times larger. On the assumption that all per
sons or families above the poverty line form the market
for some branded consumer goods. this market has a size
of 42 million households. If we just take Punjab,
Haryana, Rajasthan. Gujarat, and Andhra. the target
market of 72 million people is larger numerically than
France, the United Kingdom, or West Genmany [8].

It is this focus on rural India that prompted the company to
concentrate an important part of its manageri~l energy in that
direction. The company appr~~ch has a sociopolitical ingredient,
a macroeconomic ingredient, and a unique component of managerial
follow-through.

The sociopolitical perspective. As stated by HLL's chairman
in mid-1983,

The growth of economic activity in rural India is
attended by per capita numbers and unending debates
about the poverty line. These are real and cannot be
wished away. But in a democrdtic society, uniform
growth would be an elusive goal. If one set aside for
a moment the sociopolitical aspects and instead ana
lyzed the socioeconomic realities, then the dispersal
of agricultural and other products into rural India
represents an important aspect of a possible approach
for ensuring a measure of unifotm economic spread [8].

The macroeconomic perspective. From the same source:

HLl's experience in marketing and distribution has
been greatly strengthened by innovations in technology
and investments in the core sector. Its research
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discoveries of chemical co~pounds which boost agricul
tura 1 product ivity, and its i nves tment for ma nufactur
ing inorganic fertilizers, provide added impetus for
deeper penetration of the hinterland. National surveys,
as well as research undertaken by the company, confirm
the view that population growth tends to overshadow
progress being made and opportunities which are devel
oping. However, they also clearly bring out the rapid
developments taking place in many parts of rural India.
We must now get out of the shadow of lopsided growth of
the urban centers and carefully plan to service the in
creasing demands of non-urban India [8].

The company's unique managerial follow-through on its per
spective is centered on the Etah project. After an initial false
start, which cOllcentl"ated on economic incentives exclusively, the
company realized that only an approach addressed to all the farm
er's needs, developmental as well as economic, could work. As
this realization grew, HLL made it mandatory for management
trainees to work at Etah, in the IRDP program, for at least two
months. In this way, as the HLL chairman explains it:

W.! help urban-bred young men to comprehend the prob
lems of the majority of our countrymen. This, in turn,
helps to develop a cadre of people who will be better
tuned to the needs, aspirations, and opportunities out
side the mainstream of India's urban life. In addition,
rural development in India is still a neglected sector
and the hands-on involvement of companies like HLL pro
vides on-site transfer of technology, as well as the
application of scarce managerial i:.puts [8].

To ensure that the management trainees appreciate their role
and approach village life with utmost sensitivity, the company's
approach to all facets of village activities and the needs of the
people is spelled out in a succinct set of instructions. The in
structions state:

You can contribute in the area of agriculture by
studying the economics of various crops which will max
imize benefits to the farmer; introducing new varieties
of crops, especially cash crops like oil seeds, soy
beans, safflower, etc. after studying in detail their
economics and chances of success; developing better ir
rigation aids and reducing cost of existing facilities;
helping the farmer to market his produce through co
operatives; identifying farmers suitable for training.

You can contribute significantly in propagating t~e

concept of cross-bred cows and can help in promoting
large-scale purchases of such animals through Land
Development Bank loans. Generous subsidies from the
government are available to farmers for such purposes.
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You can check the efficiency of our veterinarians
and Animal Health Centers by cross-checking their
artificial insemination reports and recording confirmed
pregnancies.

You should bring forward your own ideas for devices
such as the bio-gas plants and bullock-powered pumps
which reduce costs and benefit the villagers.

Your first task on settling in a village is to ob
tain the cooperation of the villagers. Very often the
best way to work on it is through community projects
like brick-paved roads; repairs on wells; provision of
soak pits; electrification of the village. Subsidies
are available for such projects from the government and
nominal subsidies are extended by the company to initi
ate the work.

You can also substantially contribute in areas like
adult education and setting up village societies which,
in the absence of external leadership, can carryon the
developmental work.

Much of the work done involves financial assistance
from the government and banks. This is very often a
frustrating experience for the newcomer unfamiliar with
government procedures. IRDP supervisors, proficient in
handling the local government staff, often make this
job simpler. However, it is your initiative which
could make all the difference between success or fail
ure [8].

Discussions with some of these management trainees reveal
that this exposure to the realities of rural life in India does
indeed fulfill the expectations of the chairman. All of the
trainees confessed to initial culture shock of drastic propor
tions, and then offered a variety of lessons learned:

I learned two things that will be important to me
for the rest of my life. The first is patience; the
second is not only intellectual understanding, but ac
tually seeing and feeling other people's viewpoint.

I got a new perspective on rural life in India. The
villages are not simple structures in any sense of the
word. There are caste relationships; there are power
relationships; there are property relationships; and
managing all of these requires a sensitivity and adapt
ability that is a vital management tool everywhere.

I learned to handle myself in an unstructured envi
ronment or, more accurately, an environment with struc
tures that I did not know. In that environment I
learned what it takes to motivate people, organize them
and implement follow-through. In short, I learned that
I can create a concept, engineer agreement and make
things happen. And that, I was taught at the Uni
versity, is the essence of management.



21

ETAH DAIRY PRODUCTS ENTERPRISE BACKGROUND

History

The Etah District was chosen by HLL for two reasons. First,
the company had some prior experience in Uttar Pradesh. HLL's
first agribusiness venture was a pea dehydration operation in
Ghaziabad, also in that state. Second, the district of Etah is
situated on the Indo-Gangetic plains and has a rich potential for
agriculture and animal husbandry. Indeed, Hindu tradition places
Krishna and his famous dalliance with the milkmaids in this re
gion. Thus, both tradition (an important element in all facets
of Indian life), and natural resources pointed to Etah as a logi
cal location for a milk-processing facility.

As so often in India, however, the gap between potential and
reality turned out to be sizable. The Etah venturi! ran into a
number of problems of which the most important was that the com
pany could not generate a sufficient supply of milk from the
farmers, with the result that the factory operated at only
30 percent of capacity to process 30,000 metric tons (mt) of milk
per year. In 1973, the company was ready to call it quits and
close down the factory. However, both its own employees and the
governor of Uttar Pradesh mounted a campaign to have the company
change its mind.

During the following two years (1973-1975), HLL streamlined
the operations of the factory and concentrated on increasing and
improving the supply of milk from the farmers of the Etah region.
As the managing director of the HLL dairy operation stated in a
conversation: "It was real ized at that time that increasing the
milk availability of the Etah District was crucial to the endur
ing existence of the factory and was inextricably linked to the
overall socioeconomic development of the region."

In August 1976, the chairman of HLL, T. Thomas, reviewed the
situation of the Etah dairy operation in its totality and
formulated the concept of an integrated development program.
This aimed at improving the prosperity level of the Etah District
farmers through their own efforts ~y providing them with guidance
and knowledge in agriculture and animal husbandry. The economic
goals of improving the prosperity of the area through this pro
gram were integrated with the social goals of helping the villag
ers to improve local sanitation, health, and education.

By 1982, factory operation had been increased to 66 percent
of capacity. Although other operational and managerial elements,
such as more aggressive milk collection and new product introduc
tion, were involved in this increase, the company reports that
the Integrated Rural Development Program made a major contribu
tion to this important improvement. The company expects its IRDP
activities to result in an 80 percent use of factory capacity by
1985.
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Int.egrated Rural Development Program

IRDP was laun~hed with the assignment of five supervisors
from the facto~y to different villag~s in the district. The five
supervisors were assigned six villages: Sirsa Badan, Mamau,
Alipur, Patna, Tikathar, and Dharauli. They were asked to col
lect data on population, landholdings, irrigation, cropping pat
terns, cattle population, and attitudes of farmers, among other
basic data, and to think of ways in which each of them could work
with the villagers in improving agricultural output without the
company having to subsidize the operations financially. It was
always HLL's intention that the farming communities should not
become dependent on charitable aid, but that they should have
some financial stake in their development and a sense of shared
responsibility for the improvement of their production capubil
ities.

At the end of a six-week stay in these villages, the super
visors met the chairman of HLL in the Etah District for a presen
tation on the data they had gathered, the impressions they had
formed, and the ideas they had formulated for effecting improve
ments. In their presentation, the supervisors emphasized four
obstacles faced by the farmers: lack of financing, forcing vil
lagers to borrow from moneylenders at excessive rates of interest
because banks were reluctant to grant loans for fear of defaults
in the absence of acceptable collateral; lack of technical assis
tance, resulting in poor yields; lack of rel iable, accessible
sources of supply for essential inputs, such as seed, fertiliz
ers, pesticides, and animal health products; and lack of storage
and marketing facilities after harvest.

The supervisors also outlined their own ideas on how they
could assist and guide the farmers in overcoming these problems,
not by financing them but by enabling them to make better use of
facilities that were already available, mostly through government
schemes. In response, the company structured a four-part program
for its integrated rural development activities.

Agriculture. Propagate a scientific system of practices;
reclalm alkallne/saline land through a process of chemical treat
ment with gypsum or pyrites to render it cultivatable; institute
seed multiplication, a program that supplies good quality seeds
from the National Seed Corporation to selected farmers, arranges
for needed inputs, inspection, and certification, and returns
harvest seed to the National Seed Corporation. Because certified
seeds fetch a substantial premium over the ordinary crop harvest,
this adds handsomely to the farmers' income.

Animal husbandry. Encourage crossbreeding, which raises the
quality of local cows through artificial insemination using fro
zen semen of thoroughbred, progeny-tested Holstein or Jersey
bulls; improve buffalo breeds; and extend veterinary and nutri
tional guidance.

Community projects. Establish village health and road pro
grams; repalr schools and drinking-water wells; develop renewable
energy systems; and develop cottage industries and local hand
icrafts.
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s~ecial programs. Encourage and support v111age dairy co
opel'at ves (formed ln each village or in a cluster of villages by
primary milk producers). These cooperatives are supported with
free veterinary and nutritional care. Milk generated by the co
operatives is guaranteed for off-take at a remunerative price by
HLL. Other programs were to develop bullock-powered pumps for
the farmers and promote bio-gas plants that convert animal and
p1ant waste into methane used for cooking and lighting.

In each of the six villages, some of the local farmers were
selected on the basis of their willingness to take help and g~id

ance from the supervisors. These selected farmers were glven
help in deciding on crop rotation, seed selection, fertilizer
dosage, irrigation intervals, tilling, weeding, and other essen
tial practices. Their farms also served as demonstration plots,
to show others the results of following scientific practices.

In animal husbandry, it was realized that it was essential
to upgrade the quality of milch cattle in the Etah District. For
this, it was considered advantageous to introduce high-yielding,
crossbred cows to replace the hardy but low-yielding buffalo.
Assistance was sought from the Bharatiya Agro-Industries Founda
tion, a voluntary agency near Poona specializing in crossbreeding
programs for cows. With their help, a demonstration farm, ini
tially comprised of twenty crossbred cows of the Holstein,
Frisian, and Jersey breeds, was established on the Etah factory
premises. In addition, a program for the artificial insemination
of local cows with the frozen semen of pure Holstein, Frisian,
and Jersey bulls was initiated. Veterinary support was also
found to be essential to maintain the health and productivity of
the relatively more sensitive crossbred cows.

In order to take the program to the community, five regis
tered societies, with many of the participating villagers as mem
bers, were formed in the areas where the initial six villages
were located. These are presently operated by HLL, but it is the
company's intention that such societies should take on the devel
opment activities at the village level some time in the future.
For the IRDP operation, the overall manager, an HLL employee,
directs the work of both the company's own supervisors and the
supervisors chosen from existing village societies. The latter
are in charge of a single village center, or a cluster of vil
lages located around a center, and oversee the work of village
extension workers. Village society supervisors work with company
supervisors in directing the efforts of veterinarians ~nd village
health workers. Qualified medical doctors and compounders (phar
macists) visit each center on a regular basis.

To facilitate smooth sailing for IRDP, the program must be
implemented in the context of the established political strllc
tures and the traditional caste system. The functions of the
caste are integrated into a hierarchy of civil government, start
ing in each village with the panchayat (elected community coun
cil). In theory, panchayat elections are held every other year,
but timing depends on the state government. In some states, in
tervals between elections have been as long as ten years.
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The village councils, in their turn, elect representatives
to the pradhan (the block council), which represents a hundred
villages and roughly 100,000 persons. The pradhans then elect
the pramukh (district council), which consists of fifteen blocks.
The district council consists of forty people: one member from
each block; ten members at large; the district manager, who is a
civil servant; and for the remaining fourteen, members of the
state assembly and the federal parliament. In relatinq to this
complex system of government, HLL/IRDP cooperates directly with
civil servants, concentrating on the district manager and on of
ficers whose appointments and function parallel the political
structure. These civil service functions proliferate into vil
lage extension offices, one for each ten villages. At the dis
trict officer level, there are also technical specialists,
including livestock and agricultural officers and agricultural
engi neers.

IRDP also maintains close relationships with the Etah Gramin
Bank, which in the first two years of its existence managed to
set up a network of thirty-two branches covering twelve of the
fifteen blocks of Etah District. By 1985, the bank expects to
have a hundred branches in fifteen blocks. These branches really
do reach the villages. Set up in two rooms of a village hut,
they manage to attract village savings as well as make loans in
the amounts and for the purposes that the villagers require. In
the first two months of its existence, the bank branch in one
village had attracted deposits of R5,OOO, in accounts of R50 to
RI00, and had made loans for the purchase of fertilizer and
seeds. The branch manager reported that he relied heavily on the
knowledge of the HLL supervisor servicing the village, for two
reasons: the supervisor knows through personal experience who in
the village is dependable; and although HLL will not guarantee
any loans, it does provide a form of collateral through its regu
lar and dependable purchase of milk from the farmers who have
either buffalo or dairy cow livestock.

The progress of the IRDP program was reviewed in February
1977, July 1977, and September 1977, at the end of the winter,
summer, and monsoon crops respectively. These reviews indicated
that there was a perceptible improvement in the awareness of the
farmers as to the need to follow better agricultural practices.
Their ability to utilize bank loans and government subsidies had
also improved, and an increase in yields and economies in opera
tions was also noted.

Encouraged by the progress made in the first year, IRDP was
extended to cover a number of additional activities in 1978. The
areas of operation of the supervisors were extended beyond the
original six villages and additional supervisory resources were
applied. A program was initiated for the reclamation of unculti
vatable alkaline and saline land, which then constituted over
5 percent of Etah District. A training program covering mechani
cal equipment repair was started. Finally, a medical plan was
introduced, concentrating primarily on preventive measures such
as vaccinations and improving the general cleanliness and hygenic
conditions of the homes and village. Training villagers in para
medical techniques was an important part of the plan.



25

At the time I visited the Etah District in 1983, future proj
ects being planned for IRDP included establishing of a research
and development center focused on agriculture and animal hus
bandry; expanding the organization of dairy cooperatives to 150
villages, with the idea that each one would serve as the nucleus
for growth in village self-reliance; rapidly moving toward exten
sive cultivation of soybeans and other oilseeds, thus laying the
groundwork for an investment in processing; and facilitating the
supply of basic inputs to farmers applying improved crop and ani
mal husbandry practices by a careful integration of the flow of
supplies from different enterprises in the HLL corpo
rate structure.

The initial budget for IRDP was R1 million; this budget had
doubled by 1983. HLL hopes that the growing capability of the
farmers and their understanding of the need to constantly re
invest part of their newly created cash income to sustain both
growth in income and social development will permit the company
to hold the bUdget to R2 million (exclusive of an investment in
the research center noteJ above). The decision to invest in IRDP
on a long-term basis clearly fits into the philosophy of Unilever
as it applies to its global operations as summarized earlier in
this chapter: IRDP is a sound business venture and is a socially
responsible activity in an area of great need. Fitted to the ob
jectives of HLL management, IRDP is intended to demonstrate to
its own employees at all levels that the company is conscious of
its responsibility to the physical and social environment in
which it operates; assure the people and government of India that
HLL is truly involved and committed to the national effort to
accelerate agricultural and rural development; provide an endur
ing infrastructure to sustain the dairy operations in Etah
D"strict; lay down a sound basis for agricultural diversifica
tion, of benefit to farmers and to HLL, the latter most particu
larly in form of opportunities for investment in processing; and
build a growing market for HLL products among rural people.

Impact on the Farmer

Starting with six villages in 1976, the company's IRDP pro
gram covered fifty villages in 1983, reaching approximately
100,000 people. Agricultural extension work alone has more than
doubled income per acre for the farmers involved in the program,
covering approximately 50,000 hectares and amounting to an annual
total of $10 million of additional income for the district.

Targets for the next five years include the following:

• Coverage of at least 10 percent of Etah District. This
would mean coverage of 160 villages with a total popula
tion of 160,000, v~cupying a cultivable land area of
100,000 hectares.

• Coverage of at least 5,000 hectares of land for seed
multiplication, resulting in an additional income of
R8.5 million to Etah farmers.
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• Cultivation of 2,000 hectares of reclaimed land under the
Usar Reclamation Program, resulting in an additional an
nual income of RIO million to Etah farmers.

• Improvement of productivity in all covered are~s through
improved irrigation aids such as animal-powered pumps,
and through better farming aids and crop rotation prac
tices, increasing income per hectare by at least 10 per
cent and making additional income of R27 million avail
able to Etah farmers.

• Generation of H~ditional milk availability of 21,000 tons
as a re5ult of propagation of crossbred cattle and dis
tribution of crossbred heifers. The additional milk
would bE! eqllivalent to new income to farmers totaling
R42 million per year.

• Further development of bio-gas plants, animal-powered
pump sets, and other energy-saving devices, expected to
yield savings equivalent to R6 million per year.

It is thus estimated that by 1990, the activities of HLL's
IRDP program will have resulted in net income gains to farmers of
R94 million per year. This, when distributed over the 160,000
people covered b.y the program, represents an increase in per head
income of R610 pl~r year. This would, in no small measure, help
the government's intention of lifting the rural poor over the
poverty line.

Marhera--A Village Experience

Within two years of association with HLL/IRDP, dramatic
changes occurred in Marhera. A milk collection system was estab
lished that collects milk from the village each morning and
transports it to a collection center. The system eliminates the
middleman with whom the farmers had to deal previously. This
increases the price the farmer is paid by 25 percent.

A seed supply system organized for the farmers, has in
creased the production both of their food and of their cash
crops, and has introduced new crops that span the traditional
winter and summer seasons. Farm families in Marhera typically
have holdings of one hectare, and the government's National Seed
Corporation is organized to supply seed only for farmers owning
five hectares or more. To overcome this hurdle, the company has
coll ected ten or twelve of the one-hecta re farm fami 1ies and reg
istered them as one producer. This made them eligible for deal
ings with the National Seed Corporation.

Before HLL made its organizing and management contributions
to the village, Marhera farmers used to sell their crops to trad
ers who took a considerable part of the price for themselves and
were not always dependable in how, when, and indeed, whether they
paid the producer. After the company's arrival and with its
help, the farmers bought a truck and some bullock carts and, us
ing this transportation, began to take their produce to market
themselves. The city of Etah, the regional capital, is only
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eleven kilometers away, but it had never occurred to the farmers
that they could do their own marketing.

The company gave the farmei's expert advice on fertilizer,
crop rotation, and the use of marginal land to grow vegetables.
An estimate by the elected head of the village society posits
that in two years the compilny's presence has increased vil'lage
income by at least 25 percent. In addition, HLL brought regular
and de~endable veterinary services to Marhera. whereas previously
the government had supplied such guidance sporadically and unpre
dictably.

With HLL help, electricity has been brought to Marhera for
the first time by the introduction of bio-gas generators. The
village well has been protected from mud by the construction of a
simple platform around the well opening. All the pathways of
Marhera are now paved with brick. And most importantly, HLL also
helped to organize a village health system, mainly by finding and
training a paramedic and organizing a ladies' society to instruct
women in prenatal and infant care. It has backstopped this ser
vice by sending to the village, again on a regular basis, an HLL
mobile team of a compounder and a fully qualified medical doctor,
who was practicing on the day I visited the village. His con
sulting room was a gigantic mohar tree at the edge of the vil
lage, and his clinic consistt~d of a bed of plastic webbing. He
did not lack patients.

Kisrauli--IRDP and a Village Cooperative

HLL policy is to make village societies entirely self
supporting in about five years, so that the company can move both
its services and its finances to new locations. Kisrauli is well
along this road.

The village of Kisrauli, with a population of 1,500, has a
cooperative of 4,000 shareholders that caters to twenty-six vil
lages in the immediate vicinity. The co-op was organized so that
farmers can buy fertilizer and seeds in bulk, and can sell its
price-supported products to the Food Corporation of India, a gov
ernment purchasing agency. Another advantage of such a coopera
tive is that the government will guarantee credit in a 1 to 10
ratio. This makes it possible for the co-op to purchase in bulk
such basic commodities for home use as kerosen~, sugar, and
cloth.

For the co-op, the arrival of HLL has been an important step
up the economic ladder. Not only does the company represent a
totally dependable buyer for all of the co-op's milk output, it
also has made a major contribution to increasing that output
through advice on animal care. the supply of dependable veteri
nary services, and the operation of an artificial insemination
station.

On the marketing end, elimination of the middleman has in
creased the co-opts income by about 25 percent. with an addition
al margin added by the quality tests the company conducts in each
of its collection stations. One aspect of that test is the fat
content of milk. Kisrauli's farmers deliver primarily buffalo
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milk, which has a fat content of 7.5 compared to the 6.5 that is
standard among milch cows. Higher fat content increases the
value of the Kisrau1i farmers' milk, and HLL pays for the differ
ence.

At the Kisrauli co-op, a point was made regarding the dif
ference between government-supplied services and those supplied
by the company. A spokesman for the co-op reported that the
government did have a veterinarian visiting the village, but when
he was transferred no repl~cement arrived for several months
despite repeated urgent requests. When the villagers approached
the company, it responded immediately. As the head of the co-op
noted (echoing a statement voiced in Turkey, Chapter 5), "The
difference is that the government comes on a bureaucratic sched
ule, the company comes when people or animals need them."

With their own innate tendency toward organized independent
action buttressed by company support, the people of Kisrauli also
decided not to wait any longer for the government to start up the
school they wanted and had asked for repeatedly. With the
mukhaya (head of the village) donating his own house as a school
building, Kisrauli has launched its own school. The school con
sists of grades one through eight, with students sitting in
"classrooms" that consist of straw mats laid out in different
areas of the house and the yard. The village has hired six
teachers for a total student body of 250, 30 of whom are girls.
Parents pay R5 per month and there are applications from parents
as far away as eight kilometers for their children's admission to
the school.

The school day runs from 7:00 a.m. until noon, six days a
week, and homework is assigned. The teachers, all of whom are
young, lively, and dedicated, report that despite the fact that
the children get no help at home with their homework--because
most of the parents are illiterate and cannot help--the students
do their homework diligently and well. Although there is still
some resistance to sending girls to school, the girls who do get
to school do as well as the boys. Instruction covers the com
plete government curriculum (general knowledge, mathematics,
general science, social science, geography, and history) and in
addition, English is taught.

In Kisrauli, HLL works with the co-op and with individual
farmers to facilitate interaction with various government agen
cies, as well as with the Etah Gramin Bank, which has establishp.d
a branch in the village. As another sign of the town's new af
fluence and confidence, Kisrauli has its own doctor, with office
hours from 7:00 a.m. to 12:00 noon, and from 3:00 p.m. to
6:00 p.m. every day of the week, in a building he shares with the
post office.

HLLls direct involvemp,nt in Kisrauli1s welfare, aside from
its economic, managerial, and intermediary contributions, in
cludes identification of and compensation for a village health
worker; introduction of new sanitation habits in village houses;
disinfecting of village wells; and support for the local ladies'
society that teaches good nutritional and sanitation habits to
pregnant women and young mothers.
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Village Development--Some Generalizations

The company's approach to village development is to work
closely with village societies where they do exist, and otherwise
to encourage their formation. Although the company is generous
with its organizing, management, and administrative know-how, it
attempts to hold its financial inputs to a minimum. For capital
expenditures like roads, wells, bio-gas plants, and two new
enterprises (animal-powered wells and tree planting ventures),
the system the company likes best is for the relevant government
agency to provide 50 percent of the required financing in either
cash or materials, for the company to contribute 25 percent in
either cash or materials, and for villagers to pay a share of 25
percent in either cash or labor.

A symbolic contribution HLL makes to all the vil'lages in
which it works is a display board made of steel that defines each
village in terms of what it considers to be the main ingredients
of its developing identity. The board gives the name of the vil
lage; its total population; the number of families; its area; the
numbers of buffalo and cows; and, when warranted, the harvest
increase of its crops.

One such board illustrates the importance of another contri
bution the HLL program makes to the development of the area: the
Usar Land Reclamation Project, which reclaims unproductive land.
Usually, Usar land is assigned to the Harajans, the only caste in
the community that will take on the particularly unrewarding task
of working this kind of land. The Harajans do this because they
have no other choice. What happens when Usar land is reclaimed,
a process that consists primarily of covering the area with gyp
sum and broadening and lining canals with brick to prevent water
logging, is illustrated by the HLL board at the entrance of
Jinaoli Village, which carries the following legend.

Rice
Wheat
Barley

1979/80

20
3

1980/81
25
6

1982/81

32
18
18

In all the villages visited, the farmers understood the
self-interest of the company. They were also aware of the com
pany's international connGction. They had no problem with
either. As one headman put it: "They help us and we help them.
That's the way it should be. That's how everybody profits and
prospers." Withi~ the Indian context, perhaps the most telling
indications of how the people of the area feel about the company
are that the dacoits who infest the region will not touch anyone
who works for tha company; and village headmen have offered
daughters in marriage to company management trainees.
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Government Relations Fostered by IRDP

The company maintains a close and continuous working rela
tionship with the district manager and all relevant district de
partments. Although it encountered initial resistance and sus
picion from the district bureaucracy, that resistance has largely
melted as officials have seen the extent of HLL's effort, commit
ment, and impact. The district manager, in a discussion with me,
noted that initially the company's concern was simply to obtain
the maximum possible amount of quality milk, which, he added, was
not an objectionable aim in itself. However, he observed accu
rately: "They've changed their original approach. They realized
that to achieve their own aim, they have to have a comprehensive
outlook on rural development. They have that now, and we con
sider them good and effective partners in what we ourselves are
attempting to do."

The district manager, who is the senior civil servant in the
region, offered a proposal based on his own experience with HLL.
He suggested it might be an idea for the federal government to
link each district of India with an industrial house that would
give maximum scope to the industry for its own growth and the
development of the district. There are 405 districts in India.

Discussing the political aspects of this notion, the dis
trict manager said that "In India, we have four sectors that can
contribute to development: the federal government, the state
government, local government, and the private sector. Each has
its strength and its weakness; that is democracy. But if we put
them all together, I believe we can make sure that the maximum
possible benefits go to the grassroots in the shortest possible
time."

At the national level it may be observed that for all pri
vate enterprise, relationships with the gOVErnment of India are a
full-time occupation and preoccupation. Almost all large com
panies, domestic or multinational, maintain offices in New Delhi
whose mandate is to deal with the federal bureaucracy and with
the legislature. In India, members of parliament consider it
part of their function to pose questions about individual com
panies and their activities. The fact that these questions are
often based on gossip and ignorance, and are always pnlitj~ally

inspired, has made no difference to this exercise. Its connec
tion to reality is usually tenuous.

HLL, for example, has major investments in the state of
Kerala and is considering expanding its productive facilities in
that state. The governor of Kerala is a member of the Communist
party who nevertheless maintains excellent relations with HLL
management and, when asked, appears and officiates on such com
pany occasions as plant openings or expansions. His rationale:
"When the revolution comes, I'll nationalize you. Meanwhile I
want the jobs and the economic development that your activities
bring to the state." This pragmatic revolutionary has even been
persuaded on occasion to prevent his comrades in the federal leg
islature from making unwarranted accusations and from supporting
destructive or obstructive motions that affect the company.
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At the international level, HLL does not relate directly to
donor countries, in the sense of receiving development assis
tance. IRDP is a corporate function in its entirety. In a glo
bal sense, HLL does receive support, as needed, from its parent,
Unilever, who may contribute to the solution of technical and
managerial problems, as well as give full moral backing to the
social outreach of HLL in India. The Dutch government has actu
ally sent the Queen's consort to visit HLL's facilities, which in
the opinion of HLL management, "has added a vi5ceral tool to the
home government's own recognition that multinational corporations
are not only high technology, high profit, high remittance organ
izations, which the conventional wisdonl holds them to be, but are
also concerned with economic, social, and human development in
every country, every area, indeed every village in which they
operate."

POLICY IMPLICATIONS

For the Company

HLL has been careful to monitor itself and each of its oper
ations and has evolved a variety of policy conclusions concerning
rurally-sited, satellite farming procurement systems that involve
a core processing facility with large numbers of rural people.
These policy guidelines appear to be broadly applicable, in India
and elsewhere.

Although it may be attractive to resort to charity to obtain
quick benefits, these benefits are of a transient nature. Unless
the villagers are also financially involved in the programs,
there is little shared responsibility for their ultimate success.

A continuous feedback as to the relevance of the programs to
the actual needs of the villagers is essential. In fact, as far
as is practical, solutions to the problems of the villagers and
the plans of action to apply such solutions need to be developed
in active consultation with the villagers themselves. In HLL's
program this is made possible by the physical presence of IRDP
staff in the villages.

However efficient, no one group can hope to tackle all basic
problems of rural development single-handedly. The involvement
of government agencies, other voluntary agencies, financial in
stitutions, specialist institutions, as well as local communi
ties, is essential to obtain maximum benefits from the develop
ment programs.

When appropriate infrastructural support has been provided,
the villagers are quite capable of taking advantage of the avail
able facilities to improve their own lot. This has been clearly
demonstrated in the villages covered by the HLL program in the
increased ability of the farmers to make use of bank loans and
government subsidies and to adopt scientific methods in agricul
ture and animal husbandry.
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Qualitative determination of progress in such a program is
only possible over a long-term span of ten years or more. It is
nonetheless necessary to monitor the performance of program
activities at regular intervals to ensure adherence to objectives
and direction. It is also necessary to set quantitative para
meters to measure the impact of the program in the shorter term.

In addition, the general manager of HLL's Etah operations
has formulated his own unpublished "Ten Commandments for Rural
Deve1opment. "

1. Establish credibility through honesty and integrity.
These qualities have to be expressed both internally and
externally. They are best conveyed by committed super
visors who are honest, apolitical and corruption-proof,
and who can earn the respect of elected officials from
the village level up, and of appointed civil servants
from the district manager down.

2. Assure that plans are generated at the grass roots by the
farmers themselves. There is an initial hesitation by
the farmers to make such plans, but the resistance can be
broken down by supervisors who know their business and
their communities, and by management trainees who actual
ly live in the villages. Both the sup~rvisors and the
management trainees have to establish the kind of rela
tionship with the farmer in which they can say "no" as
well as "yes" and still retain the respect and trust of
the villagers.

3. Set up an effective organizational structure for follow
through. Frequently, government and voluntary agencies
have marvelous ideas and brilliant concepts, but no one
who is competent or interested enough to follow through.
One of the fringe benefits of the management trainees who
work in the villages is that they are instructed to pro
vide and are capable of providing feedback on the organ
izational followthrough that is required.

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

5. Build a viable communications system, both physical and
people-to-people. This includes roads that are acces
sible throughout the year (at present, 70 percent of
India's villages are inaccessible during the rainy sea
son), and every form of transportation including buses,
bullock carts, and bicycles. In our system we use them
all.

6. Upgrade agricultural practices. This involves everything
from water management to crop rotation; from seed improve
ment to livestock care.

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

8. Promote ap~ropriate alternative energy sources, such as
bio-gas fueled by cow dung.
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9. Aid village industries, particularly those relevant to
women.

10. Help to build health and educational infrastructure.

For the Host Country

the key factor at the community level is to build an effec
tive bridge between theory and practice. HLL, acting through
IRDP, has done this. Extrapolating the HLL experience to all of
India and b~yond, the indicated policy would be that if an agri
business enterprise exists in a rural area and accepts the
responsibility as prudent business pra~tice, it should be encour
aged to replicate and adapt the HLL methodology, minimizing
public-sector cost and intervention. However, because agri
business cannot be everywhere, pol icy might well direct civil
servants to study the HLL/IRDP program and apply its operating
principles as the circu~stances will allow.

Logically, then, civil servants should be given the opportu
nity to observe the IRDP on-site and, perhaps, serve a period of
apprenticeship even as HLL demands of its management train~es.

Another opportunity for India is to take advantage of the 'arge
body of village-level experience embodied in the intermediate
development organization (intermediaries between donor countries
and host governments) headquartered allover the world. The cri
teria of selection among these organizations include a rigorous
evaluation of performance under diverse cultural, social, and
economic conditions.

If civil servants are, as a matter of national policy, sup
ported in their work at the village level by advisors from out
side of India, there will be a substantial cost assumed by the
rural development program, which, for maximum return on invest
me~t, should be obligated for periods of at least three to five
ye~rs. As the HLL case illustrates, even a global corporation
with the resources of Unilever must invest for many years before
widespread, in-depth results are evident. As a matter of policy,
rural development costs not borne by private enterprise such as
HLL in its Integrated Rural Development Program, should be re
turned over time by an allocation from the new wealth generated.
In other words, just as HLL expects that the IRDP program will
return a profit in the long run, so should public investment in
similar programs. Village-level rural development can be eco
nomically viable and self-sustaining, and policy should support
this objective.

The paramount need, as easy to advocate as it is difficult
to implement, is to debureaucratize the very comprehensive net
work of services that the Indian government offers its rural pop
ulation. It is also vital that a way be found to eliminate cor
ruption from the system and to design the paperwork in a way that
villagers can understand and deal with. At present, the paper
work required for villagers to obtain any government service is
daunting to a point where the overwhelming majority of the rural
population simply has no way of obtaining the services to which,
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in theory, it is entitled. There may indeed be a place here for
intermediate institutions specifically trained to help villagers
deal with the administrative tasks that give them access to the
considerable array of government services that do exist.

The suggestion that a specific industry house be linked with
each of the country's 405 districts to promote growth and devel
opment might well work in the Indian context. As the district
manager in Etah pointed out: "Companies are change agents, and
we du need change."

Finally, a tax provision that has allowed companies to de
duct rUlal development expenses from their tax as a business ex
pense is now being questioned, alleging occasional abuses by some
companies. This questioning seems counterproductive.

For the Donor Country

Rural development clearly appears to be a winning proposi
tion both for the host country, where it raises the GNP and con
tributes to the overall welfare of the population, and for the
donor country, where it creates the possibility of new markets,
as well as generating political goodwill. For these reasons, as
well as the medium and long-range self-interest of the companies
involved, donor countries should encourage their multinational
corporations to pay attention to the developmental as well as the
economic aspects of their undertaking. This includes reinvesting
in the host country when appropriate commercial possibilities and
economic justification exist. It also includes relevant atten
tion to external constraints such as pollution and environmental
safeguards and, where possible, the establishment of appropriate
industries in outlying districts so that the wealth-creating
process--the basic economic and social justification for multi
national corporation (MNC) activity--is distributed as widely and
as fairly as possible. The donor country should, to whatever ex
tent possible, encourage its multinational corporations not to be
islands in the host countries, but to see themselves as agents
for change, innovation, and overall development.
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The Mumias Sugar Company:
A Nuclear Estate in Kenya
Simon Williams

SUMMARY

The Mumias Sugar Company (MSC) is a joint venture of the
Government of Kenya (GOK), the Commonwealth Development Corpora
tion (CDC, Chapter 13, Section I), Booker Agriculture Inter
national (BA, Chapter 13, Section 11), and the East African
Development Bank. In addition to its investment, SA manages the
enterprise under contract. MSC is a model of what is called a
"nucleus estate," a system that integrates a core processing
plant, a corporate plantation that ensures a supply of high
quality raw material, and an outgrower or "satellite farming
procurement program" into which large numbers of small-scale
farmers are drawn.

The achievements of the company, which began production in
1974, have been remarkable. In one decade, a poverty-stricken
sub-subsistence area with no background of sugarcane production
has been converted into a cash economy. The sugar mill now pro
duces roughly half the sugar consumed in Kenya. Twenty-three
thousand outgrowers are under contract, supplying 88 percent of
the cane requirement. Exclusive of its impact on the farmers,
the enterprise employs 5,000 people full time and upwards of
9,000 part time. In ten years, as the sole commercial force in
the area, the company has dramatically altered the economic and
social characteristics of an area embracing several hundred thou
sand people.

There are two distinctly different systems of interaction
with the local people in operation. With employees of the sugar
mill and the plantation, MSC is almost totally involved. Vil
lages have been created to provide housing for the majority of
workers and the company provides all of the supporting services,
including medical. Technical training facilities are extensive
and upward mobil ity is a common thread ,of opportunity throughout
the enterprise. The enterprise site is a bustling center of
energy, almost startling in its impact on an observer first vis
iting this remote part of Kenya. Relationships with contract
farmers are close and continuous insofar as they relate to tech
nical supervision of sugarcane cultivation, but are deliberately

35
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somewhat withdrawn in terms of community and human development.
Unlike the decision of Hindustan Lever Limited (HLL) in the

Etah District of India (Chapter 2), for example. MSC tends to
hold back in taking responsibility for how the people in the area
capitalize on their new opportunities and build for their future
outside of the environment of the company. This responsibility,
it is strongly felt, belongs to the Government of Kenya. To
facilitate bringing the people and their government together, the
farmers have been brought into their own organization, the Mumias
Outgrowers Company, intended ultimately to be the local agency
for development and the interface between the local people and
the company, and between the local peuple and government offi
cials. As the case reveals, this methodology raises basic ques
tions: Can one organization effectively relate to 23,000 farm
familie~? With what resources of money and talent is the organ
izatio· .\) be endowed? Where are these resources to come from,
with W it strings attached?

T~e questions raised by this important case are not meant to
imply criticism. Rather, they reveal unusual opportunities to
build the Mumias area into a second generation of development
success on the foundations of constructive change that has been
introduced.

COUNTRY BACKGROUND

Agriculture is the backbone of the economy and lies at the
heart of social and political life in Kenya. Currently, even in
the face of a recent decline explosive in relative importance,
the agricultural sector provides nearly 40 percent of the gross
domestic product (GOP), 34 percent of manufacturing inputs,
65 percent of nonpetroleum exports, and 65 percent of total
employment. In a country having no natural resources aside from
land, people, and wildlife, and almost no mineral deposits other
than soda ash, gemstones, limestone, and fluorspar, the vital
importance of vigorous growth in agriculture and agribusiness to
the future prosperity and stability of the nation is clear and
pressing.

Th~ agricultural sector is dominated by four characteristics
of particular importance to investors.

Private land tenure. Ninety-nine percent of the farms and
ranches are prlvately owned, even though tribal culture is strong
in rural Kenya. Approximately half this land is in about 3,000
so-called "large farms," ranging upward from 20 hectares to well
over 40,000 hectares (1 hectare = 2.5 acres). These farms yield
45 percent of marketed production. The other half is the prop
erty of approximately 800,000 smallholders, 70 to 75 percent of
whom farm less than 3 hectares. These farms have become increas
ingly important to the agricultural economy since independence
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and now account for 55 percent of marketed production and 80 per
cent of all production.

An intriguing development has been the transfer of ownership
of some purchased large expatriate farms to groups of smallhold
ers organized into either companies or cooperatives. In either
case, part of the land is divided into individually owned small
farms and part is farmed as an estate, with paid management.

Increasing productivity on smallholder land is of the high
est priority in Kenyan planning. Land tenure realities and the
pressing need for more food production exercise a pervasive in
fluence on public policy, popular attitudes, and the design of
public and private investments in agro-industry.

EX~losive ~opulation growth. Kenya has one of the highest
rates 0 popula 10n 1ncrease 1n the world. Officially designated
at 3.8 percent a year, the figures of 4.0 to 4.2 percent are more
widely held to be true. This steadily increases pressure on the
land, as indicated by a World Bank estimate of a 0.88 hectare de
cline in the amount of good farmiand per capita from 1970 to the
year 2000. The decline in good farmland per capita has also
forced agriculture and animal husbandry into marginal areas, with
serious negative impact on soil erosion and water conservation in
the same vicious cycle that plagues nations throughout the world.
Although it is not the sale factor at work, population pressure
on the land has surely contributed to the slowdown in farm pro
duction growth from an annual rate of 6 percent in the 1970s to a
1983 rate of 2.4 percent [9].

Im~roved agricultural practice constrained. Improved agri-
cultura pract1ce on smallholder farms 1S 1nh1bited by the very
high cost of all chemical and machinery inputs, weakly structured
credit systems, traditional practices, and inadequate pricing and
marketing policies. Further, despite high levels of unemployment
and underemployment in rural areas, there are acute shortages of
labor throughout the country at critical times in a crop rota
tion. Among the myriad reasons for labor shortages are more
children spending more time in school, very low wage for hard
work, traditional patterns of the distribution of labor, and mi
gration to urban centers.

Powerful and pervasive force of GOK. Finally, and very im
portantly, GoR 1S a powerful and pervaS1ve force affecting prac
tically every aspect of commercial agriculture and agribusiness.
It fixes prices and the cost of labor. Public corporations may
compete with private enterprise. Marketing boards control much
of the domestic and export market. GOK dictates the movement of
foreign exchange, the Africanization of management, and the re
quirements of training, to name but a few of the interventions of
the public sector. Yet despite first appearances, GOK exhibits
considerable flexibility and pragmatism. Granted that negotia
tion is never easy and is always slow, it is, nevertheless, al
ways possible. The structure of a few existing agro-industries
best illustrates the point.

Some ventures are parastatal and managed by public corpora
tions, for example, the Kenya Tea Development Authority (Chap
ter 13, Section 3); other parastatals are managed by foreign

I
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partners. such as the Mumias Sugar Company. CPC International
(Chapter 13. Section 7) has been granted the first commercial
exception to the rule that all grain must be purchased from GOK
and can now negotiate for maize at the farm gate. East Africa
Tannin Extract Company (Lonrho-UK. Chapter 13. Section 6) wholly
owns and operates a 46,OOO-acre diversified farm-ranch. ~Ihich

helps support a central manufacturing complex. East Africa In
dustries (Unilever, Chapter 13. Section 4) is developing a source
of vegetable oil-seed using land leased from absentee owners and
managed under contract to private. profit-making companies.
Kenya Canners. Ltd. (Del Monte. Chapter 12) leases long-term its
entire 22,OOO-acre estate (10.000 in pineapple) from GOK, but
owns and operates a cannery and controls all export marketing of
its canned product.

Two of these enterprises have been isolated for more de
tailed analysis. namely, the Mumias Sugar Company and Kenya Can
ners. Ltd. This report highlights the former.

ENTERPRISE BACKGROUND

From independence. GOK has given high priority to the at
tainment of self-sufficiency in sugar. Sugar is basic in the
Kenyan diet; it has been established that as much as 10 percent
of the food budget per family is allocated to sugar. Kenya need
ed to save foreign exchange. and it was reckoned that cane culti
vation and sugar manufacture could employ large numbers of people
and could introduce a cash crop into areas of high population
density where subsistence agriculture was the tradition.

A weak start in the early years of indep~ndence convinced
GOK tnat expert technical and managerial assistance and external

sources of capital were needed. In 1966, GOK approached Booker
McConnell, Ltd., of the United Kingdom. now Booker Agriculture
International (BA), a division of IBEC, Inc. (formerly the Inter
national Basic Economy Corporation) of the United States. to take
on a new development in the Nzoia Valley of the Western Province.
centered around the township of Mumias. BA, which had singularly
relevant experience in the development of a sugar industry in
Guyana. agreed. but with a proviso that GOK accept a three-year
preoperational field-testing program to provide a reliable base
of information upon which to build future commercial practices on
both the nucleus estate and the lands of the outgrowers. Finan
cial projections could be made firm for the investors. public and
private. This program was financed by the government. with BA
advancing 10 percent of the cost. to be reimbursed when the proj
ect ~ent commercial.

This three-year period of study, fact-finding, and de~on

stration was, in the eyes of BA management, vital to later suc
cess. Not only were farm practices verified. but the time was
long enough and the contact with farmers and public officials
intimate enough to bring about mutual understanding. confidence,

&
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and trust, conditions absolutely basic to the rapid and effective
evolution of outgrower production, as well as to harmony between
the government and BA.

Based upon the results of the BA prefeasibility work, the
Mumias Sugar Company was formed in June 1971. Cane was to be
supplied by a corporate nucleus estate of 8,500 acres, part of
10,000 acres leased from GOK; and by numbers of freehold, small
scale farmers, the "ou tgrowers," under contract to MSC. The
shareholders as of 1983 are shown in Table 3.1.

Table 3.1
Shareholder~ in the Mumias Sugar Company--1983 (in percentages)

Sha reho1ders

Government of Kenya
Commonwealth Development Corporation (UK)
Kenya Commercial Finance Corporation
Booker Agriculture International (IBEC-US)
East African Development Bank

Percentage

70.76*
17.18
5.00
4.42
2.64

*Note: GOK purchased its shares by means of an original loan
from the British government.

Source: Mumias Sugar Company Limited. Report and Accounts 1982.

The management of Mumias Sugar Company was, and remains,
contracted to Booker. Under the original managing agency and
factory supply agreements, Booker was to

• Provide a factory of 45,000 metric tons (mt) ~nnual capa
city, with start-up by mid-1973, expanding by 1979 to
70,000 mt.*

• Develop the nucleus estate to provide a stable supply of
cane, leveling off relative to outgrower production at
roughly 20 to 25 percent of mill requirements.

• Organize outgrower production and provide training at all
stages from field cultivation to general management.

• Manage the company until Kenyans could take over (esti
mated to take ten years).

• Take a minor equity position in the Mumias enterprise.

*The conspicuous success of initial production led to the
achievement of 70,000 mt sugar output by 1976. Progressive ex
pansion plans brought mill capacity up to about 90,000 mt in 1978
and 180,000 mt by 1980. Throughout the 19705, the next stage of
expansion was being planned before the current stage had been
completed.
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• Take responsibility for the management of an existing but
faltering sugar scheme (Cheme1il) in an adjacent province
(Nyanza)

Booker brought a high level of professionalism to its task.
Very 1ikely, this integrity of purpose ~!oul d have been sufficient
to ensure success. However, at GOK insistence, Booker took a
small equity position. The original terms of the Booker manage
ment contract are instructive. Though adjusted from time to
time, the contract had four components: a relatively small fixed
fee, to cover the general manager's salary and certain specified
BA overheads, linked to the UK retail price index; other BA staff
to be seconded at cost; a percentage commission on net MSC reve
nues (value of sales less excise tax) on a sliding scale tied to
annual output, zero if under 45,720 mt, rising to 5 percent if
over 66,040 mt; and 2.5 percent of the net profit of MSC. Since
1978, payments to Booker have been adjusted to take into account
the much larger turnout of sugar than had been expected.

It is to be remembered that MSC was created as an import
substitution industl·y. One hundred percent. of output is consumed
in the domestic mark~t and marketing is the responsibility of the
Kenya National Trading Corporation. The prices for sugar and
cane are fixed by GOK and promulgated by ministerial order. All
sugar is purchased by the Ministry of Commerce; the Ministry of
Agriculture handles cane price; the Ministry of Finance sets the
sugar price. Profit, therefore, is far less influenced by fluc
tuations in the world sugar price, international market quotas,
or ocean transport costs than by a variety of national and local
factors, such as

• Differential between cane and sugar prices
• Magnitude of excise taxes
• Level of subsidy of sugar prices to consumers plus the

method of paying for this subsidy
• Climate (all cane at Mumias is rain grown)
• Care with which outgrowers follow recommended cultivation

pract ices
• Cost of transportation of cane to mill
• Default by GOK in repaying MSC for contracted work, for

example, maintaining roads
• Cost and efficiency of mill operations, including exten

sive and intensive training and capital improvements
• Social costs, for example, for housing, schools, and med

ical services

The play of these variables presents an endless, changing manage
ment challenge. It is a tribute to the shareholders and staff of
MSC that the system works so well. As will be suggested later in
the text, there are indications of problems arising out of the
very size of the enterprise and the sheer numbers of people in
teracting between farm and mill loading dock.
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History

During the decade since manufacturin9 start-up. MSC growth
has been truly impressive. The mill supplies roughly half of the
sugar consumed in Kenya. For Cit least another decade. it would
seem that Kenya is free of the threat of having to import sugar.
A large area in Western Province has been converted from a
poverty-stricken and bare subsi~tence state to a lively cash crop
economy touching the lives of hundreds of thousands of people.
The nucleus estate. originally planned to supply at least half
the cane needed. with a gradual decrease to 20 to 25 percent. now
produces but 12 percent. more or less. Outgrowers. nwnbering al
most 23.000 by the end of 1983. deliver roughly 88 percent of re
quirements. Farmers who fifteen years ago had never grown sugar··
cane or worked in a factory now manage their cane fields. man the
estate. and staff the mill. Proof of the accomplishments of both
management and rural people lies in results: cane yields per
acre are competitive with any rain-grown crop anywhere in the
Third World; mill efficiency is comparable to the best factories
in Africa. To date. GOK has been a reasonable partner. Booker
has had a relatively free hand in management a~d has put highly
qUJlified. committed people in the key roles. Kenyanization of
management is proceeding more or less on schedule. with thirteen
expatriates still on board at the end of 1983 and a plan to re
duce this :0 about five by the end of 1985.

Table 3.2 summarizes the key results achieved over the past
five years. and adds data from 1974 for comparison. It should be
noted that the losses shown for 1981 and 1982 and the failure to
pay dividends for three years do not signal a breakdown of MSC.
Rather. the result reflects the risk attendant to operations
rooted in temporal farming systems. In this case. a period of
excessive rain. followed by two years of drought. has required
adjustments in harvesting rates and mill operation to bring back
full production by 1985. In addition. GOK pricing policies in
the 1979-1982 period kept the price of sugar and cane virtually
unchanged. while input costs rose dramatically. A sharp adjust
ment upwards at the end of 1983 is expected to help the situation
greatly. This empha~izes a point often made by the Commonwealth
Development Corporat10n. namely.that investors in agro-industrial
ventures like MSC require enough "patient money" to ride through
the inevitable short-term downturns.

Organization

MSC operates under a five-member board of directors: three
represent the public sector. and both Booker and the Commonwealth
Development Corporation have one seat. The general manager is a
Booker employee. Finance. manufacturing. and maintenance are
tightly organized and classically structured. However. the han
dling of cane procurement and training. both of fundamental im
portance and budget significance. is of unique interest to any
agribusiness centered within an outgrowers program.
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Table 3.2
Flve-Vllr SUlll!lary of PerfonNInce. llumfn SU9ar Company (with reference to 1974)

Kt (Kenyan Pound) in thousands· 1974 1978 1979 1980 1981 1982

Gross turnover 4.635 16.954 21.499 29.564 34,891 33.879
Exc Ise on sugar 1.241 4.396 5.521 7.780 8,451 7,349

Net tumover 3.394 12.558 15.978 21.784 26,440 26.530
Plyments to cane fanners·· 710 4,131 5.285 8.487 10,141 9.409
Profit/CLoss) before taxation 751 ::.278 145 843 (l84) (251)
Taxation 707 (246) (l60)

Profit/CLoss) after taxation 751 1.571 391 1.003 (l84) (251)
Equity on 31 Decell'ber 3.317 9.582 9.123 10.126 9,865 9.614
Profit after tax IS a percentage of
equity 22.61 16.41 4.21 9.91

Dividends 348 1.274 850
Dividends as a percentage of equi~y 10.5~ 13.3'1 9.3'1
01 rect revenue to government from
exci~e on sug,r and incollll tax 1.241 5.103 5.521 7,780 8.451 7.349

Area under cane (ha)
Nucleus estate 3.300 3,300 3.300 3.300 3.300 3.300
Outgrowers 12.400 15.400 19.500 24.300 27.400

Cane crushed (thousand metric tons) 810 975 1.497 1,566 1.294
Sunar produced (metric to~s) 55.700 92.500 109.831 163.510 167,402 140.179
Annual lncrene/(decrene) In production 13.8'1 18.51 49.1'1 2.4t (lUl)

Number of registered farmers on
31 Decuber 2.271 11,346 13.113 15.142 17 .474 20.761

Number of employees on 31 December
Pennanent 3.469 4.108 4.716 4,930 4.626
Seasonal 141 5.282 4.050 9,218 8.072

( In 1975. Kl • USS2.80; in 1982. Kl • USS1.89; in tate 1983. Kl • USS1.48

•• These paynnts are gross before deductions for the services provided under the HSC/HOCO agreement.
In 1980/1982. the net paynnts were of the order of 40 percent of the figures shown. With normal
yields and better prices expected in 1983/1984. ~~e net figure Is expected to be nearer 50 percent.

Source: Humin Sugar Company L1mltrd. Report ant ~ccounts 1982 (1974 data suppl1ed separately by
Humin Sugar Company for inclusion In Tab'j 3.2).
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Cane Procurement

A5 already noted, MSC manages a nucleus estate of 8,500
acres that supplies roughly 12 percent of cane requirements, an
amount that could decrease proportionately should the mill be
further enlarger. Internally, the estate is the joint responsi
bility of an Agtl:u1tura1 Department and an Agricultural Service
Department. The former relates to production, the latter to me
chanical inputs affecting land preparation, harvesting, trans
port, and associated functions.

Both departments are also responsible for the outgrower pro
gram. Each of the roughly 23,000 farmers, all voluntarily in I~e

scheme, enters into a contract that covers a minimum five-year
period (the time necessary to complete one seed cane crop and two
ratoon crops), with specific provisions for termination by either
party. The Agricultural Department establishes the practice and
is charged with the extension and supervisory functions. It sup
plies technical inputs, such as disease-free seedlings, ferti
lizer, and any agrlcu1tura1 chemicals needed; and organizes the
cane harvest. Land surveys, land preparation, and cahe transport
to the mill are all the responsibility of the Agricultural Ser
vices Department.

The contract between the company and the farmer allows MSC
to enter any farm that in its judgment is not meeting cl'lf;.ivation
timing or quality standards, perform the necessary tasks, and
charge the farmer's cane account accordingiy. When cane is de
livered to the mill, the farmer whose crop is involved (or his
representative) comes to the mill weighing station, o~serves the
weighing-in, and is given a copy of the machine printout. This
record is also sent to the outgrowers organization, the Mumias
Outgrowers Company (MOCO).

MOCO is an exceptional experiment in intermediation between
farmer and M5C and between farmer and government. When M5C
started operations, contract farmers were dealt with individual
ly, the Ministry of Agriculture being responsible for represent
ing farmer concerns and for supplying certain educational and
training services. In time, the complexity of relating to very
large numbers of outgrowers, the attendant growing co~t to M5C,
and the ineffectivenp.ss of GOK services led to the :::.:~d for a
grower organization trlat might eventually take over all the costs
af, and control over, the outgrowers program. So, in July 1975,
MOCO was legally created.

MaCa has a board of nine directors: three represent GOK, one
each rrom the Ministry of Agriculture and the Ministry of Coop
erative Development, and the district commissioner representing
thv Office of the President; one ee 'h from MSC and the Common
wealth Development Corporation; and fuur elected by the outgrow
ers, who may be reelected after serving a term of three years.
This slight weighting of the board against the farmer representa
tives reveals a judgment that the transfer of authority to MOCO
needs to proceed with great care. Board members are not paid for
their services.
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The organization and staff of MOCO operate independently of
MSC, but there is, as would be expected, close interaction be
tween the Agricultural Department of MSC and the efforts of MOCO.
This is clearly reflected in the patterns and functions of staff,
as shown in T~ble 3.3.

Table 3.3
Comparative Structure of MOCO and the MSC Agric~ltural Department

Staff

General Manager
Zonal Managers**
Superintendents
Supervisors
Village Headmen

MOCO*

1
o (as yet)
3***
4

15

MSC Agricultural
Department

1
2
6

28
96

* The 1983 Agricultural Department budget was K£310,OOO
($459,000); the equivalent MOCO budget was K£63,OOO
($93,000). Since MOCO reimburses MSC for part of the cost
of services rendered, the net MSC cost was K£117,OOO
($173,000). This subsidy added about $0.13 to the cost of
production of a metric ton (:nt) of sugar. (The conversion
rate of K£1 = US$I.48 is used throughout t~is chapter.)

** The outgrower area is divided into four zones for adminis
trative purposes. There is nne board member representing
the farmers in each zone. Because MOCO has no zone manag
ers, the farmer board members try as best th~y can, utiliz
ing a travel allowance, to fill this funct 1 jn. Within their
zones, committees of farmers have been organized into
"units," with an elected leader. In addition, taking advan
tage of ~h~ fact that MSC practice requires farmers to form
blocks of no less than 15 acres to minimize the costs of
production and harvesting (average size of cane field, per
farmer, is 3.5 acres), block leaders are elected to reflect
farmer concerns more truly and to pass on information more
intimately.

*** One of these is being trained to administer a test area with
the same level of responsibility as a peer from MSC. It is
too early to evaluate this first attempt to transfer more
responsibility (and cost) to MOCO.

Source: Date provided during interview with the manager of the
Agricultural Department of Mumias Sugar Company.
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Financially, the interlocking system of MOCO/MSC is also
instructive and has broad implications for project design else
where. MOCO is a legally constituted company with no paid-in
capital but with what is called "a guaranteed equity. II This
means that every fanner member guarantees to pay in fifty pence
on call by the board of directors. Membership in this sense also
includes the organizations represented on the MaCa Board of
Directors--for example, MSC.

The financial base of MaCa was secured by loans from the
Commonwealth Development Corporation at 5 percent interest; from
the GOK at no interest and no definite rate of repayment; from
the British Government at 7 percent interest; and, from the Kenya
Commercial Bank at 10 percent interest. All interest charges are
on the outstanding balance. At the end of 1982, the total loan
balance was K£2,700,000.

In addition to loan capital, MaCa receives income from in
terest charges on credit extended to members. In 1982, interest
received was K£68,000. MaCa also receives a levy of 6 Kenyan
shillings ($0.45) per mt of cane delivered to the mill. As of
December 1982, the balance in the levy account was K£l,728,000.
These funds are used first to repay loans.

MSC provides services to each faml, in accordance with its
outgrower contract. This service work is, in effect, contracted
to MSC by MaCa. MSC bills MaCa in accordance with a fixed sched
ule of charges and, theoretically, payment is made in full. In
actual fact, MaCa cannot sustain 100 percent of the payments and
the difference is subsidized by MSC. As noted previously, in
1983 MSC subsidized 38 percent of these costs.

It is premature to judge the potential ability of MaCa as an
instrument to optimize the benefits of MSC that flow to the farm
ers and to establish a relationship of trust, mutual responsi
bility, and deep understanding between MSC and the rural people.
The concept of MaCa is creative and worth the investment. But
its task is enormous. What is most likely to threaten its use
fulness would be to assign a bold approach and not allocate the
resources needed to do the job. At present, what MSC would like
for MaCa to do ideally, and what the director and MaCa board
agree ought to be done, is far from what MaCa is equipped to do.

Training

To quote from a memorandum prepared by R.M.D. Glasford, gen
eral manager of MSC:

From the outset it has been the objective of MSC to
train Kenyans for all technical, supervisory and mana
gerial positions. Training has, as a result, received
prime emphasis, and the record of the last ten years
indicates the success of this policy. The Company car
ries out training at all levels in agriculture, person
nel management, engineering, sugar technology and
accountancy. A Training Centre, the first of its kind
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in the sugar industry in Kenya, was opened in 1977.
apprenticeship scheme is operated for artisans and
several years now, the Company has recruited more
prentices than the rest of the sugar industry put
gether.

In effect, there are two distinct categories of training
ed.

An
for
ap
to-

provid-

I

Craft aparenticeshi p pro~ram. This is a national scheme un
der the Jur1S 1ct10n of the b1rectorate of Industrial Training in
the Ministry of Labour, financed by a levy against all industry.
In the case of sugar, companies such as MSC pay four Kenyan
shillings (US$0.30) per mt of production into an industry pool,
against which MSC can claim certain costs. Apprentices are re
cruited by MSC from among the graduates of eight technical
schools in Kenya. These graduates would have received the Kenya
Certificate of Education. When apprenticed to MSC, the students
are then sent for further preparation to one of three training
centers run by the Directorate of Industrial Training (Mombasa,
Nairobi, and Kisumu). The fact that there are only three such
training centers is a constraint on the growth of the program.
Any new agribusiness venture in Kenya would be faced with the
necessity of integrating this program, physically and in terms of
human development, into the enterprise on a long-term basis.

The course goes for three years. Students are given housing
and are paid a salary that increases over time, based on a slid
ing scale of percentages of income set by GOK. Graduates are
under no obligation to work at MSC upon completion of the course;
MSC is under no obligation to hire graduates. As Glasford notes,
however, many want to stay and are hired. This is a natural con
sequence of mutuality of understanding and a familiarity with MSC
conditions of work, gained by on-the-job experience during the
three year program. Since the program began, there have been 120
graduates. At the time I visited the mill in late 1983, there
were 20 students registered in ear:, of the levels (a total of 57
actually).

IntErnal develotment program. This program, fully supported
and controlled by MS , 1S flex1ble, adaptive, and aimed at pro
viding upward mobility to every class of employee. New graduates
from university are recruited for a two-year management training
course. Most of the experience is on the job in different de
partments of MSC, with occasional opportunity to spend time with
other companies, not necessarily with sugar mills. The company
suggests that within six months, it is possible to identify those
most likely to succeed in management roles. For those judged to
have unusual promise, the inclusion of overseas training is con
sidered a must. This program has undoubtedly contrib~ted signif
icantly to the ability of MSC to Kenyanize carefully, ~ystemati

cally, and satisfactorily.
Any employee with a minimum of two years of emplo~menc and

meeting the requirements of a testing program and certification

•
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by his or her superiors may volunteer for one or another of sev
eral opportunities. Some may be sponsored by MS~ and released to
study at either of the two polytechnic institutes 'in Kenya
(Mombasa and Nairobi) while remaining on salary. Others may take
courses of varying length, some offered on released time, others
at night, aimed at upgrading skills, responsibility, and pay.

Given the remote location of MSC, the traditional culture of
the people of the area, and the speed with which MSC introduced
cane cultivation and factory operations, investment in human de
velopment is both a necessity and an obligation. For the more
capable workers, the MSC training program is key to upward mobil
ity, a track not readily followed in rural Kenya. In its total
ity, purpose, and performance, the MSC training effort is impres
sive and judged by management to have a high rate of return.

Outreach

What MSC does is extensive. Over the past ten years, MSC
has bUllt and malntalned over 3,100 housing units on five sepa
rate sites centered in local communities reasonably close to the
mill. Major roads have been improved in these areas and mainte
nance is carried out by the company on behalf of GOK.

Under the Mumias Sugar roads scheme, which was financed by a
grant from the British Government to GOK, a 316-kilometer (km)
network of feeder roads and over 2,000 km of acce5S roads and
tracks within a 24 km radius of Mumias Township have been con
structed and improved to facilitate cane, personnel, and product
transport. These roads have had the additional benefit of
allowing access by vehicles to areas that formerly were only
accessible by footpath.

When an outgrower enters the scheme, MSC inspects and sur
veys land intended for cane cultivation. It has been considered
important to ensure that no farmer contracts all his farmland for
cane. Generally, two-thirds of his acreage is retained for food
and other cash crops or animal husbandry.

Medical facilities from a fully equipped MSC health center
are available free to all employees. The center is staffed with
a full-time doctor, two medical assistants, and three nurses. A
laboratory and minor operating theater have recently been added.
As well, MSC built and maintains an elementary school that has
reached its limit of 1,600 children. GOK pays the teachers.

The company training center has just begun (1984) an out
grower development program, with an initial emphasis on "training
the trainers" so that impact can multiply rapidly. This program
will focus first on the MSC Agricultural Department extension
workers and on village headmen who function as key communicators
among the farmers and farm families.

What MSC does not do. Directly, formally, and operational
ly, MSe does not take responsibility for the further development
of the worker communities, the outgrowers and their families,
and the people in the extended area so heavily impacted by the
establishment of MSC. It was hoped, for example, that outgrowers
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would grow the food needed by their families, and possibly pro
duce some other cash crops for the local market. Yet there is no
organized program to encourage this development. The farmer di
rectors of MOCO wou~d like to do more about this, as would the
management of MSC. In the case of the latter, a statement made
by an executive of SA during an interview in London, is revealing
of both need and opportunity:

Now that the development of MSC is nearly complete,
a proportion of our energies might well be directed to
some other activities. On the agricultural side, we
are particularly interested in three areas: food crop
development; afforestation; and machinery reclamation.
On the organization of credit, we would like to find
means of advancing further credit to farmers for weed
ing. We would like to tie it to performance, as weed
control continues to be a significant constraint on
yi e1d 1eve1s.

Another SA manager commented during an interview:

My own great disappointment with the scheme (MSC) to
date is that we have not been able to persuade male
farm owners to devote their own labour to the cane
operations. Many farmers depend on their wives and
children to do the manual farm labour. This is, of
course, fairly traditional. In effect, the farmer is
entirely unrealistic, expecting to live like a landlord
off his small cane area instead of being a working
farmer.

And, as of early 1984, Glasford reported that on thr question of
other cash crops they are still, along with MOCO, trj'lg to get a
credit source to get this program off the ground. As neither MSC
nor MOCO has the resources to do the job, GOK might well be
thought to have the responsibility. However, the truth is that
public extension services in the area are all but nonfunctional.
The challenging question persists: How is this outreach to be
accompl ished?

The MSC development has pumped large amounts of cash into
the area, more every year as the company has grown and the out
grower area enlarged. There was no precedent among the people
guiding the responsible and creative use of this money; no agency
took responsibility; and no program exists today. Though there
are few facts to go by, it is clear that the cash economy created
so quickly has had a widespread and disruptive impact on family
life, on relations between husband and wife (or wives), and on
the food economy, among other aspects of life-style.

The money flowing from MSC activity into the area, it is
estimated, touches the lives of several hundred thousand people,
as millworker families, farm families, merchant families, and
the families of suppliers of services. In all, MSC has released
a powerful force for diversified economic and social development.
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There is little visible evidence and no data to suggest that the
opportunity provided is being grasped.

MSC investors and management are aware of, concerned about,
and frankly puzzled by these challenges to their outreach program
and to the value of their entire enterprise. Discussion is con
stant. Uncertainty over appro~riate action remains. Four broad,
difficult, basic questions remain to be answered, not only by
Kenya and MSC, but by agribusiness anywhere in the world which is
sited in a rural area and which becomes the dominant, if not
single new force, for change. As they emerged from interviews in
London, Nairobi, and Mumias, these questions may be paraphrased
as follows:

• Is not the government the logical and proper agency to
take responsibility for capitalizing in diverse ways on
the development opportunities created by agribusiness?

• If, however, government cannot and does not take respon
sibility, for reasons of real economic duress, lack of
staff, organizational capability, or for other reasons,
as is the current situation in Kenya, then should it be
expected that the enterprise involved take responsibil
ity?

• If the profit-making enterprise, whoever owns it, does
take responsibility, how can the time and cost necessary
to train people and apply them to the job be allocated
without jeopardizing the viability of the business, with
out which everything would collapse?

• If neither the government nor the business can afford the
responsibility and yet it is agreed that broad, integra
ted rural development is both desirable and necessary,
will inaction beyond present limits threaten the movement
of cane to the mill in the future? Will outgrowers con
tinue to be motivated by the desire to earn money? Will
time resolve development problems as people adapt through
their own intelligence to changed circumstances?

After a review of the benefits resulting from the Mumias Sugar
Company, these questions will be addressed further in terms of
their policy implications.

PAYOFF

For the Host Country

Benefits to the people of Kenya have been impressive. MSC
supplies approximately half the domestic consumption of sugar.
MSC is clearly responsible for attainment to self-sufficiency in
this commodity, with resultant savings in foreign exchange esti
mated to exceed K£100 million ($148 million). In addition, MSC
has paid K£45 million ($67 million) in excise and income taxes.
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The sugar scheme represents a large government investment in
land, equipment, and people, with total current assets valued in
excess of K 60 million ($89 million). A poverty-stricken, stat
ic, subsistence area of high population density has become the
center of a vigorous cash economy. Glasford suggests that "up
wards of 350,000 persons are dependent in some way for their
livelihood on the Mumias sugar scheme."

For GOK, MSC most certainly is a success.

For Booker Agriculture International

The success of MSC can only be a source of satisfaction and
pride for Booker. The achievement has surely been to the advan
tage of the company's professional image internationally. Also,
although exact figures are not available, return on equity and
income generated under the terms of its management contract have
been satisfactory.

For Other Investors

Returns to the Kenya Commercial Finance Corporation, the
East Africa Development Bank, and the Commonwealth Development
Corporation, all financed by the public sector, have also been
adequate, both in terms of return on equity and in development
terms. The latter point is well illustrated by the following ex
cerpts from a publication issued by the Commonwealth Development
Corporation* (emphasis added).

CDC is a statutory corporation whose capital derives
from the British Government, by means of an authoriza
tion to borrow long, medium, and short term funds from
the UK Exchequer.

CDC is charged with assisting overseas countries in
which it is empowered to operate in the development of
their economies. CDC does so by investing its funds in
development projects which not only help to increase
the wealth of these countries but also yield a reason
able return on the money invested. Its area of opera
tlons covers Commonwealth countrles which have achieved
independence since 1948, the remaining territories de
pendent upon Britain, and, with Ministerial approval,
any other developing country.

* CDC itself is a model catalyst for the stimulation of free
enterprise, investment in agribusiness and rural development. It
has pioneered in adapting the nucleus estate concept to a wide
variety of circumstances throughout the world. CDC is an impor
tant institution to understand, and as a matter of global policy,
perhaps emulate in other developed countries. For more detail on
CDC, see Chapter 13, Section 1.
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CDC does not offer aid as such; it offers investment
in the development of resources. Although the Corpora
tion has no esuity capital, it mUSl:pay its way I,ke
other commerclal concerns. CDC alms to revolve ,ts
funds and when a proJect lS successfully established,
it is prepared to consider offering participations on
suitable terms, particularly to buyers resident in the
country where the project is situated [10].

The success of MSC, therefore, and even the unresolved problems
that have emerged, constitute a major payoff for CDC (and the
other public sector investors). There has been a reasonable re
turn on money invested and the decade ahead looks bright. Na
tional wealth has increased. People and land, the most basic
natural resources in Kenya, have been developed, and much has
been learned to apply elsewhere in Kenya, East Africa, and even
further afield.

For the Rural People

Returns to the rural people are more ambiguous than those to
investors, and depend for their assessment on the definition used
for "satisfactory payoff" and whether the focus on the people
pinpoints employees, contracted outgrowers and their families, or
the hundreds of thousands in the total area impacted.

For the Employees

For the 5,000 employees with steady jobs and regular income,
benefits are unequivocal. Along with wages, MSC provides hous
ing, medical care for the whole family, a good elementary school,
and the hope that these children might go on to further educa
tion. Basic training, upgraded skills, upward mobility, enhanced
status, and personal dignity are all practical objectives in the
total context of opportunity MSC has created. There is a union
through which to speak; management has certainly established an
ambiance of openness to discussion. Whatever else might be wished
for the workers during the next decade of MSC operations, much
that is positive and progressive has entered the lives of these
people. To a lesser degree, many of these same benefits accrue to
the 9,000 part-time workers. However, their lot may be better
considered along with the people in the larger area influenced by
MSC.

For the Outgrowers

If money alone is the measure of payoff, then the return to
farmers from their participation in contracted cane cultivation
has been great. In 1982, Table 3.2 notes that payments to out
growers reached K£9.4 million. MSC management predicts that in
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1983, due to a 33 percent increase in cane price and an expected
increase in yield, this payment will almost double. Not only are
the sums large but it is to be remembered that only ten years
ago, practically all of these farmers lived by subsistence farm
ing, existed in poverty, and few had any hope that the situation
would ever change.

Some believe, however, that a money measure is not adequate
and that a better indicator of payoff is the response of out
growers to the income. Though there has been no careful study of
the behavior patterns of the outgrowers and their families re
sulting from the MSC experience, there are indications of a nega
tive nature suggesting that there are serious social and economic
distortions taking place.

After a harvest, when MOCO and MSC settle the accounts of
the outgrowers, the system calls for the net payment to be depos
ited in the local bank at Mumias Township. According to the bank
manager, little of this money is left in the bank very long.
Where it is spent is impossible to determine with any accuracy.
What is known, however, is that in all too many instances, the
money is dissipated rapidly, leaving families without funds for
many months at a time. There may be as few as three harvests in
five years for the majority with minimum-sized cane plots. Nei
ther the credit nor contract system, nor MOCO and MSC extension
efforts, nor any form of intervention by GOK, seems geared to
deal with this problem.

Interviews with women ~onfirm the widespread nature of the
problem. Their complaint is that a majority of men (the figure
of 75 percent was often used) do not illform their families about
the amount of money paid by MSC. Frequently the men go away from
home for weeks and months at a time without leaving money for
food or other basic necessities, such as school fees, clothing,
paraffin, or soap, among other items. Again, the system does not
take this possibility into account. There is a procedure whereby
a family, with a support letter from the subchief involved, can
petition MOCO to apply corrective action, but the effectiveness
is questionable.

Historically, subsistence farming involved the labor of the
entire family. The advent of schooling decreased the ~nput of
children and with introduction of sugarcane, which requlres in
tensive labor for cultivation practices, the absence of children
contributed to a labor shortage. This is exaggerated by the fact
that weeding is harJ labor and the rate of pay is very low. One
result has been the influx of needy laborers from Rwanda and
Burundi and other distant places; another result has been an add
ed burden on the women. Because the outgrower men have so often
been secretive and self-serving in the use of harvest money,
women, to get any cash, have been demanding a wage from their
husbands for cultivation chores. Many men have refused to pay
family labor. In turn, this has led some wives to work for other
outgrowers to earn cash, leaving husbands to hire other women or
migrant labor.

A complex series of interactions affecting family relations,
cost of cultivation, food prices, housing for migrants, personal
relations with outsiders, schooling, health, and other basic and

[
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intimate aspects of life inevitably and predictably arise out of
such conditions. The outgrower community gets little or no help
in resolving these issues. Illiterate in the majority, thrust
rapidly into a major change process with no ongoing preparation,
who benefits, who suffers?

This report is not the place to labor the point further.
There are other examples at Mumias of the stresses and strains
that develop when rapid change is introduced to large numbers of
traditional rural people. Whether or not, if anjustment is left
to the people, the potential for societal rupture is a threat to
the prosperity of MSC is a difficult question to answer. It is a
serious question for investors who are responsible for generating
change; for GOK, which has far more at stake than income and for
eign exchange savings; and for other governments, that would like
to encourage both economic and social development simultaneously,
through the instrumentality of private, profit-making enterprise.

For All the Rural People Impacted

There is no doubt that cash flowing from MSC has introduced
an unprecedented vigor into the area economy. There is a hustle
and bustle in the environment. But the actual payoff to hundreds
of thousands of people is almost beyond measure. No one has tried
to quantify the impact on their lives. Still, to the experienced
eye, an impression of the area comes clearly into view, best
characterized by a sense of "futures foregone." The economic
energy released by MSC into the area has not motivated area de
velopment. True, there are stores; there is a bank in Mumias
Township; there are services such as garages; there are bUsy
trucks. However, considering that a decade has gone by since MSC
began to produce sugar, it all seems incoherent. There is no
guiding force. The place is redolent of lost opportunity.

To speak to area development, what is, what might have been,
what could be, is not to imply criticism of MSC. There must be
an end to corporate responsibility. The fact is that if the suc
cess of MSC had been played out in an early scenario, the oppor
tunity for a much more diversified area development might have
been foreseen. It might well be argued that the partners in the
Mumias sugar scheme had the knowledge, experience, and creative
talent to predict what might take place, as well as how advantage
could be taken of the result. In narrowing down on the task of
MSC itself, there were indeed "futures foregone." MSC classical
ly illustrates the fact that if development and corporate objec
tives are to be blended in enterprise creation, then both per
spectives are best introduced at the beginning of project
planning.
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POLICY IMPLICATIONS

For the Company

The dominant policy considerations of the next decade relate
to ensuring an adequate supply of quality sugarcane. The mill
itself is complete. Planned capacity has been reached. It seems
reasonable to suppose that Booker management will go on, despite
the Kenyanization of increasing numbers of key posts. However,
with outgrowers supplying 8B percent of the cane needed, respon
sible and continuous cane production is vital to future success.

Two main factors will govern what outgrowers are liable to
do: the price of cane relative to the costs of production, har
vest, and delivery; and the attitudes held by the farmers toward
MSC. In the first instance, as is thoroughly appreciated by MSC
management, policy calls for continuous negotiations with GOK, to
the end of working out an improved system of price adjustments.

In terms of out~lrower attitudes, there is perhaps a need to
broaden and deepen the relationship between farmer, farm family,
and MSC. MaCa represents a policy thrust in this direction.
Reali~tically, however, MOCO will require many years of nurturing
before it can seCUI'e for MSC the loyalty, constancy, and sense of
responsibility needed. MSC may find it necessary to give more
attention to the outgrowers as volatile human beings caught up in
a change process dimly understood, who are not always likely to
act in predictable ways. Economic incentives may not be adequate
to ensure performance. At the least, it is suggested, pol icy
might provide the means to assess the human development issues
that have emerged out of the dynamic growth of MSC and to set a
course toward a sensitive, skillful program of conflict identifi
cation and resolut~on.

For the Host Country

GOK is not likely to change its role in fixing cane and
sugar prices. Its policy, therefore, should emphasize the need
to change the method of calculation. Price determination should
be based on the necessity of protecting farmer income, motivating
cane cultivation, and ensuring the profitability of the mill.
Present methods of analysis and reporting by the National Sugar
Authority are slow, not fully rational, and create unnecessary
uncertainties. Actually, the situation in the sugar industry
raises questions about the efficacy of all public marketing
boards in Kenya, and the entire system should be carefully exam
ined to determine the cost/benefit relationships to national ac
counts and consumer income.

In terms of rural development, GOK needs to exercise dynamic
leadership if the benefits of agro-industrial investment are ever
to be fully realized. No investor or prudent manager is likely
to risk scarce resources on an extended socioecon'~ic development
program unless encouraged by the force of publi~ policy that
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makes the will of government unequivocal. But the will of gov
ernment will be ineffective unless backed by collaboration in fi
nancing, labor, and the allocation of other resources necessary
to facilitate the task and make it feasible.

Finally, the MSC success story suggests that GOK policy re
garding Kenyanization of management should avoid being dogmatic.
Agro-industrial ventures are exquisitely complex and sensitive,
even when their responsibility for human and area development is
narrowly defined. They will become more so, by far, if GOK en
courages the enterprise to embrace development responsibility
more broadly. To manage and express the necessary qualities of
leadership calls for a rare combination of training, experience,
and personality. GOK policy should make it possible to tap the
talent pool worldwide if it is clearly determined that the need
is greater than the urge to national self-sufficiency.

For the Donor Country

If the policy implications for MSC and GOK are defensible
and acceptable, then logic suggests certain policies vis-a-vis
agro-industrial development in Kenya that might well be empha
sized. With reference to agro-industries already in existence in
Kenya, U.S. aid might be extended programmatically to ensure that
any opportunity created for vigorous integrated rural development
is not lost. This policy would not be dependent upon the source
of capital in the venture. Rather, it would emphasize the impor
tance of well-managed, profitable, rurally sited enterprise in
catalyzing socioeconomic progress. For example, in the MSC case,
U.S. aid might focus on the needs and potential of MOCO, in real
ization of the great potential for area development and the scar
city of resources to capitalize on the opportunity.

In point of fact, everyone of the more than ten agro
industrial enterprises studied or contacted briefly in Kenya evi
dences exciting opportunities to build on commercial success to
new heights of extended benefits. Yet, not one company was pre
pared to take financial and operational responsibility without
the full policy support of GOK and without financial support
arising outside of their business cash flows. On the other hand,
no one with whom the idea was discussed was disinterested in the
possibility of a joint venture with aid agencies that would not
detract from the profit-making function, even if it risked beyond
traditional corporate limits on activities in development.

Beyond capitalizing on development opportunities generated
by existing agribusiness, it would seem d~sirable for the aid
agency to relate as closely as possible to potential investors
considering new investments in agriculturdlly related, rurally
located enterprises. This would help ensure that feasibility
analyses included the costs of integrating the production func
tion with the function of development. In this way, the implica
tions of success in economic terms could be examined for their
impact on people and the opportunities to be anticipated relative
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to area socioeconomic dynamics. Further, such early collabora
tion between public and private investors could help in the
invention of thE' means to blend corporate and developmental ob
jectives into harmonious, financially viable management systems.
All this would require strong policy backing on the part of the
U.S. government, both to influence acceptance of the approach by
GOK and to ensure adequat~ financial resources for the country
AID Mission.

U.S. policy might urge GOK to reconsider its role in price
control and marketing, as well as in the ownership and management
of unprofitable agro-industrial enterprise. Such intervention
need not be based on ideological arguments. Rather, AID might
undertake more studies of the type done on the Kenya Seed Company
(Chapter 13, Section 1) [11], which present the case in factual,
analytical terms. It is significant, in this regard, to note
that immediately after the coup d'etat of August 1, 1982,
President Mo; took steps to reassure investors and, among other
things, promised to remove the government from inefficient
business enterprises and said the government would avoid direct
participation in business, henceforth.

A policy that supports the training of Kenyan professionals
in a wide spectrum of fields has long been basic to U.S. aid.
This policy might well be extended to include an emphasis on
training managers of rural development when this function is in
tegrated into an agro-industrial enterprise. It may be timely to
give recognition to worldwide experience that suggests that
agronomists or other technologists, economists or other social
scientists, or politicians, however skilled, do not necessarily
make good managers of rural development. This is even more like
ly to be true when development goals are integrated with those of
a profit-making agribusiness.



4
Commonwealth
Development Corporation:
A Sugar Production and
Settlerrlent Scheme in Swaziland
Simon Williams

SUMMARY

The Commonwealth Dp.velopment Corporation (CDC) of the United
Kingdom is very active in Swaziland. The background of CDC and
the range of its global investments are reviewed in Chapter 13.
Section 1; a tabulation of its activities in Swaziland is includ
ed at the end of Chapter 4 to emphasize the pervasive importance
of CDC to the economy of Swaziland.

The specific project covered by Chapter 4 is actually a com
plex of enterprises. namely: the Inyoni Yami Swaziland Irriga
tion Scheme (SIS)~ the Mh1ume Sugar Company (MSC), and the
Vuvu1ane Irrigated Farms (VIF). The latter is a resettlement
satellite farming venture. This case illustrates another "nucle
us estate" corporate structure. However, it provides a striking
contrast to the Mumias Sugar Company in Kenya (Chapter 3). In
Kenya, the contract farmers are landowners and were resident long
before the company arrived; in Swaziland, the farmers are not
landowners and were settled at the enterprise site with no tradi
tion of landownership. In Kenya. both the nucleus estate and an
outgrowers program were integral parts of the enterprise from the
outset; in Swaziland, the satellite farming scheme was implement
ed over a decade after the first investment was made. In Kenya.
23.000 farmers supply 88 percent of the cane for the core sugar
mill; in Swaziland. 263 farmers supply 12 to 15 percent. In
Swaziland, th~ farmers have larger land areas, are supplied with
irrig3tion water. and produce other cash crops than sugarcane
that they can market freely. Perhaps most significantly from a
rural development perspective, in Kenya the farmers have their
own organization to act in the interest of the participants. how
ever wedk it may be; in Swaziland. the Vuvulane Irrigated Farms,
home and mentor of the satellite farm families and B creation of
the Commonwealth Development Corporation, is being transferred in
ownership bnd control to the Swazi Nation, raising serious and
troubling questions about the future.

The SIS enterprise is a combination of cattle, citrus. and
sugar. covering an area in excess of 100,000 acres of land that
beforehand was largely a wasteland where game and hunters were
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the main inhabitants. The area was brought to its productive
potential by an irrigation system introduced in 1957. This es
tablished the feasibility of large-scale s~gar production, and
the subsequent spin-off in 1958 of the Mh1ume Sugal' Company, now
a major producer for the export market. The sllgdr company now
operates a plantation of 12,000 acres, purchased frulll SIS. The
estate produces 35 percent of cane requirement~; SIS provides an
equal quantity; the outgrowers supply 12 to 15 percent; and the
remainder comes from nearby large commercial l~rms. All growers
get irrigation water from the SIS system.

It was in 1962 that the outgrower scheme was illlplemented and
4,000 acres were allocated by SIS as the land base for the
Vuvu1ane Irrigated Farms. This land was in an area of good soil,
suitable for sugarcane, vegetables, cotton, peanuts, potatoes,
and other cash crops. Settler farms range from 8 to 16 acres,
with 75 percent to 80 percent of the farm devoted to sugarcane
cultivation. By 1983, 263 families were resident. The particu
larly intriguing element of this scheme is that for the settlers
and for the Swa7.i Nation, it represented the first and only break
with the tradition of tribal chi~f control over land use, except
for large commercial farms, mostly owned and operated by non
Swazis.

COUNTRY BACKGROUND

Despite the country's small size and the common tribal heri
tage of its people, Swaziland is a country of many striking con
trasts, important to remember, not easy to understand. These
points of opposition touch every aspect of social, economic, and
pol itica1 1ife.

First and foremost, Swaziland has a dual system of govern
ment, consisting of modern ministries and an influential tradi
tional system. The supreme head of the Swazi Nation is the king,
who exercises authority in the modern government through a coun
cil of ministers and in the traditional government through th0
Swazi National Council (SNC). In addition to the SNC. the king
has a senior group of councilors advising him directly. In theo
ry, all adult Swazis are members of the SNC, but in fact its in
ner decision-making body is composed primarily of chiefs and tra
ditional leaders appointed by the king. SNC authority over tra
dition and custom is absolute. The council of ministers consti
tutes the primary interface between the modern and traditional
forms of governance.

A second contrast of great importance is defined by the pat
tern of land tenure. Fifty-seven percent of the total land arpa
is classified as Swazi National Land (SNL). SNL falls under the
control of the Swazi National Council and is allocated by some
200 chiefs governing a communal land tenure system. About
13 percent of SNL is divided into approximately 42,000 dispersed
homesteads with a resident population of 350,000 (total Swazi
population estimated at 500,000). The remaining 87 percent of
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SNL is used for communal cattle grazing, reflecting the tena
ciously held tradition that cattle are the most important store
of wealth a rural household can possess. The high stocking rates
applied have had serious soil erosion implications. All develop
ment proposals affecting SNL must be submitted first to the Cen
tral Rural Development Board and then to the king for approval to
ensure that developments are consistent with Swazi tradition and
reflect the wishes of the people.

In striking variance with SNL, 43 perr.ent of the land i~

held in private farms that fall under the Individual Tenure Farm
Lands (ITFL). There are B50 such farms, ranging from family units
of 50 to 100 acres to large agro-industrial estates of many thou
sands of acres. The SwazilJnd Irrigation Scheme, for instance,
started with 105,000 acres. ITFL is the dominant source of com
mercial agricultural production. Ownership of the ITFL is rough
ly evenly divided between Swazi families; non-Swazi families; and
large industrialized enterprises that often involve foreign in
vestors. The influence of the Swazi National Council on the style
of uperations of ITFLs is more the result of collaboration in
deference to national traditions and the will of the king than it
is to any formal structure of law and authority.

Other significant contradistinctions characterize and color
the Swaziland environment. For example, the Republic of South
Africa is the single largest employer of Swazi labor. South Af
rica is also virtually Swaziland's only supplier, providing over
90 percent of its total imports; and South Africa is vital to the
maintenance 0f ~ balance-of-payments surplus, despite a sizable
balance-of-trade deficit, through Swazi participation in the
South Africa Customs Union. The influence of South Africa is
pervasive, mostly constructive, often limiting, sometimes confus
ing.

On the wage side, the openness of economic relations between
the two countries tends to raise Swaziland's wage rates. This
trend is encouraged by equating the value of the Swazi emalangeni
(E) and the South African rand (R). (The conversion rate used
throughout this case is E or R = US$I.) Yet, though wages are
high, labor productivity remains notoriously low, especially in
subsistence farming. That this need not be so is shown by the
plantation sugar i~dustry, where the productivity of hand labor
is excellent. In turn, this means that Swazi companies, rural or
urban, must adopt capital-intensive means of production to stay
competitive, with a resultant negative impact on employment.

On the food side, the openness of the border makes the im
port of low-cost foods from South Africa easy, depressing the
prices that might be paid to farmers on SNL and discouraging ef
forts to increase productivity and farm income. These influences
combine with others such as lack of credit, lack of effective
extension, inefficient marketing arrangements, fragmentation of
the land, and a decrease in farm labor due to out-migration, to
depress the SNL sector of the agricultural economy.

The ~icture of Swaziland that emerges illustrates a series
of dichotomies: between tradition and modernization; between the
heavy hand of traditional control on SNL and relative freedom of
control on the ITFL; between a capital-intensive commercial and
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industrial sector (including all agro-industrial ventures) and a
capital-poor rural sector, depressed by low productivity and rap
id population growth; between firm ties to the Republic of South
Africa and the goals of self-reliance to which the nation is com
mitted. Within this context, public policy seems to entrust de
velopment to a free enterprise economic system. The government
interferes minimally with market forces. The challenge to this
thrust of public policy is to bring the benefits of free enter
prise to the traditional sector, at a speed that allows change to
occur with grace and in harmony with old values. The challenge
also marks an opportunity for private enterprise.

The case of Vuvulane Irrigated Farms, arising out of the
development of the Swaziland Irrigation Scheme and the Mhlume
Sugar Company, reveals how one international investor, the Com
monwealth Development Corporation, has dealt with the many chang
es that have characterized Swaziland over the past thirty-five
years.

ENTERPRISE BACKGROUND

The three enterprises, SIS, MSC, and VIF, form an interre
lated agro-industrial complex created by the Commonwealth Devel
opment Corporation with an equity investment over the years of
approximately US$40 million.

In a sense, SIS is the "father" enterprise, having origi
nally owned all the land involved. It still owns the irrigation
system that supplies all three enterprises in the complex, as
well as supplying eleven nearby estates and private farms. Tech
nically, SIS does not sell irrigation water. Rather, users have
agreements whereby they pay SIS a portion of the costs of running
the system based on their water allocations. In addition, SIS is
a profitable, diversified farm and ranch, producing cane for pro
cessing at the MSC mill, citrus, and beef cattle (the latter for
both domestic and export markets), utilizing appruximately 76,000
acres [12].

After long negotiations, arrangements were completed to
transfer 50 percent of the ownership of SIS to the Swazi Nation.
In 1982, to quote from the CDC annual report: "Heads of Agree
ment have been signed for this direct project to be transferred
with retrospective effect from 1.1.82 to a partnership owned
equally by CDC and the Swazi Nation. CDC will continue to man
age," [13]. As in other instances of such transfers, a CDC loan
to the Swazi Nation, to be repaid long term out of dividends
earned, makes this transfer possible. SIS employs up to 2,300
people, roughly 2,000 of whom are permanent.

MSC, wholly-owned by CD~ since 1955, is now also a fifty
fifty joint venture with the Swazi Nation, with CDC the managing
partner. Unlike SIS or VIF, which are direct operating units of
CDC, MSC is a separate corporation. As a result of a major plant
expansion program from 1977 to 1979, plant capacity is currently
150,000 metric tons (mt) over an eight-month season. At the end
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of the 1982/1983 cycle, the mill produced roughly 138,188 mt uf
sugar for export. MSC owns and manages a sugar estate Jf over
12,000 acres, purchased from SIS. The estate yields about 35 per
cent of needed cane. SIS, under r.ontract, supplies about the
same quantity, and VIF produces between 12 and 15 percent. The
remainder is purchased under contract to neighboring private ITFL
farms. MSC employs some 2,300; about 2,000 are on permanent jobs
[14].

VIF is an estate of roughly 7,000 acres of CDC land, origi
nally allocated to SIS, on which at present 263 smallholders and
tneir families have been resettled from other areas of Swaziland.
In addition to their farms, which they operate under long-term
lease (twenty years, renewable) with VIF, roughly 70 acres are
managed by the Farmer's Cooperative, primarily for use as a cane
nursery. A so-called "Commercial Farm" of 312 acres is managed
by VIF staff on land not yet settled. The income from the Com
mercial Farm is used to subsidize the interest charged by VIF in
the extension of credit. Settler farms range from 8 to 16 acres;
the average acreage devoted to cane cultivation is 75 to 80 per
cent of the farm area. The remainder of the land is used for a
combination of subsistence agriculture and cash crops (potatoes,
cotton, vegetables) to be sold as the farmer wishes. Direct CDC
investment in VIF, to date, is roughly US$2.8 million [12].

Hi story

The SIS complex dates back to 1889, when King Mbamdzeni con
ceded 110,000 acres to John Thorburn in northeast Swaziland, bor
dering on Mozambique. This remote area, a wasteland really, was
a place of unreliable rainfall where game and hunters were the
main inhabitants. When CDC acquired the land in 1950, the previ
ous owners had developed 800 acres irrigated from both the Black
Umbuluzi and Komati rivers, and 2,500 acres of dryland cultiva
tion on the better soils at Vuvulane, on the eastern side of the
property. A survey done by CDC indicated that at least 30,000
acrp.s of soil suitable for irrigation could be developed with the
building of a canal drawing water from the Komati River. Water
rights were obtained. Dryland and irrigation crop trials were
initiated, and over a period of five years, it was decided that
sugarcane, rice, and citrus were best for large-scale develo~

ment; potatoes and a wide variety of vegetables could be grown
but were best suited to smallholder subsistence and cash crop
ping. From the beginning, CDC had included an outgrower scheme
in its development plan.

In 1957, a 42-mile canal was completed and named by King
Scbhuza II "Mhlume Water," meaning "good growth," and the years
of conception, planning, and basic infrastructure shifted into an
era of commercial production. In 1958, SIS sold 13,000 acres of
uncleared land to MSC, a company formed in the same year as a
joint venture between CDC (40 percent) and Sir John Hulett and
Sons (60 percent). By 1961, SIS had 4,000 acres under irriga
tion, mainly for rice production, but including 700 acres of
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sugarcane, for sale to MSC, and 300 acres of citrus. By this
time, MSC had a sugar estate of 7,500 acres and manufactured al
most 40,000 mt of sugar,mainly marketed through the South African
Sugar Industry. Development of the SIS/MSC complex moved rapidly
thereafter. The capacity of the irrigation system was enlarged,
enabling it to provide water to other private farms that in some
cases became large-scale cane suppliers to MSC. MSC capacity was
in Jsed. More irrigated land was brought into production at
S_~. CDC bought out Sir John Hulett and Sons, and MSC became a
whollyowned CDC subsidiary. In all, more than US$40 million was
invested. SIS and MSC have transformed the area into a truly
magnificent production system, which has been profitable to all
concerned and is a fine example of the productive power of entre
preneurial vision, of risk capital that is ventured with a 10ng
range view and a policy of patience, and of committed, competent
management that is willing to pioneer in order to build.

As this scheme proved its viability, two elements of CDC
policy were implemented. One related to extending benefits to
outgrowers by means of a resettlement scheme; the other related
to diffusing ownership of the venture within Swaziland as a
whole.

Benefits to outgrowers. In 1961, the first formal studies
of a pllot settler pro,Ject were initiated, and a year later the
Vuvulane Irrigated Farms were inaugurated under the control of
SIS. Land (eventually 4,000 acres) was allocated in an area of
good soils, suitable for multicropping. By 1963, the first 30
settlers were in place; by 1983, 263 families were resident. In
1972, SIS transferred the land and assets to VIF, a direct CDC
subsidiary investment that has reached the equivalent of roughly
E4 million. Further detail on the structure, results, and impli
cations of VIF, an experiment unique in Swaziland history, will
be given later in this chapter.

Diffusion of ownership. In terms of diffusing ownership and
beneflts wldely among the people of Swaziland, CDC has taken
three steps in recent years.

First, in 1977, by means of a loan from CDC to be repaid out
of dividends, the Ngwenyama of Swaziland (basically a trust that
holds the patrimony of the Swazi Nation) acquired 50 percent of
the shares of MSC. As described in an interview with W.H.
Rodgers, general manager of MSC, "At the time of the stock trans
fer, CDC also put in hand arrangements whereby the land MSC had
bought was to be handed back to the Ngw~nyama and a back-to-back
leasehold agreement entered into to enable the company to con
tinue its operations." In a letter dated February 10, 1984,
Rodgers notes that "Due to technical considerations, the actual
leasehold arrangements have taken some time and are only now be
ing finalized. However, the emotive issue of landownership had
been accepted and dealt with at the time of the agreement."

Second, in 19B2, as noted previously, SIS itself became sub
ject to an agreement similar to that affecting MSC. Finalization
of this agreement appears to be temporarily held in abeyance un
til the transition of power, made necessary by the death of King
Sobhuza II in 1982, is completed.

r
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Third, after many years of negotiation, "Heads of Agreement"
were signed under which the Swazi Nation was to form a wholly
owned, nonprofit, limited company to take over VIF from SIS, ef
fective retroactively to January I, 1982. As part of these ar
rangements, CDC agreed to make available the sterling equivalent
of up to El million for a program of drainage. According to the
CDC 1982 Annual Report, CDC will continue to manage VIF [13].
The actual transfer and the formation of new relationships be
tween the Swazi Nation and CDC were completed in December 1983.

Organization

The transi tion to greater participation by the Swazi Natiop
in the three enterprises will undoubtedly bring changes in con
trol. The exact nature and impact of these changes was not whol
ly clear at the time I visited Swaziland in November 1983.

Heretofore, SIS had operated as an unincorporated direct
project of CDC, and hence subject to control from London. Under
the terms of the proposed new partnership with the Swazi Nation,
the locus, and perhaps the focus, of policy-making is liable to
Shl~t. The ge~eral manager of SIS, a CDC employee, is likely to
remain the key operating person on site. This retention of pro
fessional management supplied by CDC is in keeping with the poli
cy adopted at the Mhlume Sugar Company when 50 percent of the
ownership transferred to the Swazi Nation.

In the case of the new organization created for the total
transfer of VIF to Swazi ownership, the situation is less ~~ear

and remains to be tested. The new company, Swazi Nation Agricul
tural Development Corporation (SNADC), will no longer have a di
rect organizational linkage with SIS. Rather, the general man
ager (Donald Nxumalo, a Swazi), is directly responsible to the
CDC regional controller for Southern Africa in Mbabane, capital
of Swaziland. The board of directors is comprised of four senior
Swazis appointed by the Nation, two CDC representatives, and two
elected representatives of the farmers.

Obviously, there is an important difference in the implica
tions for development between shared ownership of the productiv~

systems of SIS and MSC and the shift of control of VIF to t~e

public sector. Except for an internal reorganization of shale
holder interests and the distribution of profit, SIS and MSC are
likely to continue operations in much the same pattern as before.
VIF, on the other hand, touches very intimately the daily lives
and sense of security (or insecurity) of several hundred out
grower families who have become deeply involved in a socioeconom
ic experiment without precedent in Swaziland. Many of the set
tlers have now been essentially free of the constraints imposed
on rural people by the traditions and culture of their tribal
heritage. Their mode of thinking, their method of decision
making, their aspirations, the dynamics of charge in every aspect
of thought and process, and the nature of their relationship with
MSC are all inextricably entwined with feelings and questions
about the future. Some questions being asked are revealing:
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Will land tenure rights revert back to traditional control by a
chief? Will the incentives to build homes. care for the proper
ty. exercise good cultivation practices disappear with a rever
sion to past conditions? In all. since there is little evidence
in the traditional agricultural sector that governmental inter
vention has been able to stimulate economic and social progress,
why· not leave a good thing alone?

Organizationally. MSC operates independently of SIS and VIF.
except as a buyer of cane. The board of MSC already includes
representation from the Swazi Nation. Its future is less related
to ownership and policy control than to top-quality management
(which it has) and the marketing arrangements that govern the
entire sugar industry.

In the early years, all sugar was marketed by arrangement
with the South African Sugar Association. In 1964, the Swaziland
Sugar Association was formed as the statutory agency controlling
all sugar sales within Swaziland and on world markets. In 1965,
the association joined the Commonwealth Sugar Agreement. The
quota and favorable prices assigned to Swaziland became the basis
of the industry's growing success, even at a time when prices on
the free world markets were very low. With Britain's entry into
the European Economic Community, the Commonwealth Sugar Agreement
terminated at the end of 1974. Immediately thereafter, the com
petitive position of the Swaziland sugar industry changed. The
country signed the Convention of Lome, but this provided a quota
for export to the European Economic Community of only 120,000 mt.
Meanwhile, a third sugar mill was at an incipient stage of dis
cussion. When it came on stream in 1980, Swazi capacity in
creased to 380.000-400.000 mt annual1y.* Thus, Swaziland is now
cushioned to only a limited extent against prevailing low prices
on the world market.

Outreach

Vuvulane Irrigated Farms. VIF is the only outreach program
in the system, 1n the sense of extension of benefits beyond those
employed by SIS or MSC. VIF was a bold experiment in 1962 when

*The second mill, Ubombo Ranches Ltd., is a joint venture of the
Lonrho Sugar Corporation, Ltd.-UK (60 percent) and the Swazi Na
tion (40 percent). with Lonrho the managing partner. The third
mill. the Royal Swaziland Sugar Corporation, is a joint venture
of the Swazi Nation and the Swaziland government (65 percent)
with the Nigerian government. Tate and Lyle, Ltd., Coca-Cola Ex
port Corporation, Mitsui and Company Ltd .• CDC, German Develop
ment Company, and International Finance Corporation (IFC). Tate
and Lyle Technical Services. Ltd .• are the management contrac
tors. Neither of these mills has an outgrower program, in action
or planned, that in any way resembles VIF's outgrower venture.
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the project was formally inaugurated. To quote from J.R. Tuck
ett, the first general manager of VIF, manager of VIF,

When the scheme started, it represented to the vast
majority of Swazis an entirely new concept in their ap
proach to farming and land use. Payment for the use of
land and for the availability of water, complete depen
dence upon arable crops rather than on livestock, the
techniques involved in irrigation and modern farming
methods, the idea of leasing land rather than receiving
rights from the Chief, the new disciplines involved,
and the unfamil iarity of sugar production; all t!lese
factors and mOi'e were foreign to those for whom small
holdings were intended. Also they were foreign and
somewhat suspect to many Swazi chiefs and leaders from
whose areas the settlers were to come. It was scarcely
surprising that at first there was no rush to apply for
holdings.

From the outset, settlers were drawn from all parts
of Swaziland, and although applicants were few (84) in
the first year, the people applying for farms by 1970
exceeded 1,000 each year..•. It has, in fact, been
obvious enough that whatever problems and imperfections
may have been encountered in establishing VIF, these
have not been great enough to deter good Swazi farmers
from wishing to join the scheme in great numbers [15J.

VIF management, either directly or through district adminis
trations, sought applicants for farms throughout Swaziland and
gave details of those who fulfilled the selection criteria to a
selection committee. This was originally chaired by the district
commissioner and included the district agricultural officer and
an expert in Swazi genealogy. Later, the committee consisted of
representatives of the Ministries of Agriculture and Home Af
fairs, the Swaziland National Council, and VIF management. In
general, farmers selected from various occupations have proven
satisfactory and 263 farms from ten to sixteen acres were settled
by 1974. At that time, further expansion to 400 settlers was
halted pending agreement with the government on the future organ
ization to manage VIF.

Four main criteria for selection are used: A farmer must be
a Swazi; healthy; of good general character; and prepared to make
his home at Vuvulane. All other things being equal, a married
applicant whose family can help with the farm work, and who has
proved to be a good farmer at home, would be given preference.

Once selected, a farmer is allocated a farm by lot. On ar
rival, the farm will have been cleared, leveled, ploughed, disced
once, and will be supported by an infrastructure of roads and ir
rigation canals. All costs to this point are borne by VIF. The
farmer is shown where he should build his house, but the style
and building of it is left to the family. The 75 percent of land
to be devoted to sugarcane is planted by the farmer using seed
cane and inputs made available on credit from VIF.
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During the first year, building materials are available on
credit, as is a subsistence allowance provided from a revolving
fund made available by Oxfam (UK) [16]. A monthly statement is
issued to each farmer showing amounts due VIF. In all cases of
credit, repayment is deducted from the farmer's annual harvest
check for sugarcane. If accuracy is agreed to, the farmer signs
his confirmation.

The conceptual framework for VIF included the goal of making
the project economically profitable so that all costs including
administr~tion could be recovered and the high capital cost of
developing the land and the infrastructure amortized over a rea
sonable length of time. To move in this direction, the farmer,
based on a leasehold of twenty years originally, pays rent, a
standing charge for water, the cost of cane cutting and transport
to MSC, and any use made of equipment drawn from a tractor pool
operated by VIF. It has become clear that VIF is unlikely ever
to recover for CDC the original development costs and still be
come profitable for the farmers. Figures that do reveal profit
ability, therefore, really do not include a financial burden re
lating to land preparation and infrastructure, as these were
costs CDC was prepared to bear within the context of the whole
agro-industrial complex. Keaping these facts and assumptions in
mind, the financial data in Table 4.1, as made available by CDC
at mid-year 1981, are indicative of the financial performance of
VIF as a CDC investment.

Table 4.1
Financial Status, Vuvulane Irrigated Farms

Total Invest
ment Through

1982

E3,190,000

Profit After Taxes

1978••. E 19,000
1979... 72,000
1980... 177,000
1981. .. 160,000
1982 ... 106,000

Profit as a Percent of
Average Capital Employed

5.11
6.93
9.92
9.54
3.79

Source: Project Data summary sheets and up-dated information
provided by CDC project director during interview in
London, December 1983.

Finally, it may be noted that VIF relates to the farmers and
their families largely in the technical area involving crop cul
tivation. A Swazi general manager has under him a total of nine
qualified staff, inclUding three expatriates: the senior agron
omist, field services manager, and project accountant. Day-to-
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day advice to farmers is carried out by four field advisor~, each
responsible for roughly sixty-five farmers. The advisor's offer
help on all crops, as well as channeling requisitions for trac
tors and other required farm inputs. Regular group meetings are
held for airing grievances, as well as for teaching new tech
niques of production, marketing, or whatever.

Every effort is made to build a community spirit, but re
sults to this end have been baffled somewhat by the close rela
tionships maintained by the settlers, even after many years, with
the homes they left. A significant part of such investment capi
tal as families save at Vuvulane is actually invest~d, often in
cattle, in their home village. As a general observation, it may
be said that while VIF has been very successful on the production
side of its g0als, it has been less so in bringing the settlers
into a coherent social structure capable of taking full advantage
of the economit opportunities the VIF experience has created. In
this regard, it is questionable that bringing VIF into the struc
ture of a publi: corporation, with Swaziland carrying the cost of
further develrpment, is an ideal approach. This point is dis
cussed further later in this chapter.

Training and Welfare

CDC has a long-standing commitment to the training of na
tionals, the provision of good housing, medical care, and as wide
a range of social and recreational amenities as are feasible.
The workers at SIS and MSC clearly benefit from these policies.
MSC, for example, has an impressive array of activity. The com
pany maintains a separate training center for on-site skill
development and upgrading job opportunity. Included in this
program is an extensive scholarship project that sponsors employ
ees to attend either the University College for courses in agri
culture and industrial management, or the Swaziland College of
Technology for courses in crafts and technical skills. All work
ers ~re given free housing and utilities; modern medical services
are provided free. In all, MSC management estimates that 25 to
30 percent of all cash paid out in the course of an operating
year supports the social outreach of the company.

Mananga Agricultural Management Centre

No discussion of the CDC outreach program in Swaziland would
be complete without mention of the Mananga Agricultural Manage
ment Centre (MAMC). In 1970, CDC recognized a basic and pressing
need in all the developing countries in which it operates for
junior and middle-level managers and extension workers, and no
existing institution seemed adequate for the purpose. It was
agreed that MAMC would be built and staffed on such a scale that
it would be able to offer training facilities to satisfy the re
quirements of CDC projects worldwide, and to help improve project
management in developing countries in general. It was then de
cided to base the program in Swaziland to take advantage of the
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variety of project, development, and rnaniluement problems that the
irrigation complex provided. Since then, over 1,000 management
trainees from over forty countries have taken specialist courses
while in residence at MAMC. Programs in the planning and control
of agricultural managemf!nt, senior management in agricultural
development, and other shorter, specialized courses are offered.

As of the end of 1902, CDC investment in MAMC stood at
El,24U,000. During 1982, 113 students from allover the world
were in residence for periods up to three months. In addition,
206 students attended in-company courses at various CDC sites in
Swaziland. The revenue deficiencies met by CDC in 1982 amounted
to E391,OOO. The center has been stro,lgly supported by the COIII
monwealth Fund for Technical Cooperation, and increasingly, schol
arships and program support are being provided by a wide variety
of international aid agencies.

PAYOFF

For the Host Country

The payoff has been large by any Swazi standard. At very
low cost to the nation, a large wasteland has been converted into
one of the most productive and profitable agricultural-industrial
areas of the country. In the process, the Nation has been able
to purchase millions of dollars of assets in improved land, irri
gation facilities, infrastructure, and manufacturing plants out
of deferred earnings rather than with up-front cash. National
revenues have been contributed to very substantially, year after
year. For example, in 1982, the foreign exchange earned by the
SIS/MSC/VIF complex was E51.39 million. Approximately 5,000 peo
ple have gainful employment. VIF has demonstrated the capability
of Swazi farmers to reach impressive levels of productivity given
the right incentives, thereby providing potentially valuable in
sights to those concerned with the poverty and low productivity
that characterize the Swazi National Lands.

For the Company

The results have been impressive in many ways. All three
ventures have been profitable. SIS and MSC pretax profit in 1982
was stated as E4.2 million. The progress of MSC has been excel
lent, as the results shown in Table 4.2 illustrate. CDC loans
have given the Swazi Nation an opportunity to enlarge the nation
al patrimony in a creative way, supportive of the harmony sought
in public and private sector collaboration. VIF has expressed
CDC development objectives. In all, the sheer accomplishment of
the scheme in converting a wasteland into an efficient, profit
able, productive area has to be a matter of pride to CDC and the
British government.
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Table 4.2
Five Year Profit and Loss Summary. Mhlume Sugar Company
(E1.14 = US$l, November 1983)

1977 1978 1979 1980-81* 1981-82
E.OOO LOOO LOOO LOOO E.ooO

Proceeds-Sale of sugar and nlolasses 20,620 27.457 31.795 41,090 45,022
Less-Cost of sucrose 14,228 18,814 23,028 28.999 30,860
----- Mill production costs 3,768 4.197 5,675 10,780 9,447
Hill profit 2,624 4,446 3,092 1,311 4,715
Estates profit (loss) 100 2.007 1,805 (793) 1,894
Misc. receipts (pa~~ents) net 1.182 1,350 1,079 -ill) -ill
Profit before interest and tax 3,906 7.803 5.976 2,042 6,742
Less-Interest on debentures 97 94 88 98 60

Interest on temporary borrowings - 55 287 2,622 2,471---
Profit (loss) before tax 3.809 7,654 5,601 (678) 4,211
Less-Income tax 1.524 2,885 -** -** -**

Transfer to (from) tax equaliza-
~} (758)tion account -ill} - 1,500

NET PROFIT 2,298 4,814 5.601 80 2,701
Dividend 500 2,000 2,000 4.000 1,500
Retained profit inclUding appropria-
tion to reserves 1,798 2,814 3,601 (3,920) 1,201

* 16-month financial period, includes two non-income-earning off-crop periods.

** Tax allowance on mill expansion expenditures.
Source: Mhlume Sugar Company. Ltd •• project data summary sheet. 0\

\0
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For the People

The economic p~yoff is unequivocal for the farm families at
VIF. For the 5,000 employees (more or less) of SIS and MSC, a
weekly paycheck, free housing and services, free medical care,
opportunity for schooling and upgrading skills, and free recrea
tional facil ities clearly add up to an impressive change for the
better for all these people and their families. In 1982, sugar
cane deliveries from VIF to MSC yielded a gross revenue to the
farmers of £2.5 million. After deducting all costs and adding in
the cash value of potatoes, cotton, and vegetables estimated to
have been sold, VIF management judged that the net return, per
average farm in 1982, was between £6,000 and £10,000.

In more personal and social terms, the payoff to the farm
families at VIF might be questioned. Some farmers still do not
trust VIF to be acting in the best interests of the settlers. Why
do rents and water charges keep going up? Why is bad drainage not
avoided so that land might produce more? Why was there a water
shortage? Why isn't there good potable water? Clearly, the ex
tension services have not made the entire system and its problems
understandable to all the farmers. In this broad sense, farmers
are not sUfficiently participatory.

Further, there is no feeling of community, at least not
enough to give everyone a sense of permanence. Where people came
from, even twenty years ago, is still home, It has often been
said that this is changing slowly, helping to bring about an at
titude of allegiance to Vuvu1ane. However, lack of participation
in decisions affecting the future combine with uncertainties over
the terms of the leasehold itself to maintain a sense of insecur
ity. This is now exaggerated by the knowledge that CDC has nego
tiated a transfer of VIF to the Swazi Nation, without it being
clear to the settlers what this transfer implies regarding land
tenure, lease renewal, and other factors of constraint typical of
tile interplay between farmers and the traditional sector of gov
ernment.

There is also some indicaticd that malnutrition is more
widespread among children than might be expected in such a boun
teous place. No study exists to quantify the situation. However
during interviews at VIF headquarters, with the VIF manager, the
head agronomist, several farmers, and the home economist then on
the staff (late 1983), all agreed that there was a nutritional
problem due to an unbalanced diet. The home economist, who was
then scheduled to leave VIF by the end of the year, had recently
initiated a program encouraging women to cultivate "kitchen gar
dens," but support for this program did not seem to be adequate
or long range in design.

Finally, one of the concerns of the VIF professional staff
has been the frustrating experience of trying to organize the
farmers into a marketing system to ensure a better return un
their garden crops. Farmers still try to market individually.
Vuvulane has attracted buyers to the area, but this method of
marketing is disadvantageous to the farmers. In all fairness to
the VIF staff, organizing efforts to establish a farmers' cooper
ative failed even though the cooperative was given four leases in
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which to grow seed and sugarcane as an underpinning. It is well
recognized that only a continuous, sensitive educational effort
would have a chance of success. One gets an image of a vigorous,
economically self-sufficient venture waiting to be developed, but
without the necessary leadership to convert the concept to a
practice. A commercial enterprise built around other crops
than sugarcane is important to establishing stability in the
VIF system, so that any decline in the demand for cane due to
excess productive capacity in Swaziland can be quickly balanced
by a shift in crop emphasis.

Bringing to light these manifestations of disquiet and unat
tended economic opportunities to diversify the base of VIF opera
tions is not meant to demean the accomplishments of the past two
decades. ~at is intended, rather, is to emphasize the point
that the human and economic dynamics that inevitably characterize
a successful outgrower program breed conflicts that threaten suc
cess and create opportunities to resolve conflict. Neither of
these basic elements of the change process ought to be denied, if
the remarkable advantages a scheme like VIF offers are to mature
and endure.

In the case of VIF, CDC has built in an unusual capability
of the venture to help support the cost of a more comprehensive
and integrated program of development. A single market channel
for sugarcane s'implifies and stabilizes the economy of VIr: farm
families. By allocating gooo land to VIF and providing an infra
structure, including irrigation facilities that could be expand
ed, at a cost not paid for by VIF alone, farmers do have the op
portunity to take full advantage of a diversified agricultural
potential. Finally, the broad spectrum of foodstuffs that can be
grown and that are already partial~y commercialized provide a
base for profitable investment~ in production, grading and pack
aging, and marketing. Integrating all elements of the economic
potential of VIF: would generate a cash flow that might pay for
the costs c,i' l1'ana Jement needed by the farmel's to convert the op
portunity to a prof;table operating system. In turn, the system
could we11 support staff to harmonize the needs of people with
the demands of sound business practices as well as to anticipate
tensions, resolve conflict, and optimize benefits;

This point was frequently discussed during visits in both
London and Swaziland, and always a dilemma remained: Could the
future of rural development at VIF ever he put into the hands of
the people there, or must further development be linked to a role
played by external managers? A point of view held within CDC.
tempered by long experience, was expressed this way: "It ir hu
man, not technical, problems that have to be overcome. Alth~~gh

VIF has been running profitable for the farmers for 20 Y':'dr's,
there has bep.n no breakthrough in achieving the growth of a 5~t

isfactol'y system operated by the farmers themselv~s. This is
hardly a cause for optimism." The question raised, in the e~d,

is whether or not the failure to develop a self-sufficient syst~11'

is inherent in the people or inherent in the methods emp10y2d :0
bring it about. However CDC may an~ 'er the question, it is "n"
that challe:nges the planners of all agro-industrial ventl'res W',I)

•
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give consideration to rural development as an integral responsi
bility.

POLICY IMPLICATIONS

For the Host Country

ihere are two significant areas of policy affected by the
SIS/MSC/VIF enterprise: one involving little change, the other
suggesting a fundamental change. In the first instance, the
Swazi policy of encouraging free-ente~ :ise agro-industrial ven
tures, even while finding means to take an equity position, seems
to require little change. This is especially true so long as
equal emphasis is placed on competent professional management.
This policy has been of great benefit to Swaziland in bringing
large underdeveloped areas into production with consequent em
ployment, tax generation, and foreign exchange earnings.

In the second instance, the VIF experiment raises a funda
mental issue affecting the possibility of bringing Swazi National
Lands to a higher level of productivity and offering the thou
sands of smallholders farming this land a more satisfactory level
of income and quality of life. There is no argument over the
validity of Swazi policy that attaches basic and dearly held val
ues to the traditions and customs of the nation. Yet, as the VIF
project clearly demonstrates, Swazi farmers are capable, when
motivated by modifications in traditional control over land use,
of attaining very high levels of productivity and net earnings.
The challenge to the Swazi Nation, therefore, is to avoid dogma
tism in the perpetuation of custom, ~ven while finding acceptable
changes in land tenure and fraehold rights to the fruits of in
vestment. Policy might well encourage careful experimentation.

For the Company

The policies of CDC, (as detailed in Chapter 13, Section 1)
are already enlightened and comprehensive in their approach to
the use of capital invested for profit, competent professional
management, and patience as catalysts to development. However,
the SIS/MSC/VIF experience in Swaziland (and the Mumias Sugar
Company case in Kenya), at least raises the question as to wheth
er or not CDC policy adequately covers either the potential for
conflict or the potential for broad economic and social develop
ment that arises when rapid change is introduced to large numbers
of people with a traditional culture.

Introducing policies that extend the responsibilities of a
profit-making enterprise beyond the boundaries of normal, prudent
business practice does bring CDC into very delicate areas of ac
tion. A r~al strength of CDC as a development institution is its
ability to venture into arenas of higher risk than a privately
held international organization might consider. At the same
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time, this strength, which arises out of the public character of
CDC, is tied to political sensitivities that constrain decisions
to enter into the lives of rural people impacted by CDC invest
ments.

The dilemma faced by CDC, then, is this: On the one hand,
the charter of CDC brings the corporation into situations where
it is the primary force for change in the lives of many people
and where there is likely to be no other competent leadership to
help these folk extract whdt benefits there may be and to mini
mize disorder. On the other hand, if CDC accepts too much re
sponsibility for the people and their future, will that be of
fensive and too costly? By what right, moral or logical, should
CDC become the guiding light, illuminating the "best" way for a
peop1e, to deve lop? If CDC mus t choose between a pol icy that gi ves
first priority to the economic success of an enterprise and a
policy that may jeopardize a level of profit judged necessary to
attract investment, is there a choice?

In the eyes of some CDC executives, the problem is not, in
its Most fundamental nature, one of cost versus profitability.
To quote from an exchange of correspondence with one CDC execu
tive:

It is much more a question of where the responsibil
ity of the foreign organization should stop and that of
the local government begin. I would see it as the role
of government to pick up the essentially social devel
opment of the people. It should not be the function of
foreign agencies to set up a mini-welfare state. On the
other hand, I agree that the opportunities for govern
ment action might well be a matter for joint coordina
tion.

Equating action to ensure social development to a welfare
state is a seriously flawed proposition. The thrust of socio
economic change is not toward dependency on government or the
private sector. To the contrary, it is toward self-sufficiency,
greater knowledge, good management of human and physical resourc
es, expanding opportunities, participation in decision-making,
and whatever else hplps eliminate charity and paternalism. Obvi
ously, there are no easy answers to these questions. One may
argue that just as the Swazi Nation may need to reexamine the
play of custom and constraint, so CDC may need to reexamine its
policies defining the limits of change to which it can and should
direct its resources.

For the Donor Country

U.S. development policy, in Swaziland as elsewhere, is di
rected to encouraging the maintenance of a free enterprise stance
in the country. USAID is certainly also focused on the problem
of low productivity and poverty among the rural people on Swazi
National Lands. However, it may be important to the total thrust
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of development in Swaziland to direct both policy and resources
toward capitalizing on development opportunities created by the
larger farms, ranches, and agro-industrial complexes. It cannot
be assumed that the economic resources generated by such capital
inten~ive enterprises will be sufficient or, even if sufficient,
will be allocated to development activity to ensure for the peo
ple impacted the "good" inherent in the opportunity. It would
seem desirable to examine the possibilities of collaboration with
the commercial sector of Swazi agriculture to extend the limits
of success, not only econn1ically but developmentally.

The powerful moving force of CDC, in Swaziland and in fifty
countries of the Third World, suggests that U.S. policy deliber
ations at least give consideration to the use of a similar organ
ization to catalyze integrated rural development in the mode of
free enterrrise. As an example of the impact CDC can generate,
the following list of CDC investments in Swaziland is very im
pressive.

CDC involvement in Swaziland.

1. The SIS/MSC/VIF/Mananga Agricultural Management Centre
has already been described.

2. Ezulwini Properties (Pty.) Ltd.--A loan to the Swazispa
Holdings, Ltd., to build and operate a 200-bedroom Holi
day Inn near Mbabane.

3. Neopac (Swaziland) Ltd.--A joint venture with the govern
ment of Swaziland (10 percent), National Containers
(Pty.) Ltd. (79.38 percent), and NedBank Nominees, Ltd.
(0.5 percent) to produce corrugated cardboard containers,
principally for citrus fruit and pineapple.

4. The Royal Swaziland Sugar Corporation, Ltd.--Joint ven
ture with the government of Swaziland (32.4 percent),
Tibiyo Taka Ngwane Fund (Swazi Nation, 32.4 percent),
federal government of Nigeria (10 percent), Tate and Lyle
plc (8.7 percent), DEG-German Finance Company for Invest
ments in Developing Countries (5 percent), Coca-Cola Ex
port Corporation (4.2 percent), Mitsui and Company, Ltd.
(3.8 percent), and International Finance Corporation
(1 percent). Loans included funds from CDC, the Swazi
land government, the Swazi Nation, German Deve10pment
Company, European Investwrnt Bank, Barclays Bank, and
IDC/CGIC (machinery suppliers from the Republic of South
Africa). This combination of financial and technical re
sources was a unique creation of CDC and is a compliment
to its reputation and capability.

5. Shiselweni Forestry Company, Ltd.--A wholly owned CDC in
vestment in a 22,732-acre forest of pine and eucalyptus,
and in an extraction plant for eucalyptus oil for export.

6. Usutu Pulp Company,Ltd.--A joint venture with Courtaulds,
plc (UK), and some participation by the Swazi Nation, to
develop and manage a pine plantation of 150,000 acres and
to build and operate a pulp mill with a capacity of
175,000 mt/year.
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7. Swaziland Electricity Board--A loan, along with other
loans from the government of Swaziland, World Bank, Afri
can Development Bank, Swaziland National Provident Fund,
and German sources, to construct a 20-megawatt hydropower
station and a 24 million cubic meter storage reservoir on
the Lususwana River.

8. Swaziland Fruit Canners (Pty.) Ltd.--CDC has twice helped
to rescue this cannery, which also operates a 3,325-acre
pineapple plantation of considerable importance to sur
rounding farmers.

The range and complexity of CDC activities is almost beyond
description. I believe that no new venture in agro-industry,
especially programs with a nucleus-estate/outgrower structure,
should proceed without reference to the CDC experience. The sig
nificance of the model CDC presents for adaptation and replica
tion should be carefully analyzed and possibly adapted as an ele
ment of U.S. aid.
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Pinar: A Milk Processing
Operation in Turkey
Ruth Karen

SUMMARY

The case of Pinar, in Turkey, provides an intriquing and
instructive contrast to that of the milk processing enterprise of
Hindustan Lever Limited (HLL--Chapter 2) in India. HLL is part
of a global corporation; Pinar is a wholly (urkish enterprise.
HLL does not compete with public corporations; Pinar is the only
private company in an industry that had been a government mono
poly, a monopoly characterized by constant losses and public sub
sidy. Pinar, like HLL, realizes that the agricultural economy in
its zones of influence cannot prosper without diversification
from a base of small-scale dairying, and both companies have in
stituted long-range development plans to produce and process
other raw materials. Both companies have found it wise and prof
itable to maintain a carefully crafted system of extension and
close personal interaction with their suppliers and th8 life of
their communities, and each has been careful in extending its
inter-relationships into the problems of human development that
grow out of the economic impact of jobs and increased on-farm
income. Although Pinar and HLL arise out of strikingly different
corporate environments, the manner in which each has developed a
profitable industry based on the responses of very traditional
rural people is a classic example of the extraordinary power of
agribusiness to accelerate change in similar ways, in totally
different cultural contexts.

Pinar was launched by its parent company, Yasar Holding, in
1974. By 1983, the company was working with 21,000 farmers in
296 villages. Pinar has 900 Turkish shareholders; forty percent
of equity is held by farmers, large- and small-scale, who took up
the standing option held out to all suppliers to buy stock.

Pinar is a profitable, growing business. It has brought
singular economic benefits to a large number of rural people and
holds out the realistic promise of more to come. Problems re
main. The cost of credit for farmers remains a constraint. Ex
cept for the relatively small number of marketing cooperatives,
farmers remain unorganized and thus weakened in their thrust to
self-sufficiency, not only economically but also in a social
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development sense. While the economic base underpinning the
farmers who supply Pinar is stronger than ever, their dependency
on the policies. acti0ns, and capability of Pinar is, perhaps, a
weakness to be addressed by corrective action now. If corrective
action is agreed to be necessary, how do the farmers, Pinar, and
the government of Turkey join together with mutual responsibility
for planning Rnd implementation? This is a question of deep con
cern to Pinar management.

COUNTRY BACKGROUND

Socioeconomic Overview

After a period of economic, political, and social turmoil
that culminated in a disastrous bout of stagflation in the late
19705, a comprehensive set of stabilization and economic recovery
measures launched in 1980 succeeded both in sobering the economy
and turning it around. An inflation rate that exceeded 100 per
cent in 1980 was brought down to 20 percent by mid-1983. Real
per capita income, after falling in 1979 and 1980, rose in 1981,
1982, and 1983. GOP growth exceeded 4 percent in 1982 and was
heading up in 1983. The balance of trade also improved; from
mid-1981 to mid-1983 Turkey's exports doubled while imports re
mained level.

By 1983 the country was also moving back toward a civilian
government and gradually evolving a democratic political struc
ture. Terrorism and banditry, which had been rampant in the late
1970s, particularly in the rural areas of the country, had 1arge- ~~~
1y been brought under control. The social tensions this violence
had created had been alleviated and the results were evident in
the small villages and outlying farms I visited while conducting
field research for this case history.

Relationship with the United States

Turkey's relationship with the United States appears to be
on a sOijnd footing politically and economically. Evidence that
this re1ationshio is becoming closer in productive ways came in
June 1983, when the U.S. National Science Foundation signed a
memorandum of understanding with the Technical Research Council
of the Republic of Turkey. The five-year agreement established
an organization of Turko-American scientists with a mandate co
transfer technology in order to increase agricultural and indus
trial productivity, to help remove bottlenecks in the Turkish
economy, and to establish effective cooperation between the cen
tral government of Turkey, Turkish universities, and the Turkish
industrial sector.
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The Role of Agriculture

The role of agriculture in the Turkish economy is paramount.
Of Turkey's 45 million people, 60 percent are engaged in agricul
ture. Agriculture develops 21 percent of the gross national in
come and makes a major contribution to Turkish exports. Turkey
is one of the few dev~loping countries that feeds itself, and
that has no shortage of arable land.

As a matter of policy, the Turkish government is closely
involved in agriculture. There are price supports for all of the
country's major crops (tobacco, cotton, grapes, meat, sunflowers,
soya, tea, and olives) although support prices tend to be sub
stantially below market prices. Other fruits and vegetables,
which do not have support prices and are allowed to respond to
internal and external markets, make an important contribution to
farmer income.

Turkey has an effective agrarian bank, which has a far
flung network of supervised credit and, in 1983, disseminated
US$2.2 billion in rural lending operations; $523 million of that
for agro-industry. The bank pay~ special attention to family
farms.

The government also now encourages its network of national
and regional universities, particularly those with agricultural
faculties, to work with farmers and with agro-industry. Finally,
the government is eng~ged directly in some sectors of agricul
ture, including stock breeding (sheep, cattle, water buffalo, and
goats). It also has extensive operations in milk processing.

ENTERPRISE BACKGROUND

Pinar is a member company of a conglomerate, Vasar Holding,
that has a total annual turnover of about US$400 million. The
conglomerate began as an industrial enterprise, mainly in the
chemical industry, but moved into agro-industries in the early
1970s. The corporate philosophy prompting this rl;"~rsification

was the recognition by the chairman, Seljuk Vast 'lat making
use of Turkey's existing agro-economy as a basis 1, ndustrial-
ization made sense both for the country and for the ~vmpany. The
strategy was endorsed by Deputy Chairman Ali Nail Kuhali (who has
a Ph.D. in economic development from Washington University), who
believes that the most effective way, and the least expensive in
terms of hard currency, for Turkey to exploit its comparative
advantage is to introduce the technology of production and pro
cessing into its existing agricultural base.

Corporate Strategy

The corporate strategy demonstrated its soundness in the
chaotic late 1970s, when most industrial firms in Turkey worked
at 30 percent capacity, with the industrial enterprises of Vasar
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Holding no exception. Yasar Holding's agribusiness, however,
continued to operate at full capacity, with the result that Yasar
Holding, as an entity, emerged from the economic wringer stronger
than before.

Corporate History

Yasar Holding began its diversification process into agro
industry with an undertaking to produce Tuborg 8eer, using
Turkish barley and importing the most advanced technical know-how
from United Breweries of Denmark. The milk processing facility,
Pinar, was launched in 1974. At that time, milk processing was a
virgin area for the private sector. There were numbers of
government-owned and -operated milk processing facilities, but,
as the managing director of Pinar notes in an interview, "They
didn't work very well. We thought we could do better."

The reason Pinar thought it could do better was that its
market surveys showed thet the market for high-quality milk prod
ucts throughout Turke} ~as not being supplied adequately, and
certainly not imaginatively. An illustration of Pinar's innova
tive approach to the market is its design of special products:
prepared salad dressings and packaged cream cheese, designed for
Turkish workers and their families who have returned from indus
trialized countries such as Germany, where they got used to con
venience foods.

On the production side, a Pinar survey demonstrated that the
Aegean region, traditional heartland of agricultural production
in Turkey, had a good number of farmprs either already engaged or
interested in livestock breeding. Tile task would be to work with
these farmers to upgrao~ their cattle and to improve the quality
and quantity of their milk. This became the company's main ob
jective, along with the construction of a modern, technologically
advanced plant, ~ith relevant expertise imported from abroad.
Pinar has a licensing agreement with Dart and Kraft (U.S.) for
products and with Tetra Pak (Sweden) for packaging.

Equity Arrangements and Growth

Pil.ar has 900 shareholders. Forty percent of the equity is
in the ''3nds of Yasar Holding; 20 percent in the hands of another
holding company and a bank; the remaining 40 percent is spread
among both large- and small-scale farmers. The financial package
to launch Pinar was put together in 1973 and construction of the
plant started in 1974. The plant began operations in June of
1975, processing 12 million tons of milk that year. By 1983, the
plant was processing 70 million tons.

Pinar operated at a loss only during its start-up year,
1975. It has been profitable every year since then and its re
turn on investment (ROI' has been impressive. With an investment
capital of 300 million Turkish pounds (T£), profit in 1982 was
T£500 million. (The conversion rate used throughout this chapter
is T£4.14 = US$I.)
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At start-up in 1975, Pinar operations involved 9,000 farmers
in 150 villages, 7 cooperatives, and 50 big farms. In 1983, the
company was working with 21,000 farmers in 296 villages. Milk
intake in 1983 was derived 68 percent from small farmers, 18 per
cent from 38 cooperatives, and 14 percent from 155 large farms.
Pinar also provides 750 off-farm jobs in its factory, plus an
other 500 for an array of supporting services.

Future Plans

Pinar's plans for the future are to expand its successful
oper?t1on based from the Aegean region of Turkey to the Mediter
ranean region of the country; to expand its own sales organiza
tion from the Aegean to other regions of Turkey (where presently
it operates through distributors); and to step up its exports,
primarily to the Middle East. Pinar now exports, via refriger
ated trucks, to Kuwait and Saudi Arabia.

More fundamentally, Pinar's future plans are designed to
solve the problems of its supplier farmers for whom dairy cattle
alone is not a viable economic proposition. The company is al
ready in the process of establishing a feed plant to supply farm
ers with quality feed at a reasonable price and plans to con
struct a meat processing plant so th~t farmers can raise beef
cattle alongside their dairy cattle to produce a higher combined
income.

RELATIONSHIP WITH FARMERS

Company Philosophy

The management principle that governs the operations of
Pinar was articulated by its chief executive offic~r.

The farmer is the base of our enterprise. Our wel
fare depends on his welfare. The two are insepareble.
We know that helping the farmer upgrade the quality and
quantity of his milk, and offering him a dependable
market for it, is not enough for his human welfare and
for the development of the villages and of the region.
We have to help solve the farmer's overall problems
which are both economic and social.

Company Practice

Pinar expressed its concerns from the beginning. While it
was still constructing the plant, it announced the price it would
pay for milk. Rather than take advantage of a fluctuating market
that brought prices down severely during the summer, Pinar pro
claimed that its price would be steady throughout the year.
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Moreover, the price that was offered was somewhat higher than the
existing market price. In addition, Pinar shared with the farm
ers its own forecast for milk prices for both the short and the
medium term.

Pinar also announced that it would collect milk every day of
the year and established a collection system to do that. This
contrasted from the outset with the system of government-owned
and -operated mi1'k processing facilities, where milk is not col
lected on weekends or holidays. As one farmer put it: "The gov
ernment plants run on bureaucratic time, not on cow time."

Also from the beginning,Pinar supplied veterinary services-
"on cow time," not "bureaucratic time"; checked out cattle feed
for farmers for both quality and price; procured government cer
tified seeds for forage, wnich an individual small-scale farmer
could not obtain on his own; instituted quality-control proce
dures for milk; and produced a monthly newspaper designed for the
farmer and his family. That newspaper, laid out mainly in comic
strip style with text, deals graphically with any and every prob
lem a small farm family faces in Turkey. It addresses both the
men of the family who, in Turkey, do most of the outs~de field
work, and the women to whom, in most cases, the care of animals
on the farm is entrusted. There is even a funny page with car
toons and puzzles.

The problem of illiteracy, which still exists among some
adults on the farm, has not proven an obstacle. "There's always
someone in the family who can read." Quite often that someone is
one of the children, for whom reading the newspaper to parents is
both a practical education and an important enhancement of value
in the family. It is also a demonstration of the practical ad
vantages of going to school.

In an even wider circle developing from the same center, the
company sponsors an annual contest for schoolchildren throughout
Turkey, who draw or paint scenes of the pleasures and joys of
country life. The winning entry gets wide distribution in the
form of a note card that the company distributes allover the
country.

Pinar has structured its relationship with the producing
farmers into a three-layer system. The first layer consists of
"collectors," who are assigned a territory that covers anywhere
from a half-dozen to twenty villages and who, using their own
cars or trucks, make the rounds of their vi1iages each day to
pick up milk from the farmers and deliver it to the company's
network of refrigerJted collection stations. The company trains
collectors in milk quality, ledger keeping, and accounting.

The second layer consists of "field representatives," who
are assigned a region in which they suoervise the collectors, as
well as maintaining their own direct relationship with the farm
ers.

The third layer consists of "inspectors," who f~n out from
headquarters and act as a triple check on the relationship be
tween the company and the farmers. They look for any problems
that may have developed between collectors and farmers, or among
collectors, that have not come to the attention of the field rep
resentative, or that the field representative has not been able
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to solve. They also back up the field representative when eco
nomic or sociopolitical problems arise that the field representa
tive cannot handle at his level of operation.

The Field Representative

The most important human link bct=cen the company and the
farmer is the field representative, usually an attractive and en
ergetic young man with at least a high school background and some
agricultural education, who has to combine dynamism with diplo
macy, a visible concern for the farmer and his problems with a
controlled temper and a capacity for cool judgment. A successful
field representative is regarded by the farmer as an improbable
amalgam of son and consultant, expert and problem-solver. Obvi
ously, such men are hard to find.

Field representatives are selected primarily from responses
to advertisements the company places in both regional newspapers
and the daily newspapers of Izmir. The ads are fairly explicit.
They ask for men under thirty-five years of age, who have no re
strictions on travel and have a driver's license. The preferred
background calls for agricultural engineering, veterinarians,
agricultural technicians, or health officers for cattle. Amini
mum requirement is graduation from high school. The company re
ports that it has had satisfactory results from high school grad
uates who have gone on to do their military service, especially
if that military service resulted in some technical or vocational
training. What is not in the ad but becomes, in fact, a primary
criterion for hiring a field representative, is that he must be a
practical man with a feeling for people, and must be both socia
ble and trustworthy. The company goes to considerable trouble to
recruit and train candidates and to check on their background,
personal as well as professional.

Field representatives are trained for three months, in the
factory, in the company's laboratory, at milk collection sta
tions, and by visiting farmers in the company of an experienced
field representative. Their training is backed up by a fifty-page
technical manual and a twenty-five-page administrative manual.
After the three-month training period, during which they receive
a basic salary, field representatives are remunerated with a sal
ary plus commissions that relate to the quantity and quality of
milk their region produces.

From the outset, a field representative's job has a socio
political dimension. He lays the base of his relationship with
the farmers of a village by calling on the three leading person
alities of the Turkish rural community: the mukhtar (an elected
mayor); the imam (a religious leader sent by a central religious
authority); and the teacher, who is appointed by the government.
This triad identifies the other influential people in the vil
lage, who introduce the field representative to the farmer.

Occasionally, a cultural barrier has to be hurdled, ~nd po
litical resistance overcome. An imam can be concerned with what

~ the relationship with the company will do to the role of women,
especially since animal care falls mainly into women's domain.
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A rllukhtar, or more often the teacher, can turn out to be a polit
ical firebrand with anti-capitalist notions, who sees private
sector companies as class enemius, and is particularly suspicious
of companies that are large and have international connections.

One field representative illustrated how he had solved such
a political problem. He overcame ideological resistance by point
ing out how an involvement with Pinar was important to the farmer
and valuable for the village. He did this in a series of dis
cussions to which he brought the opponent's peer, with whom the
company had already established good relations, from another vil
lage. He had clinched his arguments with the direct testimony of
farmers with whom the company had worked over a couple of years.
This field representative noted that nstablishing relationships
with the villagers is very much a two-way street, and stretches
considerably beyond company services that are directly connected
with milk production.

On the day I accompanied this field representative, two
problems that had nothing to do with milk production cropped up
in one vi 11age. One farmer had a probl em wi th hi s 01 ive crop,
that he discussed at length with the Pinar representative, who
prom1sed he would think about it and come up with a solution by
the next visit. Another farmer needed a particular cotton insec
ticide that he had been unable to procure on his own. The Pinar
representative undertook to obtain it for him.

There are problems that cut even closer to the bone. At the
economic level at which small-scale farmers exist in Turkey,
there is a temptation to save money by not feeding the cattle
enough. The result is a loss of either quantity or quality in the
output of milk, which in turn has an economic cost to the farmer.
Explaining this cause and effect takes doing. Sometimes the rep
resentative can convey the message himself. On other occasions
he works through the teacher or the mukhtar.

The Milk Collector

An important ingredient in the field representative's array
of dutie3 is to choose, train, and supervise the collectors for
their areas. Collectors are independent contractors who work on
a draw-plus-commission basis geared to the quantity and quality
of milk they deliver to Pinar's network of collection centers. It
is the collector who picks up milk from the farmers every day,
and it is the collector who pays the farmers in cash every week.
Because the collectors provide their own transport from th~ vil
lages to the collection center, and the company pays them by
check, they need to have some economic standing of their own.
They have to be entrepreneurs. Above all, they must be depend
able and trustworthy in their dealings with both the company and
the farmers. Indeed, the financial and personal integrity of the
collectors can go a long way toward making or breaking the com
pany's relationship with the farmers.

Inevitably, problems do ~rise with some of the collectors.
It is the job of the regional field representative to catch these
problems and repair whatever ruptures have been created as
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quickly as possible. The most desirable collectors, it turns
(IUt, tend to be young men from the vlllages whose family--father
or brothers--arc local farmers, with a stake of their own in rnllk
production. This gives the collector a direct knowledge and in
volvement with both the fanner and the company, and adds to his
own standing in the connunity as an entrepreneur who contributes
economi ca 11 y to his own famil y and to the other famili es of the
village.

Types of Suppliers

Pinar contracts its raw milk supplies from three distinct
sources: individual small-scale producers; cooperatives whose
members are small-scale dairy farmers; and iarge-scale farmers.
In Turkey, small farms are those with 1 to 10 hectares of land
under cultivation, with the majority working 1 to 5 hectares
(1 hectare = 2.5 acres). Large farms generally are about 200
her'tares anJ may have up to 300 head of cattle in their dairy op
erations. Big farms usually produce their own forage, an oppor
tunity denied to most small units because of the need tu devote
their limited land to food crups or higher-paying cash crops. Co
operatives, whose memberships range from 200 to 500, are primar
ily marketing organizations with some pooling of purchasing
power. Cooperatives supplying milk to Pinar do not relate to
production directly.

A Typical Small-Scale Farmer

A representative e,ample of a small-scale farmer is Mustafa
Inang, of the village )f Dagkizilca, who farms 4.2 hectares. He
lives in a typical family compound sharing one of four houses
grouped around a central courtyard with his wife, his mother, and
two children (a twelve-year-old girl and a ten-year-old boy).
Also typically, the wife takes care of the farm's animals (this
includes milking the cows) while Mustafa works in the fields.
The children attend the publ ic school, which provides the manda
tory five years of education, and help on the farm after school
throughrut the year and more intensively during harvest time.

Mustafa grows tobacco, grapes, olives, wheat, and corn;
raises lambs and, at present, has three milch cows. He would like
to have between fifteen and twenty cows, primarily because he
trusts the steady and dependable market that is provided. Mustafa
says bluntly that raising milch cows was a doubtful ~nterprise in
the past, not only because the market was uncertain and chaotic,
but because sometimes the small purchasers who bought his milk
paid either late or not at all. His problem now is to obtain the
necessary credit to purchase the extra cows; he believes that,
with Pinar backing and the economic base of his current live
stock, cash, and food crop mix, he can probably work himself up
to his target. With fifteen to twenty cows, he says, both his
children could be sent to high school.
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A Typical Cooperative

An illustrative cooperative is one composed of 270 small
farmers from the villages of Bagarasi and Yeni Bagarasi, total
population 1,300 families, who formed their cooperative twenty
years ago. The cooperative has five directors and a general di
rector, who are elected each year and can serve a maximum of five
years. The mukhtar of the village is an ex-officio director who
can, and does, attend directors' meetings.

The average farm size of cooperative members ranges from 1
to 2 hectares. The farmers grow tobacco, olives, wheat, and cot
ton, and have from one to fifteen cows. Both the members and the
cooperative itself have prospered since the arrival of Pinar.
Productivity has zoomed. With the help of Pinar's extension ser
vices, the co-op, which produced 60 kilograms (kg) of milk a day
in the pre-Pinar period, now produces 2,000 kg a day. In part,
this is a result of additional cows purchased by member farmr.rs
and in part it is due to the fact that cows that gave 5 kg of
milk per day before company extension services existed now pro
duce between 18 and 20 kg per day. Pinar's extension services in
cluded introducing Holstein cattle that Pinar brought from Ger
many, which the farmers bought, via an installment plan, over two
years. The financing was extended by agricultural banks that
considered the existence of Pinar as a dependable purchaser ~ith

sufficient collateral.
The cooperative itself has benefited from its association

with Pinar. It now has its own ~uilding, a whitewashed square
hall that contains five desks, two adding machines, a filing cab
inet, bookshelves, and an overhead fluorescent light. The build
ing is situated on the central square of the village fJcing the
coffeehouse where village elections, including the election for
the cooperative's directors, are held. The co-op has bought a
machine for mixing feed and has acquired a truck. Most important,
since the arrival of Pinar, it has been able to distribute divi
dends to its members, who have used the funds for four major
purposes: to buy more cows and build stables; to modernize their
homes with important additions like refrigerators; to build or
buy houses and furnishings for newly married children; and to
provide more education for ~heir children.

The village now has thirty of its children in high school,
compared to thirteen before Pinar arrived, and is already sending
about a dozen of its boys and girls to technical school, college,
nursing school, and mil itary school. "Another ten years of Pinar
and we can send all our children to high school and some to uni
versities," says the director of the cooperative.

Problems of Small-Scale Dairy Farmers

There are problems. The basic economic problem is that the
cost of feed is still too high, measured against the price of
milk. The farmers argue that two kilos of feed should cost no
more than the price they receive for one kilo of milk. This
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ratio does not obtain now but may when Pinar completes construc
tion of its own feed plant.

Another economic problem is that interest fdtes are too
high, although they are coming down. In June 1983, interest rates
for agric.lltural loans to small-scale farmers stood at 20 percent
for one-year loans, 22 percent for loans of three to seven years.
The manager of the Agricultural Development Bank for the Aegean
region said that the bank's target interest rate for small farm
ers is 10 percent and that he thought this was achievable with
in a couple of years.

The main social problem seems to be that as the milch cow
population rises. most of the new workload falls on the shoulders
of the women. The men concede that this does lead to complaints
from their \olives, but ar£~\~ that as the econCJrnic base expands tu ..
the family, they too have more tasks to ful fill. "The 4uarrel
goes on," says one of the cooperative directors, with a satisfied
grin.

After one conversation with co-op directors, a Pinar field
representative noted a cultural change that is likely to have
major implir.ations for the long term.

Before we started working here, these farmers didn't
talk to strangers. They distrusted anybody they didn't
know, often for good reason. They got cheated many
times by outsiders who came to deal with them on their
milk. Now, the Pinar collector who deals with them is
practically an adopted son. Quite often. he stays in
the village for the night, and any member of the co-op
is happy to have him stay at his home. They are not
afraid of strangel's anymore. As you see, they are quite
open now in talking about themselves, their problems,
and their accomplishments. They really like visitors
now, and I think that makes a big di:ference in the
horizons of their lives.

A Typical Large-Scale Farmer

An illustration of Pinar's effect on a large-scale farmer is
Ayhan Gulcuoglis of the village uf Ilkkunun. His farm covers
100 hectares, on which he grows cotton, barley, and hay and al
falfa for his 150 cows. He raises lambs as ~,ell. His cows, milk
ed by machine, produce 830 kg of milk per dclY. He sells all his
milk to Pinar, and reports that since the arrival of Pinar he
finds his cows more profitable than the lambs. Pinar has been
helpful in building up his dairy stock both in quality and in
quantity. It has extended, in some cases, dir~ct credit for new
high-quality cattle, interest-free for three months, and payable
in milk. The Pinar field representative v'isits the farm once a
week. Ayhan Gulcuoglis has become a stockholder in Pinar.
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~ORPORATE RELATIONS WITH THE GOVERNMENT

Pinar relates to the government at three levels: village,
regional, and national. In addition, the company has relations
with the international private sector through its licensing
agreements and its export activities, and relations with the in
ternational public sector through its connections with some of
the activities of USAID.

At the Villaga Level

Relationships at the village level have already been de
scribed in detail. In this context, the rompany would like to
see more organizations of farmers, especiully small-scale farm
ers. The government's Regional Development Organization feels
the same way, and has tried to encourage an association of small
scale farmers, if only because it would make government distribu
tion of feed, seed, and tools easier to accon!~)lish.

A National Chamber of Agriculture does exist, dating back to
1881 and the Ottoman Empire. The chamber was restructured as a
modern organization in 1957, and had an important role in provid
i ng farmers with informa t ion on agri cultura1 implements a;,d tech
niques before development agencies, universities, and companies
took over that task. At present, the Chamber of Agriculture is
mainly a political organization in the Turkish context: It nego
tiates with the government on matters of farmer interest and
meets with the leaders of both the political parties and the mil
itary services to brief them on agricultural pr0blems and pos
sible solutions to these problems. Its concerns tend to be mac
roeconomic, dealing with such topics as irrigation systems, the
cost of fertilizer, price supports, and the level and cost of
agricultural credit. Under the law, all farmers are members of
the chamber, with small-scale farmers contributing 3 percent of
their gross income, and large-scale farmers 5 percent, as a man
datory membership fee.

Although the problems the chamber addresses do, of course,
aff~ct the small-scale farmer in a macroeconomic way, there is
little direct contact between the chamber and these farmers, and
it is difficult for the farmers to comprehend in concrete terms
jU3t what it is they get for the money they pay to the chamber.
This militates against attempts to organize small-scale farmers
in a way that would have a more direct impact on their lives. At
tempts to organize these farmers on a functional basis (such as
an organization of livestock producers) or on a socioeconomic
basis (such as an association for the protection of private farm
property) have failed. The only exception are the marketing co
operatives described earlier, and though a few of these organiza
tions exist, they represent a limited segment of the small-scale
farmers in Turkey. In discussing the situation with cooperative
members, they seemed more interested in the possibility of becom
ing shareholders in Pinar than in the broad concept of a national
cooperative movement.
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When pressed on the subject of organization at the village
level, the answer from small-scale farmers tends to be, "We don't
have a leader." The Regional Development Organization maintains
that it cannot provide leaders for such purposes; and the company
feels. probably wisely in the Turkish context. that taking a
leadership role in such org~nizations would be socially and po
litically suspect.

Perhaps this is an area for international intermediate or
ganizations or institutions. To function effectively in the so
ciopolitical and cultural milieu of Turkey is likely to be
fraught with difficulties, and clearly calls for skilled. sensi
tive leadership, patiently at work over long periods of time.

At the Regional Level

The company maintains three sets of regional relationships:
with the Regional Development Organization; with the Agricultural
Development Bank; and with the agricultural faculty of the Uni
versity of the Aegean, whose campus is on the ou~skirts of Izmir
not far from the Pillar plant.

The Retional Development Organization. This organization
has amanda e to bUlld up the J1Vestock population of the region,
and particularly to help increase milk production. It does this
mainly by working with the larger small-scale farmers. that is.
farmers who have five cows now and want to work themselve~ up to
sixty cows. The Regional Development Organization fulfills its
task by providing veterinary services; furnishing seeds for farm
ers to grow their own feed when they have enough land to do so;
and assisting farmers in the construction of stables with a ca
pacity of up to sixty animals.

The Regional Development Organization for the Aegean has
reached 300 farmers in the ten years of its existence, and re
ports that the biggest spur for its activity has been the exis
tence of Pinar and the dependable market it provides. Relations
between Pinar and the Development Organization are cooperative,
cordial, and close.
. The Agricultural Development Bank. In existence since the

1960s, the bank had no 1nvolvement wlth agro-industry until 1978,
when it studied a dairy operation in Italy and decided that there
was a place for a similar undertaking in the Aegean region of
Turkey. In 1979, the bank broadened its policy to provide loans
not only to small- and large-scale farmers for production pur
poses, but also to agro-industrial undertakings and to farmers or
cooperatives for the export of agricultural products. Previous
ly, the bank's main problem with its loans had been the volatile
and undeveloped marketing conditions for the farmer's output.
That problem is now being solved, in part by Pinar and in part by
the central government's concerted export drive. which is chan
neling surplus agricultural output to markets in both Europe and
the Middle East. The bank is aware that for market purposes. and
particularly for the export market, the main problems for the
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output of small-scale farmers are quality control and packaging,
and it appreciates the role Pinar plays in the solution of both.

The University of the Aegean. Historically, the university
had llttle relatlonshlp wlth lndu5try, a characteristic of all
Turkish universities. This is changing. As the head of the
agrarian faculty at the Aegean University put it in an interview:

Universities were closed to industry. The universi
ties were afraid of industry, and industry, for its
part, did not think of the universities as a practical
resource trey could usc. Over the past five years this
has changed, and I find the change a healthy one. At
this university we now have good relations with several
industrial sectors and we have considerable working
contact with Pinar. To il1ustr~te, we are now con
structing a laboratory for pilot projects and Pinar
engineers and electricians helped us in the construc
tion.

On the other hand, Pln~r needed a particular filter
for its factory that had to be imported. The govern
ment at first said no, then asked us for an expert
opinion. We checked it out and agreed with the compa
ny. Pinar got its import license.

For the medium term, we are now working with the
company on a research project to produce an infant for
mula for calves based on Turkish raw materials.

For the long ternl, we could work with the company on
new products. For example, on new cheese varieties,
where we could do the laboratory research, then set up
a joint venture with the company for pilot projects to
produce the new product in quantity, and finally hand
over the commercialization of the product to the com
pany.

Also, under the general direction of the university,
we could address some of the personnel problems that
now exist. We could develop training systems for such
technicians a~ moster cheesemakers, master butter mak
ers, master yogu,'t makers, who are needed in the indus
try. At presen'" no tralning institutions exist for
personnel categorl2s between the factory worker and the
engineer. We could establish a vocational school for
milk industry technicians.

Problems in Company/Government Relations

Despite these generally cooperative relations between the
company and the government and its institutions, problems do ex
ist. They revolve primarily around two issues.

The first is unfair competition from government-ope~ated

milk processing plants. There are now thirty-six government
owned and -operated milk processing plants in Turkey with a total
installed capacity of 270 million liters a year (3.785 liters =
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1 gallon). Inefficiency in government plants. however. is such
that less than 30 percent of the installed capacity is being
used. (Pinar, with an installed capacity of 70 million liters
per annum, uses close to 100 percent of its capacity.) This in
efficiency by the government-operated dairies is compensated in
three ways, ea~h one representing patently unfair competition for
the private sector.

1. The government dairies pay lower interest rates to gov
ernment credit institutions.

2. They make no profit, and their losses are made up by the
taxpayer.

3. They have a monopoly on institutional sales to such or
ganizations RS the army, the police, and the national
hospital network.

If the private sector did not have to deal with such unfair
competition, it could expand, making possible economies of scale
that would lower the price of its products. At present, Pinar
products are largely confined to the upper end of the market.
With economies of scale, the quality products put out by Pinar
could reach a broader range of the population.

The second major issue between Pinar and the government is
the government's monopoly on artificial insemination. Were it
not for that monopoly, Pinar would be able to import frozen semen
from the United States and introduce artificial insemination to
all the farmers it deals with.

As the managing director of Pinar points out:

We do have a representative in each village who col
lects milk every day. We could sp.nd with him;j person
qualified to administer artificial insemination. In
Germany, the Maegli Company, which also collects milk
from the farmers, supplies its representative with a
doctor's bag that contains gloves and the appropriate
injections and he administers the artificial insemina
tion. Israel has a similar project using imported se
men. There is no reason why we cannot do t~e same. It
would speed the upgrading of our cattle and the yield
of the cows, benefiting both the farmer and the com
pany. The same principle applies to beef cattle. At
present, however, the entire artificial insemination
program is restricted to government officials who pro
ceed in their own way, at their own pace. It is a slow
and cumbersome pace. It also makes the farmer depen
dent on the government instead of encouraging his own
entrepreneurial instincts.

Relations with the United States

Pinar's relationship with the United States has a personal
basis: Both the deputy chairman of Vasar Holding and the general
manager of Pinar received their graduate education in the United
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States. Indeed, the two first met in the United States at a spe
cial training program for foreign students at the University of
Colorado. The fellowship under which Pinar's general manager got
his U.S. training was provided by USAID. At that time, he was an
official in the public sector. He is convinced that fellowships
of this nature provide valuable seed capital for human resources
and strongly advocates that they be furnished for junior and mid
dle executives in the private sector as well as in the public
sector. The general manager's experience in both sectors also
leads him to advocate that the United States use its aid re
sources and its political influence, where feasible, to encourage
th~ private sector whenever and wherever possible, and to per
suade the Turkish government to withdraw from productive under
takings that the private sector can do as well or better.

Specifically, he would like to see some USAID funds made
available for the import of high-yield cattle, the import of fro
zen semen for artificial insemination administered by the private
sector, and the loan of technicians with expertise in veal pro
duction. He would also like to se~ more USAID scholarships for
technical training in the milk industry or, for that matter, in
other industries in the private sector. And he would like all of
this to happen quickly. "In Turkey today," he says, "we are
ready to move, and we want to run, not walk."

POLICY IMPLICATIONS

For the Company

The company is aware that its own success depends not only
on the increased population of milch cows it can foster and the
higher yield and quality of milk it can help farmers produce; in
Turkey, an economically viable and progressive small-scale farm
requires an appropriate mix of livestock and crops, with a bal
ance of food and cash crops. It knows that achieving this mix
and this balance calls for sociopolitical and cultural skills as
well as economic organization and technical expertise. Its cur
rent plans call for a broad ~nd diversified production base that
would provide an expanding, lomprehensive market and also act as
a technology transfer agent for such integrated development.

What should probably be added to the company's plans is a
systematic effort to broaden its existing equity base to include
among its shareholders as many farmer coopenltives and individual
small-scale farmers as is feasible given economic realities.

For the Community

A prime prerequisite would appear to be streamlining opera
tions of the Regional Development Organization so that its activ
ities relate to the realities of farm life rather than to the
organizational convenience of the bureaucracy. In addition,
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there seems to be a consensus that it would be desirable for
small-scale farmers to form an organization Qr association that
could deal effectively with both public and private sector insti
tutions. The driving force of such an organization should clear
ly be a community leader independent of the traditional triad of
mukhtar/imam/teacher. Who would provide the inspiration and who
would devise the organization is an open question. Apparently.
there are no national institutions skilled in the arts of inter
medi~tion among traditional rural people that ure working closely
with enterprises such as Pinar. Therefore. an appropriate inter
national intermediate organization might serve to start the pro
cess and help create the necessary Turkish organizations.

For the Host Country

Though the pioneer work that the government has done in de
veloping the dairy industry in Turkey is both appreciable and
appreciated. perhaps the time has come for the public sector to
divest itself of its milk-producing plants. Divestiture would
save taxpayer money. lead to substantially increased use of plant
capacity. and make possible economies of scale in the private
sector that could lead to lower prices and wider distribution of
quality products. The government also would probably be well
advised to relinquish its current monopoly on artificial insemi
nation. to make possible a more rapid dissemin~tion of this im
portant technology.

Gover~ment resources. both financial and technical. could be
con~entrated instead on intensified irrigation projects, for
which there is still a great need in all regions of Turkey. The
country does not lack water resources. but at present only
25 percent of the land that could be supplied with adequate water
for optimum agricultural output by appropriate use of rivers and
dams is, in fact, irrigated. Providing an expanded irrigation
system would quickly increase agricultural output for domestic
consumption and better nourishment. and for export. with a con
comitant contribution to the country's balance of payments.

Finally. price supports for basic aqricultural products
should closely approximate market realities. In 1983, for ex
ample. the support price for cotton was T£70. as against the mar
ket price of T£150.

For the Donor Country

For the United States. the recommendation to provide schol
arships for junior and middle management in the private sector
seems an excellent idea. Related to this educational support.
USAID might facilitate the intervention of experienced. skilled
intermediary organizations to help in the creation of small-scale
farmer organizations that could lead broadly-based programs of
rural development. Earmarking USAID funds for the importation of
high-yield cattle and frozen semen from the United States also
appears reasonable. Another suggestion made by Pinar managers.
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that scientists be given an economic education, is an idea that
sp.ems to make sense for both donor and host country.

Finally, the United States can exercise what persuasive pow
ers it has to encourage the Turkish government to let the private
sector do what it does efficiently and effectively, while concen
trating public sector attention on infrastructure undertakings,
both economic and social, that are beyond the private sector's
resources or competence.
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The Haggar Group: Cultivation of Tea,
Coffee, and Tobacco in Southern Sudan
Ruth Karen

SUMMARY

The case of the Haggar Group of agribusiness companies in
the Republic of the Sudan covers the development of a system of
supply of tobacco, coffee, and tea in the southern region of the
country, currently involving some 2,600 small-scale contract
farmers, with plans to reach 7,000 by the end of the decade.
These farmers have been brought from their traditional, isolated
existence in the bush to become active participants in the cash
economy of the nation.

To appreciate the vision, courage, and persistence that un
derlie this successful private sector venture requires a careful
reading of the social and political history of the Sudan and an
appreciation of conditions in southern Sudan. In the words of
company president Anis Haggar, son of George Haggar, who founded
the enterprise fifty years ago:

Southern Sudan, fifty years ago, was, and to a great
extent still is, a remote, primitive, and severely un
derdeveloped area, with a harsh tropical climate, natu
rally protected against the rest of the world by the
mosquito and the tsetse fly. It is a landlocked area,
with negligible communications, and with severe logis
tical problems for business. It is a region embedded
in major diff~rences of ethnic groupings, race, and re
ligion.

Despite the formidable obstacles to the commercialization of
agriculture in the region, George :laggar started production and
crop development studies relating first to tobacco and tea, and
later to coffee, on an estate in the south, over forty years ago.
Tobacco production could most readily be extended to outgrowers;
a system of extension, credit, favorable pricing, and simple pro
cessing methods was introduced. By 1983, the system involved
just under 2,500 farmers. While this was happening, over 100
farmers joined another network that added coffee growing to their
traditional concentration on subsistence food crops. Currently,

95
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an expansion in both coffee cultivation and tea product)on is
under way, each emphasizing a separate body of farmers.

The future of this collaboration between the Haggar Group
and the small-scale farmers of the south seems bright. Sudan im
ports large quantities of all three crops and Haggar production
supplies a very small fraction of the domestic market now. The
limits to expansion of the program depend more on corporate fi
nances than on farmer interest; far more farmers are expressing a
wish to join the system than can be absorbed. Haggar is concen
trating its efforts at present on obtaining financial backing
from international sources for the outgrowers program.

COUNTRY BACKGROUND

The Extraordinary Potential

From the perspective of agribusiness, the Sudan is unique in
a number of ways. Its area is enormou~ (1 million square miles);
its population is relatively small (23 million at latest count,
1982). Of that population, gO percent is rural, one of the high
est percentages anywhere in the world. Most important, more than
200 million acres are suitable for cultivation with a wide vari
ety of crops.

The agricultural potential of the Sudan has long been recog
nized. As far back as 1839, the possibility of large-scale cot
ton production was recognized [21J, and shor~ly after World
War I, the British government, the British f,nf cotton spinners,
and the government of the Sudan organized the so-called "Gezira
Scheme," which is now one of the oldest (the first irrigation dam
was completed in 1925) and largest agricultural development en
terprises in the world. Originally operated as a private, for
eign corporation, control was handed over in 1950 to the Sudan
Gezira Board, a public body, which now employs over 60,000 people
and organizes small-farm production on roughly 1.2 million acres
of irrigated farmland. Cotton was and remair,s the primary crop,
but dura (a type of sorghum), wheat, groundnuts (peanuts), some
vegetables, and a variety of fodder crops are also grown. Most
recently, there have been some investments in processing facili
ties, an interesting but as yet not a sweeping innovation.*

With the Gezira Scheme as a central demonstration of oppor
tunity, the Sudan has in recent years been extolled as a poten
tial breadbasket for the Middle East, and there has been much
talk, and some limited action, abuut triangular ventures in

*The Sudanese Gezira Board is so important historically and cur
rently to agricultural and rural development in the Sudan that
several references to the background and significance of the ven
ture are included in the bibliography. See notations under the
names of A. Gaitskell ana T. Barrett. Also see Chapter 13, Sec
tion 8.
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agriculture combining Western technology. Arab money. and
Sudanese production potential.

Problems

Als" wit~in the past decade. a number of government projects
were initia~~~ with technical and financial support from Europe.
None of them has been a startling success. The main reason for
this appears to be that they are based on a plantation concept.
relying for their output on agricultural workers rather than
small-scale farmers. In addition to having no long-term personal
stake in the success of the enterprise. workers have to leave
their own villages and bush farms to work on these plantations.
The core problem. however. is that these agricultural project
workers are dependent on the government for their pay. In the
Sudan. especially in recent years. this means that wages are late
in arriving. sometimes as late as six months. with the result
that agricultural workers tend to melt back into the bush.

One example of this type of venture is a tea project in Up
per Talanga in Eastern Equatoria financed by the European Econom
ic Community (EEC). By 1983. although seven years old. the Upper
Talanga Tea Project still had no processing plant. in spite of an
investment in the project of US$20 million. Its tea crop at that
stage was less than the tea produced by the nuclear estate of the
Haggar Group. at nearby Iwatoka. on one-quarter of the acreage.

Policies

A concise summary of government policy vis-a-vis agricul
ture. and the implications of that policy. was drawn up a couple
of years ago in a prefeasibility study prepared by the UK-based
agribusiness firm. Booker-McConnell (now Booker Agriculture In
ternational. Ltd.). The original document was not available.
Anis Haggar provided the following extract during an interview in
Khartoum:

With its economy predominantly agricultural. and
with great resources of land which are not fully used.
Sudan give~ priority to the development of agriculture
as the sector with the greatest potential contribution
to national economic development. Official policy is
for continued self-sufficiency in basic foodstuffs
(e.g •• grain and livestock) and cotton. and for the
increased export of surpluses; for achievement of self
sufficiency in other products with the aim of subse
quently exporting surpluses (e.g •• sugar); and for a
degree of import substitutio~ in other crops (e.g •• tea
and coffee) for which domestic production is unlikely.
in the medium-term. to achieve national self
sufficiency. Production increases are to be achieved
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by a combination of large-scale enterprises and small
holder development. In Southern Sudan the emphasis is
primarily, though not exclusively, on small farm devel
opment.

In view of the limited domestic resources of capi
tal, the Government encourages investment of foreign
capital. The Encouragement of Investment Act of 1980
provides guarantees against nationalization and seques
tration, and provides for exemption from business prof
its tax for five years and from payment of customs
dut.i,,;; [17].

Land Ownership

Finally, Sudan;s extraordinary in its patterns of landown
ership. For a farmer interested in producing a crop--any crop-
getting land to do so is a simple process. A tribal chief in the
south explains how it works:

The farmer comes to me and tells me what land he
wants and what he plans to grow there. I go with him to
see whether his choice of land and product are reason
able. If they are, and if the farmer is a reliable man
who knows what he's doing, I will draw up a document
that allocates the land to him. A copy of this docu
ment go~s to the government where it is registered of
ficially.

The farmer does not pay for the land. The land be
longs to the tribe, and the farmer receives it on a
long-term renewable lease that stays in his family for
as long as the land is used for productive purposes.
We have enough land to do this for a very long time.

The land allocation process is not quite as arbitrary as it
sounds. Although tribal chiefta;ncies are hereditary, pUblic
choices are made among members of the chief's family. In addi
tion, a tribal council advises the chief and has a deciding voice
in the allocation of tribal lands.

There is, however, a problematic aspect to the system.
Though producing farmers can get long-term renewable leases to
the land they work, they do not get legal ownership. As a re
sult, financial institutions do not accept land as collateral.
Haggar Ltd., which extends financing at subsidized interest rates
to some 110 small coffee farmers and 2,400 tobacco farmers, sums
up the reality from a financial point of view: "The only colla
teral we have is the farmer and his perform.. nct:."

The South and North/South Confrontation

There is a marked difference in the Sudan between the North
and the South, ranging from the cultural to the structural, the
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religious to the economic. The differences exploded into seven
teen years of civil war immediately following independence. A
political accommodation was hammered out in 1972, yet few of the
differences have been resolved, and tensions continue.

In brief, the North is Moslem and Arab, "Arab" defined in
the Sudan as anyone, regardless of ethnic background, who speaks
Arabic, identifies with Arab culture, and adheres to the Moslem
faith. Under this definition, between two-thirds and three
quarters of the Sudanese are Arabs. Economically, the North is
more highly developed, and has nearly all of the country's indus
try and a considerably better infrastructure, both physical and
social. It is also the core of political power. The nation's
capital, Khartoum, where the president lives, parliament meets,
and the country's major educational and technical institutions
are located, is in the North.

The South is African. The population is black and organized
along tribal lines. The people are either Christian or animist,
and their cultural identification is tribal, southern, and Afri
can. Economically, the South is underdeveloped within. the
Sudanese context, and the central government's policy vis-a-vis
the South has historically been one of neglect. Whether or not
this neglect is benign is a matter of considerable debate, with
sharp and potentially explosive overtones. There are grounds for
argument that any project that brings economic development to the
South and improves the living standards of people in the southern
region makes an urgently needed contribution to the sociopoliti
cal stability of the Sudan.

COMPANY BACKGROUND

History

The Haggar Group consists of eleven companies with a com
bined annual turnover of approximately 100 million Sudanese
pounds (S£). (The conversion rate used throughout this chapter
is S£1.23 = US$l.) Corporate headquarters had to be transferred
from Juba to Khartoum in 1963 as civil war raged in southern Su
dan. Regional headquarters have since been reestablished in
Juba. The Haggar Group maintains offices in Port Sudan, Kosti,
and El Obeid within the Sudan, and has representative arrange
ments in Nairobi, Mombasa, and London.

The corporate members of the conglomerate are

Sudan Tea &Coffee Plantation Co. Ltd. (STCP)
Haggar Cigarette &Tobacco Factory Ltd. (HCTF)
Blue Nile Plastics Co. Ltd.
O.K. Aviation International Ltd.
National Air Express (Sudan) Ltd.
Haggar Trading Co. Ltd.
Haggar Engineering &Transport Co. Ltd.
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Haggar River Transport Co. Ltd.
Afrograph Company Ltd.
Afrograph Trading Co. Ltd.
Khartoum Aviation Services Co. Ltd.

Although some of these companies were created as recently as
the 1980s (for example, Khartoum Aviation Services and Afrograph,
an advertising company), the core enterprise of Haggar Ltd. dates
back to the first decade of the twentieth century. The two com
panies directly involved in agribusiness are the Sudan Tea and
Coffee .Plantation Co. Ltd. and the Haggar Cigarette & Tobacco
Factory Ltd., which is engaged in the production, processing, and
marketing of toba~co, and in the manufacture of cigarettes for
the domestic market.

George Haggar introduced Virginia tobacco to the Sudan in
1948, and manufuctured Sudan's first cigarette in 1949 under
Haggar Cigarette & Tobacco Factory Limited. The international
companies that at that time only imported cigarett~s to Sudan did
not take an interest until later. The British American Tobacco
Company (BAT) established a factory in northern Sudan (Wad
Medani) in 1957; Rothmans of Pall Mall established a tobacco
growing company, the National Tobacco Company, in 1965. The lat
ter, in turn, established the National Cigarette Company, in
which Rothmans held 40 percent of the equity, with the balance
offered to t.he public.

The next few years saw a consolidation of the tobacco indus
try. Today, Haggar and the National Cigarette Company jointly
own the National Tobacco Company (NTC), which grows and sells its
leaf to the three cigarette manufacturing enterprises in the Su
dan. Two of these three are owned by the Haggar Group; one is
owned by the National Cigarette Company, which bought out British
American Tobacco Company's Sudan SUbsidiary in 1967.

In terms of corporate structure, STCP started as a proprie
torship in the 1930s and was converted into a limited private
company in the late 1970s, capitalized at S£l million. The in
tention was to make shares available to any finance company
through an equity/loan arrangement, to an international tea/cof
fee corporation, to local farmers' associations or cooperatives,
and to individual local farmers. For the long term, given appro
priate growth, STep is considering going public.

The cigarette company, which was originally owned 100 per
cent by the Haggar family, has already spun off 16 percent of its
equity to its employees, and one member of t.he staff union and
one member of the labor union sit on the company's board of
directors. Employees of the cigarette company are encouraged to
invest their dividends in other enterprises of the Haggar Group.

The constructive relationship of the employees to the com
pany is illustrated by the fact that there have been no strikes
in the company's history. In a recent demonstration of community
spirit and company loyalty, employees volunteered to work two
shifts without pay on a Friday, the legal weekly holiday, during
which workers are pa~j double time. Employee turnout for this
voluntary effort was 100 percent, comprising a total of 700 peo
ple. The company, in turn, contributed the wages it would have
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paid to Ci national charity. Al so, in September of the same year
(1983), the company paid each employee a bonus of five months'
salary, consisting of one month as a contribution to the celebra
tion of the religious festival of Ram~dan, one month as a person
al gift, two months as a bonus, and one extra month for produc
tivity. Employees own a substantial equity share in all compa
nies associated with the Haggar Group.

The Haggar Group Agribusiness Enterprises

The Haggar Group's agribusiness enterprises, which employed
a total of 5,000 people in the 1950s, fell victim to the Civil
War and subsequent political action. In 1970, the Sudanese Gov
ernment expropriated STCP, and the army occupied the nuclear es
tate at Iwatoka. A year after the Addis Ababa agreement ended
the Civil W~r in 1972, STCP was denationalized and returned to
private ownership. Since then, the Haggar Group has concentrated
on expanding production of tobacco, coffee, and tea in southern
Sudan by means of a wide-ranging outgrower (contract farmer) pro
gram. By mid-1984, some 2,600 small-scale farmers were involved.
Subsistence food production has bnen maintained at self-suffi
cient levels, even as these peop'e \~ere brought for the first
time into the cash economy of their country.

There is an interesting and revealing story behind the ex
pansion of the outgrower program. When the Iwatoka nuclear es
tate was returned to the Haggars, George Haggar wanted to divide
the land that had been devoted to the development of coffee and
tea production for many years among the people of the area. How
ever, the ravages of the Civil War had taken such a toll that the
people were more concerned about who would pay them their next
month1s wages and bring foodstuffs to the canteens than they were
with owning land and cultivating new cash crops for themselves.
In response to this clear message, the Hag~ar Group immediately
embarked on an outgrower scheme to satisfy b0th farm family and
corporate needs.

A belief in the future for both company and their farmer
suppliers is based on market realities. Tobacco consumption, in
cigarettes, is currently the equivalent of 3,000 metric tons (mtl
per annum. Domestic tea production in the Sudan ranges between
70 and 100 mt, while consumption totals 19,000 mt. Sudan pro
duces about 1,000 mt of coffee, of which STCP supplies only
100 mt, while consumption is roughly 16,000 mt. In the words of
management, offered during an interview with the company presi
dent: "We have a long way to go before we achieve self
sufficiency, but when we finally do, we shJll be able to look
towards markets with neighboring Egypt, with whom we have a
Political and Economic Integration Pact. Egypt produces none of
the three crops and totally imports its requirement."

In addition, the company's expansion plans incl~de process
ing and packaging tea and coffee and marketing both products di
rectly to supermarkets and other retailers. This plan is facili
tated by the fact that Haggar Ltd. already has a nationwide dis
tribution network that sells the cigarettes prod~ced by the
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conglomerate's cig~rette company. Provided adequate and appro
priate financing can be secured, expansion could proceed at the
rate of 300 to 400 acres a year for the first three years, with a
possibility of adding 1,000 acres per year thereafter. With the
average family farmer planting one to two acres, this would con
stitute a profitable undertaking for STCP, and an appreciabl~

import-substitution pr0ject for the Sudan. It would bring some
3,000 additional family farmers into the market economy within
five years.

Corporate Motivation

The outreach program of the agribusiness activities of the
Haggar Group is traditional in most ways. It includes a careful
ly supervised transfer of uppropriate technology employing ex
perts and trained extension agents; the supply at cost of rele
vant inputs; the financing of these inputs and, in the case of
tobacco, the financing of such special farmer requirements as
tools and barn construction for flue-curing of tobacco. In addi
tion, it comprises some social outreach activities, such as con
tributions to di~pensaries and the operation of nonprofit stores
and canteens, the construction of village schools, and the ex
tension of special loans for personal requirements. These activ
ities are circumscribed by government policies and attitudes and
also by the company's resources.

There is one unique ingredient to the outreach program of
STCP. The company not only finances coffee growers, and intends
to finance tea yrowers, for a comprehensive package of production
inputs but also advances cash to the farmers for their own labor
and the labor of their families. The motivation for this has a
practical as well as a social aspect.

In the Sudan, and particularly in the southern region, the
constraint on agricultural productivity is not land but labor.
Typically, small-scale farmers who cultivate one to five acres of
"bush plantation" grow a variety of food crops, in the main for
their own use, but with just a little left over for trading
against such basic necessities as salt, oil, fish, and minimal
clothing. The only augmentation to this rock-bottom subsistence
farming is the illegal but widespread distillation of alcohol
brewed from corn and bananas, which is made and marketed by the
women of the family.

All in all, these activities employ members of the extended
family at a level that clearly constitutes undpremployment by any
economic yardstick, but is both traditional and acceptable to
subsistence farmers in the bush. Offering these farmers an op
portunity to cultivate d cash crop, in addition to their basic
food crops, means that extra labor is required from all members
of the family. Coffee cultivation requires three to four years
of extra effort before the farmer gets any cash return for his
labor. For bush farmers, four years is a long economic horizon,
to which they are not attuned mentally or emotionally and which
they are in no position to finance on their own. The extra labor
is, therefore, financed by the company on a "piecework" basis,
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geared to the number of coffee trees planted and the amount of
land allocated to the production of either coffee or "tea. The
company encourages farmers to add the cash crop to their food
crops, with the average ratio of one acre of cash crop to four
acres of food crops, but not to replace the food cru~s with cash
crops.

The social aspect of this ingredient of the outreac' program
focuses on a situation in which traditional subsistence practices
have created ~~ apathy that is intensified by the widespread
availability of rotgut booze, and in which local markets offer
very little to buy. A cash income stimulates both the desire and
the possibility for these bush farmers to spend their money on
consumer items other than alcohol, beginning with the opportunity
to afford transportation to market centers that offer such items
as clothing, bicycles, transistor radios, torches, salt, dried
fish, and canned goods; entertainment in the form of movies and
sports events; and perhaps most significant from a developmental
viewpoint, higher and better education.

This financing of the farm family's labor does not apply to
tobacco planters, who can produce a cash crop in the first season
they plant tobacco. Tobacco takes five to six months from land
preparation to sale of leaf. NTC therefore does not finance
growers' labor, but does provide hand tools, implements, chemi
cals, fertilizers, and funds for the construction of tobacco
curing barns. Also, most small farmers who grow tobacco do so on
a three-year rotation basis. They grow tobacco one year, using
between half an acre to two acres of their land, then alternate
other crops for the two subsequent years to return to the soil
the nutrients that tobacco depletes. Crops for this rotation
procedure include groundnuts, millet, maize, sesame, cassava,
sorghum, and sweet potctoes--all food crops, and all marketable.

Corporate Strategy

Technical as well as managerial strategy differs for tobacco
and for coffee and tea.

Tobacco. The growing of tobacco requires substantially more
financlng over a very short growing season. Total financing for
the company's tobacco farmers in the South amounted to roughly
5£100,000 in the 1983/1984 season. The average advance to a
farmer planting tobacco in his first season amounts to approxi
mately 5£260. This breaks down into 5£200 for the construction
of curing barns and tools, with repayment expected in two to
three years; and 5£60 for crop materials, with repayment expected
at the end of the season. In tobacco, the company extends all
its financing to the farmers interest-free.

The major NTC corporate expenses in tobacco are: manage-
ment and field extension officers; tobacco storage facilities;
the holding of tobacco after purchase from farmers for a minimum
twelve-month period, while the leaf matures; and transport from
southern Sudan to the factories in the North. Total expenses
amount to approximately 5£1.2 million per year.
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Payroll cost for the extension staff in the 1983/1984 season
amounted to S 250,000. The Haggar Group tobacco-growing activi
ties in the South, for the 1983/1984 season, encompassed 1,793
feddans (1 feddan = 1.038 acres), cultivated by 2,434 farmers.
This called for a staff of sixty extension agents and experts at
various levels. Moving up the managerial ladder, this staff in
cluded forty crop supervisor5, with a primary or a secondary edu
cation; eight area supervisors, with a secondary education and
specialized company-supplied training; four tobacco officers, of
whom one is a univer5ity graduate; six senior tobacco officers,
all with agricultural college backgrounds; an assistant leaf man
ager'with a Bachelor of Science degree from the University of
Khartoum and a Masters degree from the University of California;
and--the sole expatriate in the managerial roster--a leaf manager
from the United Kingdom. The company used to operate a training
center in the North, but after building a nucleus of supervisors,
now does most of its training on the job.

Crop supervisors are recruited locally. They are often the
sons of farmers who grow tobacco and live in one of the villages
they supervise. Both the crop supervisors and the area super
visors are usually from the same tribe as the farmers with whom
they work, and speak the language of the tribe idiomatically.

The managerial ladder is characterized by the type of trans
portation the extension agents command as well as by their salary
and authority. Crop supervisors move around on bicycles; area
supervisors have motorbikes; tobacco officers and senior tobacco
officers have pickup trucks; and leaf managers have Suzuki or
Land Rover four-wheel-drive vehicles.

Crop supervisors are hired on a three-month probation basis,
and there is considerable shakeout during these three months.
Thereafter, turnover is minimal. The crop inspectors who turn out
to be right for the job think of the position as a career path,
as does the company. Except for the top job, which is held by an
expatriate with decades of experience in tobacco growing, all
promotion is from the ranks.

Coffee and Tea. For coffee and tea, direct financing costs
are conslderably hlgher than for tobacco, but the expenditure for
extension agents is lower. Coffee and tea farmers sign individ
ual ten-year contracts with the company. These farmers undertake

• To furnish evidence of clear and unencumbered ownership
or right of use (tribal allocation) of the land or evi
dence of legal authorization to act fully on behalf of
the landlord.

• To provide evidence of the exact location of the land and
its quantity, in feddans.

• To show evidence of sufficient work force to farm the
land.

• To keep whatever books and accounts may be required of
them and to make these records available for inspection
by officers of the company.

• To deal witn the company on an exclusive basis.
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The company undertakes

• To finance the farmer specifically for the payment of
salaries and wages of the work force.

• To supply the farmers with suitable seedlings at cost.
plus cost for transportation of these seedlings.

• To supply the farmers with tools and implements needed to
cultivate the crop.

• To supply the farmer with fertilizers and insecticides.
and the transportation of these materials to the farm.
all at cost.

• To clean. process. pack, and transport the crop at cost.
• To market the crop.
• To maintain correct books and records )f its transactions

with the farmers.
• To provide the farmers with a fair financial return.

Unlike tobacco. which is used entirely by the cigarette fac
toriES of the Haggar Group of companies. coffee and tea are sold
by the company on the open market. The farmers get their propor
tionate share of the market price. minus a 20 percent charge the
company levels for transportation. marketing. and other overhead
costs.

In the cas~ of coffee and tea, the company supplies all in
puts at cost and. as noted above. finances the farmer's labor.
It does charge interest at a subsidized rate. Commercial borrow
ing rates in Sudan in 1983 were 21 percent; the company charged
its farmers 10.75 to 12 oerlent interest. a subsidy of almost 50
percent.

At the end of 1983. 102 family farms were associated with
the company, mainly growing cotl~e. and advances to these farmers
ranged from 5£2.000 to 5£10.000. h;: .UI~ v~ ~h~~b. financing
has to be extended to coffee farmers for between five and ten
years. Of thirty-four farmers whose balance sheets I examined in
detail, three had paid off all their debts and were in a credit
position with the company after five years.

STep has successfully grown tea on a commercial scale since
the mid-1940s. ("Haggar" tea has always commanded a premium
price on the market over low-quality imported teas.) Tea growing
is now ready for expansion onto family farms. following the
coffee-growing model. Expansion into tea growing will be limited
by a specific radius from the tea-processing plant. Initially.
areas of two to three acres will be recommended per family. and
the expansion rate will be determined after early progress is
assessed. Unlike the once-a-year picking season for coffee. tea
is plucked throughout the year. except for a two- to three-week
period at the height of the dry season. Thus. from its third
year. when a limited amount of plucking can be done. a tea bush
is able to provide c~~tinual revenue. The intention is to pro
cess the tea in company facilities, and package and retail it for
the domestic market. This will require a price-setting system
that the company believes should be a tripartite mechanism in
volving the farmers. the company. and the government. This mech
anism will set a price each year. on a cost-plus basis.
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Expansion at this rate would require the addition of exten
sion agents with tea expertise. Although a senior tea expert is
already in place, additional staff would be required, consisting
of graduates from agricultural schools who would need specialized
company training for an additional six months. Also, the com
pany's tea-processing facilities would have to be substantially
enlarged, and packaging and distributing fac;lities would have to
be organized. _

Farmers in the' area are il1cl ined toward diversification into
tea cultivation because they have suffered losses in coffee from
theft and drought. One farmer I visited, who had started with
six feddans of land in 1974, had expanded his holdings to twenty
nine feddans in 1983, on which he grew a sizable cash crop of
coffee, in addition to such food crops as corn, cassava, ground
nuts, millet, and vegetables, including tomatoes, cabbage, and
carrots, largely for family consumption. The farmer explained
that since his daughter had recently married the local chief, the
chief's father had given him five additional feddans of land on
which he was prepared to grow tea. His reasoning: In his asso
ciation with the company since 1974, he had done well by branch
ing out into the cash crop of coffee, as had his two sons, and he
felt that tea would prove to be a similarly profitable enter
prise. As an additional incentive for moving into tea, he cited
the fact that green coffee can be stolen, and indeed is stolen,
in this region of the Sudan, because many people roast their own
coffee, blending it with spices of their choice. Tea, on the
other hand, cannot be stolen because green tea leaves are worth
nothing. They have to be processed professionally before they
can be sold.

Since tea leaves remain fresh only about eight hours, expan
s~on of tea cultivation outward from the tea-processing plant
would be limited in distance. Given the inadequate infrastruc
ture and transportation facilities in the vicinity, the effective
range of recruiting farmers for tea growing would be a radius of
ten miles, with an outer limit of twenty miles in some areas.

PAYOFF

For the Fa rmer

Payoff for the farmers associated with the Haggar Group,
when they add tobacco or coffee (or tea in the future) as cash
crops to their traditional subsistence production of corn or
groundnuts, is very clear. For example: Net return per feddan
in southern Sudan averages 5£250 per year from groundnuts and
5£100 (two crops) from corn. A feddan of coffee adds approxi
mately 5£1,050 to net income; a feddan of tobacco adds 5£500 to
5£750 per year and has the advantage of requiring only about four
months of attention. An interesting sidelight on coffee prices
reveals that in the major market, Khartoum, some 1,500 miles away
from the Haggar contract farmers, the wholesale price of bulk

I
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coffee beans varies from 5£5,000 to 5£6,500 per mt; the farmer is
paid 5£3,500 per mt, on the average.

Viewed from a development perspective, the material effect
of increased net income from adding tobacco or coffee cultivation
was clearly vis:ble. Where tobacco was being grown, radios, hand
calculators, bicycles, and new roofs on the homes were everywhere
in evidence. Parents also reported extended schooling opportuni
ties available for the first time to many children, and in some
cases this included going on to university. In the coffee
growing zone, one farmer showed off a new house with a zinc roof
and hardboard sheets for ceilings; a storage facility for his
food crops; four sons and a daughter who had between six and
eight years of schooling each; and a radio/cassette player on
which he could tune in to not only the regional capital of Juba
and the neighboring national capitals of Kampala in Uganda and
Kinshasa in Zaire, but also to the BBC and the Voice of America.
He also owned a stack of cassettes.

For the Company

For the company, the payback for tobacco is immediate be
cause all the tobacco grown is used in the blended cigarettes the
company manufactures and sells itself. The payoff picture is
different for coffee and tea. The payback period for these crops
is between four and five years, and to make money, the company
requires high sales volume and/or its own processing facilities
for added value. The highest payoff is obtained when the opera
tion is extended to packaging and retailing, which the company is
planning to do for both coffee and tea.

The existence within the Haggar Group of land, sea, and air
transportation companies provides an element of self-sufficiency
in the 5udan, where public transport is drastically insufficient.
Farmers are able to avail themselves of these transport facili
ties, avoiding the need to purchase or hire unreliable transpor
tation from outside.

Payoff to the company must be evaluated in the context of
bringing contract farmers into the system and maintaining
extension services. Currently, the annual budget for the manage
ment and supervision of the outreach program is 5£1.2 million.
To defray these costs in part, Haggar borrows approximately S£1.0
million, at an interest cost of 5£200,000 annually. To this must
be added the following recurrent costs:

• 5£260 per feddan to bring each new tobacco farmer into
the system

• 5£100 to maintain each tobacco farmer already in the sys
tem

• 5£139 to provide extension services to all tobacco farm
ers supplying leaf to Haggar (2,343 in 1983, cultivating
1,793 feddans, at a total cost of 5£250,000)

• 5£900 to 5£1,000 per feddan per year, for the full pack
age of services brought to coffee growers
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• S£I,200 per feddan, over the first three years leading to
the initial harvest, for the full package of services
brought to tea growers

Though no exact figures were made available, it was made perfect
ly clear that Haggar regards these costs as representing a good
investment in current operations and in future growth.

Also relevant to payoff is the value of lessons learned and
changes introduced or being considered in production, processing,
and marketing. A si~ple example of surn change is the plan to
introduce mobile teams of knapsack sprayers to administer herbi
cides at the appl~priat~ time. As has been learned allover the
world, under tropical conditions of cultivation family labor
rarely is able to control the growth of weeds in a cimely and
adequate way. The corporate marketing plan to package tea and
coffee under its own label has already been launched. The Haggar
top man~gew.ent is convinced that agribusiness tied to satellite
farming has an enviable opportunity for growth and a broad diffu
sion of benefits in the Sudan, and the Haggar Group of agri
business enterprise is leading the way.

For Suppliers and Consumers

For suppliers of inputs, the agribusiness activities of the
company obviously offer new markets in a part of the world that
in the past has not been a user of sophisticated agribusiness
material~. Once Haggar matures its complete program of integra
tion, linking tobacco, coffee, and tea production in southern
Sudan with processing, packaging, and marketing of finished prod
ucts, consumers in Sudan will have the benefit of locally pro
duced goods, at a quality matching international standards, and
not subject to price fluctuations resulting from the volatility
and availability of foreign exchange. Beyond the benefit of such
goods being in the marketplace, the Sudan will save considerable
amounts of foreign exchange. Because the Sudan is a semisocial
ist state, essentially, and because so much of the economy is af
fected by the financial strength of the central government, for
eign exchange savings are particularly important to the Sudanese
people as consumers.

POLICY IMPLICATIONS

For the Company

For the company, the policy implications are expansion into
tea production as quickly as is feasible as well as expansion
into processing, packaging, and marketing of tea and coffee at
the retail level. Achieving volume production and integrating
that production into a full chain of processing and marketing
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would make it possible for the company to increase profit mar
gins, to increase payment to the farmers. and to expand its out
reach program.

For the Host Country

The major policy implication for the host country is clearly
the upgrading, as soon as feasible. of the desperately inadequate
physical infrastructure of the southern region. In addition,
government encouragement of smallholder production in the private
sector is desirable not only as policy, but with administrative
follow-through, as a way to convert policy pronouncements into
active and concrete measures.

For the Donor Country

Three positive action points seem plausible.

1. To find, or create, mechanisms that will channel funds as
expeditiously and inexpensively as possible to "bush
plunters" for the production of cash crops to supplement
their food crops and raise their living standard.

2. To devise ways in which a portion of counterpart funds
(which amounted to the equivalent of US$lOO million in
1984) can be channeled to the private sector.

3. To use whatever policy-making leverage the U.S. govern
ment has to persuade the government of Sudan that encour
aging private investment in agribusiness would be an
effective method to make use of the Sudan's comparative
advantage of arable land to raise the living standards of
its people and to contribute meaningfully to adjusting
the present negative balance of payments between the
Sudan and other countries.
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Charoen Pokphand: Pig Raising
in Four Experimental Villages
in Thailand
Ruth Karen

SUMMARY

Charoen Pokphand (CP) is a Thai corporation that started in
1921 a~ a marketer of vegetables and is now a diversified multi
national, the largest agribusiness company in Southeast Asia. In
1977, CP launched an experimental program of rural development,
built around the creation of fuur demonstration villages. each
with an economic core of pig production to be purchased by CP,
and each with a design aimed at crop diversification, sometimes
but not always related to the long-range plans of CP for product
diversification. (Chapter 2 gives a description of an analogous
corporate approach to agricultural development on the part of
Hindustan Lever Limited in India.) Like the Haggar family in the
Sudan (Chapter 6), the Thai family that started and still con
trols CP reflects a special feeling for the interdependence of
the company and its economic future and the well-being of rural
people as raw material suppliers, buyers of corporate products,
and human beings whose needs are more than economic in nature.

Perhaps more than any other case in this book. the CP expe
rience illustrates the extent to which agribusiness management
can, at a profit to all concerned and with government approval,
entwine itself with the totality of rural development during the
early years of transition of rural families from subsistence to a
cash economy. Four small villages have been created from noth
ing. Participating farm families (roughly 225) have been settled
in homes provided by CPo Farmers have been given all the necessi
ties to start pig production, and though they participate freely.
they have had nothing to do with or to say about the four project
designs. each different in structure and operation, into which
their lives have been folded. Although philosophically heart
wa rmfng. economi cally successful. and intrigui ng in the changes
the program has initiated. it is still true that the very success
of each village has generated an elite that is resented by
others. This is a worldwide problem that CP recognizes but has
not yet dealt with.

CP has done more than establish four models of agricultural
and rural development. each serving the company as a source of
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supply. It has also demonstrated a unique model that satisfies
the demand for immediate profitability for the corporation and
the farmer. Each village is designed as a profit center. All
development costs have been financed by bank loans, based on fea
sibility studies. Production levels in each village were pre
determined to yield the necessary cash flows at company process
ing facil ities to justify the investment, and these village pro
duction goals were predetermined to yield a striking increase in
net farm income compared to return from the land used for tradi
tional crops grown in traditional ways. There is a warmth of
spirit, ingenuity in planning, skill in management, level of
fanner response, and degree of learning by government officials
that warrants worldwide respect and study.

COUNTRY BACKGROUND

Thailand has a long tradition of agricultural production as
a mainstay of the economy. (The country's classic name, Siam,
means "golden" and refers to the golden rice harvest for which
the country is noted.) At present, out of a total population of
around 50 million, approximately 70 percent are engaged in agri
cultural pursuits. Nevertheless, agricultural output constitutes
less than 25 percent of the gross national product (GNP), indi
cating an agricultural sector still largely underdeveloped, with
minimal use of modern inputs and technology.

The case of Charoen Pokphand and that of Adams Internation
al, Inc. (Chapter 11) illustrate successful attempts to introduce
modern agricultural practices to traditional small-scale farmers,
who are provided with the necessary technical and financial as
sistance and who are guaranteed a market by agribusiness Tor the
mutual benefit of both farmer and company.

Three Major Problems

The major overall problems in Thai agriculture at present
are three.

1. New land for fanning, in the past frequently created by
clearing woodlands, with the ecological consequences this
entails, is becoming scarce. On World Food Day, 1983,
Minister of Agriculture Narong Wongman, publicly declared
that "New land for fanning in Thailand is getting scarce,
and yields per hectare must be increased if the country
is to remain an exporter."

2. Thailand's exports, overwhelmingly ayricultural, consti
tute a very substantial sector of the gross domestic
product (GOP). Thailand's foreign trade, imports and ex
ports, totaled 48 percent of GOP in 1983. This makes the
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country vulnerable to world economic conditions, particu
larly to the roller-coaster conditions of international
agricultural trade.

3. Thailand, despite appreciable government efforts to limit
it, continues to have high population growth, now largely
concentrated in the underdeveloped rural areas of the
North and Northeast, where children are still regarded as
an investment in social security and an insurance for old
age.

COMPANY BACKGROUND

History and Structure

Charoen Pokphand is a Thai enterprise that was started in
1921 as an organization selling vegetables. Today, the CP group
of companies has proliferated into a range of agribusiness activ
ities that involve fertilizers, agrochemicals, pesticides and
herbicides, tractors, animal feed, livestock operations in poul
try and swine, crop farming, and processing of farm produce; and
in allied manufacturing, jute-backed carpets, polypropylene, and
packaging. In addition, the company maintains trading offices in
New York and Brussels. It is the biggest agro-industry firm in
Southeast Asia.

In Asia, CP has operations in Indonesia, Malaysia,
Singapore, Taiwan, Hong Kong, and the People's Republic of China.
Indicatively, its joint venture in Singapore with the Singapore
government is a swine-raising operation of gigantic proportions,
now producing 75,000 head per year and scheduled to produce
250,000 head in the medium term.

From its operations in Thailand, the company exports frozen
chickens to Japan, Singapore, the Middle East, Rumania, and
Germany; live pigs to Hong Kong and Singapore; cassava and tapi
oca to the European Economic Community (EEC); corn to Taiwan,
Singapore, Hong Kong, Japan, Malaysia, and Indonesia; fish meal
to a number of Asian countries; and carpets to the EEC and the
United States. Joint-venture partners in the United States are
Arbor Acres (poultry); DeKalb (corn, seed, and swine production);
PIC (pig stock); and Continental Grain (feed mills).

The company has 10,000 employees worldwide; 6,000 in
Thailand. In terms of financial structure, the company is still
privately held, with majority equity in the hands of the founding
family and key executives. However, equity is being gradually
spun off to all employees, and the company expects to go public
within the decade.

Corporate Motivation

The company's motivation is grounded in a historical per
spective, ccurled with sixty years involvement in Thai farming.
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Until World War II, Thai farmers were overwhelmingly subsistence
farmers, who because of their limited requirements, were largely
self-sufficient. They had minimal connection with the money econ
omy. Thailand's development activities after World War II intro
duced roads, communications, and electricity to these farmers,
integrating them into the money economy and increasing their
knowledge of and demand for consumer goods. The Thai government
succeeded in raising the farmers' standard of living, but that
standard of living could not be sustained by traditional produc
tion methods. New ways of earning money had to be found: by in
creasing yields, introducing new crops, and moving into new prod
uct lines in the livestock area.

CP, which considers itself primarily an agribusiness com
pany, and therefore closely and inescapably connected with the
fortunes of the country's farmers, monitored and moved with this
evolution. The company recognized, as it moved along this path,
that the material development of the farmers and their symbiotic
relationship with the development of the company, had social as
well as economic aspects.

The group vice-president responsible for the company's live
stock operations, in addition to a number of other product lines,
is a former deputy minister of industry. During an interview he
delineated the company philosophy:

For a private company, profit criteria are, of
course, fundamental. But profit criteria can be paired
with a concern for society and the recognition that the
company is an integral part of the society in which it
functions. Imaginative management sees the connection
between the development of the country and the develop
ment of the company. For me, the classic example of
imaginative management is Henry Ford's concept of pro
ducing a car cheap enough for his employees to buy.
Within its own context, each company must come up with
a comparable vision. Ours is that the development of
the company and of the farmers with whom we work, both
as producers and consumers of our products, are inter
twined.

I would add to this that both the production and the
social measurements that define this relationship can-
indeed must--meet investment criteria, by which I mean
a respectable return on investment [ROI].

Corporate Strategy

As a result of this corporate philosophy, CP's outreach pro
gram is an integral part of corporate strategy. That strategy is
conceived in three developmental, sequential stages.

The first stage is for the company to organize small-scale
farmers around the corporate core to transfer modern technology
through hands-on operations, with the company providing all the
required inputs and the processing and marketing of the product.
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The second stage is for the far~ers to become sufficiently knowl
edgeable and independent to p~lploy the company as managers, m~r

keters, or both. The third stage evolves when the childran of
the farmers who have participated in the first phase go to
schools and colleges and acquire enough education to manage the
family farm as well as the company could. This is the stage at
which the farmers become a major murket for the company's prod
ucts.

At present, CP is engaged in Stage I, which it launched on a
systematic basis in 1977. The company is experimenting with a
number of socioeconomic models, and by 1983 it had created four
model villages in four different locations. The four villages
are primarily concentrated on pig raising, but vary in terms of
the cultivation of other farm products, ranging from growing corn
and sorghum for feed to cultivating vegetable gardens. There is
also a newly introduced experiment in the growing of mangoes for
export.

FOUR MODEL VILLAGES

The First Village Project

The first village project was launched in 1977, in the prov
ince of Cllachoengsao, on the east coast about 120 kilometers from
Bangkok. The traditional crop in the area is cassava, a crop
that depletes the soil of nutrients and, after several years,
produces arid land on which almost nothing else can be grown.
The economic implicution is that this land can be bought at a
relatively low price.

The company bought 1,200 rai (2.4 rai = 1 acre) of this de
pleted cassava land, partly from resident farmers and partly from
absentee landlords. It then created an infrastructure for pig
raising by leveling the land, cutting down trees, building a
,'oad, bringing in electricity, digging a well, and constructing
ho~ses for far~ers and sties for pigs. For all of this infra
structure work it hired local farmers who, with cassava as their
only crop, were underemployed eight months of the year.

With the infrastructure in place, the company recruited
fifty farm families to participate in the pig raising scheme.
Thirty-eight of the families were given breeding stock to produce
piglets, and twelve families were assigned the task of fattening
the piglets until ready for market. The company pays a guaran
teed price for each piglet of 70 baht (the conversion rate used
throughout is B23 = US$I) and a guaranteed price of 822.5 per
kilogram for each fully fattened pig. Each of the fifty families
was given 24 rai of land, a house, a pigsty, and full supporting
services--breeding sows, appropriate feed, veterinary services,
and technical training.

Land set aside for each farmer's house, pigsty, and family
vegetable garden totaled 4.8 rai, leaving each farmer 19.2 rai of
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land to grow crops of his choice. Some farmers continued to
plant cassava or rice, but most increasingly switched to the cul
tivation of feed crops for their pigs--that is, corn and sorghum.
By 1983, this first model village had its own small mixing plant
to produce the feed for all of its pig raising operations, and
depended on company supplies only for the concentrate needed for
optimal animal nourishment.

The latest development in this first village is that the
farmers have decided to switch part of their acreage into the
production of mangoes for export, growing feed grains on the re
mainder, and also intercropping grains with the man~o trees. The
company is now considering setting up a processing plant in the
village for the fumigation and packing of mangoes for export.

The recruiting process. The company recruited the fifty
farm famlJles for the vl'lage in careful cooperation with the
government's district officers. First priority went to farmers
in the vicinity, particularly working farmers who had sold their
land, or part of their land, to the company. Second priority
went to landless farmers in the area who had good personal rec
ords as tenant farmers. Third priority went to casual worker,
with good records of industry and dependability. Candidates were
identified initially by the heads of villages in the vicinity,
who sent lists of candidates to the district officers. The dis
trict officers culled the list, then sent it on to the company
for final selection.

The company/farmer contract. The company makes a contract,
which runs for seven years, wlth each of the selected farm fami
lies. In the first year, in addition to providing the house, the
pigsty, the land, and Jll the supporting services, the company
furnishes the farmer with a basic stipend that will see him
through the eight months it takes to raise a litter of pigs for
sale. The farmer, in turn, commits himself to raising a minimum
number of piglets, although he is free, and the company encour
ages him, to produce as many piglets above the minimum as he can.
After seven years, if he fulfills his contractual obligations,
the farmer gets title to the land, to his house, to the pigsty,
and to all other fixed assets.

For the families who engage in pig fattening rat~er than pig
breeding, the same two-way commitment applies, except that the
hog shelter that is used for fattening becomes the common prop
erty of the twelve families engaged in that en~er~rise.

The Second Village Project

The second village project, launched in 1979, followed many
of the same concepts as the first, but differed in some technical
ways. In the first village, families and their land were grouped
in four-family units to make possible optimal application of in
puts such as insecticides. The insecticide spraying, however,
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turned out to be uncomfortable for the families during the spray
ing period, and in the second village, the company put family
housing, gardens. and sties on one side of the village and the
crop acreage on the other. It also tested new irrigation methods
by building a canal from the river and a pumping station. to set
up a linear sprinkling system that makes crop rotation possible.

The second village was established in the underdeveloped
North. some 400 kilometers from Bangkok, where farmers tradition
ally grow rice. With the new irrigation system, the farmers can
grow seed corn in rotation with their rice crop. which triples
their income. The company provides the seed.

The Third Village Project

The third village project was started in 1980, at a location
200 kilometers north of Bangkok. In terms of product, it com
bines the growing of seed corn on company-irrigated land with the
breeding of pigs. It has, however, a different social organiza
tion. In the first two projects. farmers are allocated their
24 rai of land on an individual basis. and assume title on an in
dividual basis when their seven-year contract is up. The third
village is organized as a common project, similar to the "moshav
system" in Israel. where each of the participating families owns
an equal share of the common project. Although it is too early
to draw definite conclusions, there are indications that this
system does not work as well as the organization of villages one
and two. Common ownership appears to generate less motivation
than the family-owned farms.

The Fourth Village Project

The fourth project, launched in 1981, is located across the
river from the third. This last project is designed for company
employees who want to retire to the country with their families.
The product lines are the same--pigs and corn seed, but the vil
lage is designed for seventy-rive rather than fifty families.
The farmers are former clerks, drivers, and blue-collar workers
whose contract with the company runs for eight years (the extra
year at the beginning is for training) before they become owners
of the property.

CORPORATE ECONOMIC CONSIDERATIONS

Because of its extraordinary flexibility and its broad range
of activities, the company reports that its ROI has been satis
factory on each project from the very first year. and that it
intends to continue its experimentations with different concepts,
different models, and different ways of using the company's wide
ranging resources.
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In another drea of outreach activity, the company cooperates
with government enterprises such as the Electricity Authority of
Thailand, for whom it provides expertise on animal husbandry for
people displaced by the public flood control system; and with the
Ministry of the Interior, which is trying to improve production
and income of farmers in the backward regions through chicken
raising projects.

Given the socioeconGmic realities in which the four projects
are established, and the company's own philosophy and approach,
there has never been any separation between the production and
outreach aspects of the enterprise. They are inescapably inter
twined, and the company's financial and production calculations
are based on this cohesion.

Product Strategy

From a production point of view, the company's strategy is
simple: to increase productivity through the introduction of
modern technology for traditional crops and to introduce new ag
ricultural pl'oducts, using all available and appropriate inputs
and technology.

In an interview a senior executive illustrated the princi-
ple:

A corn farmer in the United States gets a yield of
1.5 metric tons per rai. The traditional Thai farmer
gets 350 kilograms per rai. The difference is due to
the seed, fertilizer, farming methods, water, insecti
cides and herbicides, and mechanization. There is no
reason for this discrepancy to continue. Thai soil is
just abdut the best there is, and there is plenty of
rainfall. The challenge is to approach the farmer with
a packet of inc~ntives that he can buy. This includes,
in addition to the necessary inputs, appropriate fi
nancing, plus hands-on supervision and training. But
even that package won't necessarily produce results.
Farmers have deeply ingrained attitudes that require
change. Economic motivation, while very important, is
not enough in itself. The reason for that is that
farming--anywhere in the world--is not only a way of
earning a living, but is also a way of life.

Sociotechnical Calculations

The company's technical calculations are rooted in this rec
ognition. In determining the optimum acreage per family and the
optimum number of families per village, the company proceeded
from an estimate of a desirable standard of living for the farm
er. It began with a calculation of the farmer's basic spending
needs on food, clothing, leisure dctivities and education, based
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on the averag~ family size in the area. To this was added a per
centage for savings. and some percentage for consumer extras to
provide the nec~ssary margin of motivation. Starting with this
figure. the company then determined which agricultural products
would achieve this standard of living. In the experimental vil
lages. this proved to be a mixture of pigs and crops. Again us
ing the basic yardstick of a desirable living standard. the
number of pigs required to achieve this was determined. The r.om
pany then looked at its calculations from the consumer side and
determined what quantity of feed grains the farmers would he~c to
grow for their pigs to produce animals that would meet markt~

needs at a price consumers would find acceptable.
A company executive pointed out that this kind of figuring

differs from the approach the government takes toward increasing
farmer income and providing development for rural regions.

The government approach is that if they have raised
a farmer's income from 50 to 100 percent. that is a
great achievement and they are content with it.

The facts of life, however, are that if you increase
a poor farmer's income from B500 to B1000, that is
still not enough to provide a decent living standard or
an effective long-range motivation for the farmer and,
above all, for his children. Our calculations are
based on providing an incentive not only for the farmer
to cultivate his land, but for him to be able to edu
cate his children and have them want to stay on the
land.

In that way. you create a sound modern agricultural
base for the country, which makes Thai products compet
itive on both the domestic and world markets, and turns
farmers into the kind of consumers that industry needs
to grow and prosper.

From a corporate point of view, we are involved in
every stage of the process. That is. we provide inputs
and technology at the initial stage; management and
processing at the second stage; marketing new product
lines. and relev~nt research at the third stage.

Our experience so far is that we can meet our profit
criteria at every stage of the process.

Management Strategy

The company's management strategy is based on a comparable
calculation. Experience showed that a village of fifty to eighty
families is the optimum size for the type of hands-on management
the company considers essential. CP management eschews a tall
hierarchy, and embraces instead a flat. decentralized structure.
For example, each village project operates as a separate profit
center. It is staffed by young company managers. most of them
college graduates, who put in two to four years living in the
village as an ingredient of both their training and the compeny's
career plans for them. Since the company plans to expand its
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activities along these project lines, it needs to build a cadre
of managers who can execute the expansion, and is convinced that
the best training is on-site, hands-on experience.

At the same time, the company makes every effort to insure
that the village assignment is not a hardship post. It provides
the best possible basic facilities for its corporate employees.
There is a well-built, well-furnished house for managers, with
modern plumbing, televis)on, and pleasant eating facilities in
cluding, not unimportantly, a good cook. The company is aware
that these young managers live away from their family and friends
and, in compensation, tries to make their living facilities more
pleasant and their living standard higher than those of their
counterparts in the city.

In addition, company compensation is between 200 and 300 per
cent higher than the salaries these young university graduates
would earn in the public sector. It should be pointed out in
this context, however, that public sector salaries in Thailand
are very low, comparable to the scale of compensation in
Indonesia, rather than to the more adequate ~ay scales of coun
tries like Singapore, Taiwan, and Korea.

To find these'young managers, the company has a comprehen
sive recruiting system that covers all relevant institutions of
higher learning in Thailand. A network of scouts, supported by
well-cemented relationships with professors and school adminis
trators, identifies candidates during their second year at uni
versity. "White elephants," which is the Thai metaphor for the
best and the brightest, are offered summer jobs during their
sophomore year, which gives them an opportunity to find out what
the company is like, and gives the company an opportunity to
train the potential employees and to observe how they handle
themselves and their jobs. The "white elephants" who f:· j a
congenial place in the CP stables are then offered a career path,
which can include special training ~hile they are still at school
as well as special courses and research projects that are con
nected with the company and its activities. After graduation,
these young men are given formal training on company-owned farms:
in general management as well as in specialties like pig raising,
poultry cultivation, animal husbandry, veterinary science, and
nutrition. In terms of assignment after training, the company
has found that the best policy is to assign the trainees to the
regions from which they hail, where they relate most easily to
the people and their customs.

CP's relationship with the universities is cementeu by com
pany funding for eighty scholarships a year, not only in agri
culture but also in the social sciences, economics, and adminis
tration. In another facet of the company's educational outreach
program, CP offers one scholarship a year in each of Thailand's
seventy-one provinces for the education of a poor farmer's child
either in primary or in secondary school. Finally, the company
is in the process of organizing a training center for farmers
that offers formal courses in general management, including ad
vance planning.
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PAYOFF

For the Farmer

For the farmers. the short-range economics of this arrange
ment are as clearly beneficial as the long-range returns. On the
average. farmers in this area raising cassava have an income of
B500 to B700 a month. The farmers involved in the pig raising
project earn an average of B4.000 a month.

The social and developmental concomitants are unmistakable
to a visitor to the village. Indi,idaal farmers have acquired
big-ticket consumer goods. ranging from ~efrigerators to televi
sion sets for the home. and from motorcycl~s to pickup trucks for
increased mobility. More important, not on1i do all the children
in the village attend primary school, many go on to secondary
education. and a number of them are planning university careers.

A visit to the home of one farmer who had been a tenant
farmer. growing mainly rice before he was included in the proj
ect, revealed, in addition to a television set, a blackboard and
a literacy game with pink and blue plastic letters in hi~ living
room, where three evenings a week he teaches his preschool chil
dren. his wife. and his mother to read and write.

The economics of this farmer's life clearly tell his tale.
As a tenant farmer he produced a rice crop worth about B30,000 a
year, of which he got to keep B4.500. It took four months to
produce the crop, and he spent the remaining eight months as a
casual laborer, earning an annual income of B10.000 to B15.000.
Now his pig raising alone brings him B3,000 a month. and in addi
tion to growing his own vegetables for family consumption. he
produces most of the fodder for his pigs and is participating in
the mango scheme.

He does. however. report a social problem that troubles him.
His former neighbors, who are still tenant farmers and casual
workers, no longer regard him as one of their own. They see him.
with some suspicion and a great deal of envy. as a rich farmer
with whom they no longer feel comfortable. At the same time,
there are now many more farmers wishing to join the CP project
than the company can handle. This problem, in which a successful
rural development project focuses on a limited number of people
who then become an elite among their neighbors. is classical,
worldwide in its manifestation, resistant to easy solution, and
predictable from the outset of action.

CP recognizes the problem and is challenged by it; yet in
these early years of experimentation there is little it can do
but to create the models of village development. plan for addi
tional projects, and hope that others will be encouraged by the
success of CP ventures with rural people to invest in the repli
cation of the system over the full spectrum of agricultural op
portunities that exist in Thailand. Meanwhile. CP must first
cope with the traditional habits and conservative attitudes of
small-scale Thai farmers who are reluctant to change production
techniques practiced for centuries, and even more reluctant to
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switch from food crops such as rice and cassava to cash crops
which normally relate to a highly volatile market. The company
has addressed the general problem by giving farm families in the
settlement project enough acreage to grow both food and com~~r

cial crops, as well as involve themselves with pig production.
To further encourage change, CP assures the producers of a steady
market at stable prices.

For the Company

Return on investment for the company has three dimensio~s.

A financial ROJ begins the very first year of operation. Tacti
cally, the company considers the first five years of each project
the developmental phase. after which the training and direct
supervisory functions of the company are attenuated. The second
dimension of the company's ROJ comes into play at the stage when
the company encourages the farmers to manage their own affairs
via a board of directors made up of selected farmers, with the
company assuming an advisory role, compensated by a management
contract. The third dimension, which can be measured from the
start-up of a village project, is the provision by CP of inputs
such as feed and breeding stock, at a reasonable profit, and the
provision of the processing and marketing, also at a reasonable
profit. Long range, the company sees the college-educated chil
dren of these prosperous farnlers managing their own family farms,
with minimal outside services in either technology or management;
at the same time, they will become increasingly larger customers
for CP products and reliable suppliers of raw material to CPo

Payoff to CP in money terms was not quantified. It is in
dicative, however. that each village project has been profitable
by the end of the first year of operation, and the corporation
has invested 869 million in the four model villages to date.
Financing has come largely from banks responding to feasibility
studies prepared by CPo

Finally, return to CP has grown as the company has learned
to manage the system with less application of executive time,
including the time it takes to negotiate bank financing. It is
expected that in the future, each village will require less mana
gerial input, as farmers themselves become more and more compe
tent in the administration of their own affairs. Encouraged by
the early success of its satellite farming/procurement system, CP
is planning to develop additional villages as sources of supply.
Though an expansion in the number of villages means an expansion
of CP management time devoted to the villages, it is hoped that
efficiency, growth in raw material supply, and growth in the vil
lage market for CP products will more than compensate for in
creased costs of operation.

For the Consumer

The payoff of the CP program for the consumer is a better
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product, that is more easily available at a better price. CP's
pig raising enterprises illustrate this. The company developed a
hybrid pig for Thailand that grows faster, requires less feed,
and produces a higher percentage of meat than the traditional
Thai pig. The company began to work on this and on related tech
nologies in the 1960s, and by the late 1970s was able to produce
a locally-bred and -raised pig that is up to world standards in
quality. With company encouragement, the technology spread.
When CP started its pig raising operations with the high-quality
hybrid, its market share was 100 percent. Today its market share
is 40 percent of an enormously enlarged base. At present, Thai
land produces a hog population of 5 to 6 million head per year.

POLICY IMPLICATIONS

For Companies

The CP experience demonstrates that it is possible to meet
both profit and social criteria of performance at the village
level, as well as satisfy investment concerns for short-term re
turns as well as for long-term corporate growth.

For the Host Country

Until recently, the Thai government pursued what was essen
tiallya welfare policy vis-a-vis the farmer. It treated the
farmer as a backward child, poor and uneducated, and provided
handouts in the form of free seed, subsidized fertilizer, and
support prices. But it offered neither the full package of know
how and services nor the motivation to make the farmer self
supporting.

In addition, the government's attitude toward the private
sector in agriculture was that the private sector would exploit
the farmer, and was therefore not to be trusted. This attitude
is beginning to change as the government realizes that it cannot
create meaningful rural development alone. At this stage, the
government is thinking in terms of cooperation from the private
sector in rural development, and has long-term intentions of
encouraging private sector activity in agribusiness, with the
government gradually pulling out. The kind of constructive co
operation that is possible is illustrated by CP's village proj
ects and particularly by the farmer-recruiting process, which
involves the public sector in a very direct way, but leaves the
final decision to the private sector, where final responsibility
for success of the project lies.

A conceptual difference remains between the government and
the private sector over what rural development is and means. The
government is still inclined to think of rural development as
helping poor farmers in subsistence areas, while the private sec-
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tor thinks of rural development as supporting motivated farmers
to cultivate products th~t meet market criteria, helping to cre
ate economically and socially self-sufficient, self-sustaining
communities.

It would be useful if the Thai Investment Board would pro
vide the same tax and duty incentives for agriculture and agri
business that it provides for industry. Furthermore, government
financial institutions that now exist for industry should have a
parallel network of financial institutions for commercial
agriculture. At present, government financial institutions in
agriculture are limited to servicing subsistence farmers and
farmer cooperatives.

Conceptually, what is needed on the government side is
greater recognition that any country must have a strong agricul
tural base in order to industrialize successfully, and that agri
businesses like CP can contribute to building, expanding, and
reinforcing this base by assisting farmers to attain new levels
of profitability and social awareness. Public policy should en
courage agribusiness investment and help motivate management to
invest in the capability of Thai farmers to reach competitive
levels of production. This kind of interaction between the pub
lic and private sectors of all industrialized countries, and of
the more successful developing nations, has been basic to eco
nomic growth and social progress.

For the Donor Country

In the past, U.S. policy has channeled USAID funds only to
governments and to the military. The new emphasis on the private
sector, and direct contact with the private sector, with govern
ment encouragement and support, is likely to bring a positive
dynamic to the entire aid process. The allocation of USAID re
sources toward bringing together the private sector of the donor
country with the appropriate partner in the host country will
undoubtedly have more immediate and direct results than channel
ing funds to government organizations and institutions, where
demonstrable development results mayor may not be achieved.
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Productos del Monte: A Vegetable
and Fruit Canning Operation in 1\1exico
Simon Williams

SUMMARY

Productos del Monte (PDM) is a wholly owned subsidiary of
the Del Monte Corporation. PDM entered Mexico in the early
1950s, not as a manufacturer but as an exporter of canned goods,
selling through a Mexican distributor. Between 1957 and 1960,
the company investigated the feasibility of growing a wide range
of fruits and vegetables in Central Mexico. In June 1962, PDM
completed its first pack at its cannery in Irapuato, consisting
of tomatoes, tomato products, and chilies. By 1982, sixty-nine
items were offered for sale. With the exception of canned white
asparagus exported to Europe, all products are for the Mexican
market.

PDM, along with several other food processors in the area-
for example, Campbell Soup Company (Chapter 13, Section 3),
Bird's Eye Foods, and most recently, Green Giant (Chapter 13,
Section 3)--pioneered in the development of a "satellite farming"
raw material supply system that became a powerful force in revo
lutionizing the agricultural economy of central Mexico. Companies
like PDM played a decisive role in justifying public investment
in supportive infrastructure, particularly in irrigation, trans
portation, and communication. By 1983, PDM was contracting 8,750
acres, held by 140 farmers, 130 of whom were private land owners,
and 10 of whom were ejidatarios (members of a land tenure system
unique to Mexico). Contract farmers supply 80 percent of cannery
requirements; the rest is purchased on the open market, or, with
regard to asparagus, is grown under company control on farms
leased or owned by PDM. Historically, PDM and other food proces
sors in Mexico have tended to contract more with larger-scale
commercial farmers than with small-scale farmers. This case
study notes some serious problems that this emphasis has created
and the new directions the company has taken and may take as a
consequence.

A staff of nine agronomists is responsible for the satellite
farming supply system. Each year, to ensure fair and affordable
prices to both farmer and company, the staff calculates on-farm
production costs and discusses these with farmers before setting
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the contract price. PDM does not extend nonnal credit for crop
practice. Each farmer must negotiate credit needs with banks.
using the PDM contract only as verification of ability to manage
a loan. On the other hand. a fundamental aspect of farmer
loyalty and the relationship of confidence and trust between
agronomist and farmer is the willingness of PDM to provide credit
additions for such emergencies as a severe and unexpected pest
infestation or a personal crisis. PDM helps to minimize the
investment of farmers in heavy equipment by maintaining an exten
sive pool of agricultural machinery that, with the approval of an
agronomist. is rented out at a cost well below company cost of
capital. operation. and maintenance. A key to the success of the
procurement system is the constant contact between agronomists
and farmers during a crop season. POM does not conduct crop re
search in the traditional sense. but the staff constantly seeks
out improved practices elsewhere for adaptation locally.

COUNTRY BACKGROUND

The color and character of Mexico are difficult to capture
and comprehend. The nation is an active compound of diverse and
ancient indigenous cultures that have left their stamp on the
physical structure. art forms. craft designs. rural clothing, and
village customs of the majority of Mexicans. especially the rural
folk. Inextricably mixed with this legacy is the powerful influ
ence of three centuries of Spanish colonial rule and four centu
ries and more of the pervasive impact of the Catholic church.
These imports provided a unifying language and a widespread codi
fication of values. At the same time. they introduced the haci
enda system of land use and an extravagant social order that
essentially disenfranchised practically all rural people. reduc
ing them to a state of peonage that lasted 300 years. a yoke of
underdevelopment still borne by all of Mexico.

The manner of Mexico is also deeply rooted in the success of
the 1810 revolution of independence from Spain and in the fierce
sense of pride and nonalignment that marks Mexico today in world
affairs. particularly as it tries to adjust to its entanglement
with the economy. mores. and politics of the United States. But
the avid thrust of Mexico into the modern world really dates back
to the 1910 agrarian revolution. which threw off the last ves
tiges of the hacienda system. returned the beloved land to the
people as their rightful patrimony. and led to the 1917 constitu
tion. which has guided the country ever since. And. although the
constitution does not specifically provide for this. since 1917
Mexico has been led by one absolutely dominant political party.
the Partido Institucional Revolucionario (PRI). The PRI attempts
to house and harmonize the needs of all people. in all walks of
life. raising the question: In what proportions is Mexico a
blend of democracy and autocracy?
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Understanding Mexico, being able to distill from history the
essences essential to a working understanding of the rules of
behavior and law governing relationships between private enter
prise and the Government of Mexico (GOM), has always been impor
tant but never easy for foreign investors. The financial crisis
of 1982 thoroughly confused the picture, making the task that
much harder. There is no better measure of the doubts and uncer
tainties generated abroad by the crisis than the decline of capi
tal inflows from over US$l billion in 1982 to less than US$200
million in 1983.

Some observers reckon that how Mexico deals with the finan
cial crisis will have as profound an effect as anything that has
happened in the country since the revolution for independence.
Certainly, the Mexican government has taken drastic steps in its
attack on the problem. Among other actions, nationalization of
the banking system; currency controls; sharp and continuing de
valuations of the peso; major cuts in imports, particularly in
the areas of capital goods, spare parts, and luxury consumer
items; a significant decline in public works; and withdrawal of a
wide variety of subsidies--all strongly influenced by the terms
of an agreement with the International Monetary Fund--yielded
encouraging results in 1983.

Inflation decreased from well over 100 percent in 1982 to
80 percent in 1983, with a goal of 40 percent in 1984. National
accounts were ina stronger pos it ion in 1983, and management of
the huge external debt seemed to be well accepted international
ly. The government of President de la Madrid has strongly en
dorsed support for the further development of the In-Bond Assem
bly (Maquiladora) Industry, both along the U.S.-Mexican border
and inland. In December 1983, GOM officially created a national
commission to facilitate and promote foreign investment (Comisi6n
Nacional de Inversiones Extranjeras), within the Ministry of
Commerce and Industrial Development. Although few would venture
a long-range forecast for the economy of Mexico and the durabil
ity of traditional support for a mixed economy, short-range indi
cators are modestly e~couraging. After two years (1982 and 1983)
of negative growth, in 1984 the economy held its own, setting up
conditions for an economic recovery beginning in 1985.

Agriculture and agro-industry are deeply entwined in this
context of change and uncertainty, and though the share of gross
domestic product (GOP) contributed by agriculture has declined
from 14 percent in 1965 to an estimated 8.7 percent in 1982,
Mexico cannot hope to resolve its current and future economic and
soc ia1 problems without sweepi ng improvements in the performance
of its agricultural sector. Roughly half the population is
rural. Roughly half the labor force is employed in agriculture
and related agro-industry. 8asic foodstuffs are in short supply.
Imports of wheat, corn, sorghum, vegetable oil, oilseeds, nonfat
dry milk, rice, and breeding animal stock head a growing list of
requirements. Rural poverty continues to be the driving force of
migration to the cities and to the United States, and remains a
major drag on the entire economy.
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Constraints on improvements in agricultural performance are
formidable. Of Mexico's total area of 197 million hectares
(1 hectare = 2.5 acres), GOM considers 39 million as arable,
78 million as range land, and 44 million as suitable for for
estry. Yet in 1983, President de la Madrid reported that the
total harvested area in 1982 was estimated at 16 million hec
tares, of which 34 percent was irrigated. It is difficult to
imagine how this farmed area can be greatly expanded. Money
for infrastructure improvement is in very short supply. Water
for irrigation is limited and though nearly 90 percent of pub
lic expenditures in the agricultural sector during the last
thirty years went for capital and current costs in irrigated
areas, further expansion is becomin9 more difficult and less
cost effective. On the other hand, rainfall is poorly distribut
ed seasonally and unless irrigation is available, most land is
idle in the ~Iinter. Not only is rainfall seasonal, it is also
highly variable and may exceed or fall short of "normal" by 30
to 50 percent in one out of three years.

Beyond the classic limitations on agriculture imposed by
climate, soil, topography, and other physical factors, the pecu
liarities of land tenure, agrarian law, and the pervasive role of
government are powerful forces affecting the future of farming
and food processing in Mexico.

Land Tenure

Land tenure falls into two dominant patterns, the ejidal
system and the system of small-scale, privately-owned farms known
as the pequeno proprietarios.

The ejidal system. This system arose out of the 1910 agrar
ian revolutl0n ln an effort to help formerly landless peasants
make a transition from centuries of serfdom to responsible par
ticipation in their new democracy. Ejidal land belongs to GOM
and is considered part of the national patrimony. About one-half
of all land and roughly one-half of all rural people fall within
the system, which is administered by the Ministry of Agrarian
Reform.

Groups of ejidatarios (farmers) form an ejido (a community)
and each farmer has a homestead, generally centralized and off
the farmland. Some ejidos operate their land collectively and
share in crop proceeds. The majority allow members to operate
individually and freely. Most ejidal farms are smaller than
twenty hectares; the majority range from one to ten hectares.

Rights to land use can be passed on to a surviving wife or
children, but the land can never be sold or mortgaged. Individu
als, groups, and an ejido itself can enter into supply, purchase,
or credit contracts, and may organize profit-making businesses.
Recent changes in agrarian law allow for joint ventures with
private-sector, off-farm partners, although in practice this law
has been little tested. It is intriguing to note that the Bank
of Mexico (the central bank), utilizing the financial and legal
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power vested in a group of trust funds for agricultural develop
ment. is actively searching for such joint venture opportunities.
The lead agency of the bank in this regard is FIRA (Fideicomisos
Instituidos en Relacion con la Agricultura).

PeqUenO ~roarietarios. This system covers roughly 45 per
cent of all an and includes perhaps 45 percent of the rural
population. Farm size is well defined by law. It varies up to
several hundred hectares. depending upon such variables as the
crop grown, whether the land is irrigated. and whether it is used
for crops or as rangeland. The majority of pequeno proprietarios
are small- to very small-scale operators. their farms ranging
downward from ten hectares. An increasing number. however, oper
ate units that are larger than the law provides for and have be
come truly commercial. well-capitalized. and highly mechanized
units. This is accomplished by owners who control adjacent farms
registered in the names of others who collaborate in evading the
intent of agrarian reform. Some existing food-p,'ocessing corpo
rations. both Mexican and international. have found it ~onvenient

to contract for raw materials from these larger farms. with dubi
ous propriety.

Agrarian Law

Agrarian law. ~nother major influence. has a dominant theme.
vital to appreciate. The land is the greatest heritage of the
people and the benefits that derive from it must in the end flow
equitably to the people. True. Mexico has yet to achieve this
equity. True. the law keeps changing. It is often confusing and
contradictory. It is violated often. and too frequently without
redress. Probably few people have ever read all the law or could
act upon it with authority. However. agrarian law captures a
large part of the spiritual character of Mexico and to grasp
it. ~o incorporate it into the design of an agro-industrial
venture. is to come a long way toward a good fit into the
country. The law suggests why a nucleus estate. as a self-owned
source of supply for a food processor. would b~ at odds with pol
icy. The law in its essence supports a decision to work with
small-scale farmers in a contracted supply system rather than
with commercial farmers. In other words, as one scholar in ag
rarian law put it: "The spirit of the law may be a far better
l)ght to follow in considering a foreign investment in agro
industry in Mexico. than the pathways to alternative structures
defined by the codified rules."

The Pervasive Role of Government

A third and pervasive force is government intervention at
every point along the food chain from farmer to consumer, and
from farmer to export market. The volume. nature. and cost of
agricultural credit is essentially dictated. The price of basic
crops such as corn, sorghum, wheat, rice, beans, and coffee, is
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controlled by price floors. The price of some foodstuffs, raw or
processed, is also controlled. GOM manufactures or imports all
fertilizer; manufactures farm equipment and trucks; operates the
largest retail food chain in the country; and subsidizes consumer
costs in the face of competition from privately held supermarket
chains. The railroads and airlines are public. GOM, in other
words, is to be dealt with at every turn.

It is also true that Mexico has always taken great pride in
its mixed economy. A wide variety of agro-industries, many owned
outright or controlled by foreign private investors, have pros
pered in Mexico. Even during the current financial crisis and
the extension of increasing GOM controls over the productive sec
tor, there are many assurances that a strong, competitive private
sector must exist alongside dynamic public participation in manu
facturing and marketing. The point for new investors in Mexico
is, however, that no industry in the country has a more contin
uous or more sensitive interface with govermnent than agro
industry.

ENTERPRISE BACKGROUND

Productos Del Monte is a wholly owned subsidiary of the
Del Monte Corporation, since 1979 a subsidiary of R.J. Reynolds
Industries, Inc. POM cans and bottles vegetables and fruits, the
latter only sold in the form of jam. With the exception of can
ned white asparagus, which is exported to Europe, the entire
product line is marketed in Mexico. Since its inception, invest
ment in POM has totaled approximately US$40 million.

The cannery is located in Irapuato, in the state of Guana
juato, roughly 200 miles north-northwest of Mexico City. Pro
curement of raw material and all manufacturing is centered in
Irapuato. Overall company management, fiscal control, sales, and
government relations are located in Mexico City.

Raw material flows to the cannery from three different
sources: contract or satellite farmers, the open market, and
farms operated by POM. Contract farmers are located within a
3D-mile radius of the plant, and supply roughly 80 percent of re
quirements. In 1983. material was received from 140 farmers, 10
of whom were ejidatarios. The contracted area was 3,500 hec
tares. The open market may, depending upon need and time of
year, be anywhere in Mexico. POM farms are operated by a wholly
owned subsidiary, Frutas y Verduras Selectas, S.A., which farms
asparagus only on six ranches, four leased and two owned. The
total area farmed is 250 hectares. These ranches produced 25 per
cent of the asparagus canned in 1983; eventually it is planned
that PDM will grow at least 50 percent of its needs. In such an
event, PDM will take a major step toward operating a nucleus es
tate and will be unique among foreign-owned agro-industries in
Mexico.

The decision to create Frutas y Verduras, which is really a
nucleus estate. is understandable and pragmatic in terms of pro-
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tecting a vitally important product line. Nonetheless, it places
PDM in a predicament vis-~-vis public land use policy and the
intent of agrarian reform. It may be broadly instructive to out
line the origin and nature of the dilemma faced by the company.

Ideally, cultivation of asparagus requires relatively large
areas of contiguous land. In the case of POM practice, eight
hectares would be a minimum. Several hundred hectares would be
preferable. Equally important, asparagus farmers w.ust be able to
finance the crop. In 1983, per hectare investment in starting
production was about 400,000 pesos (conversion rate in 1983 aver
aged P160 = US$l) per hectare, and having made the investment,
the farmer must wait four years after planting before a first
harvest. The combined prerequisites effectively eliminate truly
small-scale pequeno proprietarios and ejidatarios from partici
pating in the benefits of cultivating asparagus.

The result has been that as PDM pioneered the crop and pro
vided limited financial assistance, such as soft financing of
planting stock, it contracted with the commercial farmers of the
area who had the land and had access to the necessary credit.
Yet experience demonstrated that working with such farmers does
not necessarily secure sources of supply.

It is an intriguing comment on human behavior, of relevance
allover the world, that though POM and neighboring agribusines
ses introduced most of the vegetables grown in their area, the
most successful farmers have become the most difficult in their
contract relationships. As they have become wealthy and expand
ed their farms (in violation of the spirit, if not the letter, of
the law), they have become independent of market security, tech
nical assistance, and credit offered by POM. They now tend to
dispute prices; at times they break their contracts if prices at
harvest rise beyond expectation. They have introduced an intol
erable uncertainty into the flow of raw material.

Faced with this emerging situation, POM had two choices. The
more difficult one, which POM decided against (although there is
ample evidence that it can be managed in Mexico), was to catalyze
the organization of groups of small-scale farmers and then to ag
gregate adjacent lands into suitable asparagus farms. This was
judged to be too slow, too risky, and likely beyond corporate
competence. The choice POM made was to both rent and acquire
land, farm it, and exercise control over pruduction in the mode
of a nucleus estate, while continuing to contract with some farm
ers with whom steadfast relationships were being maintained.

It may well be that the solution chosen by POM will demon
strate how to help resolve a general problem in Mexico, namely,
how to increase agricultural productivity so that the goal of
food self-sufficiency can be reached. However, by depending upon
company-owned asparagus farms and upon commercial farmers who are
at risk because of the manner of land accumulation, PDM may be
exposed to criticism over an apparent return to a colonial view
of rural people and land use.

From the beginning, PDM has maintained an extensive Agricul
tural Department that provides technical assistance to contract
farmers; seeks out new contract farmers as needed; searches for
supplies in the open market; and maintains and supervises the use
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of a pool of PDM agricultural machinery (lik~ 1ea harvesters)
available for certain farm practices. The 5~' f aiso assists
contract farmers who may solicit PDM for credit over and above
that borrowed from banks and supports the manager of Frutas y
Verduras Selectas, S.A., himself the manager of the Agricultural
Department.

In tenns of manufacturing costs and selling prices, PDM op
erates under continuously trying conditions. The raw materials
purchased by the cannery are priced without GaM intervention.
Each year, prior to contract negotiations, the Agricultural De
partment makes careful analyses, crop by crop, of on-farm pro
duction costs, which then serve to help establish a price that is
fair and understandable to all fanners and absorbable by the can
nery. It is a compliment to PDM staff that there is widespread
acceptance of the integrity of the calculations and the honesty
of cannery management in its p.fforts to ensure a reasonable prof
it to both farmer and company. Inevitably, the policy and proce
dures followed have meant steady increases in raw material costs.

Yet in 1983, over 50 percent of the PDM product line was
price-controlled, at levels generally inconsistent with rising
costs of raw materials, manufacturing, and marketing. This situ
ation has considerably narrowed the margin between cost and in
come, which, when combined with inflation and peso devaluation,
has had a serious and negative impact on profit. In 1983, for
example, PDM made a modest profit in pesos but generated a dollar
loss of roughly US$1 million. Communicating the stark realities
of the interplay of all these forces to GaM, so that corrective
measures will be introduced into public policy, while managing
the variables at play to reduce costs, surely presents PDM with
one of its most challenging tasks for the 1980s.

History

Del Monte entered Mexico in the early 1950s, not as a manu
facturer but as an exporter from the United States working
through a Mexican distributor. By mid-decade, product acceptance
encouraged the corporation to select a site for a cannery in cen
tral Mexico, in a zone where public investment in infrastructure,
with an emphasis on irrigation facilities, pronlised a flexible,
diversified source of raw material. At the same time, between
1957 and 1960, PDM began investigations into suitable practices
covering a wide range of fruits and vegetables.

By June 1962, PDM completed its first pack, consisting of
tomatoes, tomato products, and chilies. By 1982, sixty-nine items
were offered for sale. At the start of operations, PDM focused
entirely on the domestic market. In part, this decision was based
on the promise of a rapidly expanding market among the urban mid
dle class. The decision was also influenced by the fact that PDM
marketing strategy had to fit into the worldwide network of pro
duction and distribution of its parent corporation, a constraint
on the growth and profitability of PDM that persists today. The
one important break in this pattern came with the introduction of
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white asparagus into the line, which as already noted, is export
ed to Europe via the Del Monte marketing organization there.

Del Monte entered Mexico at a most favorable time. During
the late 1960s and throughout the decade of the 1970s (even after
1976, when the first devaluation of the peso foreshadowed the
crisis of 1982), the economy of Mexico boomed. Risin9 income and
expectations characterized millions of Mexicans clustered in the
cities near the cannery at Irapuato. Changing diets favored con
sumption of PDM products, so there w~s a ready market, easily
reached. Mexico flourished during those halcyon years. Did PDM?

Del Monte Corporation felt it in~ppropriate to reveal the
profit history of PDM. It was pointed out, with justifiable
pride, that for PDM to have operated continuously for nearly a
quarter-century is a clear signal that the investment was solidly
based and was justified by events. Hawe,,'p.r, a caveat was sound
ed, withal indirectly, that return on ~quity may not alway~ have
lived up to corporate expectations. This may have been tolerahle
in the past. The crisis of 1982 raised new questions: Are~;.l:!

factors threatening private, foreign-owned agro-industries, such
as inflation, devaluation of the peso, price controls, and import
controls, manageable? Does PDM hav'! the opportunity to reduce
costs, modernize its plant, expand its market, shift to more
profitable lines, reduce dependency on price-controlled items?

For the immediate future, Del Monte Corporation and R.J.Rey
nolds Industries seem to have decided that PDM should stay; that
the efforts of GOM to correct its financial course can be ration
alized satisfactorily; and that there are a variety of challeng
ing but feasible ways for PDM to improve upon its performance and
prosper with Mexico as the country recovers the pace of its grow
th. Therefore, in 1983, a new management team at PDM set in
motion a "crisis plan" based on six short- and long-term changes.

1. Reduce the number of price-controlled items in the prod
uct line.

2. Build an in-house capability to design and fabricate ma
chinery and machine parts required to renovate the plant.
This project was initiated in 1983, under ~he guidance
and tutelege of experts sent to Mexico from other
Del Monte locations. The effort was herculean; results
were very gratifying. The work of training and implemen
tation will continue as intensely as possible. In combi
nation with some easing of import restrictions promised
for 1984 by GOM, the hope is that full operating effi
ciency can be attained in the near future.

3. Up-date the marketing information base. A 1983 study re
vealed that the data base was inadequate and outdated,
resulting in weak or nonexistent distribution in large
areas of Mexico and, perhaps, in export markets that
might be penetrated without conflict with other Del Monte
operations outside of Mexico. Corrective measures are
already being taken. New data are being collected.
Thirty-five product lines are being eliminated as new
ones are being contemplated.
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4. Up-date and tighten quality control. Another study in
1983 noted that quality control measures had been neglec
ted, with resultant operating losses, as well as damage
to the consumer image of the Del Monte label. Both the
facilities and techniques of quality control have already
been greatly improved.

5. Initiate a search for new methods of packaging. Packag
ing has become the single largest item of cost in manu
facturing. A can or a bottle may be more expensive than
the ingredients. This may be one of the most intransi
gent of the problems being faced, even though Del Monte
Corporation has been at the forefront of packaging inno
vations in the United States. Not only is new packaging
machinery costly, it is difficult either to finance or to
obtain import licenses. Many new forms of packaging de
pend on materials no more practical to buy in Mexico than
tin or glass. Still, management is determined to attack
the problem.

6. Intensify 90vernment relations, in a major effort to ob
tain concessions that would ease the squeeze on profits
resulting from unrealistic price ceilings on certain can
ned vegetable products, especially those produced in
large volume.

Outreach

PDM outreach is confined essentially to the procurement of
crops from contract farmers, and is the responsibility of the PDM
Agricultural Department (AD). Although AD no longer conducts
crop-practice research in a formal sense, it may, on occasion,
conduct tests of new practices already being applied successfully
elsewhere. Because of their continuous contact with contract
farmers, year in and year out, AD staff may, in an informal way,
interact much as any good extension worker would to answer a
broad range of technical and farm management questions. PDM as a
company and AD uS a technical resource have a fine reputation in
the area of contracting, an asset that is carefully nurtured and
guarded.

AD is staffed with a director and eight other agronomists,
augmented from time to time with new graduates of agricultural
universities who serve as apprentices. Apprenticeship mayor may
not lead to a permanent AD job, but the graduate receives valu
able hands-on experience while AD is given time to evaluate per
fOlmance, should a staff vacancy occur. PDM has learned that AD
must function as a close-knit team, and to do so, a basic re
quirement is good transportation and communication equipment. All
full-time AD staff have, therefore, a late model pickup truck,
with two-way radio-telephone systems linking the central office
at the plant and all vehicles as they circulate in the contract
area. Each vehicle is also in communication with any and all
others. The 1984 AD budget is P28.4 million (about $168~OOO).

As previously noted, the AD director also serves as manager of
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Frutas y Verduras, S.A. and is supported by the AD staff as
needed.

Each agronomist is a crop specialist. It is his responsi
bility to contract the necessary supply and to provide technical
assistance for each step in the crop cycle. At such times as ag
ronomists are between crop cycle~, they assist others who may be
at the peak of their work. In this way, every farmer is visited
at least twice a week during his agricultural year. Specifical
ly, AD services are as follows:

Technical on-farm assistance. This activity is the highest
priority, as lt can make or break a procurement program. If it
is effective, it breeds responsible performance, respect between
AD and its suppl iers, and loyalty over time as the ups and downs
of farming encourage or discourage participation.

Technical assistance starts with an evaluation of the land
being offered for a given crop and of the farmer himself. The
area is surveyed, to be sure it is adequate and t.J facilitate
calculations of costs of production, prices to be set in con
tracts, and income to be expected by the farm family. Soil suit
ability and availability of water are determined. If the prac
tice calls for the use of machinery from PDM equipment pools, is
there access to the fields? If larger units of land a.e required
than the farmer can offer, is it feasible to aggregate 110ldings
with neighbors? As best he can, the AD agronomist assesses the
character, farming skill, and reputation of the farmer, as well
as the ability of the farmer to finance his credit. This is an
important consideration because PDM policy is to keep to an abso
lute minimum the money tied up in providing credit. As will be
seen, PDM does exercise flexibility and compassion in the provi
sion of credit under emergency conditions, but insists that in
the first instance, furmers work directly with banks.

During a crop cycle, the AD agronomist offers constant guid
ance to ensure that each step in the recommended practice is
taken on time and with care. The object of this supervision is to
stimulate farmers to participate in each decision and to facili
tate this role by edu~ating the farmer about the reasons behind
the practice. If an emergency ari ses requ i ri ng addit iona 1 credit
a farmer may solicit an agronomist, who makes a determination of
the validity of the request and what may be needed. The agrono
mist immediately makes his recommendation to the manager of AD,
who passes it on to the production manager of the cannery. The
production manager is empowered to grant the credit, usually in
kind. PDM maintains a stock of agricultural chemicals and other
inputs, which it purchases as cheaply as possible and dispenses
at cost.

AD staff provide a myriad of other on-farm services. If a
farmer needs transportation help, the staff may locate and inter
vene in negotiations with private firms, required at harvest. If
machinery is required from the PDM equipment pools, the agrono
mist may expedite the order. If the design of a small-scale ir
rigation system to serve a group of neighboring farmers is de
sired, AD can help.
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Technical off~farm assistance. This. of course. pays off
only when transferred to the farm. Such as~istance is important
but less structured in the work program of AO staif. There is a
never-ending search for techniques to extend the productive sea
son and increase productivity. The first goal is to increase the
number of months during which the cannery can operate; the second
'is to bring the daily throughput at the cannery into optimum bal
ance with capacity. Associated lines of inquiry are: how to
bring contract production of all requirements ever closer to the
cannery to reduce the subsidy on transportation costs; and how to
educate farmers to their real costs. so that price negotiat10ns
can be facilitated when contracts are up for renewal.

Facilitation of credit. As already observed. POM contract
farmers are expected to arrange financing directly with banks. In
no case will PDM guarantee a bank loan. It will advise a bank.
if asked. as to the existence and nature of a contract and will
record PDM experience with a farmer-applicant. Over the years.
area banks have come to value both personal commendations from
POM and the fact that a farmer has a PDM contract. In general.
this policy has served its purposes well and POM management feels
that farmers have truly benefited by their direct interaction
with credit institutions. In any event. POM has never faced a
problem when seeking contracts with producers, although turnover
does both complicate and add cost to the system, year after year.

Oespite a basic policy that deflects most credit needs of
contract farmers to the attention of banks. POM does tie up a
considerable amount of money in various forms of credit and sub
sidies, which over the years have been built into different crop
production practices. In 1983. for example, roughly P400 million
(about US$2.5 million) were in circulation as cash, value of
seed, subsidies to transport cost~, and subsidies of the cost of
using POM agricultural machinery. It may be useful to illustrate
how subsidies, intrinsically part of a credit system. and used in
part as an incentive for farmers both to contract the sale of
crops to an agro-industry and to adhere to recommended practices.
quickly becomes large, complex, and almost impossible to abandon
or transfer to an external source like a bank. In the case of
POM, these subsidies may include free seed, partial payment for
transport of crops to the cannery after harvest, partial payment
for the rent of agricultural machinery. total cost of aerial
spraying, and the total cost of technical assistance.

Most contracted crops require the use of imported seed. POM
buys the seed and, except in the case of asparagus. supplies it
free to farmers. In 1983, exclusive of asparagus, POM invested
roughly P53 million (about $332.000) in imported seed. The case
of asparagus is especially illustrative.

Farmers buy asparagus planting stock from POM, which imports
the seed and grows it to transplant size in a company-controlled
nursery. This quality control is vital and permits POM to guar
antee performance if all other steps in the production practice
are followed. Although POM sells the planting stock at cost,
nonetheless the farmer must invest about P160,OOO ($1,000) per
hectare at planting time or almost half his total investment in
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starting a new asparagus crop. (Oy way of comparison, the total
credit needs for pea production in 1983 added up to about
P48,000, or $300, recoverable the same year at a profit.) The
farmer mu~t then wait four years for his first harvest. As an in
centive, when POM first introduced asparagus in the early 1960s,
the company agreed to sell the planting stock on credit. For the
first three years, the farmer paid no principal and no interest.
Beginning with his first harvest, interest, at the same cost of
money to POM, is applied, and the loan becomes payable in four to
five years.

When farmers are required to arrange and pay for transport
ing harvested crops to the cannery, POM pays 50 percent of this
cost as a direct subsidy, and has done so from the beginning of
operations. Farmers who use POM machinery pay only 50 percent of
the real cost to POM of owning, maintaini~g, fueling, and operat
ing this equipment. Further, the availability of the machinery
adds another burden of vigilance to the task of each agronomist,
who must see to it that farmers do not order out POM machinery
when they own equipment capable of doing the job, just to save
money.

Finally, when aerial spraying of pesticides is necessary, as
with sweet corn, POM provides this service free; when other spe
cialized chemical treatments, like the inoculation of pea seed
are required, this service is provided free; and farmers pay
nothing for the technical assistance services provided by AD.

The technical assistance and credit program af PDt1 does
work. Raw material of satisfactory quality and quantity generally
arrive on schedule to the cannery. The beneficial contributions
of POM to the agricultural economy of the area are impressive and
unquestioned. Still, as the company pushes ahead to implement its
"crisis plan," several questions relating to the cost of the
raw material procurement program persistently puzzle management.
Is the methodology too costly relative to profit margins achiev
able in the product line? If so, how can outstanding cash bal
ances be reduced, along with subsidies and the cost of AO itself?
Has the chosen methodology led POM into too paternalistic a mode
vis-a-vis contract farmers? If so, how can the company achieve to
a new, high level of a shared responsibility and risk taking with
producers? Is POM at risk because it depends so much on farmers
who operate at the margins of agrarian law because their farms
are so large? Can PUM afford to take a neutral position on this
matter simply because it is customary practice and beyond any
control by POM? Is there additional risk of conflict with public
policy due to the creation of Frutas y Verduras Selectas, S.A.?
Would answers to these questions provide insights into methods
POM might use to relate procurement more closely to the develop
ment of small-scale farmers whose productivity, income, and ad
vancement are of elemental importance to Mexico?

It was significant that these same kinds of questions were
threaded through my conversations about POM and other agro
industries of foreign origin with Mexican experts in banking,
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economic analysis, agrarian law, and government policy. Through
out, it was agreed that companies like POM are vitally important
to the food economy of the nation. It was also suggested that
the industry could and should take more initiative in tapping the
latent capability of f.ma11-scale farms to become a vigorous part
of the commercial sector of agriculture. The significance of such
initiative was emphasized many times by references to the belief
of many in government that GOM should take a stronger, not a
weaker, position in control over the productive sector.

PAYOFF

For the Farmer

A view of payoff depends as much on the values and perspec
tives of the observer as it does on the facts interpreted. There
are two fundamentally different, though not necessarily conflic
tive ways of analyzing the case.

One view perceives a variety of benefits resulting from the
presence of POM that are unequivocal and unarguably benign. Sev
eral thousand people, never before so employed, receive regular
income; in family terms, this means that some 15,000 to 20,000
people share this good fortune. New skills have been transferred
to contract farmers, as well as new concepts of farm management
and new visions of personal capability. A one-channel, assured
marketing system has been provided. Payments from sales are
prompt and the bases of contract prices shared in understanding
with all concerned. Competent, continuous technical assistance
has been made available. Emerging credit needs have been met.
Dependency on bureaucratic machinery has been minimized.

PDM has contributed to a sense of security among its steady
farmer-suppliers. They have a sense of having a strong, knowl
edgeable representative in faraway centers of power. The farmers
believe that their local connection with POM will, in fairness to
everyone's self-interest, keep things going, good times or bad.
In both qualitative and quantitative terms, the perspective of
these observations projects a clear image of beneficial impact
and raises the question: What more should be expected of a pri
vate, profit-making agro-industry?

Without detracting from the flow of benefits outlined above,
a second view of payoff looks at POM in light of this question,
or, put another way, in light of the development issues that the
POM experience brings into focus. This second view perceives
that the raw material procurement system evolved at POM, with its
emphasis on the use of large farms and its current trend toward
company farms, may well generate a negative impact on the major
ity of rural people. The system encourages the buy-out of sma1l
scale pequeno proprietarios and forces up the price of land. It
encourages commercial farmers to flout the intent of agrarian re
form. The system tends to discourage efforts to organize, train,
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and lead small-scale farmers so that in the aggregation of their
talents, intelligence, and physical resources they can partici
pate more dynamically and share in economic progress. The system
may be retrogressive philosophically because it downgrades the
potential of the Mexican campesino, (the country folk) and finds
reasons to bypass them in the process of commercializing agricul
ture.

My discussions of the PDM payoff to the people of Mexico,
from the standpoint of integrated rural development, were not
confrontational, nor were they held in an atmosphere of anti
business, romanticism, or innocence. The Mexicans interviewed
unanimously supported the existence of private agro-industry, ex
emplified by PDM. The realities of survival in the ambience of
Mexico today were not minimized. The necessity of being competi
tive and earning a profit were well understood. Conversely, the
realities facing Mexico impose certain unusual demands on the in
dustry. Mexico must decrease its dependency on food imports. It
must increase the productivity of the small-scale farms that pre
dominate in the agricultural sector. It must alleviate the pov
erty and inequity that permeate rural life. It cannot continue
to blink at violations of agrarian reform under pressure from a
few and because of the questionable argument that large-scale,
capital-intensive farming and ranching is the only route to ef
ficiency. Private agribusiness, these Mexicans insisted, has a
unique opportunity and responsibility to help resolve these dif
ficult, seemingly intransigent national problems.

A review of these complex issues, with both the president of
PDM and the production manager of the cannery, brought out no
fundamental disagreements. However, two things were made clear.
Because PDM relates to a relatively small number of suppliers,
any long-range value to Mexico of a shift to truly small-scale
farmers would have to derive from the replicability of methodol
ogy employed. Any plan of action would require such a concept.
Further, at this moment in PDM and Mexicdn history, the cost of
developing a prototype, as well as the time required, could not
feasibly be borne by PDM alone, nor allocated from the workload
of the company Agricultural Department.

Subsequently, I discussed the matter with the director gen
eral of FIRA (Fideicomisos Instituidos en Relacion con la Agri
cultura), at the Bank of Mexico. FIRA had been reviewing pre
cisely the range of issues noted above and would be extremely in
terested in facilitating a shift by PDM (and any other similar
enterprises in the private sector) to closer long-range relation
ships with larger numbers of small-scale farms. FIRA support
might take the form of grants-in-aid, soft loans, policy approv
al, and possible staff assistance.

The roots of FIRA's interest are intriguing. In contradis
tinction to many people in GOM, some leaders of FIRA recognize
very clearly the actual and potentially great importance of the
food processors in the private sector as engines of change. There
also exists an appreciation that FIRA itself, holding both public
funds and public policy in its trust, has an obligation to create
and test innovative forms of partnership between the public and
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private sectors. As mentioned earlier in this chapter, one way
FIRA has already responded has been to lead the search for inves
tors who would enter into joint ventures of a profit-making
nature with ejidos. The idea of such ventures. entirely novel in
Mexico. is now embodied in law.

Two tentative steps were taken toward implementing action.
The idea of a venture with FIRA was discussed with the president
of PDM. who expressed keen interest in the possibility. Second,
contact was made with Coordinacion Rural, A.C., a skilled and
experienced organization in the field of integrated rural devel
opment in Mexico (see Chapter 13. Section 12, and note name
change to the Instituto para el Desarrollo Rural Integral Auto
suficiente, S.C.). This organization expressed keen interest in
collaborating with PDM and FIRA. The entire matter was left
pending but with a commitment on the part of Coordinacion Rural
to develop a program of action for further consideration.

For the CCJmpany

No data were given to quantify the payoff of PDM to the
Del Monte Corporation over the years. Clearly, by whatever stan
dards were used, the return on investment was sufficient to keep
PDM in continuous operation for over twenty years and to justify
the current determined effort to stay in Mexico in the face of
great difficulty and uncertainty. Del Monte rightly takes con
siderable pride in the fact that it has never withdrawn an opera
tion from a country once the investment was committed.

In this sense, the sustaining power of PDM and its inherent
strength in dealing with Mexico in the 1980s seems to be a source
of considerable satisfaction to the people of Del Monte. In the
qJalitative sense, it is remembered with a deep sense of gratifi
cation that Del Monte was a pioneer in agro-industry in Mexico.
As it learned, it taught. New crops and new skills were intro
duced, inculcated, and acculturated throughout the area surround
ing the cannery. PDM contributed directly and significantly to
rising farm income. The company created jobs and earned a posi
tion of recognized integrity and fairness among the rural people.

For the Host Country

The data speak for themselves. PDM employs 237 salaried,
nonunion people; 208 unionized permanent workers at the cannery;
and as many as 1,300 seasonal workers in and around the cannery.
In addition, Frutas y Verduras Se1ectas employs 35 salaried staff
and up to 400 seasonal workers on its six asparagus farms. Direct
payroll in 1983 amounted to P210 million (roughly $1.4 million).
Also in 1983. farmers received P560 million (about $3.7 million)
for produce received at the cannery; PDM also purchased P50 mil
lion ($330.000) in supplies and services from local businesses.
No data were made available regarding tax payments and foreign
exchange earnings. but over the years it might be expected that
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both have been significant. Although there are no known studies
of the subject, the multiplier or eddy effect of these larye cash
flows into the area economy from the cannery, year after year,
must be among the important reasons for the vigorous economic
growth of the Irapuato region.

POLICY IMPLICATIONS

The financial crisis in Mexico, precipitated by the inabil·
ity of the country to service its foreign debt in 1982, brought
with it a be~ildering array of policy changes and implementation
plans, arising out of every public and private institution in the
country. GOM, naturally, has concentrated on financial matters
relevant to inflation, foreign exchange earnings and control, and
a balance between austerity and social disorder. Private organ·
izations like PDM have focused on changes required to maintain
income and competitiveness. Conditions in the country are such
that it is not reasonable to direct separate policy comments to
the company and to the host government in the form used in other
case descriptions in this book. The policy implications of the
PDM case for the United States as a donor country are also not
relevant. The United States has not been involved in providing
Mexico with development assistance for many years, and the role
it may play in the future is not clear.

Yet, acceleration of agricultural and rural development is
critically important to the success of Mexico's efforts to bring
its foreign debt under control and to bring its economy back to
the stage of vigorous growth that characterized the 1960s and
early 1970s. Despite a long history of 2grarian reform and pub
lic sector action, the goals of reform remain beyond the dreams
of the great majority of small·scale farmers, their families, and
their villages. Until the anchor of rural poverty and low pro
ductivity is weighed, all other remedies applied to the social
and economic problems of the nation will fall far short of their
intentions.

To correct the deficiencies of rural Mexico clearly is a
complex, long-term, and difficult task. It i~ not likely to be
accomplished by taking a single approach. But as a beginning,
Mexico desperately needs novel techniques of integrated rural de
velopment that depart from the bankrupt policies of the past,
that reject old institutional and ideological constraints, and
that can be applied nationwide. The case of PDM suggests one such
innovative methodology, never before tried in Mexico, to be cen
tered on private sector management in collaboration with GOM and
USAID.

The idea takes its inspiration from a unique set of circum
stances. In the area of raw material procurement by PDM, four
U.S. multinational agro-industrial corporations are neighbors
and, except for their product lines and marketing methods, oper
ate in very similar ways and share many common concerns. They are
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PDM itself, Green Giant (Pillsbury), Campbell Soup Company, and
Bird's Eye Foods (General Foods). They all use contract farmers
as primary sources, with an emphasis on larger, commercial units.
They all carry a staff of agronomists, provide technical assis
tance, and are highly regarded in the rural community. Their
combined payrolls, purchase~ of farm produce, and payments to
local businesses send a large cash flow into the area. Alone or
in concert, these companies form a natural base of operations
aimed at capitalizing past achievements to ensure that the small
scale farmers, their families, and their communities share equi
tably in the benefits of investment in agro-industry and move on
to new high levels of development.

In the same area as the companies, at least three national
programs of rural development, sponsored and financed by the
Mexican private sector, have long operating experience at the
village level among small-scale farmers. They are all open to
collaborating with industry, to put their skills and experience
in jnint venture with the human resources of the industry. These
three are: Coordinacion Rural, A.C., a subsidiary of Ingenieros
~iviles Asociados, S.A.; the Mexican Development Foundation (Fun
dacion Mexicana para el Desarrollo), financed by a broad cross
section of all Mexican business and industry; and the Banco
Nacional de Mixico (nationalized along with all private banks in
1981), which has a credit and technical assistance program at
over 2,000 sites throughout the country. These organizations can
greatly enrich the experience of industry and help answer the
questions most likely to preoccupy management: How is the job
done? What skills are needed? How long does it take? What will
it cost? What is the payoff? Is it too political? Is it appro
priate for privately held, profit-making enterprises to take re
sponsibility for long-term, integrated rural development pro
grams?

FIRA, a division of the Central Bank of Mexico and a power
ful public force in rural development, has already expressed a
desire to collaborate with agro-industry to accelerate rural de
velopment. FIRA approval itself would be prerequisite to action;
FIRA could also be important in gaining policy approval at the
highest levels of GOM. Though they are unlikely to be adequate,
FIRA does have financial resources to help back an industry
sponsored program.

It is therefore recommended to GOM, PDM, and the U.S. gov
ernment that every effort be made to bring agro-industry operat
ing in the same area as PDM, rural development specialists serv
ing programs sponsored by the private sector of Mexico, and FIRA
together as quickly as possible. The objective of this inter
action would be to facilitate and accelerate the organization of
a novel, private sector rural development program, which if suc
cessful could serve as a prototype for adaptation to all parts of
Mexico and for export abroad.
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San Miguel Corporation: A High-yield
Hybrid Com Seed Venture
in the Philippines
Ruth Karen

SUMMARY

The San Miguel Corporation (SMC) is a large agro-industry
conglomerate in the Phil ip!lines, serving both domestic ',nd export
markets. This case study focuses primarily on a recently estab
lished hybrid corn seed operation in South Cotabato, on the is
land of Mindanao. By 1985, or so..... i:hereafter, SMC projects that
the seed company will supply roughly 50 percent of the domestic
market.

The seed company is comprised of a core farm of 1,250 acres,
intended to supply all the raw material for a processing plant
that dries, husks, shells, sizes, treats, and packages certified
sned. There are no contract farmers in this system. In its
broadest purpose, SMC expects to aid the nation and all corn
farmers by providing the means to increase productivity by 100 to
400 percent or more. More specifically, the seed venture is con
ceived as a key element in a complex of closely integrated ~orpo

rate businesses. For example, SMC operates large animal feed
mills; these feeds use corn as the grain base. Increasingly in
the years ahead, SMC plans to draw its corn supplies from farmers
using company hybrids, which wil' not only simplify the marketing
problem of the farmers,but is expected to lower grain costs, even
as farmer income rises. In turn, lower feed prices will decrease
the cost of meat, both enhancing the diet of more people and mak
ing SMC feed$ more competitive in both domestic and external mar
kets. Furthermore, SMC is a major grower of poultry, which again
provides an internal corporate market for corn-based feed, also
produced by SW;.

Within t~ s dynamic system of corporate growth, SMC recog
nizes that its relationships with the l~rge numbers of small
scale corn farmers who buy their seed and sell their grain to the
company is a key element. Therefore, the company's seed market
ing program is geared to an expansive program: technical assis
tance, using a sales force of young men trained by SMC to double
as agricultural agents; credit that may soon cover all inputs
through harvest, at which time repayment will be made; and
community development, which may go beyond the normal range of
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facilitating health, education, and ,'ecreation infrastructure to
include intervention on behalf of a village with authorities the
people have not yet learned to reach.

The SMC outreach to its customers/suppliers appears to be
very successful in Mindanao, and the corporation is already plan
ning to diversify its services, for example, helping farmers
diversify their cropping patterns to include other cash and sub
sistence crops. The entire program of investment and development
assistance is fully supported by public policy; in 1981, the gov
ernment stated its intent to spur the socioeconomic development
of the entire country by harnessing the private sector's entre
preneurial skills and initiative.

COUNTRY BACKGROUND

In a number of aspects, the economy of the Philippines dif
fers from that of most other developing countries. The country
has a substantial number of competent professionals, both techni
cal and managerial. As a result, some of its industry and seg
ments of its service sector are advanced by the standards of
less-developed countries (LOCs). Nevertheless, 70 percent of the
country's 53 million people still live in rural areas, many at
subsisten~e levels. An indication of the potential that exists
in the agribusiness se~tor is illustrated by the fact that at
present all agribusiness output, defined in the most comprehen
sive terms (including agriculture, forestry, and fisheries), con
stitutes only 25 percent of the gross national product (GNP).

Government Policy

The Tenant Emancipation Decree. For several years, govern
ment pollcles have addressed thlS reality. The Filipino cabinet
includes an agrarian reform minister, whose portfolio is to
translate into action the concept, initially defined and articu
lated by President Ferdinand Marcos in the 1972 Tenant Emancipa
tion Decree, that rural development requires an integrated
approach under which farmers are given not only land and security
of tenure, but are also provided with a package of services to
help them upgrade their productivity and income.

In 1983, Agrarian Reform Minister Conrado F. Estrella, in a
statement made at a convention of northern Luzon rural bankers,
listed these services as

• Free legal assistance
• Education and training
• Infrastructure such as roads, bridges, electric power,

and irrigation systems
• Formation of cooperatives
• Organization of farmer groups
• Supervised credit
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The minister made a sp~cific point of the importance of
credit, noting that "Credit is of prime importance because much
like the commercial alld industrial sectors, the agricultural sec
tor could thrive more speedily and meaningfully with the provi
sion of adequate and liberally available credit." He added the
barbed observation: "The attitude of considering the rural folk,
especially the farmers, as non-bankable is no different from the
judicial prejudice of pronouncing the accused as guilty before he
is proven innocent" [18].

The Kilusan Kabuha an at Kaunlaran KKK. The Tenant Eman
cipatlon ecree, w lC al t e ega oun a ion for meaningful
agrarian reform, was institutionalized on a mass basis in August
1981, with the establishment of the Kilusang Kabuhayan at Kaunla
ran, designed "to spur the socioeconomic development of the en
tire country by harnessing the private sector's entrepreneurial
skills and initiative" [19].

The sociopolitical thrust of the KKK is "to transform every
barangay (the smallest political unit in the Philippines) into a
productive and self-managing community by enabling residents to
establish and run their own livelihood projects" [19]. The KKK
established seven priority areas.

1. Agro-Crops. Primary production of root crops and vegeta
bles.

2. Agro-Forestry. The primary production of energy; the
cultivation of fruit trees, as part of integrated moun
tainside development, including water impounding schemes;
and the promotion of ecological balance.

3. Agro-Livestock. Primary production of livestock.
4. Marine. Primary production of fish and other marine

products.
5. Waste Utilization. The secondary processing of wastes

from the primary production areas, converted into suit
able products like wood chips, organic fertilizer, animal
feeds, cottage crafts, and light-industry specialities.

6. Cottage and Light Industries. The secondary processing
of raw n1aterials for various small-scale manufacturing
projects ranging from the traditional bamboo and rattan
crafts to novelty items.

7. Shelter Components. Production of housing components
such as standard concrete hollow blocks, clay-brick
tiles, and woodworking products.

After establishing priorities, KKK proceeded to develop backward
and forward linkages from the raw crop to processing centers, an
chor projects, and trading centers.

The policy assumptions underlying the KKK strategy are that
starting and managing a productive enterprise, however small, re
quires know-how in raw-material sourcing, production, financing,
accounting, and marketing. As a KKK official elaborated during
an interview: "Considering his educational level and lack of
business experience, the KKK primary producer does not usually
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have the know-how and e~en the time to do all the major business
activities. Practically on his own. the chances of success and
prompt loan repayments are reduced."

To increase the odds ot success throughout the KKK system,
therefore. both anchor projects and processing centers are envi
sioned to involve the private sector most closely.. For example.
in the case of anchor projects. KKK notes that private enterprise
projects can include any or all of the following: marketing/
production, including cont~act growing/buyback arrangements, sub
contracting. raw-material sourcing. processing. and countertrade;
financial/equity participation; and technical arrangements such
Q~ transfer of technology and licensing arrangements.

Anchor firms in the private sector effectively link the pri
mary producer both to the market, domestic and international, and
to sources of production technology. Anchor projects are put
together by a consultative body consisting of presidents of the
banking, manufacturing. mining. and management associations, who
work out macroeconomic policies with the KKK. Follow-through is
provided by sectoral consultative groups that discuss and imple
ment specific projects.

Sectoral consultative groups are deliberately limited in
size to encourage action rather than debate. Membership ranges
from ten to fifteen in each sector. and represents both big and
medium companies, with all relevant functional facets of the in
dustry: management. technology. and training.

COMPANY BACKGROUND

San Miguel Corporation (SMC) is a conglomerate engaged pri
marily in various aspects of agro-industry. The company has six
major divisions: Beer; Magnolia, which includes ice cream. fruit
drinks, and dairy products; Feeds and Livestock; Packaging
Products--for example, glass, metal. paper, and plastic contain
ers and closures; Agribusiness Projects, including hybrid corn
seeds. shrimp fry. and green coffee beRns; and Investments.
covering a diverse mixture of vroducts. In 1982, the company's
total turnover was 5.61 billion pesos ~enu of 1982, P8.5 = US$I);
the company had 21.522 stockholders; and employed 17,784 persons.

The Corporate Culture

The company's social philosophy is expressed primarily in
its active partici~ation in the organization, Philippine Business
for Social Progress (PBSP). which undertakes self-help projects
through proponent organizations in the areas of livelihood crea
tion. technology transfer, human resources developme~t. and ex
pertise leasing. By the end of 1982. PBSP had funded a total of
590 projects. 93 of which were initiated in 1982.
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The company h~s its own written corporate policy, subsumed
under the concept of "profit with honor." The policy, made avail
able by SMC's chairman for use in this case history, lists eight
objectives, which are "indivisible and together represent the
broad aims of the corporation."

• To be constantly aware of the aspirations of the people
and of the nation, and to ensure that San Miguel con
tinues to make a major contribution toward the achieve
ment of these aspirations

• To manufacture, distribute, and sell throughout the
Philippines food products, beverages, packaging products,
and animal feeds, being ready at all times to add, mod
ify, or discontinue products in accordance with changes
in the market

• To diversify into fields that will ensure optimum utili
zation of management resources and a substantial contri
bution to corporate profits

• To seek and develop export markets for new products as
well as for those already being produced by the corpora
tion

• To generate a sufficient return on funds employed to en
sure an adequate rate of growth for the corporation, and
to provide satisfactory returns to stockholders

• To provide an envi~onment that is conducive to the devel
opment of the individual and that encourages employees to
realize their full capabilities

• To maintain the highest ethical standards in the conduct
of our business

• To adopt a flexible and objective attitude towards change
and to pursue an active policy of innovation [20]

The Approach to Agribusiness

San Miguel's corporate philosophy and strategy vis-a-vis
agribusiness have been specifically defined [20]. The agri
business ventures of San Miguel Corporation reflect a threefold
commitment: to develop opportunities in the high growth agricul
tural sector; to increase food production; and to enhance the
productivity of the nation's farmers.

In its agribusiness endeavors, San Miguel has forged a part
nership with the Filipino farmer as the basic producer. Recog
nizing the farmers' intimate knowledge of their land and equip
ment, and their inherehtly low production costs, San Miguel adds
its strengths in research and development, modern organizational
skills, and resources in planning and marketing. The result of
the partnership is enhanced efficiency in production and a pro
ductivity that increases the incomes and reduces the risks to
farmers and hastens the development of the countryside.

The developmental thrust of San Miguel's agribusiness initi
atives creates receptive new markets for its products, but there
are other benefits as well. The agribusiness ventures are
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complementary to the main operations of the company and its
affiliates. These ventures provide high-quality and adequate raw
materials for the processing operations of San Miguel and its af
filiates. for example. corn for poultry and livestock feeds for
mulation. and farm-fresh milk for Magnolia. Acditiona1 busi
nesses create new demand and markets for the more established
product lines. Thus. development of poultry and livestock and.
more recently. of the shrimp business has spurred demand for
feeds. Further. through its ventures in agribusiness San Miguel
is contributing to increased production of crops and commodi
ties with worldwide demand. thus generating foreign exchange
earnings from exports--a national development strategy and prior
ity.

Synergy thus ensues from the linkages of the various agri
business projects with San Miguel's established products. In ad
dition. San Miguel's ventures are congruent with national devel
opment goals. SMC's relationship with the farmer is a linkage
that generates new opportunities and more progressive means of
livelihood in the rural areas. In this context. a harvest of
progress and prosperity is San Miguel's vision for its agri
business ventures.

The company entered agribusiness in the 1950s. when it es
tablished a plant to utilize, as one of the ingredients in feeds.
the by-products of its manufacturing operations. This paved the
way for the development of the integrated poultry business. a
olodern industry that contributes significantly in meeting the
country's requirements for food. particularly protein. Subse
quently, the company expanded into hybrid corn seeds, green cof
fee beans, da i ry products, shrimps and ma ri ne feeds, as we 11 as
soybeans. ramie, hogs, and cattle, through its subsidiaries. The
following discussion focuses on the development of the hybrid
corn seed enterprise in SOl. "I Cotabato, on the island of
Mindanao.

THE DEVELOPMENT OF HIGH-YIELD HYBRID CORN SEED

SMC first experimented with a corn project in the late
1950s, but was prevented by the government from continuing this
experiment. At the time, activities in rice and corn were limi
ted by law to enterprises owned 100 percent by Filipino citizens.
About 30 percent of SMC's widely distributed shares are held by
non-Filipinos. including citizens of the United States.

Responding to this law. the company turned over to the Agri
cultural University at Los Banos the research and feasibility
studies it had done. In 1974. when these studies had produced no
action, the law was amended. and the company began to look again
at a hybrid corn seed project.
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Corporate Motivation

The motivations of SMC to continue its hybrid corn seed
undertaking range from the macroeconomic, to the sociopolitical,
to the corporate-specific.

Macroeconomic reasoning starts with the fact that a corn
farmer in the Philippines traditionally produces less than one
metric ton (mt) of corn per hectare. With the hybrid seed devel
oped by SMC, plus appropriate use of fertilizer and herbicides,
the farmer can harvest between four and seven metric tons per
hectare. Since 1.3 million farmers throughout the Philippines
grow corn on plots ranging from one to five hectares (1 hectare =
2.5 acres), the potential on the production side is self-evident,
as is the increase in farmer income with all its developmelltal
implications. Further, in terms of balance-of-payment considera
tions, vital for the Philippines at this juncture, the country is
currently in a position where it must import corn. Success of
the company's seed corn venture and the resulting widespread use
of the high-yielding seed corn could make the Philippines self
supporting in corn within two years.

The company perceives social as well as political concomi
tants to the macroeconomic consideration~. On the social side,
per capita protein consumption in the Philippines is low, creat
ing nutritional deficiencies in both children and adults. In
creased corn production would ameliorate this deficiency in two
ways: more direct consumption of corn by farm families (20 per
cent of the Filipino population use corn, not rice, as their
basic staple in the diet); and more consumption of chicken, pork,
and beef, as more economic production of corn helps lower the
price of animal feed, in turn bringing meat prices within the
purchasing power of the general population.

In the political dimension, the company is convinced that
helping farmers and their families earn a decent livelihood will
make them less susceptible to communist propaganda and promises
at one end of the political spectrum, and less vulnerable to the
incitement of Islamic rebellion anJ banditry at the other.

Finally, there are three corporate-specific reasons to pur
sue the production of high-yield, hybrid corn seed.

1. Increased production of corn, based on the seed supplied
by the company and backed up by company extension ser
vices, will assure SMC of a dependable quality supply of
corn for its feed plants.

2. Production of quality corn on the scale envisioned will
make possible the export of corn to countries that al
ready have expressed interest (Taiwan, Japan, and Korea).
Lowering the price of feed for hogs, chicken, and beef
will help make these SMC animal products competitive in
the international market. Forty percent of the feed bag
for hogs, chicken, and beef consists of corn.

3. Because many of the company's products are designed for
the lower end of the market, increasing the purchasing
power of farmers by upping net farm income makes these

I



150

farm families potential customers for a number of SMC
product lines such as milk, ice cream, soft drinks, beer.
and other milk and coffee products.

This economic reasoning has yet another and different com
petitive aspect. Farmers are well aware of their value to SMC as
buyers. In Mindanao, a farmer who heads a KKK association that
uses its government-extended credit to buy seed corn and other
inputs from SMC. told me that, if the company would help the
farmers set up their own drying and warehousing facilities for
corn. the farmers would reciprocate. When asked just what this
reciprocity would consist of, the head of the association said
that the farm families he represented would then buy the com
pany's food and beverage products. And he knew what these were.

Project Strategy

Corporate strategy is based on a set of basic assumptions
articulated by SMC's president during an interview:

The farmer contributes the land and the labor. He
has a deep involvement in both and, with this motiva
tion. can do better as a producer than a corporation
can. The corporation can contribute expertise in
management, organization. and its capability to get
technology, either through its own research and devel
opment facilities. or by buying it on the world market.

It is not easy to convince farmers to take the risk
involved in breaking with tried and true practices that
have fed his family. however meagerly, for generations.
This applies whether the opportunities are presented by
growing a new product or by engaging in new techniques
to grow a traditional product. When the new hybrid
rice was developed, with all its evident advantages. it
took about twelve years for farmers in the Philippines
to accept the new hybrid and feel at home with it. I
believe it will take considerably less time for corn.
My estimate is that it will take about four years. The
momentum is already there.

When SMC restarted its venture into corn in 1977. the stra
tegic assumption was that the key to the undertaking would be the
availability of a high-yield seed adapted to Filipino conditions.
Initially, SMC sent people allover the world to look for a suit
able seed, but found that none proved viable, mainly because of
pest and disease problems that were country specific. The com
pany then proceeded to cross high-yielding seeds imported from
abroad with local varieties that had developed resistance to lo
cal pest and disease problems. It did this in its own research
and development (R&D) facilities. spending five years and P50
million on the process. By 1982, it was judged time to go into
commercial production, while maintaining the ongoing search for
improved strains.
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Commercial Production and Marketing

In 1982, SMC established a production center in South
Cotabato, on the island of Mindanao. (Although corn is grown
throughout the Philippines, the most concentrated production
takes place on the southern island of Mindanao.) The production
center consists of a nuclear farm encompassing 500 hectares and a
modern processing plant with the ca~acity to dry, shell, husk,
size, treat, and package seed. SMC initially sold this seed to
farmers using SMC's established distribution network. In p,'ac
tice, this meant piggybacking the seed on the company's beer
sales. It also meant that direct company distribution went only
as far as the SMC network of warehouses, where seed dealers
picked up the product and handled retail distribution to the
farmers.

The company discovered very quickly that selling seed via
its own beer warehouses and through wholesalers was not an effec
tive distribution technique. A new marketing system was put into
effect, based on four interrelated lines of action.

1. SMC organized classes for farmers, in cooperation with
leaders of farmers' associations and, where possible,
with technicians of the Ministry of Agriculture, on the
characteristics of hybrid corn and the technology of
growing it. It did this at the provincial level; the
village level; and occasionally, in an impromptu, ad hoc
fashion, responding to farmer interest in a particular
locale.

2. SMC organized demonstration plots on a farmer's own land.
The strategy was to give the farmer free seed for one
hectare of land; teach him how to plant and take care of
the crop; and invite neighboring farmers to observe the
process during planting, fertilizer application, spray
ing, and perhaps most important, harvesting.

At harvest time, when the results of the farmer's
venture were most clearly evident, the company cooperated
with its demonstration farmer in organ~ling a harvest
festival for his neighbors. These festivals attract be
tween 50 and 200 farmers and their families, and the com
pany sees these occasions both as a marketing effort to
generate sales of seeds and as a consciousness-raising
exercise to make farmers aware of their own production
potential.

3. The company moved from delivering seeds to wholesalers to
dealing directly with farmers, primarily through KKK
supported farm associations. For this purpose, it hired
a sales force of young men whom it trained to double as
extension agents. The company plans to support this
sales/extension agent network with senior technical rep
resentatives as soon as the scale of production and pro
cessing makes this an economically viable proposition.

4. The company is considering switching from its strategy of
providing free seed for demonstr,\tion farmers and selling
seed to other farmers to a strategy of advancing to all
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farmers seeds, fertilizer, and chemical inputs at cost,
and balancing the books at harvest time. In a discus
sion, the manager of the Mindanao operation explained the
reason for this change in strategy: "Dealing directly
with the farmers as we do here, we found out that small
farmers simply do not have enough cash to pay for the
seed, fertilizer, and chemicals they should be using.
And farmers don't know how to deal with banks. So we may
have to bridge that gap as another aspect of our out
reach."

PAYOFF

For the Company

The company's expectations are fourfold: a stable quality
supply for its feed operations and its downstream animal prod
ucts; a stronger market for its other product lines, with re
sulting better profitability in both these aspects of corporate
activity; an increased market share of corn seed (SMC's market
share in 1983 was 24 percent, targets are 33 percent for 1984, 44
percent fQr 1985, and 50 percent-plus thereafter); and a return
on investment of 20 percent on funds employed, which includes
amortization of rese~rch and development activities.

The company originally calculated that it would achieve
these targets at a production scale of 2,000 metric tons (mt),
which it expected to reach in 1986 or 1987. Actually, when pro
cessing began in 1982 production reached 125 mt; by 1983 this had
grown to 500 mt, with break-even income scheduled for 1984 at a
production rate of 1,000 mt. However, economic conditions in
the Philippines changed drastically at that time. Two devalua
tions of the peso in 1983 alone moved the break-even point to
1,500 mt. SMC remains optimistic about reaching its market share
and return on investment targets, although the target time frame
had to be extended.

During this time of both growth and economic uncertainty,
SMC has continued its development programs. The initial cost of
developing a satisfactory hybrid was P50 million. The company
allocates P5 million annually for ongoing research, and P2 mil
lion annually for extension services. SMC also has a budget of
PI million per year for advertising, and is considering shifting
some of that money from the media to community development, re
sponding to the desires expressed by the farmers. Considering
the competitive elements involved in marketing the company's wide
range of products, and the farmers' awareness of their competi
tive clout as consumers, the company perceives this kind of out
rea~h program as a component of advertising.

These early years of seed development and start-up of the
corporate farm and seed processing plant paid their way less in
cash than in operating experience, and the company is now review
ing the various changes that suggested themselves.
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The first problem/opportunity the company is addressing is
the need for postharvest services. Existing drying and storage
facilities were sufficient for corn produced in the traditional
way, but are already insufficient for the expanded yields that
have resulted from the hybrid seed, and will clearly constitute a
major bottleneck in the future. The KKK organization has formed
a joint venture with a private company to produce shellers and
dryers, and is looking for private sector partners to construct
warehouses and silos, and to provide trucking and transportation
facilities for the expanded corn harvest. SMC is looking at the
,possibility of participating in facets of this postharvest busi
ness; as a matter of corporate strategy, it would prefer to buy
corn from farmers directly rather than from traders, as it does
now.

A second change the company is considering involves expan
sion into new crops, in production, processing, or both. For
example, SMC is looking at the possibility of using corn as a
base to produce corn oil, and to use corn-based high fructose as
an ingredient in some of its snack foods. The high fructose would
replace sugar, both because corn-based fructose will deliver bet
ter nutrition, and because the company believes the sugar indus
try in the Philippines is no longer viable under present economic
conditions.

SMC is also considering encouraging farmers who use its
high-yield seed to diversify and further increase their income
through intercropping and crop rotation. Crop rotation would
primarily involve the production of peanuts. Company market re
search shows that there is a domestic market for peanuts as well
as an export market in Japan, Australia, and Hong Kong.

The product the company is considering for intercropping is
a special variety of coconut that could be used to create new
food products. Intercropping corn and coconut is possible if the
plot is laid out in a way that lets sunlight come through the
coconut trees to reach the corn planted beneath.

Another product diversification possibility, in which the
KKK organization is interested, is commercial production of man
goes for which SMC would set up a processing plant. The company
already uses mango ingredients in a number of its products. At
present, it buys mango puree from outside suppliers. Encouraging
farmers to cultivate mangoes and setting up an SMC processing
plant would serve a corporate purpose comparable to that of pro
ducing corn for its feed mills: It would assure a dependable,
quality supply.

A third change the company has initiated revolves around the
content and structure of its extension work and other outreach
activities. For example. the company intends. regionally, to
build on its local experience in institutionalizing an ongoing
dialogue with local political and social bodies. including
barangay captains, mayors, and parent-teacher associations, to
ascer'tain what communities would like to see in the way of com
pany involvement. This dialogue, as tried and tested, takes
place at meetings scheduled on a bimonthly basis. usually held in
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the nearest school in the evening. The meetings are unstructured
social events, during which informal exchunges are facilitated.

In Mindanao, this informal but ongoing dialogue hus already
had some interesting results. When, for example, during a ty
phoon in 1983 some cows strayed from the company's nuclear farm,
a nearby community notorious for its banditry and particularly
for its cattle rustling rounded up the cows tlnd returned them to
the company. The barangay captain of this community, at one of
the bimonthly get-togethers, intimated that one of the reasons
for this extraordinary behavior was the fact that SMC dissemi
nates the offspring of its Holstein breeders to the community,
gives bulls away to upgrade local cattle, and markets the hogs of
1oca 1 fa rmers.

Another result is the end of pilferage from the processing
facility. Shortly after the processing facility began opera
tions, some small motors were stolen from its workshop. The com
pany complained about the theft at one of the get-togethers in
the local school. Shortly thereafter, the stolen motors reap
peared, deposited in a neat little pile in the schoolyard.

At the corporate level, the company is considering a system
atic grant program to help establish a rural youth organization
modeled after the 4-H clubs of the United States. SMC is also
looking at expanded contributions to village health programs,
adult education, nutrition programs for preschool children, and
other activities that relate directly to the needs of the villag
ers. Included among these is hands-on assistance to farmers in
"self-help settlements," where the government clears land and
allocates it to landless farmers, who get title after five years
if they demonstrate that they can make productive use of the
land. SMC outreach programs in this area would consist primarily
of supporting these farmers in developing new crops for which
there is a domestic need, such as a high-protein winged bean,
~lkaloid plants for medicinal uses, macadamia nuts, and tropical
alfalfa meal, as well as export crops, including sorghum, soy
bean, peanut oil, and vegetable seeds.

For the Farmer

The payoff for the farmer, the family, ~nd the community was
delineated by the captain of the barangay in South Cotabato in
which the company's seed processing plant is located. Barangay
captains are elected every six years by men and women over eight
een years of age. The last election in this barangay, with a
population of 4,000, took place in 1982. The barangay captain
(who is a woman and a farmer) cultivates a medium-size spread of
50 hectares, representing an aggregate of family owners consist
ing of brothers, sisters, and parents. The farm traditionally
grows corn, along with cotton, sorghum, peanuts, and pamelos
(a giant grapefruit). The barangay captain began using SMC hy
brid corn seeds in 1982, achieving a 300 percent increase in
yield within one year.
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Speaking about her community, the barangay captain observed
that "people have improved their houses, bought cattle, bought
bicycles, bought radios, and, most important, they eat better."
She also noted that in her barangay, the SMC nucleus estate and
processing plant provides off-farm jobs. an important contribu
tion to the economic base of the community.

For the individual small-scale farmer, the economic bottom
line is a production increase of 100 to 400 percent, the net in
come from which can certainly help, if not always totally re
solve, the high cost of risk in any agricultural activity. A caJe
in point is the experience of an association of Moslem farmers in
Mindanao.

This association has 118 members, cultivating a total of 207
hectares in corn. All use SMC hybrid seed. The group obtained
financing of P795,430 in 1983 from the local KKK organization.
This financing, supplied largely on a chit basis, with the chits
exchangeable for products, financed the purchase of the new hy
brid seed, fertilizer, chemicals, spray knapsacks, and herbi
cides.

The farmers ran into two problems inherent in the feast-or
famine dimension of all agriculture. One was a worm infestation,
the other was a flood. These problems were exacerbated by the
farmers' lack of adequate drying facilities. Despite these prob
lems, the production resulting from the hybrid seed made it pos
sible for this farmers ' association to pay back 70 percent of the
loan the KKK had extended, and to negotiate for a rollover of the
remainder and a new loan of roughly the same amount. With these
results under their belt, the farmers plan to allocate a maximum
amount of the new financing to corn productiol'" using the SMC hy
brid seeds. The farmers figure that, with the hybrids, they will
be out of debt in two years.

This association and its interaction with the SMC sales rep
resentative/extension worker demonstrates another element in the
payoff of the hybrid seed venture. Although the company repre
sentative works with farmers in ev~ry aspect of corn production,
he also doubles as a consultant on any problem a farmer or the
farm group brings up. As one farmer put it, "he's our plant doc
tor." This intimate and easy relationship encourages farmers to
ask SMC for help, whereas before they had nowhere to turn. While
I was visiting the Moslem Farmers' Association, for example, the
group indicated that it would like the company to provide corn
drying facilities and perhaps a shelter. Group members also felt
free to say that they would like help with village authorities to
improve educational, health, and athletic facilities. One exten
sion project discussed was the construction of concrete-surfaced
basketball courts for village elementary schools, which could
also serve as drying areas for corn. What is significant is that
SMC is giving serious consideration to these suggestions.

Another example of farmer benefits is the experience of an
association of Christian farmers, also in Mindanao, and also with
a first season of hybrid corn planting covering 215 hectares
planted by 98 farmers. As the chairman of the association put
it: "Despite our seasonal problems, it was an eye-opener to the
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old-timers. Under the old system, the farmers of this associa
tion got a yield of 1.5 tons of corn per hectare. This year, the
average yield has been 4.5 ton~ per hectare, and our best farmer
improved his yield to 7.9 tons."

This farmers' association had obtained a loan of P818,430
from the KKK organization, which it was able to payoff in full
after the hyhrid seed corn harvest. The association also
achieved an underrun on estimated production costs. With this
record, the association requested, and received, a rollover of
its loan for the next season, plus an additional credit facility
to buy two dryers and the materials to construct a drying plat
form. The cost underrun served as collateral for the additional
credit. The government also agreed to subsidize for the associa
tion 50 percent of the cost of a solar dryer and a warehouse.

The farmers in this village asked the company to extend its
outreach effort by organizing more classes for farmers, develop
ing more demonstration farms, and offering more technical assis
tance. The chairman of the association said: "I need help to
educate the farmers to the new ways. Government extension agents
try, but there is a limit to what the Ministry can do. In any
case, the more help we get in every aspect of extension work, the
better off everybody will be. And no one is as competent as the
company, especially in keeping us informed on new varieties and
other new developments." He added that he would like to see more
corporate involvement in other outreach services such as health,
water, and education.

Reviewing his association's books, this farmer offered a set
of figures representing average returns for the members of his
association for 1982, when they did not have the hybrid seed, and
1983, when they did. The figures are interesting because they
illustrate not only the difference in gross income for the farm
er, but also the difference in net income, which takes into dC
count the considerably higher investment made by the farmer for
the inputs required in hybrid-seed production, in turn emphasiz
ing the critical importance of the credit system of SMC.

In 1982, with nonhybrid seed and an investment of P800, net
return was P1,OOO per hectare. In 1983, using SMC hybrid seed
and an investment in inputs of P1,800, net return per hectare was
P2,500. Thus, by increasing investment by 2.25 times, net return
increased by 2.50 times. The real significance of this result to
the farmer was the absolute increase in net farm income from
P1,000 to P2,500 per hectare; the real return to the nation was
an increase in corll production equivalent to adding 2.5 hectares
of productive land otherwise impossible to obtain. If this re
sult could be replicated widely throughout the corn belt of the
Philippines, as is projected by SMC, it could be of great impor
tance nutritionally and for ba1ance-of-trade accounts.
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POLICY IMPLICATIONS

FOI' the Company

For the company, one policy implication is that working di
rectly with small-scale farmers represents a range of business
opportunities that strengthens vertical in~egration of company
products and provides a horizontal extension of product lines for
the domestic market, as well as for export.

Another policy implication is that a carefully structured
outreach program that involves technical support in a number of
ways, and includes social activities and contributions to commu
nity concerns formulated on the basis of an ongoing dialogue with
relevant community groups, has direct bottomline results. It
helps to create markets for company products; it serves as an
innovative aspect of advertising; it alleviates, or even elimi
nates, law-and-order problems for company activities; and it
creates a relationship with producers that represents a potential
for additional profitable activities.

For the Host Country

For the host country, the policy implications were spelled
out by a senior official of the KKK organization: "Until we de
velop our farmer, we cannot really develop the country. There is
no way the Philippines can take off economically without a strong
and viable agricultural base. Historically, the farmers have
been neglected by all administrations, before and after indepen
dence. Now we are in a race against time. KKK may well be our
last chance."

Assessing KKK, a knowledgeable source in the private sector
said that the organization has indeed been imaginative and sound
in its design of programs, but weak in their implementation. Too
much of the KKK's money still goes to feudal leaders in the coun
tryside and their political allies, instead of being channeled to
the disadvantaged farmers. If small farmers were supported more
effectively, both their income and their community standing would
increase, and the political leaders, now still very hierarchical
in the rural areas, would have to listen more attentively to
their constituents.

For the Donor Country

For the United States, the major policy implication of the
SMC venture into high-yield hybrid corn seed, stated by a nun~er

of sources, is that a significant part of USAID funds allocated
to the Philippines should be channeled to agribusiness. The
unique capability of agribusiness to stimulate agricultural and
rural development is underlined in Chapter 1; the policy and
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action recommendations in Chapters 14 and l~, respectively, di
rected to agribusiness, host governmellts, and donor countries,
provide the details of how these aid funds ~an he effectively
applied to serve everyone's interests. In this regard, SMC and
USAID would seem to be ide~l pertncrs for a joint venture follow
ing the structure outlined in Ch~pter 15.
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AgroInversiones C. por A.:
A Fresh Fruit and Vegetable
Export Project in the
Dominican Republic
Ruth Karen

SUMMARY

Agro Inversiones Compania por Acciones (AI) was established
in 1982 as a subsidiary by the Caribbean Basin Investment Corpor
ation (CBI), a Florida-based agribusiness. AI is a fruit and
vegetable enterprise located in the Azua Valley of the Dominican
Republic (DR). Production is based on a satellite system Jf pro
curement, with some 110 5mall-scale farmers currently under con
tract to produce melons for packing and export to the United
States. The primary investment of AI is in a packing plant.
Twenty to 25 percent of its recurrent operating cost is allocated
to extension services. The plan of AI is to expand rapidly to in
clude the export of a variety of vegetables. The production and
marketing design is based on supplying the winter market in the
United States, when domestic supplies are insufficient to meet
demand.

CBI/AI have been able to take advantage of an unusual set of
circumstances to move quickly into a highly profitable operation.
First, the Azua Valley is a showcase of agrarian reform in the
Dominican Republic. About US$l billion has been invested in land
preparation, irrigation facilities. and supporting infrastrur.
ture. Farm families have been relocated on ten- to sixteen-acre
farms and given a form of land tenure that motivates responsible
land use. Receptivity to AI was very good. Second. by actions of
the governments of the United States and the Dominican Republic.
the development of nontraditional exports and the acceptance of
these into the United States have been e~couraged through strong
and varied financia'i incentives. Third, the growing conditions in
the Azua Valley are favorable to a management system with peak
production in the winter. And fourth, CBI started operations with
extensive experience in Caribbean Basin agriculture and agribusi
ness. as well as a working relationship with an established sys
tem of wholesale marketing throughout the United States and into
Canada.

The impact of AI on the contract farmers is already a clas
sical example of the power of agribusiness to generate change.
Adaptation to new technology has been rapid. Net farm income has
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risen significantly. Farmer/company relationships are excellent.
People'~ hopes are high. This, of course, is a tribute to the
rural people; it is also a compliment to the competence of a
staff of five Dominican agronomists who manage the technical as
sistance program. The company supplies seed and all other inputs
on credit, which is recovered at the time of fruit delivery to
the packing plant. A carefully structured contract covers every
detail of mutual responsibility, reducing misunderstanding and
conflict to a minimum. In other words, as AI enters its early
years of operation and expansion, it has quickly established a
harmonious and beneficial relationship with its supplier constit
uency.

It is too soon to predict how these relationships and the
company design of its outreach program will stand the test of
time Nonetheless, as is true of all the cases described in this
book, the interdependency of the company and the farmer is con
structed essentially on economic grounds. Interaction, in conse
quence, relates primarily to rising income. Yet worldwide experi
ence suggests that rural people have, and will come to express, a
far wider range of needs that can become pressing once the first
flush of excitement over rising income passes. The case of the
CBI/AI experience in the A4ua Valley, therefore, expresses both
the importance and the desirability of having the outreach pro
gram of AI go beyond its present limits to include the broader,
long-range aspects of rural development, that is, to take advan
tage of the "opportunity," as defined in Chapter 1, which is the
theme of this book.

COUNTRY BACKGROUND

From almost every point of view, the Dominican Republic
ranks among the more advanced of the nations in the Caribbean and
Central America. Its per capita income in 1982 was US$955 (in
1980 dollars). Literacy is 69.7 percent, despite the fact that
600,000 Haitian refugees, most of them illiterate, live in the
Dominican Republic.

The country has a relatively well-developed network of light
industry, mostly manufacturing import-substitution products that
are not competitive in world markets. The country also has a net
work of domestic financial institutions that are competent and
enterprising in the context of the region. Not counting govern
ment financial institutions, the Dominican Republic has seventeen
commercial banks and nineteen development banks.

T~~ rural/urban population ratio is low by the standards of
the area. The latest census (1980) showed that only 57 percent
of the 6.3 million population was still rural, and expectations
are that the 1990 census will show a fifty-fifty split of rural
and urban residents.

At present, agriculture contributes over 30 percent of the
gross national product. This includes sugar, a crop in which the
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Dominican Republic ranks among th~ major world producers. U.S.
purchases of Dominican Republic sugar added US$140 million in
in~ome to the country in 1983. reflecting the spredd between the
low world price for sugar and the price paid by the United States
to producers with access to the sugar-import quota.

Development strategy in the past two decades has been based.
as in most dev£'oping economies. on the export of one or two
basic commodities and on the encouragement of import-substitution
industries. This is now changing. The new thrust calls for de
velopment via four new directions: tourism, mining, export zones,
and agro-industry. The first two are considered long-term strate
gies; export zonp.s and agro-industry have been identified as the
sectors that can produce dynamic development in the shortterm.

The new thrust is buttressed by the financial policies of
the Central Bank. whose development arm currently allocates as
much as 85 percent of its funds to agricultural ventures. with
almost half of the remaining 15 percent channeled into industries
in the agribusiness sector. In addition, the Central Bank has
itself developed a number of feasibility studies for agribusiness
enterprises.

The most seductive incentives. however. for agribusiness
ventures in the Dominican Republic are very recent, and come from
two sources: the governments of the Dominican Republic and the
United States. On the DR side. the incentive is the favorable
peso conversion rate for agricultural exports. Whereas the offi
cial conversion rate of the Dominican peso (DP) in 1983 was still
one to one (DP1 = US$I). agricultural exports were entitled to
the parallel rate, which in early 1984 was in the vicinity of
DP1.80 = US$1 and by mid-February had risen to DP2.50 = US$l. On
the U.S. side. the Caribbean Basin Initiative. which offers duty
free access to the U.S. market for defined periods to a number of
exports from the Caribbean. became effective January 1. 1984.

At the operational level. agribusiness activities in the
Dominican Republic are based on the comprehensive agrarian reform
that was launched by the administration of President Joaquin
Balaguer in the 1960s. The reform had two important results. I~

the first instance. the government distributed land. in large
part the enornlOUS holdings acquired by General Rafael Leonidas
Trujillo and his family. tu formerly landless peasants. in par
cels of 60 to 100 tareas (6 tareas = 1 acre). This created a siz
able number of farm families. with farming experience going back
over generations. who had for the first tim2 a direct personal
stake in their output. Under agrarian reform. these new farmers
(parceleros) do not get title to their land. They do get a life
long lease that is extended to the next generation if anyone in
that generation remains on the farm and works the land. Inter
views with parcel eros showed that as a practical matter. the
farmers consider the land their own, and are fully aware of their
effective equity stake in any use to which they put their "par
cel."

The other important result was that the government made
major, and on the whole successful, investments in every aspect
of the physical. financial, and social infrastructure for the
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implementation of meaningful agrarian reform. It built dams, ir
rigation systems, and a network of market access roads. It elec
trified most of the rural areas wh~re land had been allocated
under the agrarian reform. It built schools, health clinics, com
munity halls, and, in some regions, housing. It created an ag
rarian bank that, despite its cumber~ome procedures, does provide
up to 100 percent of the financing parcel eros need, at a substan
tially preferential interest rate.

The Azua Valley, where the Caribbean Basin Investment Agri
business Group, Inc., venture is located, is a prime example of
the poSitlVP' impact of agrarian reform in the Dominican Republic.
Before the government focused its efforts on the Azua Valley, it
was a backward, poverty-stricken area that had once been forest
land but had been turned into a semi desert when its timber re
sources were cut down indiscriminately to yield mahogany for fur
niture and charcoal for fuel.

In the period from 1978 to 1982, the DR government invested
close to US$l billion in rehabilitating the Azua Valley. Today,
the Azua Valley is one of the most ~tt,active areas in the
Dominican Republic for agricultural productior. In addition to a
major domestic company, which uses it primarily for the growing
of tomatoes, the valley has already attracte~ three foreign in
vestors, from the United States, Mexico. and Israel. who are
working with parceleros to grow agricultural products, largely
for the export market. CBI Agribusiness Group. Inc •• joined the
ranks of foreign investors in the Azua Valley in 1983.

ENTERPRISE BACKGROUND

The Caribbean Basin Investment Corporation is a small.
Florida-based company established in early 1982 by five private
investors. Within its first year, CBI had launched agribusiness
enterprises in Jamaica (cattle raising). Panama (a finance com
pany for agribusiness and light manufacturing). the Dominican
Republic (cattle, hogs, and poultry raising), and was conducting
a feasibility study on the production of edible oils in Barbados.
In 1983, CBI created a separate company. CBI Agribusiness Group.
Inc •• designed to function as a management and technical assis
tance enterprise in services to agribusiness in the Caribbean
Basin. Three of the origina~ investors in CBI. with considerable
experience in agribusiness in the United States and the Caribbean
area. are actively involved in the management of both companies
at the top level.

The enterprise in the Dominican Republic. Agro Inversiones
C. por A•• is a joint venture between R.D. (Republica Dominicana)
Vegetable Products Inc. (a holding company CBI createo for all
its ventures in the Dominican Republic). which has 70 percent of
the equity, and private Dominican investors. who hold 30 percent.
The Dominican investors take no active part in the management of
the enterprise, and consider their equity participation a port
folio investment only.



163

Discussing the corporate philosophy that dictates their ag
ribusiness activities in the Caribbean, the shareholder-managers
of CBI argued that small- and medium-sized companies are, in many
ways, better suited to agribusiness enterprises in the Caribbean
than are large multinational companies. Small companies, they
feel, reflect more accurately both thp. investment conditions and
the managerial elements of the host countries in the Caribbean.
Small companies can react more quickly to evolving conditions in
the host country. Small companies can transfer agricultural tech
nology more easily because they can get to the root of local
problems more quickly and can respond more effectively to local
social conditions.

"It is a natural relationship," says Francisco Hernandez,
president of the CBI Agribusiness Group. "Personally, and as a
corporation, we have experienced many of the same problems that
we encounter in these ventures in the Caribbean." The CBI execu
tive pointed out, however, that a certain size is necessary to
undertake such ventures. The parent company, he maintains. must
be substantial enough to have the financial and managerial re
sources to create and support the enterprise, and to be able to
command the in-house expertise to provide the technology transfer
that will make the enterprise profitable. It is important for
that expertise to encompass both production and mark~ting. Also,
the parent company must have some experience in operating inter
nationally; and it is a considerable plus if the company has had
direct commercial contact with the host country, either in terms
of products sold or of services provided.

Employing a quantifip.~ yardstick, the parent company must be
substantial enough to b~ able ~u afford up-front risk money of
$50,000 to $100,000 to finance an undertaking in its development
stage, and have in-house expertise of at least ten persons at the
managerial level who can contribute to the creation and super
vision of the enterprise. Using another quantified yardstick, the
parent company should have minimum U.S. sales of $1 million a
year before overseas activities are undertaken, if the United
States is targeted as the sole or major market. All these crite
ria are met by CBI.

Investment Motivation

The corporate motivation for the CBI venture in the
Dominican Republic is based on three classic factors. First, the
soil, climate, labor, and proximity to market give fresh fruit
and vegetable cultivation a competitive price advantage. Second,
harvesting and packing can be maximized in the winter months
when U.S. demand far exceeds the ability of U.S. farmers to pro
duce. For example, production of fresh fruits and vegetables in
Arizona, Texas, Florida, and southern California meets less than
10 percent of U.S. and Canadian winter demand. Third, CBI has a
well-functioning relationship with an established marketing sys
tem in the United States and expert knowledge of the grading,
packaging, and export/import procedures required to move the out
put of the Azua Valley enterprise into the market with a minimum
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of delay, spoilage, and rejection. CBI exports all the quality
melons it produces in the Dominican Republic to Corky Foods Corp
oration, a Florida-based food brokerage organization. Corky
Foods, in turn, sells to supermarket chains and food wholesale
firms throughout the United States and Canada, as far north as
Ontario and as far west as California.

These bottom-line motivations were enhanced by U.S. legisla
tion permitting, as of January I, 19B4, duty-free access of a
range of Dominican agribusiness products to the U.S. market and,
on the DR side, by investment incentives for enterprises engaged
in the production of nontraditional export crops. These incen
tives include an 85 percent duty exemption for imports of machin
ery; 100 percent financing; peso conversion at the favorable par
allel market rate rather than the official rate; and the export
of capital and profits to a full 100 percent.

CBI management is convinced that making the best possible
use of this combination of economic factors requires substantial
equity participation by the parent company in the enterprise, and
a hands-on presence for the long term. It believes that in agri
business the most effective transfer of technology takes place
when new production techniques are taught to small-scale farmers,
who then develop a personal stake in the successful application
of the new technology and become increasingly responsive to new
and better technologies as they evolve.

Finally, the CBI president noted that a meshed, long-term
commitment by the company and the farmers results in a new range
of quality supply for the consumer. This applies to consumers in
the United States and Canada, as well as to Dominican consumers,
who as a result of increased purchasing power derived from a suc
cessful transfer of technology become customers for a wider range
of products, food as well as other consumer goods. As the presi
dent of CBI notes: "A successful transfer of technology to small
farmers is a pipeline for development."

Investment Strategy

CBI's strategy for its agribusiness undertakings in the
Caribbean is three-pronged.

• To create a local company in which local investors have
an equity share.

• To retain management control either through an appropri
ate equity split or via management contract.

• Not to own any land, or as little as possible, either di
rectly or through the local company. When necessary for
a pilot project or a demonstration nucleus farm, CBI will
lease land. The company is convinced that for socio
political as well as production reasons, the land should
belong to local people, and preferably to the farmers who
work it.
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It was the third ingredient of this corporate strategy that
propelled CBI to locate its Dominican Republic enterprise in the
Azua Valley. The site was ideal for agricultural production.
The government had provided an effective irrigation system, elec
trification, farm-to-market roads, and above all, a large number
of working farmers with a sense of security about tenure and man
agement control over their farming enterprise and the economic
return on their labor.

After only one full year of production experience, CBlis
convinced that despite some unexpected technical problems it en
countered in the valley, expansion into other products is desir
able. The compRny has already run pilot projects on four other
products: eggplant, cucumbers, bell peppers, and different vari
eties of squash. It has reason to believe these vegetables will
prove as successful, in terms of production, marketing, and re
turn on investment, as the melon project has already proven to
be.

Management Strategy

The CBI managerial strategy provides top-level superV1Slon
of Agro Inversiones by the president and chief executive officer
of the CBI Agribusiness Group, who has twenty-five years of agri
business experience in Florida as well as in pre-Castro Cuba.
The managing and administrative directors of the CBI Agribusiness
Group double in both capacities for Agro Inversiones. The presi
dent of Agro Inversiones is a Dominican, a trained CPA who func
tions as chief financial officer at corporate headquarters in
Santo Domingo. The field manager, who lives in the Azua Valley,
is a U.S. agronomist from California with ten years of experience
in tropical agriculture, gained mainly in Central America and the
Caribbean. His staff includes five field agronomists, all of
them university-trained Dominicans. CBI also supplies, from its
headquarters in Florida, product managers and technical assis
tance consultants on a revolving basis. These experts provide
on-site investigation and advice on fertilization, fumigation,
and irrigation techniqu~:, and on the operation of the parking
house.

The packinghouse, 1ucated at the field station in the Azua
Valley, has state-of-the-art cleaning, cooling, sizing, and stor
age facilities. It is run by a staff of five processors, plus
twenty laborers. At its ii~ld station in the valley, Agro Inver
siones also employs four permanent employees in its storage fa
cilities and five in its mechanical shop.

The company negotiates individual contracts each year with
85 to 110 farmers. The contract is a highly specific legal docu
ment, running to five pages, which spells out in precise detail
the mutual obligations of the parcelero and the company. The
contract covers not only the purchasing commitments of the com
pany and the product i on commitments of the farmer I but a1so
systems of classification of the product, including arbitration
procedure; details of transportation, payment, and financing;
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conflict resolution and contract termination procedures; and of
course, the price to be paid to the farmer for his product.

The contract's fourteen clauses commit the company to pur
chase the farmer's total production suitable for export on a
stated acreage, even if problems arise on the corporate side
either for mechanical or marketing reasons. A clause covering
classification of the product stipulates that a representative of
the government's agrarian bank must be present every day for the
product classification procedure. Two symbiotic clauses require
the company to provide seed and technological assistance, and
require the producer to tend his field and harvest his product in
accordance with company instructions. Another set of clauses
calls for the farmer to provide free access to his field byap
propriate company personnel, while the company provides free ac
cess for producing farmers to the packinghouse. Typically, the
contract also calls for a commitment by the co.:'pany to furnish
all necessary inputs, the cost of which is dedll::ted from payment
to the farmer when he delivers his product.

The price to be paid for the product is negotiated each year
between the company and farmer associations. These farmer asso
ciations were originally set up on a geographic basis by the gov
ernment's Agrarian Reform Institute when it distributed the land.
Since they are voluntary associations, the original memberships
have shifted, essentially moving from a geographic base to one of
congeniality, based on social and entrepreneurial factors. For
example, one of the associations with which Agro Inversiones
negotiates each year is called "La Brillante," because the fif
teen farmers who belong to it consider themselves the most bril
liant producers in the Azua Valley. Agro Inversiones negotiates
with five farmer associations each ye~r, with negotiations taking
place thirty to sixty days before planting time. Melon-growing
farmers have the option of selling to the Israeli and Mexican
enterprises as well as to Agro Inversiones. As a result, price
negotiations contain a genuine competitive element.

With the double incentive of strengthening its relationshio
with the farmer associations with whom it negotiates, while aug
menting its own role as a good corporate citizen, Agro Inversi
ones reaches out to the community with some social services.
These range from the operation of an emergency health clinic and
providing bonuses at Christmastime, to such minor but creative
aspects of community involvement as providing baseball uniforms
and equipment for all members of the farmer associations.

PAYOFF

For the Farmer

Throughout the Azua Valley, employment between 1980 and 1983
rose 38 percent, and the per capita income of parceleros in the
valley is three times the national average. With the technology

I
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transfer and the extension service:; extended by the four com
panies now ~ctive in the valley, yields for parcel eros have
doubled and in some cases tripled. Many parcelero families have
acquired television sets and motorcycles; have improved their
houses; and are sending their children to high school and univer
sity. An informed guess has 10 percent of the parcelero children
in the Azua Valley going on to higher education.

The encouraging payoff for the parcel eros is the result of
crop rotation and crop change as well as the higher yields
achieved through the corporate technology transfer. Traditional
ly, farmers in the Azua Valley planted about 20 percent of their
land in plantains and 80 percent in sorghum and corn, most of
which they sold. Whereas plantains are a year-round crop, sor
ghum and corn can be grown during a season running from April to
September, making it possible for the farmer to devote his land
and labor to a more profitable cash crop from October to April.
Most Azua Valley parce1eros now use the October to April season
to raise either tomatoes or melons. The proven r~turns on these
crops, especially melons, have led more enterprising parcel eros
into enlarging their melon acreage. For example, in 1983, net
return to the parcelero in the Azua Valley from his tomato crop
averaged DP50 per tarea, while the payoff for melons was DP80 to
DP90 per tarea. In addition, a melon crop can be obtained in 65
days, while a tomato crop takes 120 days. During the 1983/1984
season, 16,000 tareas, out of a total of 40,000 tareas in the
valley, were dedicated to the cultivation of melons and vegeta
bles for export.

Pinpointing the payoff to the farmer in individual terms,
one parcelero with eight children reports:

I got my own land in 1971--60 tareas. I don't own
it, but I have the right to work it for my lifetime,
and my son has the same right when I die. It can be
taken from me, or from him, only if I sell it, or if I
let it lie idle. I don't intend to do either.

In 1971, I started with plantains and tomatoes. I
could only plant 10 tareas of each, because at that
time, there was not enough water. In 1978, I had 30
tareas in plantains, 30 in tomatoes. I moved into mel
ons during the 1980/1981 season, producing mainly for
the Israeli company. Now I have 43 tareas in melons,
17 in plantains. This season all my melons go to Agro
Inversione!'.

Here is my payoff: From 1971 to 1978, my income was
DPI0 per tarea. From 1978 to 1980, it was DP40 per
tarea. In 1981, it was DP90 per tarea. Now, since I
have moved mostly into melons, and grow two crops a
year, my income is DP160 per tarea. I, my wife, and my
two oldest sons do most of the work on the farm. For a
few weeks during the harvest season, we hired about
fifteen people to help.

What do I do with the extra income? I spend it on my
family, on clothes, on fixing up the house, and mainly
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on education. Two of my children are in high school,
and both intend to go on to university. I want both my
boys and my girls to have that opportunity.

Another source of income for the farmers, although 3mall, is
appreciated. After the packinghouse does its sorting, seconds
(melons whose size and appearance make them unsuited to the ex
port market but whose quality and taste is the same), are re
turned to the farmer who has delivered them. He, in turn, sells
them on the local market at one-tenth their export value. Nor
mally, three to five perfectly acceptable melons may be purchased
for one peso. This means, in addition to representing income to
the producer, that lower-income Dominicans gain access to a nu
tritious product that was out of their economic range in the
past. The same procedure, and the same economics, will apply to
the vegetables planned for production--eggplant, cucumbers,
squash, and bell peppers.

For the Company

The corporate payoff for Agro Inversiones has been above
expectations. The CBI Agribusiness Group reports that, after the
first season, payoff has exceeded forecasts of return on invest
ment (ROI). Agro Inversiones expected to complete the 1983/1984
season with gross sales of US$I.2 million, and figures on doubl
ing these sales in the 1984/1985 season. This covers the produc
tion of melons only. For the medium term, including the produc
tion of vegetables, sales are expected tc triple. The parent
company figures on an investment, for melons and vegetables, of
$1.5 million to $2 million, and expects to recover its capital in
full within two to three years. The operating cost-to-sales
ratio for the first season makes this an eminently probable fore
cast.

For the Marketer

The market organization involved in the enterprise, Corky
Foods, has increased its volume by 7 to 8 percent because of its
melon purchases from Agro Inversiones. About 25 percent of the
corporate operating budget goes for agrochemicals, making it an
important new outlet for wholesalers of these products. Put in
terms of operating cash flows, Agrc Inversiones estimated costs
for the 1983/1984 season at roughly $400,000, on sales of $1.2
million. Both sales and operating costs are projected to double
in the 1984/1985 season. It is significant that 20 to 25 percent
of operating expenses are allocated to extension services.

Corporate Changes

Its first year of successful operations has prompted Agro
Inversiones to consider making three substantive changes.
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The most important concerns financing. During the first
season, 100 percent of the financing for the inputs the company
supplied to the farmers came from the government's agricultural
bank, Banco Agricola. Although this is subsidized cr~dit, offer
ing an interest spread of three or four points lower than going
commercial rates for loans of 90 to 120 days, the company has
found that the executive time devoted to the elaborate documenta
tion required by the bank, and the timing delays encountered in
dealing with the bureaucracy, more than countervail the advan
tages of the interest spread. The company is therefore consider
ing financing the farmers directly.

The second change concerns transportation. Melons are ship
ped from the Dominican Republic to Florida both by air and by
sea. At present, the ratio is about fifty-fifty. This is expen
sive because th~ cost of air freight is roughly double the cost
of shipment by sea. The price of air freight is also about twice
the price the farmer gets for his product. The company wants to
change the present ratio of transportation to making 70 percent
of its shipments by sea, 30 percent by air. The difference in
delivery time is only about six days which for melons is accept
able.

An alternative solution to the cost-of-transportation prob
lem is for Agro Inversiones to operate its own chartered plane.
If operated efficiently, especially when the vegetable product
line is figured into the calculations, transporting its products
through its own air freight operation would bring the cost down
to somewhere near the present expense of shipping by sea.

A third change is another cost-cutting move along tactical
rather than strategic lines. Agro Inversiones has discovered that
there are some very talented mechanics in the Dominican Republic,
including one at its own workshop in the Azua field station. It
made this discovery when it wanted to buy a tool carrier for a
tractor. The price quoted in the United States for the carrier
was US$8,OOO. Instead of buying the carrier, the company bought
drawings for a carrier. After two weeks of tinkering in the field
station workshop, one of the company's mechanics had produced a
workable version of the carrier at a total cost of $500. The com
pany concluded that "we can save all kinds of money with in-house
creative mechanics."

POLICY IMPLICATIONS

For the Company

Hands-on commitment and involvement at the managerial level,
the technical level, and the field supervision level are essen
tial for success. Given these three ingredients and the appro
priate crop, a relatively modest scale of operations can produce
a net profit on sale~ during the first year, and a respectable
return on investment, including full recovery of capital, within
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two or three years. This applies even when there is on-site com
petition for the farmers' output.

For export-oriented products, it is vital to have a well
defined market plus a market organization, in the case of a big
ger company; or a well-structured relationship with food brokers
and wholesalers for a small company. Furthermore, because trans
portation is a major cost consideration in exporting, all avail
able options have to be analyzed carefully and continuously. Fi
nancing, even if available locally at subsidized rates, may not
be the most desirable form of credit. Given the snarls and ob
stacles of bureaucratic delays, it may be more cost-effective for
a company to finance farmers directly.

From a sociopolitical point of view, in any operation de
signed for the long term, it is advisable for a company, particu
larly a foreign company, not to own land. If landholdings are
needed for pilot projects or-a nucleus estate, the land should be
leased. From a sociopolitical perspective, as well as from a
productive one, the most desirable arrangement is to work with
producer farmers who own or have effective control of their own
land and work it largely with their own family members.

For the Host Country

For the Dominican Republic, the primary policy implication
of the CBI/Azua Valley experience relates to the payoff to the
settled farmers and to the country that has occurred as a conse
quence of encouraging the participation of agribusiness. The
relationship between the public and private sectors, in this
case, has made it possible for the settlers to benefit economi
cally and socially, while the company and the nation have prof
ited as well. The policy question that arises has two parts:
How can this partnership be extended throughout the country?
What more can be done to ensure that the early impact of CBI and
the other priv~te agribusiness enterprises in the Azua Valley
moves efficiently and in a planned manner into a 10ng-range rural
development program?

In terms of agricultural development throughout the DR, what
has been done in the Azua Valley clearly demonstrates the re
quired elements of public policy. Agrarian reform that effi
ciently prepares the basic infrastructure, including irrigation,
electrific~tion, farm-to-market roads, credit institutions, a
network of health and educational facilities, and other elements
vital to economic activity and social order lays the groundwork.
The productive force is built by facilitating access to the in
frastructure by farmers and their families and providing enough
land to yield sufficient income for basic needs and enough more
to motivate ambition. Tying the whole, in the early years of
development, to an institution (agribusiness) capable of rapidly
introducing superior technology, and to a processing and market
ing organization that ensures those who produce raw material a
fair return on their labor and their risk, puts the whole system
into a dynamic profitable state for all.
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In terms of attracting agribusiness into partnership with
government, the Azua Valley/CBI relationship illustrates a vari
ety of other measures that public policy should encourage. There
needs to be a realistic exchange rate that applies to exports;
conversely, there need to be duty concessions covering the impor
tation of capital goods. Both of these financial incentives are
vital to the maintenance of a competitive position in the market
place. If agribusiness is foreign in origin, as is the case in
the Azua Valley, government is well advised to allow reasonably
untrammeled repatriation of profit and investment capit~l. From
a development perspective, the cost/benefit relationships atten
dant on all these incentives should be made widely known so that
the net gain to the people of a nation is understood and
appreciated. Incentives to attract foreign investment into
less-developed countries have been the target of misunderstanding
and controversy for a long time, sometimes with justification.
Agribusiness investment, relating as it does to food, poor rural
people, and agrarian reform, is singularly vulnerable to
criticism. Host government policy should promote careful cal
culation and adequate public education with respect to incentives
offered to private investors.

Finally, to ensure the expansion and diffusion of the bene
fits of rural development when companies like CBI stimulate the
process, the government of the Dominican Republic could initiate
a policy that, perhaps in concert with donor countries, would
encourage agribusine~s to establish the development function
within its management system. The joint-venture concept, and how
it could be implemented to accelerate and extend rural develop
ment after agribusiness enters a rural area, is described in
Chapter J5.

For the Donor Country

The CBI/Azua Valley project is in many ways a model exhibit
ing the benefits of sound investment and development policies.
In this case, the agrarian reform program in the Azua Valley re
flects a policy of aid from the donor country (the United States)
to the Dominican Republic. Beyond the creation of a productive
agricultural area, the Caribbean Basin Initiative taken ~y the
United States, whict. established a policy of duty-free access of
fruits and vegetables from the Dominican Republic, is an example
of what a donor country can do to encourage agribusiness invest
ment as an important component of agricilltural and rural de'lelop
ment. The impl ication of the immediat.;· success of the CBI ven
ture seems clear: Encourage more of tbe same. Taking a longer
range viewpoint, it would also seem de3irable for U.S. develop
ment assistance in the Domill ican Republ1c to work ,::losely with
agribusiness and the host government tc facilitate follow-up,
especially among the farmer bfmeficiarip.~· of agrerian reform and
company presence, along the lines of rur~ i oevelopment.
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Adams International:
Tobacco Growing and Marketing
in Northern Thailand
Ruth Karen

SUMMARY

Adams International (AI) is a joint venture tobacco company
involving a Thai-Chinese family and W.A. Adams Company, Inc., of
Durham, North Carolina. AI was organized in 1969, primarily to
export leaf to Japan. In 1974, AI entered into a marketing agree
ment with Philip Morris, Inc., which provided for the sale of
Thailand's oriental-type tobacco, if AI could meet price, qual
ity, and quantity requirements. This agreement led to major new
investments by AI and, for the first time, caused the company to
establish its own satellite procurement system. By 1982, more
than 40,000 small-scale farmers, for the most part in the under
developed northern and northeastern areas of the country, were
cultivating oriental-type tobacco under contract.

After a Jifficult start, AI evolved an outreach organizatiun
that has prover most effective in transferring the technology for
the cultivation of oriental-type tobacco. The heart of the pro
gram lies in the maxim laid down by the chairman of AI, which
states that the farmers in the program must be thought of not
just as producers ~ut above all a~ human beings. The key to im
plementation is a staff of approximately 500 "village inspec
tors," who were selected from the more experienced fa rmers in the
area, trained for their job, and who establish the close contact
basic to confidence and loyalty. These village level inspectors
report to and through a hierarchy of technical personnel, all of
whom are visible to the rural people and have direct contact as
needed with farmers, village leaders, and government personnel.
The AI plan of growth and procurement has evolved smoothly and
efficiently over the past eight years, to the mutual benefit of
company, farmer, and nation.

As might be expected as a result of a corporate policyex
pressing deep concern for its rural constituency as human being~

and not just as producers motivated by economic return, AI over
the years has extended a variety of services to enhance the qual
ity of farm family and community life. Yet, it has been cautious
in the extent to which it feels it proper for a private company
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to take increasing social responsibility. Current events may be
forcing management to examine its role in this regard.

There is a fundamental uncertainty in dealing with the high
ly competitive international market for leaf tobacco. AI is ful
ly aware of this and for some years has been cond~cting research
on alternative field crops and animal husbandry possibilities for
introduction to the practices of its farmer associates. To date,
encour~ging productivity results have been attained, with crops
like peanuts, sunflower seed, sorghum, corn, sesame seed, and
tomatoes. Similarly, species suitable to the manufacture of fish
meal have been cultured successfully. Clearly, the introduction
of such new farming practices and crop marketing has great poten
tial importance in diversifying and strengthening the economic
base of both tobacco farmers and AI. Should this diversification
take place in a way that maintains the satellite procurement sys
tem AI has created, the company inevitably will be drawn into a
much deeper involvement, an ever-greater interdependency, with
the rural people.

The speed with which diversification may proceed was brought
into question when in the 1982/1983 season, the European Common
Market (EEC) extended subsidies to Greece, quickly matched by the
Turkish government in favor of its growers, permitting oriental
type leaf from these countries to compete successfully with Thai
tobacco. The impact on Thailand and AI was serious, immediate,
and negative. It is too soon to observe how AI will react to
this competitive situation, or what impact will be felt among the
small-scale farmers now engaged with AI.

COUNTRY BACKGROUND

Agricultural production is a mainstay of the Thai economy.
Approximately 70 percent of the t0tal population of around 50
million are engaged in agricultural pursuits. Yet agricultural
output accounts for less than one-quarter of total GNP. Com
panies like Adams International, Inc., and Charoen Pokphand
(Chapter 7), have successfully brought modern agricultural prac
tices to traditional small-scale farmers, assisting them both
technically and financially and providing a guaranteed market for
their crops.

The three major problems in Thai agriculture (detailed in
Chapter 7) are the scarcity of new la~j for farming; Thailand's
dependence on exports, overwhelmingly ugricultural, which makes
the country vulnerable to fluctuating world economic conditions;
and high population growth, especially in the underdeveloped
rural areas.
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COMPANY BACKGROUND

The W.A. Adams Company, AI's U.S. parent company, has an
interest in Thailand that dates back to the late 1950s, when it
became involved with the export of Thai tobacco, then totally
controlled by the government's Thai Tobacco Monopoly (TTM). The
joint venture was formed in 1969, and began operations by export
ing Yhai flue-cured tobacco to Japan. In the following years, the
joint venture made substantial investments in a redrying factory
and in a network of buying stations in the north of the country.
The joint venture also helped the government monopoly in export
ing its surplus tobacco to Japan, Korea, and the United States.

History

The big leap forward came in 1974 when Philip Morris, Inc.,
became interested in Thailand's oriental tobacco, a blend tobacco
known as Thai Turkish, which at the time constituted only a small
percentage of Thai tobacco production. The following descriptions
covering the importance of the contact with Philip Morris, the
plans developed by AI to take advantage of the market opportun
ity, and the company's current operations are taken directly frOM
a letter written by the company chairman, Kosol Chongsuknirandr,
to TTM in August 1976.

"Early in 1974, an official from Philip Morris Inc., one of
the world's biggest cigarette manufacturers, visited us in Bang
kok, and took an interest in the Thai Turkish sample we showed to
him. A trial order of over 50 tons was shipped to Philip Morris
that year, and this company was basically satisfied with the
quality of our tobacco which we, with the cooperation of TTM,
have improved over the years.

"Philip Morris advised us that being one of the biggest cig
arette manufacturers in the world, they could buy all the Thai
Turkish that Thailand can produce, provided the increases in
quantity and price are regulated to avoid violent fluctuation.
They insisted, therefore, that we shou;d

• Invest in proper manipulation machineries to extract the
sand out of the tobacco

• Maintain and improve its quality and grading standards
• Ensure availability of land and farmers so that produc

tion can be increased yearly
• Assure that we supply to Philip Morris on first priority

basis
• Assure no big price fluctuation

"We wish to point out that up till then the only exports
from Thailand carried out by us alone were less than 100 tons
yearly, and that there have been no other buyers of substance in
the international market. This commitment from Philip Morris was
exactly what we needed to put Thailand on the map of Oriental
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tobacco producers, a supplier to a world-renowned company that
buys over 50,000 tons of Oriental tobaccos annually."

In the two years following, the company responded to this
new market opportunity with a seven-point action plan outlined
below, again in the words of the chairman.

"In 1974 and 1975, we:

1. Bought and then expanded our tobacco manipulation plant
in Ban Thai to ensure ample proper storage space for to
bacco.

2. Imported from Greece one line of manipulation machines in
1974, and an additional line in 1975. Our facilities are
now proclaimed to be the most modern outside of Greece.

3. Applied for and were granted a promotional certificate by
the Board of Investments.

4. Applied for and were granted by the IFCT [a Thai indus
trial development bank] a loan of 5.6 million bahts
[US$250,OOO] to expand our factory and storage facili
ties. [The conversion rate used throughout this r.ase is
B23 = US$l.]

5. Requested and received full cooperation from TTM to in
crease production of Thai Turkish from existing TTM farm
ers, and succeeded in increasing the production by more
than 500 percent in two years. We bought for export 80
tons in 1974, 750 tons in 1975, and 1,700 tons in 1976,
all through TTM.

6. Contacted and received full cooperation from the Public
Welfare Department to introduce tobacco plantings in sev
eral big self-help settlements in different provinces in
the narthea st.

7. Introduced new Oriental tobacco varieties with seeds from
Greece and Tu rkey. "

In his letter to TTM, the Adams International chairman goes
on to summarize the lessons learned in these first two years, and
lays out plans and a strategy for the next five (Table 11.1).

"Our experience in expanding production shows that in areas
where farmers have been planting tobacco for TTM and ourselves,
the results are satisfactory; but in areas where farmers have
little experience in producing Thai Turkish, the results are very
poor. There is need, therefo"e, for our carrying out an inte
grated program to train and encourage more experienced farmers.

"We divide our territories into three main regions: TTM,
Northern, and Southern.

"In the TTM region are those areas in Roi-Et, Mahasarakam,
<U1d Khon Aen, where fa rmers have been produc ing tobacco for
years. In the Northern region are those areas north of our fac
tory in Ban Thai; in the Southern region are the areas south of
our factory. Each region is supervised by a fully qualified
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agronomist under the overall direction of our agriculture manag
er. Under the agronomists are head village inspectors who super
vise·the work of a team of village inspectors. It is estimated
that production per rai is averaged at 1/5 kilograms, and each
village inspector can efficiently supervise 100 rais initially.
Each village inspector is also provided a motorcycle by the com
pany for easier contacts with farmers. We plan to increase our
team of village inspectors (Table 11.1).

Table 11.1
Five-Year Development Plan
for Expansion of Oriental Tobacco Production

(Baht 23 = US$l)

The Five-Year Plan 1976/ 1977/ 1978/ 1979/ 1980/
1977 1978 1979 1980 1981

Production targets
(in metric tons) 4,000 5,500 7,000 9,000 12,000

Ban Thai/Roi-Et Staff 20 30 40 50 60
Seasonal Workers 800 1,200 1,600 2,000 2,200
Village Inspectors 250 325 425 525 650
Raiage (rai = 0.4 acres)
under Cultivation 23,000 32,000 40,000 50,000 69,000

Farmers 15,000 20,000 23,000 26,000 28,000
Income to Farmers
(baht in millions) 66 99 140 198 282

Company Investment
(baht in millions) 4 10 20 10 4

Earnings in Foreign Exch.
(baht in millions) 96 144 200 280 400

Source: letter from AI Chairman to the Thai Tobacco Monopoly.

"Each inspector is properly trained to advise farmers on all
technical aspects of planting, curing, baling, and grading. He
also has to motivate farmers to keep up with their work so that
prior efforts and investments in agricultural materials will not
be wa~ted due to negligence or laziness. Therefore, the vi11age
ins~ector is more than an advisor to the farmers.

"All agricultural materials necessary to produce a tobacco
cr0p will be supplied by us to the farmers on a credit basis,
cost of which is to be deducted from tobacco purchase proceeds.
This is necessary to ensure the use of correct fertilizer and
insecticides. At present, farmers in TTM areas pack their tobac
cos in small bales of two kilos. This proves hard to handle as
we have to repack every kilo in larger bales for proper storage.
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Thus. new farmers under our direct supervision have been taught
to grade tobacco properly and pack each grade in bales of 12 to
15 kilos. We hope that in due course old farmers can be ~on

verted into this type of packing.

Factory Operations

"One of the most important aspects of Orientel tobacco oper
ations is to ensure sufficient storage space. Because of the
delicate nature of the tobacco. each bale must be carefully
stored to encourage proper air circulation through the tobacco.
Also. there should not be too much pressure on the bal~s. There
fore bales should net be stacked more than four bales high.

"At present, we have space to store up to 2,000 mt of tobac
co. or approximately 16,000 square meters, fully covered, in ven
tilated areas. A further 25 rais of land at the back of our
present factory compound has been purchased for building more
warehouses as our production increases each year. After the to
bacco is bought, it is imperative to store it for at least two
months before manipulation, to ensure that the first fermentation
will take place. Our current manipulation capacity consists of
two manipulation lines with three automatic packers. This means
we can manipulate and pack 2,000 mt in five months, working two
shifts for the last three months. Our plan is to increase to one
more line of manipulation machines in 1977, and another in 1978,
with corresponding increase in automatic packers each year. Con
currently we shall build a new factory in 1978 in Roi-Et, start
ing off with one line, then two lines, to take care of tobaccos
produced in nearby provinces.

"Regarding manpower, we are currently employing a full-time
staff of twenty to run the office and factory, supervising 800
seasonal workers. Fuli-time staff will be increased to 70 and
seasonal workers will be increased to 2,200 by 1980/81, the last
year of our five-year plan. Here, we think we are contributing
much to the economy of the northeast by providing employment op
portunities to local residents.

"The bulk of our present purchase has been handled through
TTM. With the anticipated increase in volume, we will construct
buying stations at strategically located points in each province
to service the farmers. We have already opened an office in
Roi-Et due to heavy volume of tobacco anticipated from this prov
ince. This office serves as a base for o~r teJm of village in
spectors in the TTM r~gion. Other offices will be established as
the need arises.

Training Programs

"With our personnel requirements 1:ll:reasing year by year as
our plan develops, it is clear that the training of people to
staff various positions is the key to the success of the plan.
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We have therefore established on a regular basis: an agricul M

tural school for village inspectors and a class for tobacco grad M

ing.
"The first class for village inspectors started on July 19,

1976. The students were recruited by sending letters to univer
sities and agriculture colleges in the northeast requesting rec
ommendations of good students to participate in our school. Our
representatives then went to these colleges and interviewed the
students. The response from the colleges was very favorable, and
we had no difficulty in recruiting our first sixty students. The
students are paid a monthly stipend plus free bOdrd and food al
lowance on a daily basis to attend our school, at a total cost of
about 82,300 (US$100) per student per month. The course itself
runs for six weeks during which time the students will learn
every aspect of tobacco planting and handling. Students will
start their own seed beds and experimental plots as the course
progresses to gain practical experience on the materials covered
in the lectures. Field trips are also organized, paying particu
lar attention to the many aspects of contacts with farmers. The
school will run continually every yr~r to train an increasing
number of village inspectors. That number will reach 650 by
1980/81.

"Concurrently, grading classes are being conducted by our
chief tobacco expert to teach our staff and workers the basic
elements of tobacco grading. This course is being conducted on
an informal basis; the class starts when the situation requires
and normally lasts for two days.

Outreach Program

"Apart from the training of our staff to help the farmers,
we are going to carry out consistent programs to recruit as many
farmers as possible. In areas where the soil is not rich enough
for other crops, farmers usually prefer to grow crops like tapi
oca and jute which need less intensive labor than Thai Turkish.
But it has been found that while tapioca may yield the farmers
81,000 per rai, Thai Turkish . ~ring an income of B4,000 per
rai for four months work. To e age more farmers to grow Thai
Turkish, we intend to stage compo .• ions and award prizes to more
productive farmers. Furthermore, we shall encourage social wel
fare activities in educational and relig;ous functions in the
villages in order to foster a community spirit in these areas.

"In carrying out the above programs, we think we are bring
ing in foreign investment and helping to improve the economic
conditions of the country."
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CURRENT OPERATIONS

Company Philosophy

The company's culture is shaped by the chairman, who is both
a Chinese scholar and a businessman with half a century of inter
national experience. His basic philosophy is "Listen, don't
argue. Hear what others have to say, and be ready to change your
olm ideas and your own ways. If you know how to listen, what
others say can only benefit you. In my long life, I have not met
anyone who could not teach me something."

Current production by AI covers an area spread over regions
that are together roughly the size of South Carolina, and contain
some 16 million persons. In 1982, so far the best year in tobac
co production in the company's history, more than 40,000 farm
families were engaged in agricultural activity connected with the
company. In Thailand, this is the equivalent of an impact on
about 200,000 persons.

Managerial Strategy

The managerial pyramid of this enterprise starts with the
board of directors, then the technical consultants who advise the
board, then the line managers who report directly to this board.
Next down the line are field managers, one for the North and one
for the Northeast. Reporting to the field manager is a regional
manager I/ho is resiJonsible for the network of buying stations.
Reporting to the regional manager is a station manager who super
vises the warehousing, cleaning, and packing facilities. Report
ing to the station manager are head inspectors who are responsi
ble for farmers in five to seven villages. The vital last link
in the managerial chain is the village inspector, who deals with
the farmers on a daily basis. Depending on the size of the vil
lage, a village inspector is responsible for one to three vil
lages.

In 1982, the company had 600 village inspectors (50 less
than projected for 1980/1981 in Table 11.1). When operations be
gan in 1976, the company recruited all its village inspectors
from agricultural colleges and, after some training, assigned
them to the field. Within a year, half of the original group of
60 trainees had resigned. As one of the field managers, who had
been with the company from the outset, put it: "They wanted to
get away from the sun and the rice to a desk job in an office
with regular pay and no demanding challenges." The remaining half
were fired by the company because they proved unable to do the
job.

:he field manager explains:

They were too young to deal with the farmers. The
farm~rs didn't respect them, and didn't listen to them.
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Also, when they went to the village, their tendency was
to go to the headman1s house and go to sieep rather
than visit with the farmers in their fields or their
hOlOes and give them udvice. Finally, and understand
ably, but it didn't help, their tendency was to look
for the prettiest girl in the village rather than the
best farmer.

With this experience, the company did a 180-degre~ turn in
its management practice. Instead of combing agricultural schools
for the most suitable students, it combed the villages for the
most suitable farmers. Often, but not always, these were the
village headmen. The company then train~d these men in the
tobacco-growing specifics and, when necessary, in the minimum
literacy required. As a follow-through, the company set up a
system of continuing on-the-job training, which includes a road
show complete with slides, cutouts, and tests, as well as ongoing
seminars.

The company also supplies the village inspectors with such
hands-on teaching tools as a wall calendar in which each month is
illustrated with pictures that show exactly what the farmer needs
to do about his tobacco crop during that month. The pictures i1
iustrate how to do it right and how to do it wrong, and how the
farmer can tell the difference. A comparable educational ap
proach at this level has each seed packet the village inspector
hands his farmer wrapped in a cover printed with pictorial in
structions on how to make a seed bed. In addition to instructing
farmers on the most useful agricultural techniques and keeping
them current on the latest agricultural developments, village in
spectors conduct field demonstrations with farmers on the farm
er's own land.

Recruiting village inspectors from among the farmers them
selves has proven to be a highly successful management approach.
As a result, a comparable system is now applied up the line; that
is, head inspectors are recruited from among the best village in
spectors and station managers are recruited from among the best
head inspectors.

At the regional level, managers are recruited either from
TTM or, in two cases, are former U.S. Peace Corps volunteers who
know and love Thailand, speak fluent Thai, and with company en
couragement, have acquired the appropriate academic and business
experience.

Technical Strategy

The major technical change the company has introduced in its
strategy involves keeping track of its input/output cycle. The
company provides the farmer with all the inputs he needs, on
credit, with no interest. These inputs can consist of as many as
sixteen items, ranging from fertilizer, lime, insecticide, and
fungicide to spray pumps, water cans, plastic sheets, twine, nee
dles, and burlap. The tobacco delivered by the farmers has a
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dozen gradations, each with a different price. With 40,000 farm
ers receiving inputs and delivering product, record keeping is a
serious accounting task. One of the company's field managers, a
former Peace Corps volunteer with an interest in computers, de
cided to address that problem. With the help of one of the com
pany's directors, who had friends at the Jet Propulsion Laborato
ries in California, a new company was formed, also in California,
which after a couple of years came up with a small multiuse com
puter, appropriately called Discovery Multiprocessor. By 1983,
that multiprocessor was not only keeping the company's 40,000 ac
counts in good order; it also handled all the company's other in
ternal computing needs. In addition, Adams International orga
nized a network of seventy dealers around the world who sell this
same multiprocessor. T:ley comprise a new affil iate of Adams
International, called Action Computers (Thailand).

The company is also making technical changes in its product
1ine. It is encouraging farmers who produce tobacco to engage in
crop diversification. For example, the company has developed a
peanut that is a Thai variety of what the company calls »the
Carter peanut.» Based on genetic stock from the United States,
it has also adapted a sunflower seed variety for Thailand. Using
Australian and U.S. stock, it has come up with a hybrid sorghum;
and from Japanese stock, it has developed a corn hybrid. Stock
from China, Hong Kong, and Taiwan, has been used in developing a
sesame variety for Thailand. The company's newest thrust involves
tomato seeds and the production of fish meal.

The product diversification program has three purposes. One
is to provide a rotation crop designed for optimum production of
tobacco that feeds beck into the soil the nutrients that tobacco
uses up. A second purpose is to increase the farmer's income and
spread his risks of dependency on any single product market. The
third, analogous to the second, is to spread the corporate risk
should the decline in the tobacco market, which started in 1983,
be irreversible. In the long run, AI might conceivably be led to
market, and even process, crops other than tobacco, for domestic
and regional consumption.

Outreach to the Rural People

As stated by the chairman of AI at the outset of the out
gruwer tobacco procurement program in 1976, the company realized
that it could get neither the quantity nor the quality of product
it required without a comprehensive outreach program. The key to
success in this regard is the performAnce of the hundreds of vil
lage inspectors. These inspectors operate daily at the critical
interface between farmer, farm fQlnily, village, and company.
Their intimate relationship with the rural people builds the
trust basic to loyalty and ~ffective two-way communication. As
is generally the case with agribusiness, the world over, AI has
moved cautiously into the full range of rural development activi
ties, but the company tries to make its relationship to growers a
happy one. For example, a harvest festival is sponsored at the
buying stations every year in August and September. A sizable
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cash prize is offered to the farmer with the best quality record
in each of ten production areas. Another facet of community 'In~

volvement is exemplified by the northeast regional manager. He
teaches a course on the cultivation of oriental tobacco at the
local agricultural college; supplies equipment and training to
area vocational schools; and contributes sports equipment to pri~

mary and secondary schools.
The characteristics of a typical farm family, and their

feelings about their relationship with AI, were illustrated
clearly to me during a visit to Thailand. The family lives in a
two-story house of brick and wood, with a good roof, a few domes~

tic animals, and a vegeteble garden. The household consists of
husband, wife, three sons, and three daughters. Two of the
daughters are married and there are thr~e grandchildren, all of
whom live in the family compound. The two younger sons, ages
twenty-one and eighteen, attend a commercial school in the nearby
provincial capital, and the father works as a teacher at the vil~

lage elementary school. The farming is done by the mother and
the oldest son, with the husband helping on weekends and everyone
else pitching in as required. The family grows rice (the tradi
tional crop of the region), chili, cotton, and tobacco. It has
grown tobacco for ten years, starting with Virginia tobacco, then
switching to the new oriental crop. Oriental tobacco, the family
reports, requires more work and harder work, but also nets a
higher income. Citing the economics of its activity, the family
notes that rice brought in a gross income of B900 per rai, while
tobacco produces a net income of B4,OOO plus.

Discussing the relationship with the company, the family
cited the fact that the company provides all required inputs on
credit, interest free; guarantees the quality of the inputs; and
buys their entire crop. In addition, the family referred to the
frequent visits of the village inspector and his hands-on help
with the tobacco crop, contrasting this with the extension agent
for peanuts who is sent by the government. "The Adams agent comes
once or twice a week the year round. The oeanut agent comes twice
a month and only during the season. With the Adams agent I can
discuss all my problems and plans; the peanut agent is interested
only in peanuts."

This farm family also notes a particular form of off-farm
employment provided by the tobacco production process. lobacco
has to be strung, a task requiring primarily manual dexterity.
Experience has shown that children can do this faster and better
than adults. Payment for each string is 25 satang (satang 100 =
B1), and schoolchildren of farm families are pleased with this
opportunity to earn their own income, however miniscule. This
practice appears to fulfill a function comparable to a newspaper
route or babysitting for U.S. schoolchildren. This Thai farm
family reported that the children spend their money on candy and
books.
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Ov.treach to the Government and Farmers I Organizatfons

The comp~ny maintains a close working relationship with the
Thai Tobacco Monopoly and in effect acts as an export arm for
TTM. In addition, company tachnicians meet with their opposite
numbers at TTM to exchange technology and know-how. Unlike Adams
International, which is actively and increasingly involved in
crop diversification, TTM deals with tobacco only. In the to
bacco sector, the two systems are essentially parallel, an ar
rangement that suits both TTM and the company.

Adams International maintains watchful diplomatic relations
with the Thai government's Excise Department, which sets a mini
mum price for tobacco Lach year. That price is unrelated to the
world market price and is set by the Excise Department in Bangkok
on the basis of production costs for the farmer, which include
inputs, land cost, labor, climate, and soil conditions, and al
lows for a profit of 83,000 per rai.

A special situation exists with regard to credit. Although
the government maintains a credit bank for agricultural coopera
tives that extends loans at a subsidized interest rate of 8 per
cent, there are no cooperatives among the tobacco growers in the
AI system. Although the company would like to work with coopera
tives to take advantage of both thp. availability and low cost of
money, management does not feel that it can or should play a
direct role in stimulating their creation. In turn, the growers
under contract to AI have no incentive to form cooperatives be
cause the company extends all the credit needed at no interest.
This impasse is now a constant and it would require great skill
and deliberate intervention by AI to change the program at this
late date. Approaching its relationship to farmer organizations
from a different perspective, AI cultivates connections with
farmers' clubs that exist in large vll1ages and small towns
throughout Thailand. Basically, these clubs are social centers
at which it is common for members to discuss their farMing prob
lems, such as new plant diseases. Depending upon the issue, it
is traditional to seek solutions in the offices of the governor
or mayor. In the areas in which AI is active, the farmers bring
their tobacco-growing problems to the company. Obviously, this
is an elegant method of communication that opens the way to deep
er and broader explorations not only of farming problems but,
should the farmers and the company wish to discuss them, of other
concerns that bear on mutual welfare.

PAYOFF

For the Farmer

The payoff for the farmer has been sharply increased net
income, without displacement of subsistence food production.
Although in absolute terms cash income increases t,ave not been
great, in relative terms the growers of oriental tobacco for AI
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evidence significant enhancement in the quality of life. Beyond
on-farm net return, AI outreach has provided a real measure of
simplicity and security to farm operations. All credit for to
bacco cultivation is made available, on time and free of inter
est. Assured, single-channel marketing frees the family of worry
over price and market stability. Research and development on
other crops by AI, both to diversify farm income and as insurance
against a decline in the export market for tobacco, is a bright
light illuminating the future. Though much remains to be done
in the area of rural development, AI has faithfully served as a
vital agent of beneficial change. Table 11.2 summarizE's the
economic impuct on farmers since 1974.

Table 11.2
Payoff to Farmers in Baht

(Baht 23 = US$l, in 1983)

Total Total Net Farm Rai per
Year Farmers Raiage Income Farm

1974 9R2 654 1,174 0.67
1975 6,000 4,400 1,799 0.73
1976 13,450 9,800 1,940 0.73
1977 24,550 17,700 2,068 0.72
1978 39,950 28,000 1,884 0.70
1979 32,550 36,500 1,217 1.12
1980 37,400 39,000 1,736 1.04
198] 39,700 42,400 2,372 1.07
198f. 40,450 46,100 4,047 1.07
1983 27,263 32,379 3,292 1.19

Source: Adams International, i nterna 1 report.

Because many of the people AI employs in its system of tech
nical assistance, leaf collection, and leaf handling are rural in
background and come from the general area of tobacco farming,
payoff to the community of rural people may properly be viewed as
including the wages paid by AI to its employees. Table 11.3 sum
marizes these data.

For the Company

Oriental tobacco constitutes about 50 percent of company
sales and contributes roughly 50 percent to corporate benefits.
To achieve this condition, AI estimates its total investment for
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Table 11.3
Payoff to Employees in Baht

(Baht 23 = US$1, in 1983)

Total Average Total Income
Year Employees Salary Total Wages Farmers &Employees

1974 5 1.510 356.900 1.510.166
1975 21 1.740 1,609,020 12.404,570
1976 196 1.980 7.481,040 33.569.468
1977 238 2,210 10.808,940 61.590.048
1978 560 2.540 25.529.200 100.794.364
1979 423 2,780 20.552.220 60.169.539
1980 515 3.310 29.972.450 94.910.863
1981 .631 3.800 41.665.400 135.839.918
1982 526 4.260 41.225,880 204.935.733
1933 495 4.600 40.941,000 157.962.362

220.142,050 863.687.030

Source: Adams International. internal report.

the ten years, 1974 through 1983. at about $3 million. This in
vestment includes fixed assets such as machinery. warehouses, and
buying stations, and approximately 20 percent of the total cost
has been allocated to extension services. Table 11.4 outlin~s the
growth of the oriental tobacco bvsiness. Although not yet real
ized in a commercial sense, the expansion of AI resulting from
its marketing agreement with Philip Morris has benefited the com
pany by stimulating a program of research .and development on
alternative crops (or additional crops) to be cultivated by farm
ers. The implications of this investment may become more sig
nificant in the years ahead if the competitive position of Thai
oriental tobacco on world markets deteriorates, owing in part to
EEC subsidies to Greece. a major producer of this type of
tobacco.

For the Importer

The payoff for importers of Thai oriental tobacco. ?rimarily
Philip Morris in the United States. has been a supply of tobacco
for blending purposes at an initial price approximately 3D per
cent lower than that of traditional suppliers in Turkey and
Greece. This picture changed in 1983 as a result of agricultural
policies in the EEC. The EEC now offers subsidies to Greek to
bacco producers. which make it possible for Greece to cut its
p~ice to roughly the Thai level and. for competitive reason~.

Turkey has matched the Greek cuts. The expectation and the hope
of Thailand is that as the world economy improves. demand will
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Table 11.4
Payoff to the Company in Baht

(Baht 23 = US$I, in 1983)

AI Cost Sales Export Profit
Per Kg Obtained Sales

Year US$ US$ US$ Baht 05$

1974 $1.29 $1.35 94,429 88,134 4,197
1975 1.28 1.45 840,331 2,068,953 98,522
1976 1.45 1.63 2,134,256 4,949,380 235,685
1977 1.52 1.72 4,221,955 10,309,425 490,925
1978 1.72 1.69 5,904,153 -2,200,956 -104,807
1979 1.92 2.15 3,851,636 8,652,745 412,035
1980 1.98 2.21 5,878,728 12,848,079 611,813
1981 2.16 2.42 9,052,908 22,370,409 972,626
1982 2.18 2.33 13,512,821 20,008,254 869,;Z4
1983 2.20 2.31 9,279,904 10,163,704 441,900

$~* $I:lT* 54,711,121** 89,258.127** 4,032,820**

* Average
** Total
Source: Adams International, internal report.

pick up, providing adequate markets for Thailand as well as for
Greece and Turkey. In the interim, the company is integrating
the diversification program for farmers into its own operations.

POLICY IMPLICAiIONS

For the Company..
• The company perceives two majp-r policy implications in its

operation. The first is a managerial approach formulated by the
chairman in the maxim, "You have to deal with the farmer not only
as a producer, but as a person." This policy is subject to con
stant review as the company expands and diversifies its opera
ticns, relates to more and more farmers, and gets drawn more and
more deeply into technical transfers and increasingly complex
processes of rural development. Cost of involvement will inevi
tably increase. New skills will be required of staff.

The second is that agricultural ventures in Thailand are
conducted most effectively as joint ventures in the private sec
tor. I"deed, the company is looking for joint venture partners
in other product areas, for which the outside partner can con
tribute techniques or markets while the Thai company contributes
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its proven know-how in working with Thai farmers, Thai bankers,
and the Thai government.

ror the Host Country

The company feels that the Thai government should take a
more active role in helping to market Thai agricultural products
in other ASEAN (Associacion of Southeast Asian Nations) coun
tries. Particularly, it could push for a reduction in the tariff
on oriental tobacco. The current tariff for Thai tobacco in the
other ASEAN countries is set at the same rate as tobacco coming
from Greece und Turkty. In contrast, the EEC levies no import
duty or. Turkish and Greek tobacccs, but does have a duty for Thai
tobacco. In the EEC, the company feels, the Thai government
could argue for lowering the duties on Thai tob:cco.

For the Donor Country

One recommendation emerging from this case study is that
more be done by the donor country to develop and extend irriga
tion systems in the dry Northeast. Furth~r, aid that stimulates
and assists greater private sector participation in agribusi~ass

and in the extension of improved farming practices to the major
disadvantaged areas of the country would be most welcome. One
example of such aid would be to facilitate access to information
on the world experience of such corporations as AI concerning the
response of private enterprise as time and events draw companies
ever more deeply into the complex and subtle realm of rural de
velopment. Much has been learned about the difficulties and op
portunities of relating directly and continuously to rural people
whose lives become entwined with agribusiness. This book is in
dicative of the richness of knowledge waiting to be shared, but
too often not shared.
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Kenya Canners Limited:
A Pineapple Plantation
and Cannery in Kenya
Simon Williams

SUMMARY

Kenya Canners (KC) is a sutsidiary of the Del Monte Corpora
tion. which owns 95 percent of the equity. The enterprise is a
classic example of collaboration by public and private institu
tions to promote agricultural exports and invisorate a rural
area.

KC began operations in 1949. long before De' Monte came to
Kenya. By 1965. the company was close to failure and contracted
the services of Del Monte to manage operations. At that time. the
Government of Kenya (GOK) also contracted with Del Monte to in
vestigate the potential of Kenya for large-scale cultivation.
processing. and export of pineapple. In 1968. the result was
first. the purchase of KC by Del Monte; and second. the purchase
of 8.800 hectares (1 hectare = 2.5 acres) by the government.
which were then leased to KC for forty-eight years. renewable for
the same term thereafter. This land was made up of four contigu
ous. unused. former sisal farms. so that no farmers were dis
placed. KC has since built a new cannery and operates a 4.000
hectare pineapple plantation. In addition. 400 hectares are in
coffee cultivation; some cattle are being raised; and a major re
forestation program is planned for erosion control and to supply
charcoal and lumber to KC employees.

KC is not a satellite farming procurement system. All raw
material comes from the central pineapple plantation. The rural
development impact of the company derives from its employment and
training of some 6.000 people. The enterprise has built several
complete communities that house the majority of its employees and
include a variety of health. educational. and recreational facil
ities. KC does reach out tp the small-scale farmers in the area
by providing technical assistance in the cultivation of pineapple
for the local fresh-fruit market.

For the first time in its history as a Del Monte subsidiary.
KC is currently actively exploring an outgrower system of pro
curemp.nt. The plantation has reached its maximum 'feasible area
and productivity has leveled off. The problem being faced is that

189
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pineapple cultivation to supply a large-scale cannery is not fea
sible if carried on in scattered, small-scale farms. Inter
estingly, after independence in Kenya groups of small-scale farms
were established on large estates formerly owned by non-Kenyans.
In addition to establishing clusters of farms, lar~e units of
land were held back for single management systems operated pro
fessionally but for the benefit of the farmer members of what can
he a cooperative or a corporation. KC is working with one such
cooperative to determine the feasibility of utilizing its large
estate for pineapple cultivation. The rural development implica
tions of this experiment are c0nsidered below.

COUNTRY BACKGROUNO*

Agriculture is the backbone of the economy and lies at the
heart of social and political li"e in Kenya. Currently, even in
the face of a recent decline explosive in relative importance,
the agricultural sector provides nearly 40 percent of the gross
domestic product (GOP), 34 percent of manufacturing inputs,
65 percent of nonpetroleum exports, and 65 percent of total em
ployment. In a country having 110 natural resources aside from
land, people, and wildlife, and almost no mineral deposits other
than soda ash, gemstones, limestone, and fluorspar, the vital
importance of vigorous growth in agriculture and agribusiness to
the future prosperity and stability of the nation is clear and
pressing.

The agricultural sector is dominated by four characteristics
of particular importance to investors.

Private land tenure. Ninety-nine percent of the farms and
ranches are prlvately owned, even though tribal culture is stron~
in rural Kenya. Approximately half this land is in about 3,000
so-called "large farms," ranging upward from 20 hectares to well
over 40,000 hectares (1 hectare = 2.5 acres). These farms yield
45 percent of marketerl production. The other half is the prop
erty of approximately BLO,OOO smallholders, 70 to 75 percent of
whom fa rm 1ess than 3 h.'cta res. These fa rms have become increas
ingly important to the u~ricultural economy since independence
and now account for 55 percent of marketed production and 80 per
cent of all production.

An intriguing development has been the transfer of ownership
of some purchased large expatriate farms to groups of smallhold
ers organized into either companies or cooperatives. In either
case, p~rt of the land is divided into individually owned small
farms and part is farmed as an estate, with paid management.

Increasing productivity on smallholder land is of the high
est priority in Kenyan planning. Land tenure realities and the

* This same statement is included in the case report covering the
Mumias Sugar Company (Chapter 3). It is repeated here for the
convenience of the reader.
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pressing need for more food production exercise a pervasive in
fluence on pUblic policy. popular attitudes. and the design of
public and private investments in agro-industry.

EX~losive ~opulation growth. Kenya has one of the highest
rates 0 popula 10n lncrease ln the world. Officially designated
at 3.8 percent a year. the figures of 4.0 to 4.2 percent are mor~

widely held to b~ true. This steadily increases pressure on the
land. as indicated by a World Bank estimate of a 0.88 hectare de
cline in the amount of good farmland per capita from 1970 to the
year 2000. The decline in good farmland per capita has ~lso

forced agriculture and ~nimal husbandry into marginal areas. with
serious negative impact on soil erosion and water conservation in
the same vicious cycle that plagues nations throughout the world.
Although it is not the sole factor at work. population pressure
on the land has surely contributed to the slowdown in farm pro
duction growth from an annual rate of 6 percent in the 1970s to a
1983 rate of 2.4 percent [9].

Im~roved agricultural practice constrained. Improved agri
cultura practlce on smallholder farms lS lnhlbited by the very
high cost of all chemical and machinery inputs. weakly structured
credit systems. traditional practices. and inadequate pricing and
marketing policies. Further. despite high levels of unemployment
and underemployment in rural areas. there are acute shortages of
labor throughout the country at critical times in a crop rota
tion. Among the myriad reasons for labor shortages are more
children spending more time in school. very low wage for hard
work, traditional patterns of the distribution of labor. and mi
gration to urban centers.

Powerful and pervasive force of GOK. Finally. and very im
portantly. GoR lS a powerful and pervaSlve force affecting prac
tically every aspect of commercial agriculture and agribusiness.
It fixes prices and the cost of labor. Public corporations may
compete with private enterprise. Marketing boards control much
of the domestic and export market. GOK dictates the movement of
foreign exchange, the Africanization of management. and the re
quirements of training. to name but a few of the interventions of
the public sector. Yet despite first appearances, GOK exhibits
considerable flexibility and pragmatism. Granted that negotia
tion is never easy and is always slow, it is. nevertheless. al
ways possible. The structure of a few existing agro-industries
best illustrates the point.

Some ventures are parastatal and managed by public corpora
tions. for example. the Kenya Tea Development Authority (Chap
ter 13, Section 3); other parastatals are managed by foreign
partners. such as the Mumias Sugar Company. CPC International
(Chapter 13. Section 7) has been granted the first commercial
exception to the rule that all grain must be purchased from GOK
and can now negotiate for maize at the farm gate. East Africa
Tannin Extract Company (Lonrho-UK. Chapter 13. Section 6) wholly
owns and operates a 46.000-acre diversified farm-ranch. which
helps support a central manufacturing complex. East Africa In
dustries (Unilever, Chapter 13. Section 4) is developing a source
of vegetable oil-seed using land leased from absentee owners and
managed under contract to private. profit-making companies.
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Kenya Canners. Ltd. (Del Monte. Chapter 12) leases long-term its
entire 22.000-acre estate (10.000 in pineapple) from GOK. but
owns and operates a cannery and controls all export marketing of
its canned product.

Two of these enterprises have been isolated for more de
tailed analy~is. namely. the Mumias Sugar Company and Kenya Can
ners, Ltd. This report highlights the former.

ENTERPRISE BAr~uROUND

Kenya Canners Limited (KC) is a subsidiary of the Del Monte
Corporation. in turn a division of the Food and Beverage Group of
R. J. Reynolds Industries. Inc. Del Monte owns 95 percent of the
equity; the Development Corporation of Kenya owns 2 percent; and
the remaining 3 percent is owned by twenty-four individuals (one
Englishman and twenty-three Kenyans). Del Monte has invested
US$36 million in the enterprise to date.

Kenya Canners is comprised of three distinct elements: the
estate. the cannery, and the areas of housing. The estate is
leased on a long-term basis (Forty-eight years, renewable for an
equal term) from the Kenyan government. Specifically, the land
use pattern is as follows:

• 4.000 contiguous hectares are under pineapple Cultiva
tion. under the sole management of KC. It is judged that
no further extension of the pineapple plantation will be
feasible. Expansion of production. therefore. will de
pend upon the development of an outgrower program, now
under consideration.

• 400 hectares are cultivated for coffee,a well-established
crop in the region.

• About 2,000 head of cattle are grown out, fattened on
cannery waste; a small breeding herd is maintained. How
ever. KC does not consider itself permanently in the cat
tle business and plans to eliminate this activity in the
years ahead. The breeding herd will be kept as a source
of meat for employees.

• In areas not otherwi!:e suitable, KC is developing a re
forestation program to supply charcoal to employees, to
serve as an erosion co~trol system. and to provide lum
ber. In support of the program, KC operates a tree nurs
ery. This type of land preservation. applying multiuse
forestry practices. is of keen interest to GOK.

The cannery and its associated facilities (a training cen
ter. shops. and offices) is a modern plant with a throughput ca
pacity of roughly 170.000 mt of raw pineapple a year. Management
estimates that this input could increase as much as 15 to 18 per
cent with modest changes. and feels that the market for this
increased production is available. This perceived marketing op
portunity. combined with production limits of the plantation.



193

have stimulated current inter~st in the development of an out
grower program.

The housing areas, distributed around the cannery within
reasonable walking distance, incorporate some 3,300 houses owned
by KC and provided free to workers in the factory and on the
plantation. Historically, the distribution of housing has been
based on a combination of factors such as position. length of
service. and need. Those who must (or choose) to live elsewhere
receive a housing allowance of 15 percent of ~ase salary.

KC employs 6,000 people at the peak of the season; 5,500 on
the average: 2,500 are regularly employed in production and en
gineering, training, research and development, and various other
functions of administration; 3,000 to 3,500 are utilized on the
plantation and in other areas of agricultural activity.

No exports go to the United States. All canned goods are
sold to and through Del Monte International into European, Middle
Eastern, and other foreign markets. KC also sells a small amount
of fresh-fruit to the GOK Horticultural Crops Development Author
ity, for air-freighting into European markets. Although the
authority fixes the price of fresh-fruit, this is nonetheless
profitable for KC because the fresh product brings a higher net
return than canned products. It is significant to note that de
spite the wide range of GOK marketing boards and the extensive
involvement of GOK in price controls, KC mar~cts its canned goods
free of price control or any other government intervention. Pre
sumably, this is in recognition of the fact that canned pineapple
is now a major foreign exchange earner for Kenya, and that
Del Monte is best able to maximize sales and protect the competi
tive position of KC products. KC management notes that it is
currently earning over 300 million Kenyan shillings (US$22.2 mil
lion) a year in foreign exchange. The conversion rate used
throughout this chapter is the 1983 rate of KSI =US$0.074.)

History

Kenya Canners Limited was first organized in 1949 by
Theodore West, a British businessman, and C.W.P. Harries, whose
mother, O.M.A. Harries, was the pioneer in Kenya who developed
pineapple for the fresh fruit market of the country (circa 1910)
at Thika, about thirty miles east-northeast of Nairobi. The com
pany struggled along until 1958, when it was taken over by the
Tancot Group, an established East African :ompany. Tancot
launched an expansion program that increased the cannery poten
tial to over 20,000 mt per year of pineapple and mixed vegeta
bles. However, all raw material procurement was based on out
growers in the Thika area. Apparently, the outgrowers were not
properly organized, were not provided with the necessary techni
cal assistance or findncia1 support, and were not suitably locat
ed. In any event, the enterprise was in very poor condition by
1965.

At that time, KC entered into an agreement with Del Monte to
manage the Thika cannery. At the same time, Del Monte was in
vited by GOK to investigate the potential for expanding pineapple
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cultivation and processing, both for export of canned goods and
for marketing fresh fruit locally. By 196B, Del Monte decided to
exercise its option to purchase the majority shareholding of KC.
This decision was facilitated by GOK, which had acquired the de
funct Anglo-French Sisal Estate at Thika for long-term lease to
KC. The government then went on to purchase three more large
estates, all more or less contiguous to the former sisal planta
tion, laying the foundation for a 1972 decision by Del Monte to
implement a major expansion program, including the construction
of a new cannery. It is important to note that unlike the situa
tion at ~~~ Mumias Sugar Company (Chapter 3), where many farmers
were bought out by the Government of Kenya, no smallholders were
involved in making land available to KC.

Since the early 1970s, KC has become a successful and impor
tant part of agro-industry in Kenya. It has brought thousands of
acres of land from abandonment to a high level of productivity.
As noted, KC offers employment, housing, and other benefits to
some 6,000 people. The company appears to have established good
relationships with its two unions, the Kenya Plantation Workers
and the Food and Allied Workers Union. Despite occasional gossip
heard to the contrary, GOK seems to hold KC in high regard and
makes no effort to participate financially or seek control of the
company.

More than anything else putting pressure on KC in its effort
to remain competitive in world markets is inflation, tied to im
port controls. Tin plate costs have gone up 400 percent over the
past several years. Tires, fuel, spare parts, energy, and many
other basic items have also increased dramatically in cost. KC
has worked diligently to decrease plantation costs and increase
efficiency at the cannery, but it remains a serious question for
Del Monte as to whether or not GOK will take the necessary ac
tions to reduce the risk to manageable proportions. (See Chap
ter 8, the case of Productos Del Monte from Mexico for an identi
cal prohlem Del Monte faces there in canning vegetables.) Nego
t~ations on the subject are constant. KC management could not
reveal the substance of these talks except to indicate the gener
ally held belief that the industry was too important to endanger.

One corrective measure offered to all exporting industries
by GOK is the "export compensation scheme." Prior to 1982, this
provided a 10 percent rebate on the FOB value of exports to a
given level; plus an additional 15 percent if this first level
was exceeded. In 1982, in an economy move, the government elimi
nated the rebate. There was such organized resistance to this
decision by industry that the incentive was reinstated in 1983.
The 10 percent rebate level was maintained as before and the en
tire package of rebates was made more attractive by increasing
the second level rebates from 15 percent of FOB values to 25 per
cent.

Although this success in getting GOK to reinstate the export
compensation scheme was encouraging to KC, management is con
cerned thet Kenyan industry, foreign-controlled or not, has no
truly effective voice with which to address GOK. The Kenya Asso
ciation of Manufacturers is weak; the Kenya Chamber of Commerce
is not high~~ regarded; and the Federation of Kenya Employers

I
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tries to confine itself to matters of employment and wages.
Finally, there is the Investment Advisory Council,'set up by GOK
to facilitate entry of foreign capital and help in the search for
local joint venture partn~rs. Yet negotiations on critical is
sues, such as duties charged on imported tinplate for cans, de
pend on individual companies doing the job.

OUTREACH

Outgrowers

Until recently, KC had no outgrower program. All fresh
pineapple was produced on its own plantation. Recently, two
farms lying adjacent to the plantation, owned by absentee land
lords. each about twelve to sixteen hectares, were contracted and
are cultivated by KC as integral parts of its own estate. Actu
ally, as the production limits of the estate have been reached,
KC has been studying more intensively the opportunities for fur
ther development of an outgrower program.

The outgrower situation is a complex one. Farmers deliver
ing fruit to the cannery must expect to receive 50 to 70 percent
of the price they could receive in the local fresh-fruit market.
On the other hand, the fresh-fruit outlet is limited and subject
to considerable wastage. Alternatively, yields would increase
under KC direction and there would be a guaranteed market, in all
more than compensating for lower prices (although KC staff has
not made actual calculations to prove the point). To obtain the
highest net return, KC estimates that groups of outgrowers would
need to aggregate twelve to twenty hectares. This is not a sim
ple task. The topography of the area is hilly. cut with ravines,
and not well served with secondary or tertiary roads. This could
force very high transportation costs on the system. All of these
factors have been discouraging.

The one current possibility for approaching outgrower pro
duction, which is being carefully nurtured, has its roots in a
bit of Kenyan history. After independence at the end of 1963,
GOK began purchasing large farms that had been owned and operated
by expatriates for redistribution to the indigenous people of
Kenya. Some of these were organized into companies, others into
cooperatives. In some instances, those who purchased shares es
tablished small individual farms; other shareholders remained
absentee and organized production around professional management.
Many cases reflect a combination of methods in the practice of
land use. Part of the owned area is divided into small farms
with resident operators; the remainder is operated as a corporate
farm, under paid management, with the profits (if any) divided
among the shareholders.

One such enterprise. a cooperative, lies about 25 kilometers
from the KC estate. The area owned is about 3,200 to 4.000 hec
tares. There are approximately 1,000 shareholders. some resident
on farmsites or homesites, many more living elsewhere. The pri-
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mary cash crop is coffee. The cooperative members have ag
gregated a large area for this purpose and it is operated p~ofes

sionally. under the terms of a contract with a coffee estate man
agement company. In its search for acceptable outgrower sites.
KC observed that roughly 800 hectares of land. owned by the co
operative in one block. was not being utilized and might be well
suited for pineapple. With approval of the cooperative board. KC
set up a 2-hectare test and demonstration plot. which did prove
the area to be potentially suitable to pineapple and within the
capability of the cooperative to bring into production. with
technical assistance provided by KC. The transport distance to
the cannery is reasonable; the road access acceptable.

As of early 1984. a two-man team from Kenyan Canners. com
prised of the director of Research. Training and Agricultural
Extension (an expatriate with many years of experience in Kenya
with pineapple) and the manager of Personnel and Industrial Rela
tions (a Kenyan with a master's degree in business administra
tion. earned in the United States). have been working with the
cooperative. Their task is to evolve a satisfactory contract for
production and sale to KC. From the perspective of KC. it is
felt that the agreement should cover a minimum of ten years. To
assure proper practice. technical and other forms of assistance
might also be required. A pool of machinery will be needed. For
the cooperative to own the equipment. if it proves feasible.
would be best for all; if not feasible. KC might find it neces
sary to own. operate. and maintain the machinery. as it does on
its own plantation.

The cooperative board of directors has full responsibility
to find the credit financlng needed for the project. Based on
its own operating costs. KC estimates that it will require an in
vestment of roughly KS25.000 per hectare ($740 per acre) up to
the first harvest. eighteen months after plant;~g. To move ahead
prudently and within the bounds of possibility. KC has suggested
that the project be started with 100 hectares.

Education

KC has created a fine school system associated with a pri
vate enterprise in Kenya. Five schools have been built and are
maintained by KC. Four of these are at the elementary grade only
and are run by GOK. which pays the teachers and covers all other
costs. The fifth school. which carries on through secondary lev
el. is wholly owned and run by KC. which pays all teachers and
finances any deficits at tile end of the year. In recent years.
this deficit financing has averaged KS250.000 a year (US$18.500).
Enrollment in all five schools is about 1.250 to 1.300; in 1983.
93 percent of these were children of employees. The KC private
school. in contrast. had 240 pupils in 1983. of which 25 percent
were children of employees and 75 percent children of people from
allover Kenya. This school charges tuition in an effort to at
tain self-sufficiency. and it emphasizes a curriculum permitting
graduates to enter universities throughout the world. There are
plans to structure the educational program so that graduates may



197

plan their uni~ersity careers in Kenya or overseas. This unusual
and considerable inve~tment in, and direct responsibility for,
the education of children of employees and Kenyans generally is a
matter of great pride and satisfaction at KC and is an outreach
regarded with considerable favor by GOK.

In another area of education, KG has encouraged its director
of Research, Training, and Agricultural Extension to work closely
with nearby Kenyatta Agricultural School in the development of
their curriculum, as an aid to generating a practical, problem
solving, and critical view of Kenya's rural problems. This is
done purely as a public service.

Research

Also as an outreach of a public service nature to the rural
community at large, going beyond any KG commercial interest, KG
finances a series of demonstrations that provide small-scale
growers of fresh pineapple who sell in the local markets with in
formation on the costs and benefits of different kinds of prac
tice: using or not using fertilizer with different proportions
of ingredients; using herbicides or not; applying water or not,
among other arrangements of variables. Field days are utilized
to follow the course of growth and yield and to communicate the
varying rates of return on investment of both time and money. The
entire emphasis of this outreach program is on fresh fruit pro
duction and marketing. The project is not intended to build a
reservoir of potential outgrowers for the KC cannery.

Housing, Medical Care, and Other Services

As noted earlier, KC provides 3,300 housing units to its
employees. These units are distributed about the cannery and
plantation area to form several communities. This housing is pro
vided free. Each area is served by a medical dispensary, staffed
with aides who have been trained to perform simple health-care
functions. A corporation doctor makes the rounds of these dis
pensaries daily and takes care of more serious matters. Medical
care is also free. Each housing area is served by a store, pri
vately managed by the successful bidder for the opportunity. Once
the management is settled, KG does not intervene in the business.
It is estimated that over the last twelve years, KC has spent
KS35 million (US$2.6 million) on its programs of education, hous
ing, and medical care.

Training

KC participates in the National Apprentice Training Program.
For this purpose, a training center has been in operation for the
past fourteen years. The facilities and organization of the cen
ter must be approved by the Ministry of Education, and the cost
of maintaining and carrying out the programs of the center is
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partially borne by a levy of KS4 per mt of agricultural product.
GOK is authorized to pay back 60 percent of this levy, based on
satisfactory performance, but the payback by GOK does not cover
all costs. KC subsidizes the difference.

The center provides a three-year program for craft appren
tices and a four-year program for technician apprentices. The
latter program involves a hinher level of skill and leads to a
higher starting salary and increased job status. The net cost of
a three-year program has been about KS17.000 per student
(US$1.258). GOK controls the basic course context through the in
puts of the Ministry of Labor and the Federal Directorate for
Training. The company certifies the apprentices and directs the
center and its staff.

Graduate apprentices are not obligated to go to work for KG.
Out of 220 students trained over a period of fourteen years, 170
have gone elsewhere; 50 work for KG. Lately, this trend appears
to have been reversed. For example, in 1983, it was expected
that 23 of the 27 trainees would go to work for KG. Part of the
reason so many now stay is that the program includes twenty weeks
of hands-on experience in the cannery. Since pineapple
processing machinery and supporting maintenance is unique in Kenya
at KG, students are attracted to jobs that have become
familiar and cannot be replicated elsewhere.

There is an apprentice hostel provided at no cost to the
student. A tool box is also given to each student. KG can claim
half the cost from GOK; the apprentice buys the box at half
price, paying for it over three years.

PAYOFF

For the KC 8nployees

The payoff to the people who work at KC has been consider
able. Some 6,000 people have jobs and they and their families
have security and improved quality of life. Housing, schooling,
and medical services are better and are immediately available.
Upward mobility on the job is fostered by the Apprentice Training
Program and in other ways. KG pays out some KS60 million (US$4.4
million) directly in salaries each year, in addition to the mil
lions of shillings spent by KG to subsidize housing and other
social services. The workers. their families, and their unions
are all treated with respect. However, as suggested below in the
section on policy recommendations, the adequacy of those benefits
might be challenged in terms of human development goals.

For the Company

No figures were given to quantify the ~ayoff to KG or Del
Monte. Yet the longevity and vigor of KC inJ)cat~ that return on
investment has been sufficient to sustain the enterprise.
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For the Host Country

The payoff for Kenya has been positive and constructive from
the beginning. Past failure in efforts to bring pineapple pro
duction and exports to commercial success had failed; KC made it
work. The cost to GOK of acquiring the land leased to KC has
been a good investment and the major financial risk in the enter
prise was taken by Del Monte. Unproductive land is now fruitful.
Steady employment has been created for 6,000 to 6,500 people, en
hancing the quality of life for many thousands more who are mem
bers of workers' families. Foreign exchange earnings have ranged
from US$22 to $30 million a year. KC has been meticulous in fi
nancial reporting and in its adherence to tax law. KC has con
tributed a model educational facility, well worth replication
elsewhere in the country, and its training center meets every
standard set by the Ministries of Education and Labor. In all
honesty, it is difficult to see how GOK could be critical of the
returns on its original invitation to Del Monte to help Kenya
develop its pineapple potential.

POLICY IMPLICATIONS

For the Company

The major policy concern of KG is to maintain its products
at a competitive price in the different markets it serves. Man
agement is well aware of this fact. There is constant effort to
interact with GOK. The efficiency of the plantation and the can
nery has improved steadily. However, there are two additional
matters of policy which might well receive closer attention in
the search for lower costs and long-range stability. Both tie in
closely to the expanded role KC might play in stimulating rural
development.

KC management noted that with a relatively minor new invest
ment, the cannery could put through more pineapple than the plan
tation is likely ever to produce, and that the market is there
for the product. Logically, this implies development of an out
grower program, and KG is working on this. The evolution (f the
outgrower project under consideration and the nature of tho land
tenure system involved--a cooperative estate, partly occupied by
resident small-scale farmers and partly set aside in a large
block for development as a cooperative plantation--raise several
policy considerations both for KG and for agribusiness ventures
everywhere.

If it is important to the future income of KG to obtain the
pineapple from cooperative land, and if the cooperative members
cannot themselves afford to take the risk with their own capital
but will take all the risk if they borrow the money, then is this
an equitable arrangement when one compares Del Monte resources
with those of the cooperative members? Granted that KC is lead
ing the cooperative to an excellent new source of income and that
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by establishing a one-channel marketing system. with ~echnical

support. it reduces the risk. However. what KC has investeu in a
2-hectare test is as nothing compared to the investment in 100
hectares by the cooperative.

On the question of what the cooperative can and cannot af
ford to risk. it would seem logical that KC ask the question and
help find an answer. My impression was that the nature of the
cooperative membership was not clearly identified. Who are they;
what social and economic level do they represent; what responsi
bil ity might they be expected to accept? With such a data base.
the reality and fairness of asking the cooperative to finance a
100-hectare. semi-commercial test of pineapple cultivation might
be better evaluated.

KC is indeed helping to create an exciting opportunity to
accelerate rural development. touching the lives of several thou
sand people. and building a model that might be widely applied,
in Kel1ya and elsewhere. If. upon further investigation, it were
to be shown that KG cannot take on the burden of financing the
credit needed and that the cooperative either cannot or should
not accept the risk, might not this be a perfect opportunity for
the USAID mission in Kenya to enter into a joint venture with KC?
hID could invest in the credit, using a deferred repayment sched
ule. with soft interest terms. KG could then accelerate and man
age the system. The training and guidance given to the people
could be intensified. hastening the transfer of full responsibil
ity. The question here is: Who takes responsibility to bring
these forces into play? KG would seem to be the logical and
proper center of responsibility. first to be sure of the facts.
to avoid any error i;l judgment as to who can do what; and second
to negotiate with USAID. whose current emphasis in Kenya is to
foster the role of private enterprise as a force for rural devel
opment. The concept of joint venture between private enterprise
and USAID is discussed further in Chapter 15. The objectives of
such a venture, which integrates commercial goals and the goals
of rural development, were defined in Chapter 1.

A related long-range policy matter concerns the future en
visioned for the 6.000 people who work on the plantation. in the
cannery. and among the service departments that together form KC.
The KG environment. while benign in so many ways, is nonetheless
definitely limiting to upward mobility for the majority. It
might be predicted. therefore, that if nothing is done before
hand, some agitation will eventually foment, with people demand
ing more pay; more benefits; a faster outreach. ~G could be vul
nerable, as are all foreign companie~ with large plantations and
factories at their core. The landless may demand some land. All
may demand a bigger share of the profit. Some may demand d shJre
of ownership. There is no need to write a scenario of chaos or
gloom. But human history is so replete with documented support
for the possibilities of trouble that it would seem a sound rec
ommendation to KG that it adopt policies that help anticipate the
changes in attitude and behavior likely to occur over time in the
political ambience of Kenya. This will allow management to re
spond creatively and promptly.
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The example of the retail stores established in each of the
re~idential communities built by KG is illustrative of past
ro1icy and what a relatively small change might accomplish. As
~Ias noted, these stores are run for profit by people who have bid
for the privilege. Each store serves a large number of families.
The question immediately comes to mind: Would it not be better
for development purposes and for the sake of long-rdnge harmony
between workers and KG for the families in each area to own the
store that serves them and share the benefits of profit?

There is so much to be gained. It would generate signifi
cant savings (or earnings) for e~ch family; 1,000 families buying
their essential foods, soap, candles, pots and pans, dishes,
among dozens of other simple items, surely generates a very large
cash flow in the course of a year. With such purchasing power
and attendant possibilities for wholesale buying, moderating
markup, and low overhead charges (hoysing for the store supplied
free by KG), many forms of advantage are attainable by the
people. In the long term, an even more significant developmental
gain is possible if the people participate more in such economic
and social projects as the store. The cumulative educational
impact could greatly affect personal attitudes; a spnse of par
ticipation and achievement; a sens~ of the meaning of capital,
savings, and investment; and an a')rreciation of organization,
mutual responsibility, and honesty. Without trying to exaggerate
the human development impact of several stores, it is nonetheless
true that development is a complex process that achieves its ends
by integrating a multitude of gains, each arising from a modest
activity. Giant steps forward are rare in development. A chance
to take a small step should not be lost. It therefore seems rea
sonable to suggest to KC that as e first pass, the way the stores
have been integrated into tne iife of the workers at KG be reap
praised. What would it ta~e to do it differently, at what cost,
and at whose cost? Whdt benefits might justify a change?

For the ~cvernment of Kenya

In general, the policies of GOK, as they affect KC, are rea
sonable in light of circumstances and are not constraining, with
one exception: the rationality and speed with which new regula
tions are conceived and issued, bearing upon import duties and
export duties.

Manufacturing costs, for all industries, have risen sharply
in recent years. In the case of agro-industries like KC, which
export their entire line in cans, a rise of 400 percent in the
cost of imported tin plate, strongly affected by import duties,
becomes a threat to survival. Indeed, the East Africa Tannin
Extract Company, Ltd. (Lonrho-U.K.), in Eldoret, Kenya, has re
cently been squeezed out of world markets for canned mushrooms
because of can price, even after setting in operation one of the
most efficient, low-cost systems of mushroom production in the
world. Tied inversely to tin plate costs is the question of ex
port duties and whether or not additional rebates can be used
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more creatively to alleviate the impact of importing irreplace
able manufacturing i~puts.

The policy recommended to GOK is basically directed to pro
cedures rather than to substance. GO~ and the managements of ex
pOft industries are in constant negotiation on matters of mutual
concern: reducing foreign exchange outflows; increasing GOK rev
enues; maintaining the competitive position of Kenyan exporters;
protecting jobs; promoting new foreign investment; and keeping
the transfer of technology and skills to Kenya a lively, enrich
ing process. However, the analytical procedures used by GOK often
lack rationality and seem to take too long. Regulations need to
be issued quickly and frequently in order to sustain a balance
between costs and competitiveness. Management claims that clear,
current, and accurate data are being supplied to the appropriate
ministries; what is needed is the force of a policy that mini
mizes delay and pinpoints decision-making on very specific issues
affecting very specific industries. Global policies and industry
wide regulations are, it is said, simply not functional.

In terms of rural development, as was recommended in Chap
ter 3, GOK nef~~ to exercise dynamic leadership if the full bene
fits of aqro-industrial investments are to be realized. But GOK
should recognize the likelihood that no investor or prudent man
ager is likely to risk scarce resources on an extended socio
economic development program unless encouraged by public policy
that makes the will of government unequivocal. GOK should also
reckon with worldwide experience, which suggests that the will of
government is ineffective unless backed by collaboration in fi
nancing and by the allocation of other resources necessary to
facilitate the task.

For the Donor Country

The following points are taken, essentially verbatim, from
the case report covering the Mumias Sugar Company, also in Kenya.
Mumias and KC share many of the same achievements, problems, and
opportunities. Insofar ~s U.S. policy can or might take advan
tage of the presence of these two enterprises in Kenya to accel
erate rural development in the country, what can be suggested for
Mumias is relevant to KC.

With reference to agro-industries already in existence i~

Kenya, U.S. aid might be extended programmatically to ensure that
any opportunity created for vigorous integrated rural development
is not lost. This policy would be independent of the source of
capital in the venture. Rather, it would emphaS1Zt the importance
of well-managed, profitable, rurally sited enterprise in cata
lyzing socioeconomic progress. For example, in the case of KC,
U.S. aid might focus on the needs and potential of the coopera
tive farm being considered by KC as the site for its first out
grower program.

In point of fact, everyone of the more than ten agro
industrial enterprises studied or contacted briefly in Kenya evi
dence exciting opportunities to build on commercial success to



203

achieve new heights of extended benefits in ru~al development.
Yet. not one company was prepared to take financial and opera
tional responsibility without the full policy support of GOK and
without financial support arising outside of their business cash
flows. On the other hand. no one with whom the idea was dis
cussed was disinterested in the possibility of a joint venture
with aid agencies that would not detract from the profit-making
function. even if it risked beyond traditional corporate limits
on activities in development.

Beyond capitalizing on development opportunities generated
by existing agrib~siness, it would seem desirable for the ·aid
agency to relate as closely as possible to investors considering
new investments in agriculturally related, rurally located enter
prises. This would help ensure that feasibility analyses in
cluded the costs of integrating the production function with the
function of development. In this way. the implications of suc
cess in economic terms could be examined for their impact on peo
ple and on the opportunities to be anticipated relative to area
socioeconomic dynamics. Such early collaboration between public
and private investors could help in the invention of the means to
blend corporate and developmental objectives into harmonious,
financially viable management systems. All this would require
strong policy batking on the part of the U.S. government, both to
influence acceptance of the approach by GOK and to ensure ade
quate financial resources for the country AID mission.

A policy that supports the training of Kenyan professionals
in a very wide spectrum of fields has always been basic to U.S.
aid. This policy might well be extended to include rural develop
ment as an adjunct to agro-industrial enterprise. It may be
timely to give recognition to worldwide experience that suggests
that agronomists or other technicians, economists or other social
scientists, or politicians, however skilled. do not necessarily
make good managers of integrated rural development. This even
more likely to be true when development goals are integrated with
those of a profit-making agro-industrial system. Therefore,
training for the field needs to emphasize its own unique profes
sional character and provide special content suitable for the
task.
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Interaction Between Agribusiness
and the Small-Scale Farmer:
An Inventory of Experience
in Less-Developed Countries

Simon Williams

INTRODUCTION

It may be recollected from Chapter I, which introduced the
purpose of this book, that this inquiry was initiated as part of
a search for the answers to two questions:

1. How can new investment in agribusiness be accelerated and
widely extended throughout Africa, Asia, and Latin
America, to help improve the performance of national food
systems and the global network of supply that they com
prise?

2. How can the resources of agribusiness, once in place--re
sources of money, management skill, technological know
how. research capability, international operating and
marketing experience, entrepreneurial energy, and good
will--be applied in such a way as to speed up rural
development to help relieve the compounded miseries of
poverty, hunger, malnutrition, poor health, and social
inequity, that plague the world?

In the persistent search for answers to these questions, it
is significant that there has been so little investigation into
the enormous spread and variety of existing agribusiness invest
ment experience. Surely, as long as the development role of
agribusiness is queried in terms of ideology and passion, with
little or no information drawn from our heritage of knowledge
about the impact of billions of dollars of investment along the
food and fiber chains that bind all of humanity together, there
can be no valid response to these two queries.

It was from an awareness that the future of agricultural and
rural development, in terms both of policy and methodology, could
be much more widely conceived if we could capture the past and
current agribusiness experience that this inventory project was
conceived. As presented, the inventory is but a beginning, a bit
of p,vidence verifying the richness of the storehouse of lessons
to be learned if ~he effort to gather the data is maintained.
The hope is that .1lore will be done, and continuously. A plan has
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been drawn to develop a computerized, rational method to store
and retrieve information in both descriptive and analytical ways.
The goal is to put in place a true state-of-the-art resource that
can reveal the essential harmony between investment and rural de
velopment goals.

The sixty-four notations in the inventory, which for conve
nience include the eleven cases described in more detail in Chap
ters 2 through 12, are but a representative sample, although it
is felt that they fairly illustrate the diversity, richness, and
utility of the knowledge "out there" to be tapped. Actually, the
projects included provide direct access to literally hundreds of
additional cases. The doors are open to an examiration of the
more than 200 companies in which the Latin American Agribusiness
Corporation has a financial stake; the same can be said of more
than 100 agro-industria1 ventures of the Common~'E!alth Development
Corporation. There is an opportunity to integrate the data in
this inventory with the files of the Fund for Multinational
Management Education, Agribusiness Worldwide, Enterprise and
Deve~opment, Oisen's Agribusiness Report, the Overseas Private
Investment Corporation, and many other institutions that have
been gathering relevant information. The multinational companies
contacted operate much more widely than is revealed by the cases
described in this report. Examples are ~ooker Agricultural Inter
national, British-American Tobacco, Unilever, Castle and Cooke,
Del Monte, Nestle, Ralston Purina, and Tate and Lyle Technical
Services, which are all willing to share information should the
investigation proceed.

1. NUCL~~R ESTATES

These are enterprises with a core processing plant; plus a
farm or plantation operated by the plant to produce part of the
raw nlateria1 requirement; plus a system of obtaining additional
raw material by means of contracting exclusively with small-scale
farmers. The following cases are examples of nuclear estate
enterprises. The,area of operations is given in parentheses.

• Commonwea',th Development Corporation (Worldwide)
• Gulf and Western Americas Corporation (Caribbean Basin)
• Higaturu Oil Pa1ms/Higaturu Processing Pty., Ltd.

(South Pacific Ocean)
• Kenya Seed Company (East Africa)
• Mumias Sugar Company Limited (East Africa)
• Tenneco Sahara Agricultural Venture (Northeast Africa)
• Texaco Agro-1r.dustria1 (Nigeria) Ltd. (West Africa)
• Vuvu1ane Irrigated Farms (Southern Africa)
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COMMONWEALTH DEVELOPMENT CORPORATION (CDC)
London, England

The Commonwealth Development Corporation is generally con
sidered to be one of the pioneers of the "nucleus estate" design
of agro-industry, and with investments in fifty nations, CDC is
undoubtedly the largest repository of experience relevant to
agro-industry involvement with small-scale farmers to be found in
the world. Four examples of CDC investments are cited in this
book: two as detailed case descriptions (the Mumias Sugar Com
pany in Kenya, Chapter 3, and the Vuvulane Irrigated Farms in
Swaziland, Chapter 4); and two in this inventory--(the Kenya Tea
Development Authority and the Higaturu Oil Palm/Processing enter
prise in Papua, New Guinea). There are over 100 more cases await
ing description and analysis.

A CDC publication provides this description:

CDC's constitution and powers are laid down by Acts
of Parliament, consolidated in the Commonwealth Devel
opment Corporation Act 1978, which charges the Corpora
tion with the task of assisting overseas countries in
the development of their economies. It does so by in
vesting its funds in development projects which not
only help to increase the wealth of those countries but
also yield a reasonable return on the money invested.
Its area of operations covers Commonwealth countries
which have achieved independence since 1948, the re
maining territories dependent upon Britain, and, with
ministerial approval, any other developing country. To
date, the Minister has given CDC authority to operate
in Bangladesh, Cameroon, Costa Rica, Ecuador, Ethiopia,
Honduras, Indonesia, Ivory Coast, Liberia, Philippines,
Sudan, Thailand, Vanuato, and Zimbabwe; and in Rwanda,
Sri Lanka, Tunisia, and Zaire in which countries the
Corporation had not invested.

By virtue of the terms of reference set out in the
Act which require CDC to pay its way, CDC operates on
broadly commercial lines. It does not make grants but
offers investment in the development of resources. In
general, it chooses its projects with due regard to
their development value to the country concerned rather
than for their profitability. Close relations with
overseas governments are maintained through CDC's re
gional and country offices in order to ensure the eco
nomic development of the countries concerned [10].

CDC's 1982 Annual Report and Summary Accounts notes that
there are 250 or so CDC projects in f)fty countries, with com
bined long-term capital resources amounting to an estima~ed
£2,500 million, of which CDC has provided 500 million. Table 13.1
illustrates the financial operations and structure of CDC.
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Table 13.1 0
Q:)

Commonwealth Development Corporation Five-Year Summary (in millions f)

1982 1981 1980 1979 1978
fm fm fm fm fm

Group Balance Sheet
Investments 467.2 403.6 346.8 319.7 281.9
Prov;sions (56.5) (44.1) (42.6) (36.3) --illd)
Net investments 410.7 359.5 304.2 283.4 249.7
Fixed assets 4.7 4.5 3.9 3.3 3.1
Other debtors less (creditor) items (4.7) (1.9) 0.7 (1. 7) 9.4
Cash and deposits less overdrafts 20.9 16.4 23.9 25.0 21.0

431.6 378.5 332.7 310.0 283.2

Financed by
loans from HHG 335.5 313.2 283.3 270.3 247.9
Reserves 82.4 49.8 32.2 21.5 16.3
Provision for interest equalization 13.1 14.9 16.7 17.3 18.0
Secured and other loans 0.5 0.5 0.4 0.8 0.9
Minority interests 0.1 0.1 0.1 0.1 0.1

431.6 378.5 332.7 310.0 283.2

Group Revenue Account
Operating surplus 31.1 35.2 31.6 30.8 28.2
Other items 8.9 (2.0) 3.2 (0.7) 1.3
Interest payable (16.2) (I4.8) (14.3) (13.8) (I3.8)



Provisions (12.4) (1. 7) (6.2)" (4.2) (6.0)
Taxation (7.1) (7.1) (3.4) (6.4) (3.7)
Transfer to general reserve 4.3 9.6 10.9 5.7 6.6

Group Source and Application of Funds

Source of Funds
Cash and short-tenm deposits 16.4 23.9 25.0 21.0 15.1
Drawn from HMG 33.0 38.4 20.3 28.9 34.1
Self-generated funds 25.7 31.7 31.0 29.4 12.8

75.1 94.0 76.3 79.3 62.0
Application of Funds
New investments 52.1 12.8 47.7 53.1 33.1
Fixed assets 0.3 0.5 0.6 0.7 0.3
Working capital 1.8 4.3 4.1 0.5 7.6

54.2 77 .6 52.4 54.3 41.0
Closing cash and short-tenm deposits 20.9 16.4 23.:.1 25.0 21.0
Drawn from HMG. less principal and
interest paid to HMG 5.1 16.1 (0.2) 15.2 4.1

New capital commitments to projects
in the year 102.9 94.7 80.8 82.7 59.1

Total invested or committed at year end 703.8 590.1 512.3 445.7 374.7
Total undisbursed committment at year er.d 236.6 186.5 165.4 136.2 104.3

Source: Commonwealth Development Corporation. 1982. Annual Report and Su~nary of Accounts [13]. N
0
CD
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According to this report, CDC is authorized to borrow
£750 million on long and medium term, and up to £20 million on
short term. Of the £750 million, up to £700 million may be bor
rowed from U.K. Exchequer funds. The Minister may, by order with
the consent of the Treasury, increase borrowing up to £850 mil
lion, of which not more than £800 million may be borrowed from
exchequer funds.

CDC Chairman lord Kindersley, states in the report:

Nearly one-and-a-half million acres in 30 countries
are under commercial crops, forestry, or being grazed
by cattle. A further one million acres are being farm
ed by some 400,000 smallholders growing cash and food
crops. Very large tonnages of agricultural produce are
shipped, earning considerahle sums 0f foreign exchange
and reducing the need for food imports. Industrial
enterprises supported by CDC produce goods not only for
home consumption, thus saving foreign exchange, but
also for export. Savings in foreign exchange due to re
duced imports of oil result on an ever increasing scale
from greater use of alternative sources of energy such
a~ water, geothermal steam, and local coal deposits.
As a result of all these CDC-supported activities,
hundreds of thousands are in paid employment or being
helped to earn a livelihood, and many are receiving
training in professional and technical skills. In ad
dition to those direct benefits, food production on a
sizeable scale and widespread secondary development is
taking place through small enterprises which have
sprung up around the CDC projects in order to meet the
needs of the workforces [13].

GULF AND WESTERN AMERICAS CORPORATION (GW)
La Romana, Dominican Republic

In 1967, Gulf and Western acquired the South Puerto Rico
Sugar Company (incorporated in New Jersey in 1900), which con
sisted of property and sugar mills in Florida, Puerto Rico, and
the Dominican Republic (DR). In the DR, the purchase included
275,000 acres, of which 12,OG~ were used for sugar cane cultiva
tion and 130,000 were used for livestock pasture. There was also
a sugar mill, a furfural plant, a railroad system, and other re
lated facilities. The purchase was made six years after the as
sassination of General Rafael Leonidas Trujillo, and during this
time. as the country experienced eleven governments and total
turmoil (including a civil war which broke out in 1965 and which
was quelled by a mixed army from the United States and other mem
bers of the Organization of American States), the area under GW
suffered from total neglect and seethed with social and political
unrest.
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Development Opportunity

GW decided first to completely modernize the sugar mill and
the plantation, in order to bring the property into a competitive
and profitable enterprise. It then removed expatriate staff and
initiated a long range plan to diversify the agricultural base of
the operation. It also was decided to develop tourism in
La Romana, as a profitable and quick means of generating employ
ment for local people and earning foreign exchange for the
Dominican Republic.

There was much to be done to enliven and enrich the social
and er.onomic conditions of the essentially rural people in east
ern DR. To diffuse an image of the corporation's intentions and
policies and to help concentrate attention on these developmental
issues, GW created the GW Dominican Foundation in 1973. This
foundation has provided a channel for financial support of proj
ects in health, education, recreation, community development, and
cultural affairs. Over US$10 million has been granted to citi
zens' groups and nonprofit organizations since the foundation be
gan its work. An agricultural school was established in El Seibo;
a classroom building was built at the Central University of the
East in San Pedro Macoris; over $2 million has been granted to
public and private schools in La Romana, enabling the city to
achieve the highest levels of education in the country.

In 1976, GW created the Agricultural Company of Central
Romana Employees and Workers. They then donated 33,000 acres of
arable land to this worker-owned and -managed enterprise which
produces vegetables and sugar cane. In October 1984, Gulf and
Western announced that it was selling its agribusiness ent2r
prises in the Dominican Republic. Indications are that all oper
ations will proceed as they were.

HIGATURU OIL PALMS PTY., LTD. (HOP)
AND HIGATURU PROCESSING PTY., LTD. (HP)

Papua, New Guinea

Higaturu Oil Palms Pty., Ltd., and Higaturu Processing Pty.,
Ltd., were incorporated in 1976 as a fifty-fifty joint venture of
the Commonwealth Development Corporation and the government of
Papua, New Guinea (total investment over US$17 million at ex
change rates effective over the past years; the investment figure
is thus approximate). In 1982, CDC subscribed approximately
US$2.2 million in addition, as equity. Various loans have been
made by CDC, the German Finance Company for Investments in Devel
oping Countries, and the European Investment Bank. The oil palm
estate, at the end of 1982, was 11,157 acres; smallholder (set
tlers) production was harvested from 11,353 acres. The oil mill
has a capacity of 60 metric tons per hour. Some 1,800 persons
are employed at the mill and on the estate; 1,400 smallholders
are dependent on ttle project (about 10,000 people directly im
pacted) [4].

•
I
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Development Opportunity

CDC's responsibility includes general management of HOP and
HP. HOP manages the estate. provides administrative and accoun
tancy services to HP. provides technical assistance to small
holders. and supplies seedlings at the cost of production. HP. in
turn. purcha~es. processes. and markets all fruit; the government
sets the price on fruit. HP also provides technical services to
a government-owned transport company for the integrated enter
prise. The government's responsibility to the outgrowers is met
by the Smallholders Management Organization (SMO). which operates
under the direction of the Department of Primary Industries. SMO
has particular charge of land clearing. plot layout. and settler
selection. It also provides infrastructure. technical assistance.
credit. and bulk purchase and transport of all inputs. SMO organ
izes the harvest and sets qu~lity standards. It is important to
note that SMO. not CDC, has the responsibility of dealing with
the day-to-day proolems of the smallholders.

It is thought that cash income of the smaliholders will sta
bilize at about US$1.750 per year (based on currency values of
several years ago). roughly three times more than might be ex
pected from the basic food crops cultivated in the area. The full
developmental implicatiuns of this oil palm/settlement scheme are
far from clear. Whether or not SMO has both the mandate and the
capability of building on HP/HOP as a center of wealth produc
tion. to create socioeconomic development beyond anything to be
expected of the impact of one enterprise. was not clear from the
literature relating to Higaturu or from discussions held in
London at CDC headquarters. However. as with all CDC projects.
the investment has established an infrastructure for development.
It is to be hoped that the investment in SMO will be sufficient
to capitalize on the opportunity in the years ahead.

KENYA SEED COMPANY LIMITED (KSC)
Kitale. Kenya

Kenya S~ed Company Limited was formed in 1956. as a private
company. by a group of farmers. in response to demand for seed of
improved grass and legume varieties developed by the Grasslands
Research Station at Kitale (now the National Agricultural
Research Station). Since then. as crop research has grown and di
versified, KSC produces and markets the seed of sunflower, maize,
wheat. barley. and most recently. horticultural seeds. The com
pany receives new cultivars from government breeding programs,
and organizes multiplication of certified seed with contract
growers around Kitale. KSC operates its own seed-drying,
-cleaning, -testing, and -packaging plant. it provides a manage
ment service to farmers under contract that provides machinery,
inputs, and credit, enabling these farmers, usu~lly with exten
sive land holdings, to produce large quantities of seed. A
wholly owned subsidiary manufactures and markets seed driers.
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Finally, KSC leases 3,500 acres from the Agricultural Development
Corporation for research and production purposes. Current value
of the company is about US$10 million. In 1981, gross turnover
was about US$23 million. The company's development has for the
most part been financed from profits. Equity holding has altered
until the Kenyan government, through the Agricultural Development
Corporation, has become the majority shareholder.

D~velopment Opportunity

Without doubt, KSC has played the major role in the commer
cialization of crop research in Kenya. There is no practical way
to measure the economic return to farmers of all scales, and to
the nation. The main reason for its remarkable impact, other than
the quality of its product, has been the nationwide marketirg
system worked out with the Kenya Farmers' Association Ltd. (KFA),
a cooperative through which thousands of agricultural input dis
tributors, cooperative unions, and individual storekeepers in
even the most remote parts of the country can draw supplies from
KFA depots. These depots, in turn, are located so that no sup
plier is beyond a source reasonably distant from the outlet.
A countrywide price for seed was established. The marketing sys
tem placed ultimate responsibility on local people who knew the
farmers and were known as people of confidence. Local stockers
best understood the quantities needed and the timing of demand.
The KSC marketing system and the history of its evolution are
famous the world over. The problems faced, the difficulties over
come, and the lessons learned could be instructive to any enter
prise, anywhere in the Third World, facing a widely scattered
market with a very large number of small-quantity buyers. An ex
cellent review of KSC may be found in "Kitale Maize: The Limits
of Success" [21J.

MUMIAS SUGAR COMPANY LIMITED (MSC)
Mumias, Kenya

This case is presented in detail in Chapter 3. In brief
summary, Mumias Sugar Company Limited is a joint venture of the
government of Kenya (70.76 percent share); the Commonwealth
Development Corporation (17.18 percent); Booker Agricultural
International, managing directors (4.42 percent); Kenya Commer
cial Finance Corporation (5.0 percent); and the East African
Development Bank (2.64 percent). There are three components of
the enterprise, namely a sugar mill; a plantation of 8,500 acres
operated by MSC and providing roughly 12 percent of cane require
ments; and an outgrower program involving 23,000 small-scale,
freeholder farmers under contract, who supply MSC with 88 percent
of cane requirements. The outgrowers are organized into the
Mumias Outgrowers Company, which represents farmer interests
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before the government of Kenya and MSC, as well as being the
administrator of a complex and extensive credit system. All sugar
produced by MSC is consumed in the Kenyan market; the mill sup
plies the internal market with roughly 50 percent of demand. The
government of Kenya sets the price on cane del ivered by olltgrow
ers and on sugar sold by MSC. The government also markets the
sugar to the public.

Development Opportunity

Sugar production at MSC began in 1973. In ten years, the
enterprise literally transformed the agricultural pattern of the
area and converted a large, poor, sub-subsistence region into a
productive system, with 5,000 people fully employed; 9,000 people
with seasonal employment; and 23,000 farm families the recipients
of a large cash flow. Clearly, the achievements of the project
took every bit of energy that could be focused on the job. How
ever, the dynamic changes that have been wrought in the economic
and social conditions of the hundreds of thousands of rural peo
ple whose lives have been impacted by MSC clearly present both
problems and opportunities for the future. The question now is:
Who is responsible for guiding the next steps to be taken by the
rural people to ensure that the benefits inherent in the contin
ued presence of MSC are captured, in such a way that it truly re
flects a better quality of life, at home and in the communities
of which they are a part?

TENNECO SAHARA AGRICULTURAL VENTURE
Akkad Plain, Republic of the Sudan

According to a publication of Tenneco, Inc., "Farming the
Sands of Sudan" [22], in 1978 the corporation formed a joint ven
ture with Sahara Engineering Company of Khartoum to establish a
"model farm of the future," essentially a core demonstration (yet
of commercial size) that, after becoming established and success
ful, would work with neighboring agricultural societies to help
modernize their practices and diffuse the benefits of the enter
prise. By 1981, a modern 320-acre farm had indeed been estab
lished. The first wheat crop was harvested; a small grape vine
yard was in place; peanuts and sorghum had replaced the poor
wheat, which had been grown at the wrong site. The farm opera
tion includes buildings, fencing, water wells, and an overhead
linear irrigation system. This has stimulated local farmers, who
could not afford to buy pumps, to form agricultural cooperatives
to bring water from the Nile River through common irrigation ca
nals. The cooperatives now plan to transform as much uncultivated
land as possible to commercial levels of productivity.

•
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Development Opportunity

The original stimulus for this investment by Tenneco was a
plan being explored at the time by Egypt and Sudan that if imp1e
~ented would have greatly expanded trade between the two coun~

tries. The thought was that the project, advantageously located
in northern Sudan in terms of transportation of exports to Egypt,
might be able to take a favorable competitive position as a sup
plier of basic foodstuffs. By 1984, it seemed clear to Tenneco
that negotiations intended to lead to the trade pact were likely,
at best, to go on for a long time and a decision was made to sell
the enterprise. As of early 1985 there was a good possibility
that a Sudanese consortium, led by the Sudanpse Agricultural
Development Company and including several private investors,
would buy the core farm. The consortium has indicated its intent
to continue to implement the T~nneco plan. This would involve
collaboration with the farmer cooperatives in the area to bring
all the cultivatable land possible into commercial production.

TEXACO AGRO-INDUSTRIAL (NIGERIA) ~TD. (TEXAGRI)
Lagos, Nigeria

Texagri ~as incorporated in October 1975, to convert cassava
to gari, a basic staple in the West African diet. An estate of
roughly 6,000 acres (somewhat less than 2,000 planned for cassava
prnduction and, eventually, some 600 to 1,300 acres planned for
corn) was put together with the help of local chiefs and the col
laboration of 141 small-scale farmers who leased their farms ex
cept for 4 acres kept for subsistence farminq. Texaco, Inc.,
holds 60 percent interest in the company; 15 percent was given to
the farmers; the balance is owned by other Nigerians. Plant ca
pacity, at maximum, is 7 metric tons of gari per day. Texaco has
inve~ted nearly US$4 million, in the form of equity and medium
ternl 10ansi it expects that further significant loans will be
necessJry to complete the project and place it on a fully econ
omic basis.

Development Oppurtunity

Texaco has developed Texagri as a commercial model for rep
lication by others throughout West Africa [23]. Though it hopes
to recover its capital in the long run, Texaco also perceives it
self and other ccrporations operating in the area as having a
responsibility in helping to solve the food problem. It has es
tablished the Texagri estate on a poor site and is demonstrating
a problem-solving technique to the Nigerians. Texagri, from the
outset, has also emphasized the need to involve farmers both in
improved farming practice and in ownership of processing facili
ties. Finally, Texagri has worked closely with scientists at the
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International Institute of Tropical Agriculture in Ibadan, and
the University of Ife in developing systems of control for weeds
and insects, in turn contributing to a speed up in the process of
applying research findings on farms.

Since its inception, Texagri management has been willing to
share its experience with other agro-industry venture capital
organizations. In both 1981 and 1982, the Texagri venture was
reviewed at the Agri-Energy Roundtable in Geneva. These presen
tations may be obtained from thE Roundtable headquarters,
2550 MStreet, N.W., Washington, D.C. 20037 [24, 25].

VUVULANE IRRIGATED FARMS (VIF)
Mbabane, Swaziland

This case is presented in detail in Chapter 4. In brief sum
mary, the Swaziland Irri9ation Scheme (SIS), Mhlume Sugar Company
(MSC), and the Vuvulane Irrigated Farms (VIF) form an inter
related a9ro-industrial complex created by CDC (United Kingdom)
with an equity investment of roughly US$40 million. SIS is a
large estate, 76,000 acres, producing sugar cane, citrus, and
beef cattle for both domestic and foreign markets. SIS also man
ages an irrigation scheme that serves the entire complex. MSC is
a large sugnr mill, supplied in part by SIS, in part by its own
plantation of 12,000 acres, and in part from VIF. VIF is an out
grower project that operates as a separate entity controlled, as
of 1984, by the Swazi Nation. MSC is jointly owned by CDC and the
Swazi Nation, and as of 1984, SIS will be converted to a joint
venture of a similar nature.

Development Opportunity

The entire operation goes back to 1950, when CDC acquired
all the land occupied by the three ventures. In agricultural and
rural development terms, CDC converted a wasteland into a fruit
ful agricultural area, now employing between 4,000 and 5,000 peo
ple (depending upon the season), and, with the creation of tha
VIF in 1962. integrated small-scale farmers into the complex. By
1984. VIF included 263 families resettled from other parts of the
country. with access to about 4,000 acres of the b~st land in the
overall enterprise.

The critical issues of the future relate more to questions
of rural rather than agricUltural development. This is the result
of the gradual conversion of more and more of b~ ownership and
control from CDC to the Swazi Nation. As noted, in 1984 VIF
reverted entirely to Swazi ownership and even though CDC retains
a management role, it is far from clear as to what the impact on
the settlers will be after two decades of essential freedom from
traditional tribal control. It may be assumed that if Swazi
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participation in the ownership of SIS allows for the same effec
tive management as is evidenced at MSC by CDC personnel, there is
little reason to worry about the venture as an efficient, compet
itive, for-profit enterprise.

2. MODIFIED NUCLEAR ESTATES

These enterprises are essentially nuclear estates with the
difference that contract farms are a mixture of both small-scale
and larger, more commercial operations. Two cases are described .

• Leche y Derivados, S.A.(Central America)
• Productos Del Monte, S.A. de C.V. (Middle America)

LECHE V DERIVADOS, S.A. (LEVDE)
La Ceiba. Honduras

According to a report in Agribusiness Worldwide (July-August
1983) [26], "Leyde is an example of how small dalry operations
can succeed in spite of government controls and an uncertain
supply system•••• Leyde currently supplies a major share of
Honduras' milk production and is serving as a development model
for other Central American countries." Since 1976, Leyde has
received strong financial support from the Latin American Agri
business Corporation (see under "Financial Institutions" below).

Development Inventory

Leyde was organized in 1972 by two Honduran dairy farmers,
in the face of two national government-owned dairies and price
controls on pasteurized milk. (In Honduras there is no require
ment to sell only pasteurized milk at retail.) Leyde produces
about 10 percent of its raw milk needs on its own farms. The re
mainder is procured from some 350 farmers: about 46 percent are
small-scale operators (10-25 cows. with up to 50 acres of land);
31 percent milk 25 to 50 cows and farm up to 100 acres; 21 per
cent milk 50 to 100 cows and (arm up to 200 acres; and 2 percent
are larger and more commercial in all a~~ects. All milking is by
hand, and because of capital and t~chnical capability limita
tions. milking by hand is expect~d to be the common mode for a
few more years.

Leyde sales increased fivefold during its first two years of
operation and continue to grow as more modern systems of milk
handling and production are introduced and as the product line
expands into pasteurized natural and skim milk, butter. flavored



218

milk. sour milk. and cheese. The next big developmental step for
Leyde is to establish a technical assistance program that will
take advantage of the new high levels of income flowing to the
farms by upgrading the genetic quality ot stock. improving animal
protection and health. and en~ouraging better animal nutrition.
Though this was not mentioned in the Agribusiness Worldwide re
port. Leyde is also considering a wider dlffusl0n of ownership
among the dairy farmers upon whom the company depends.

PRODUCTOS DEL ~~ONTE. S.A. DE C.V. (PDM)
Irapuato. Mexico

This case is presented in detail in Chapter 8. In brief sum
mary. Productos Del Monte. S.A. de C.V., is a wholly owned sub
sidiary of the Del Monte Corporation, in turn a division of the
Food and Beverage Group of R.J. Reynolds Industries. Inc. PDM
cans and bottles vegetables and fruit~. the latter in the form of
jams only. With the exception of canned white asparagus, which
is exported to Europe, the entire product line is marketed in
Mexico. Since its inception in the early 1950s, investment in PDM
has totaled approximately US$40 million. PDM employs 237 salaried
workers and up to 1,700 seasonal laborers.

Development Opportunity

Rou~~ly 80 percent of raw material requirements is supplied
by contract farmers within a thirty-mile radius of the cannery.
In 1983. fifteen to forty farmers were under contract, ranging in
farm size from several acres to several hundred. In addition to
purchases made in the open market, PDM also receives asparagus
from a wholly owned subsidiary, Frutas y Verduras Selectos, S.A.,
which has six farms, four of them leased, two of them owned. In
a special sense. Frutas y Verduras operates as a nucleus estate.
which now yields 25 percent of asparagus requirements; plans are
to supply the cannery with 50 percent of requirements in the
years ahead.

PDM maintains an Agricultural Department, currently with
nine agronomists who develop contracted sources of supply and
offer a variety of technical assistance services that ensure
follow-through 00 recommended practices. Though PDM encourages
farmers to use private and publ ic banks for crop-practice financ
ing, the company does extend credit in kind under special condi
tions of need, if recommended by the Agricultural Department
staff.

Over the years. PDM has pioneered the introduction of new
crops and improved practices. which, taken together with the im
pact of its payroll and local purchases, has markedly improved
the economic conditions of the area. However, because of a ten
dency both to contract with 1arger commerci a1 fa rms and to farm
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directly, the potential benefits of the investment may not have
reached as many small-scale farmers as might be thought possible.
The implications of this issue are discussed at length in the
enlarged case report presented in Chapter 8.

3. NEARBY PROCESSING AND CONTRACT FARMING

This category includes enterprises that obtain 100 percent
of their raw material through a system of cuntract farming, using
small-scale operations primarily, but possibly including larger
scale, commercial farms as well. The following cases give an
overview of this type of enterprise.

• Alimentos Congelados, S.A. (Central America)
• Cadbury (Nigeria) Ltd. (West Africa)
• Campbell's de Mexico, S.A. de C.V. (Middle America)
• Cigarette Company of Jamaica Ltd. (Caribbean Basin)
• CoopeMontecillos, r.l. (Central America)
• Gigante Verde, S.A. (Middle America)
• Hindustan Lever, Ltd. (Southern Asia)
• Jamaica Broilers (Caribbean Basin)
• Kenya Tea Development Authority (East Africa)
• Nestle (Middle America)
• Pinar (Middle East)
• Southland Frozen Foods, Inc. (Caribbean Basin)

ALIMENTOS CONGELADOS, S.A. (ALCOSA)
Guatemala

Alimentos Congelados S.A. is a bulk freezing plant, process
ing okra, broccoli, cauliflower, and brussel sprouts, primarily
for export and repackaging in the United States. There are plans
to expand into the export of fresh vegetable products. ALCOSA is
a wholly-owned subsidiary of Hanover Brands, Inc., of Hanover,
Pennsylvania. Hanover purchased ALCOSA in 1975, with some fi
nancing from the Latin American Agribusiness Development Corpora
tion (U.S.); processing capacity was expanded in 1981, with
financing from the Overseas Private Investment Corporation
(U.S.). ALCOSA employs up to 400 people, depending upon the sea
son; roughly half of them have steady employment at the factory.
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Development Opportunity

ALCOSA contracts production with about 2,400 small-scale
farmers in central Guatemal~, and despite some historical prob
lems in company/farmer relationships, management estimates that
many thousands of additional farmers are willing and able to con
tract if ALCOSA could handle the produce. Of great interest to
potential investors in agro-industry is the experience of ALCOSA
in sourcing its supply of raw farm product. At first, the
company farmed on its own and decided after several years that
this was both costly and inappropriate. In a second stage that
also only lasted for several years, contracts were made with
commercial-sized farms, many with absentee owners. Neither the
owners nor their hired labor had prior experience with vegetable
growing. It became apparent that the small-scale highland farm
ers, the majority of whom had intensive farming experience, would
be the most effective and efficient source of supply. As of 1984,
highland smallholders produce all raw material frozen by ALCOSA
except for okra, which is grown in a different climatic zone.

ALCOSA has had a sweeping impact on the highland villages it
deals with. The ups and down of socioeconomic relationships be
tween the company, its professional staff that deals directly
with the fa rmers, and the farmers have been the subject of sever
al detailed studies well worth examination [27, 28, 29]. It
should be noted that during a visit to the headquarters of
Hanover 8rands, some concern was expressed that in practically
all of the writing about ALCOSA, the writers had not discussed
their questions, criticisms, or analysis with top management at
Hanover. Hanover consequently feels that some of the information
presented is not precise and that some of the interpretation of
management behavior is neither fair nor accurate.

CADBURY (NIGERIA) LTD.
Zaria, Nigeria

Cadbury Ltd. was drawn into an investment in tomato-paste
production, located in Zaria, in the North Central State of
Nigeria, in late 1971. For some years prior, Cadbury had been
importing paste from Spain, packaging it in several mixes, and
marketing to the retail trade and to the military. In 1969, the
government levied a 100 percent import tax to encourage the de
velopment of a domestic enterprise, to be located in the North
Central State arid based on a tomato supply to be expanded among
the small-scale farmers of the area. Cadbury was invited to enter
into a joint venture with the state government and, with some re
luctance, accepted. The Food and Agriculture Organization (FAO)
of the United Nations, at Cadbury insistence, agreed to partici
pate by providing a technical ~xpert in tomato cultivation. [30]
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Development Opportunity

The project area is normally dry and barren. so the tomato
growing area had to be in the river basin. This was surveyed by
FAO and the State Ministry of A~riculture and when suitable sites
were identified. village chiefs were then approached, the project
explained. and each was requested to organize groups of twenty
four farmers to cultivate eight acres of tomatoes in separate but
contiguous plots. Three groups were formed the first year; forty
in the following years. It has not proven po~sible. under the
conditions of project administration. to attain a production
level adequate to the needs of the Cadbury factory. There are
plans under consideration to create one large commercial farm to
serve as a core plantation and. in comD~~ation with the small
scale farmers who stay in the scheme. to m~~t factory raw mate
rial requirements.

Earlier documentation suggests that the project sponsors and
Cadbury did not deal effectively with tribal culture [30]. Farm
ers did not live up to their commitments to sell the crop to
Cadbury. The chiefs were given responsibility to market the to
matoes to Cadbury and to disburse payments. They took advantage
of the scheme to benefit their kin and skim off some of t~e cash
returns to others. The price set by Cadbury was less than half
that paid in the fresh vegetable markets of the surrounding vil
lages. Despite these difficulties, the project has continued in
an effort to resolve the problems affecting on-farm production
and factory efficiency.

CAMPBELL'S DE MEXICO. S.A. DE C.V. (CAMPBELLS)
Celaya. Mexico

Campbell's de Mexico. S.A. de C.V., started production in
Celaya, in central Mexico about 180 miles north-northeast of
Mexico City, in 1962. Production was focused on a line of canned
soups Rnd vegetable juices for the domestic market. Most of the
vegetables required had to be introduced for the first time to
local farmers so before plant start-up, Campbells spent three
years experimenting with seed selection and practices best suited
to the area. It is interesting to note that the experimental work
was not only prudent from the standpoint of ensuring low-cost,
high-quality, dependable supplies, but was required to meet the
terms of agreement between Campbells and the government of Mexico
to "Mexicanize" vegetable growing and eliminate imports of any
kind in a reasonable time. The Celaya operation flourished. al
though the sale of canned goods is reportedly dropping due to the
financial crisis that has plagued Mexico since 1982. Several
years ago. Campbells invested in a modern new tomato-paste fac
tory in Los Mochis. Sinaloa, in northwest Mexico. for bulk export
to Campbells' U.S. operations.
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Development Opportunity

In the case of the Celaya operation, practically all raw ma
terial is supplied by a relatively small number of contract farm
ers, a mixture of small farm owners (peque~o proprietarios) and
farmers who do not own the land (ejidatarios) but operate almost
as free agents under the ejidal land tenure system (described
fully ~n Chapter 8). Farmers do not receive credit, but are
creditworthy in the eyes of the banks if they have a Campbells
contract. Practices are specified and supervised by Campbells
staff. Quality standards and amounts to be bought under guaran
teed prices are clearly specified. If there are surpluses of
fresh produce, Campbells agronomists try to help with marketing.
When this enterprise began, it shared a common experience world
wide. At first, production was contracted with larger, more
commercial, farms. This very quickly proved troublesome (again,
see Chapter 8 for more on this subject) and gradually the switch
was made to smaller-scale units where the kind of intensive farm
ing practice demanded was acceptable.

When Campbells developed its paste plant at Los Mochis, it
avoided privately owned farms entirely and now obtains its entire
tomato requirement from a group of nearby ejidos, where the rela
tionship is welcomed and the results most satisfactory.

CIGARETTE COMPANY OF JAMAICA, LTD.
Kingston, Jamaica

The Cigarette Company of Jamaica Ltd., is an affiliate of
Carreras Group Limited, which is in turn affiliated with Carreras
Rothman Limited of England. The cigarette company is the con
tractor for almost all Virginia-type tobacco grown in Jamaica;
the company is also the sole cigarette manufacturer in the coun
try.

Development Opportunity

All of the tobacco processed by the company is grown under
contract to farmers who own land or to tenants or subtenants on
ei ght ·1 arge tracts, either owned or 1eased by the manufactu rer.
The average-sized plot devoted to tobacco, per farmer, is two
acres. Every contract farmer is trained to grow the crop and re
ceives supervision from the company technical staff. The con
tractor selects and provides seed; advances funds needed during
production, harvesting, and curing; provides all production in
puts; and at harvest, deducts the cost of services and supplies
from the value of the cr0p delivered.

During the off-season for tobacco, growers are restricted
from planting certain designated crops that might transmit or in
cubate insect or disease inf~stations damaging to tobacco, but
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other crops may be raised for home or market consumption. A small
charge is made by the company for the off-season use of its land.

The company encourages the formation of growers' committees
elected at each farming site, and works with them in training
programs, administration, and consultations on technical and
operating problems. Both management and growers seem to agree
that the committees are a positive and constructive feature of
the system. For further details see "Contract Growing of Flue
cured Tobacco in Jamaica" [31].

COOPEMONTECILLOS, R.L. (CM)
Alajuela, Costa Rica

CM (La Cooperativa Matadero Nacional de Montecillos), is one
of the largest organizations of its kind in Central America. CM
operates six wholly own~d enterprises (abattoir, meat packing,
meat processing, tanning, export sales, and retail sales) and
also holds equity positions in several other businesses, includ
ing a gelatin plant, a printing company, and an export shipping
line. Although CM offers no services to its cattle ranchers of a
technical nature and is not organized to contribute directly to
rural development, its history, organization of ownership, and
incentives to memb~rs to work hard and loyally to ensure success
are valuable sources of guidance to potential investors in agro
industry in r.osta Rica and elsewhere.

Development Opportunity

Organized in 1964, CM was on the verge of bankruptcy in
1977. In a joint effort to save the organization, 500 members of
CM and 283 employees (out of a force of 800) entered into an
agreement with a consortium of banks to borrow the money needed.
Cattle ranchers pledged their land and cattle; workers pledged
5 percent of their salaries for seven years. In exchange for
worker support, the ranchers agreed that all present and future
employees - could voluntarily become co-op members and share in
profits. Through negotiation, all agreed that yearly profits
would be divided, 78 percent to the ranchers, each share based on
cattle delivered; and 22 percent to workers, each share based on
salary levels. As of 1983, membership was comprised of 1,042
ranchers and 780 employees, the latter holding 20 percent of to
tal shares.

CM has no union. The membership is divided into groups of
ten; each group elects representatives to the General Assembly.
Each enterprise in CM has a labor arbitration committee of work
ers and managers; and each enterprise has an elected board, also
made up of workers and managers, that deals with overall planning
and policy. Many benefits flow to members of CM, including free
medical and dental services, nutritional guidance to all fami
lies, health insurance, recreational facilities, and interest-
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free loans to workers who desire further schooling. Obviously,
to bear these costs and still remain competitive, everyone must
remain highly productive and the production system must operate
at maximum efficiency. The current success of CM speaks well for
its management, its internal cohesion, and its philosophical
focus, the latter stemming from the Costa Rica Solidarity Union
movement. The union holds that owners, managers, and workers
must assist one another in the efficient operation of any busi
ness and, more important, should also jointly share in the risks
and benefits of the venture.

GIGANTE VERDE, S.A.
Irapuato, Mexico

Gigante Verde, S.A., is a wholly owned subsidiary of Green
Giant, which in turn is a subsidiary of the Pillsbury Company.
The Gigante plant is a new (brought into operation in 1983),
state-of-the-art facility, freezing selected vegetables for bulk
shipping to the United States for repackaging and marketing by
the parent company. All raw material requirements are procured
through contract farming. In 1983/1984, roughly 1,000 acres and
30 farmers were involved, with plans for a steady expansion dur
ing the next several years, with a target of 140 to 150 farmers.

Development Opportunity

Green Giant has entered an area that has long experience
with contract farming, and the company started its procurement
program in the basic form of other multinationals in central
Mexico, for example, Del Monte (Chapter 8), Campbell (see above),
and Birdseye. Farmers under contract receive technical assis
tance, financial assistance in the form of credit for seed, and a
boost with banks by virtue of their marketing agreements with the
company.

Yet, it is instructive to note that despite the general ex
pefience in the area that suggests the larger, more commercial
farms turn out to be troublesome, unreliable sources of supply
within a very few years, Green Giant initiated its procurement
program with just such farms. The justification is that despite
the risk, it greatly simplifies getting started and ensuring ade
quate supplies. It is far too early in the history of this enter
prise to judge its rural or agricultural development impact. In
discussing the evolution of the Gigante Verde investment, there
was a sense of regret that very early in the planning stage no
consideration was given to alternative ways to contract out pro
duce requirements in order to maximize development impact without
sacrificing factory performance.



225

HINDUSTAN LEVER LTD. (HLL)
Etah, Uttar Pradesh, India

This case is presented in detail in Chapter 2. In brief
summary, Hindustan Lever Ltd. is part of the Unilever group of
companies. Unilever equity in HLL is 51 percent. The remaining
equity is owned by some 90,000 shareholders, among them all of
HLL's 10,000 employees, whose stock purchases were financed by
the company. Early in the 1970s, HLL decided to place a milk
processing facility in Uttar Pradesh. It had immediate supply
problems, with the plant operating at less than 50 percent of
capacity. In 1973, the company was ready to close the plant.
However, both its own employees and the governor of the state
mounted a campaign to have HLL change its mind. The company
agreed to stay and for the next two years streamlined factory
operations and concentrated on increasing milk supplies. This
experience led to the organization in 1976 of an integrated rural
development program (IRDP), in recognition of the fact that the
supply of milk could only be assured in the context of overall
socioeconomic development in the milkshed.

Development Opportunity

IRDP began with the assignment of six supervisors from the
factory to a careful, basic study of the area. They were asked
to collect information on population, landholdings, irrigation
infrastructure and use, cropping patterns, cattle numbers, farmer
attitudes and felt needs, and in general, ideas as to how HLL
might best work with farmers and their communities to improve
agricultural output and the quality of life, without the company
having to subsidize the IRDP in all its aspects. In response to
the results of the inquiry, HLL structured a four-part program,
emphasizing improved agricultural practices, animal husbandry,
community development, and other special projects. Throughout, a
carefully structured plan of participation between HLL staff,
villagers, and public officials was put into effect. Starting
with six villages in 1976, the IRD~ covered fifty villages in
1983, impacting roughly 100,000 people. Farm income doubled over
a cultivated area of 125,000 acres. The program continues to
grow and diversify.

JAMAICA BROILERS (JB)
Jamaica

Jamaica Broilers was founded in 1958 by three men involved
in the import of iced broilers. It is now the largest local pro
ducer of broilers in the country; it produces its own chicks; it
controls grow-out through a system of contract production; it
runs the largest feed mill in Central America and the Caribbean
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Basin; it operates processing plants and a fleet of r~frigerated

trucks for distribution; and is starting to produce some of its
own feed ingredients. Unique in Jamaica, the company introduced
a stock ownership plan (ESOP) under which the employees own 25
percent of the shares, and all contractors hold 30 percent. The
entire stock is held in an employees' trust until the stock is
paid for out of dividends.

Development Opportunity

~anagement considers the contract farming system and the
ESOP as two vital elements of success, along with continuing to
reinvest much of the profit into diversification and vertical
integration of the entire system from chick to market. In mid
1981, JB had 260 contract growers, each with an average of 14,000
birds. At the time the system was introduced, it was felt by
authorities in Jamaica that the project would not succeed with
Jamaican small-scale farmers; but despite conventional wisdom, it
has succeeded. Contract growers must build to the specifications
of JB and thereafter provide labor, utilities, and management.
In turn, they receive free chicks, feed, veterinary services,
nutritional guidance, and continuing technical assistance from an
eight-person field team. In addition to these 260 farmers, JB
employs 36 truckers and 450 workers. The entire staff, as well
as the owners, are Jamaican. The enterprise appears to have been
both profitable and beneficial in a broader sense to all in
volved.

For the future, JB management has expressd the belief that
poultry consumption in Jamaica cannot be expected to continue
growing at the high rate of the past decade. Nor can the country
export competitively so long as it must import feed ingredients.
Therefore, the center of corporate growth and the further devel
opment opportunity for the people of Jamaica lies in developing
agricultural raw material for the feed mill. even while expanding
the mill to balance crop yields with production capacity; in
building export markets; and in extending animal production to
include freshwater shrimp, fish, and dairy cattle.

This abstract is taken from an article in the October
November 1981 issue of Agribusiness Worldwide [32].

KENYA TEA DEVELOPMENT AUTHORITY (KTDA)
Nairobi, Kenya

The Kenya Tea Development Authority, a public monopoly, is
included in this inventory because it is generally considered to
be one of the largest and most successful smallholder agricul
tural development projects in the world. A public corporation,
it is nevertheless intended to generate a profit, and its struc
ture is as free of bureaucratic interference as could possibly be
expected. Careful study of the history, organization, and
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operating results of KTDA may be of great value to any enterprise
in the Third World that becomes deeply involved with large num
bers of small-scale farmers as a source of supply.

Development Opportunity

As of late 1983, KTDA related to 137,832 smallholders, who
produce tea on one acre (average) of their landholdings. The
remainder of farmland, it was hoped, would be devoted to subsis
tence agriculture and possibly other cash crops. Farmers have
the opportunity to own shares in thirty-four tea factories (five
more are planned), each of which is a joint venture with KTDA and
is run as a separate profit center. At one time, a number of the
tea factories were joint ventures with CDC or British tea growers
who had pioneered tea production in Kenya; all such shareholding
has been or is being phased out and replaced by farmer participa
tion. Equity investment at mid-1982 exceeded 13.5 million Kenyan
pounds ( K£1 = US$1.48, 1983 rate). The government of Kenya has
supplied 20 percent of all financing apart from retained earn
ings. The remainder has derived from loans from the Commonwealth
Development Corporation, the World Bank, the European Investment
Bank, OPEC, and the West German government.

The structure of relationships between KTDA and the farmers
and the various benefits that have accrued to the rural people
and to Kenya are impossible to summarize in one paragraph. To do
full justice to this important enterprise, the reader is referred
to "Control, Accountability and Incentives in a Successful
Development Institution" [33]; and the KTDA's Annual Report and
Statement of Accounts, obtainable from KTDA, Rahimtulla Trust
Tower, Moi Avenue, Post Office Box 30213, Nairobi, Kenya [34].

NESTLE
Mexico City, Mexico

The three cases of milkshed development with Nestle as a
joint venture partner with the government of Mexico, which are
cited below, are presented in full detail under the titles, "The
Chontalpa Plan," "Chiapa de Corzo," and "Guichivere," in material
prepared for the Mohonk Conference of April 1981 [35]. These
studies are available from the Fund for Multinational Education,
684 Park Avenue, New York, New York 10021. They are representa
tive of Nestle's worldwide experience in developing milksheds,
that in their earliest stages, are located in remote rural areas,
and hold the promise of being able to justify an investment in a
milk processing plant.
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Development Opportunity

The conference material notes that "Nestli's principal
business is as a processor of fresh milk into a line of powdered
and condensed milk products. To assure a supply of raw material
which is vital to the commercial interests of the company, Nestle
has developed support systems to local farmers by providing
tra i ned techni ci ans on demons trat ion fa rms who teach methods for
the general care of stock. The company provides financial assis
tance and sometimes imports purebred stock at its own expense and
gives it to promising local producers. Occasionally Nestle oper
ates a feed nlill and also sells medicines, fencing wire, seed,
and other materials, all at cost or below. Apart from land upon
which the mil k processing factory and the demonstration farm
stand, Nestle owns no land or stock from which it could develop
its own supply of fresh milk. Therefore, farmers have a guaran
teed market and realize the company is dependent upon them for
its supply of raw milk.

In Nestle's corporate philosophy, milkshed development is in
both the company's long-term commercial interest, as well as part
of its so~ial obligation and the company has been willing to col
laborate in government schemes even wh~n the company itself does
not benefit directly from the increased supply of milk [35].

The projects in Mexico were not wholly successful, although
technical transfers were made in every case. The reasons for
what happened are carefully revealed in the case studies men
tioned; it is most interesting that the greatest success was
judged to have taken place at Guichivere, where more time was
allowed, a lower Nestle profile was maintained, and the first
changes introduced were much simpler and initiated with a more
realistic set of expectations.

PINAR
Izmir, Turkey

This case is presented in detail in Chapter 5. In brief sum
mary, Pinar is a member company of Yasar Holding, which began as
an industrial organization, mainly in chemicals, and moved into
agro-industries early in the 19705. Pinar itself, a milk process
ing and marketing enterprise, was launched in 1974 as the first
private sector venture of its kind in Turkey. As of 1983, there
were thirty-six government-uwned and -operated milk plants, with
a total capacity of 270 million liters a year, utilizing about
30 percent of the capacity, and generally operating at a loss,
which is subsidized. In 1983, Pinar had a capacity of 70 million
liters per year, operated at close to 100 percent of capacity,
and made a good profit. Pinar has 900 shareholders: 40 percent
is owned by Yasar Holding; 20 percent is in the hands of a bank
and another holding company; and 40 percent is spread among both
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small- and large-scale farmers who supply milk to Pinar (a
"small-sc~le" farm in Turkey averages 2.5 to 25 acres; "large
scale" farms range from 200 to 500 acres).

Development Opportunity

At start-up in 1975, Pinar operations involved 9,000 fami
lies in 150 villages, 7 cooperatives, and 50 big farms. In 1983,
the company was working with 21,000 farmers, in 296 villages,
with 68 percent of the milk zupply from small-scale operators, 18
percent from cooperatives, and the remainder from 155 large
farms. Pinar works with farmers through a three-tiered adminis
tration. First, and in daily contact with producers, are collec
tors, who are private, local businessmen who use their own
vehicles to collect milk. deliver it to a refrigerated collection
center, receive payment. and disburse proceeds to farmers. Sec
ond, also in direct contact with farmers, but with less frequen
cy. are field representatives who supervise the collectors,
resolve conflicts. and provide key extension services. Third are
the inspectors, who fan out from headquarters and do whatever is
necessary to see that the system works smoothly. The methodology
of selection. training. and actual interaction at the farm level
is obviously critical to the success of Pinar. Pinar works to up
grade animal quality, ensure health care of the animals, and in
crease yield; the company also encourages diversification of farm
practices. To date, after ten years of experience. the Pinar op
erations have been beneficial in many ways, as perceived by farm
ers interviewed. Net farm income has increased. Herd size and
performance is up. Field representatives have taken on an impor
tant, very personal extension role. Marketing milk to Pinar has
not only provided a sense of security to the farmers, but has
facilitated the flow of credit from banks as well.

SOUTHLAND FROZEN FOODS. INC. (SOUTHLAND)
Dominican Republic

Southland Frozen Foods, Inc., produces frozen okra in the
Dominican Republic that is exported to the United States for mar
keting ~y the parent company. Raw material is obtained under
agreements with some 2,500 individual farmers. on over 7.200
acres. in all the country's major growing areas. Until 1970.
Southland got all its okra from Georgia and Alabama. However. by
1970 there was virtually no one to pick okra. and one of the com
pany's best sellers was threatened. By 1973, Southland was ob
taining okra from a few offshore sources in ~ haphazard and un
profitable manner. It then heard of a small freezing plant in
Santo Domingo and contracted 500,000 pounds of frozen product;
one-half the order was received and the Dominican company went
bankrupt. Southland bought the local compeny with an investment
of US$200.000. Over ten years. $1.5 million has been added, with
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plans for further investment. The Latin American Agribusiness
Development Corporation (Section 11) has provided the bulk of the
financing required.

Development Opportunity

When Southland began operations in the Dominican Republic in
1973, okra was not widely known, so it was necessary to transfer
the full agricultural technology. For the first few years, the
procurement problem was severe, and Southland indicates that it
lost money continuously until 1982, when for the first time the
full requirement of the plant was packed. Southland management
emphasized thilt lithe corporate commitment to a long term deve'lop
ment project was essential to our success. 1I Equally essential
were the incentives received from the government: Class A Free
Zone Status, allowing for the import of machinery duty free; a
tax holiday for twenty years; and exemption from the requirement
to return dollars earned from exports to the Central Bank.
Southland employs about 65 full-time people and 500 hourly work
ers at the plant and in the management of its procurement system
[36].

4. DISTANT PROCESSING AND CONTRACT FARMING

This category is made up of enterprises that obtain 100 per
cent of their raw material supply through a system of contract
farming that uses small··scale farmers primarily but may include
larger-scale commercial farms as well. Farming takes place some
distance from the processing plants, distinguishing these enter
prises from those described in Section 3.

• British-American Tobacco (Kenya) Ltd. (East Africa)
• Ceylo~ Tobacco Company, Ltd. (Southern Asia)
• Charoen Pokphand Group (Southeast Asia)
• East Africa Industries, Ltd. (East Africa)
• The Haggar Group (Northeast Africa)

BRITISH-AMERICAN TOBACCO (KENYA) LTD. (BAT)
Na i robi, Kenya

British-American Tobacco (Kenya) Ltd. was started in 1965,
after the voluntary liquidation of the East African Tobacco Com
pany, an operating company of the BAT group. The government of
Kenya has a 20 percent share in BAT (Kenya); the Kenyan public



J

231

(no details provided) owns 20 percent; and 60 percent is owned by
the BAT group. Before 1975, the bulk of tobacco leaf processed
in Kenya came from Uganda and Tanzania. In 1975, BAT (Kenya),
building on ten prior years of research, embarked on an acceler
ated program to expand Kenyan production. By 1982, annual
production had increased from 334 metric tons in 1975 to 5,211
metric tons.

Development Opportunity

BAT policy worldwide is to promote tobacco growing using
small-scale farmers. Presently, 10,000 Kenyan farmers are regis
tered suppl iers. On the average, each farmer has 1.25 acres of
land under tobacco. In 1982, 11 ,500 acres wer.: planted, scattered
throughout the country. In 1983, farmers earned US$3.4 million,
net of th~ cost of inputs.

BAT has established a network of centers in its development
program, each of which provide the infrastructure for provision
of inputs, extension services, and for purchasing cured leaf.
Two hundred extension workers are employed. In 1982, roughly
$2 million had been invested in these centers. In order for farm
ers to be accepted into the program, they must have free land up
on which to construct a curing barn (BAT will provide a loan for
this); the land must be located near water; and the farmer must
agree to plant trees to meet the fuel requirements for cured
leaf. BAT has set up eleven tree nurseries to provide seedlings
at nominal cost. (The seedlings were once provided free, but
farmers sold them or refused to look after them.) Food crops are
grown on a rotational basis with tobacco, effectively increasing
food production.

CEYLON TOBACCO COMPANY, LTD. (CT)
Colombo, Sri Lanka

Ceylon Tobacco Company, Ltd., is a subsidiary of the British
American Tobacco Company. During a visit to the company in
Sri Lanka in 1983, Orville Freeman, Chairman of Business Inter
national, Inc., learned that CT operated a successful program of
tobacco procurement among a large number of small-scale farmers
under contract. This program began in 1950 and, with the excep
tion of the chairman of the board, all personnel are Sri Lankans.
Direct contact with the farmers is maintained by a staff of ex
tension agents recruited from agricultural training institutions
and trained for the job. A key factor in the satisfaction of both
farmers and CT with the tobacco enterprise has been the policy of
the Sri Lanka Tobacco Monopoly that permits rapid adjustments up
ward of both prices paid to growers and the price of cigarettes
sold in local markets.



232

At the time of the visit to Sri Lanka, CT w~~ going forward
with an orchid project involving several thousar: , ontract grow
ers. They were being provided planning assistaolce, planting
stock, other inputs, and marketing services. This enterprise is
projected to sell in world markets.

The reader may note that this chapter describes several
projects that have tobacco as the basic crop. In point of fact,
pl'actically all major tobacco companies follow similar, if not
identical, practices in the less-developed countries, and there
is no way of telling, without much more investigation, how many
places in the world the British-American Tobacco Company, Philip
Morris,' R.J. Reynolds, and others have applied contract farming
systems to large numbers of small-scale farmers. A comprehensive
analysis of the overall impact of spreading tobacco cultivation
might be of great value to the governments of less-developed
countries and to development agencies.

CHAROEN POKPHAND GROUP OF COMPANIES (CP)
Bangkok, Thailand

This case is presented in detail in Chapter 7. In brief sum
mary, the Charoen Pokphand Group is the largest agro-industrial
firm in Southeast Asia. Started in 1921 to sell vegetables, the
group has proliferated into a wide range of agribusinesses in
cluding fertilizer, agricultural chemicals, pesticides, machin
ery, animal feed, animal husbandry, and crop production. The
company employs 10,000 worldwide; 6,000 in Thailand. CP is still
privately held, with majority equity in the hands of the founding
family and key executives. However, the company expects to go
pUblic within the decade.

Development Opportunity

After World War II, Thailand invested heavily in rural in
frastructure. This did succeed in integrating rural people more
than ever before into the total economy and did increase their
standard of living, yet it soon became apparent that the aspira
tions of rural people could not be sustained by traditional pro
duction methods. Recognizing both a need and an opportunity, in
1977 CP launched a plan of agricultural and rural development to
introduce a modernized version of pig pro~uction, mixed with im
provements in and diversification of crop ~ultivation. Between
1977 and 1981, four experimental villages we~~ established, all
based on one system of animal husbandry, but each different in
location and in certain aspects of crop production and land ten
ure.

These core elements characterize the four projects: farmers
are settled on ten acres, two devoted to pig-raising. and eight to
be farmed freely; farm families receive a house, training, physi
cal facilities for the pigs, and enough cash to live on until pig



233

sales begin; if a family lives up to its responsibilities for
seven years, title to the land and facilities are turned over to
the family; and CP provides a project manager (a management
trainee on a career track) who lives in the village for two to
four years. Each village enterprise is intended to be profitable
to both farmers and CPo To date, although results have varied,
all four projects have met their return on investment demand. CP
has invested US$3 million in the program since 1977.

An abstract is simply inadequate to do justice to this com
plex, subtle and yet comprehensive development plan. The reader
is advised to study the detailed case report presented in
Chapter 7.

EAST AFRICA INDUSTR(E~, LTD. (UNILEVER)
Nairobi, Kenya

East Africa Industries, Ltd., is a major food processor and
distributor in Kenya. For many years, t~e company had imported
all of its vegetable oil requirements. Srveral years ago, it be
gan a program to stimulate local production primarily of sun
flower seed, and to a much lesser extent rapeseed, by means of
contract farming. Corporate policy dictated that East Africa
Industries would neither farm itself nor enter the crushing busi
ness. Oil, therefore, would be obtained by having seed produced
under contract, bought by the company, and crushed on commission
by existing millers.

Development Opportunity

The first phase of the program involved rather large farms
of 125 to 250 acres, largely owned by absentee landlords. Opera
tion of these farms, based on Unilever systems, was contracted to
private farm management companies. In 1981, under the direction
of the ext~nsion staff of East Africa Industries, an outreach to
small-scale farmers was begun, which by 1983 had involved 1,500
to 2,000 farms, each contracting 1 to 2 acres for sunflower cul
tivation. (Rapeseed remains strictly the province of quite large
scale, mechanized units.) Inputs are provided on credit, and
East Africa Industries guarantees to buy the crop. The farm fami
lies do the work, following directions from a technical staff.
During the season, each farm is visited at least once each week.
Unilever research calls for rape to be rotated with barley, and
sunflower to be rotated with corn. In addition to disease and
other forms of pest control of benefit to the oilseed crops, the
grains flourish as the result of a synergistic effect not wholly
understood.

Without questioning the benefit to Kenya of reducing vegeta
ble oil imports, the management of East Africa Industries had
some question about the cost/benefit relationships to the com
pany. They were finding the capital cost of contract farming very
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high, what with staff costs, financing credit-in-kind, financing
infrastructure maintenance and machinery services, among other
items. It was apparently too early in the program for any deci
sion to be reached as to the future of the outreach program.

THE HAGGAR GROUP
Juba/Khartoum, Republic of the Sudan

This case is presented in detail in Chapter 6. In brief sum
mary, The Haggar Group is a conglomerate of eleven companies with
a combined annual turnover of roughly US$81 million. Two of the
companies are agro-industries: the Sudan Tea &Coffee Plantation
Company Ltd. (STCP); and the Haggar Cigarette &Tobacco Factory
Ltd. One hundred percent of STCP is held by the Haggar families,
but there are plans to offer 49 percent to the public, preferably
to the farmers associated with the company. The cigarette company
was formerly owned completely by the Haggar family, but by 1983,
16 percent of equity had passed to employees.

Development Opportunity

The cigarette enterprise works with a network of 2,343
small-scale farmers who have been taught to grow tobacco in addi
tion to their food crops. Haggar maintains a staff of sixty ex
tension agents for the cultivation of tobacco, including forty
crop supervisors who live in the villages. The company provides
all inputs at cost plus transportation; finances the wages of the
farmers' work force; and cleans, processes, packs, and transports
the leaf at cost. For coffee and tea, the company supplies all
inputs at cost, and in addition, finances at subsidized rates of
interest the unusual costs of labor during the years from plant
ing to first harvest. At the end of 1983, 102 family farms were
associated with STCP, mainly growing coffee. The dumestic market
for coffee and tea, which is served essentially by imports, is
sufficiently large that there is a great expansion potential for
farmers and company alike over the next decade.

The outreach of the agribusiness activities of the Haggar
Group is considerable but quite traditional in most ways. Trans
fer of technology and financial support for crop practices, as
noted, and the system of relationships between company and farm
ers has succeeded in creating substantial goodwill and a willing
ness on the part of the farmers to try new things when suggested
by Haggar personnel. There are also some social benefits extend
ed, such as the operation of non-profit stores and canteens, the
building of village schools, contributions to dispensaries, and
the extension of personal loans within carefully circumscribed
1imits. The fact that the Haggar enterprises are located in
southern Sudan and that part of the country is historically
neglected and classically disadvantaged means that impact is
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relatively very important, as is clearly revealed in the complete
case report presented in Chapter 6.

5. DISTANT PROCESSING--DIFFUSION OF TECHNOLOGY

This category is unusual and is made up of enterprises with
a comffi~rcial plantation intended to supply a distant company pro
cessing plant and to diffuse production and a farming-system
technology among small-scale farmers. The goal is to build up
industry-wide secure suppliers of raw material even while stimu
lating rural development. One example illustrates this type of
enterprise in a singular way.

• Hummingbird Hershey Limited (Central America)

HUMMINGBIRD HERSHEY, LTD.
Bplmopan, Belize

Hummingbird Hershey, Ltd., created in 1977, is d ~holly

owned subsidiary of the Hershey Foods Corporation, lo~ated in
central Belize and created largely to demonstrate, under commer
cial conditions, that cocoa growing could be sharply improved by
using existing technology and good farm practices. The intent of
Hershey is to encourage small-scale producers, the dominant
source of supply throughout the world, to stay in, or to enter
into, cocoa cultivation by presenting both a practice and hard
data on profitability. The concern of the corporation is that un
less the trend toward decreased production can be revr:,sed, all
manufacturers of chocolate products will face a seriou~ :'a~ mate
rial shortage in the future. Though it is intended that the
Hummingbird Hershey venture be profitable, the major thrust of
the enterprise is to share knowledge and help in all ways to
stimulate cocoa production wherever it is applicable and benefi
cial to small-scale farmers.

Development Opportunity

The estate in Belize is 1,800 acres, with roughly 600 acres
in or nearing cocoa production. The plan is to have 1,200 acres
in cocoa and 200 acres in citrus when development is complete.
Project cost by mid-1983 was US$S million. Eighty-five people
are employed. Citrus, when ready, is expected to be sold to a
nearby juicing plant. Additionally, the company is developing an
animal feeding system utilizing cocoa pods in the ration. In
every way possible, the goal is to illustrate the value of cocoa
cultivation as a useful cash crop in a diversified small-scale
farming system.
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Hershey is already providing technical and marketing support
in several other countries in the region, for example, in the
Dominican Republic, with both government and private sector lead
ership; and in Haiti, in collaboration with the Mennonite
Economic Development Associates, which receives assistance from
USAID. Technical help is cordially extended to all who may in
quire. The Hummingbird Hershey venture is a classic example of
enlightened self-interest and represents an important kind of
outreach for the consideration of agro-industrial organizations
everywhere.

6. SELF-SUPPLIED PROCESSING PLANTS

These are enterprises that obtain 100 percent of their raw mate
rial supply from a farm or plantation controlled and operated by
the enterprise itself. No contract farmers are involved.

• Brooke Bond Group,plc. (India, Kenya, Malawi, Tanzania)

• Dole Philippines, Inc. (Southeast Asia)
• East Africa Tannin Extract Company (East Africa)
• Egyptian-American Agricultural Company, S.A.E. (North

Africa)
• Kenya Canners Limited (East Africa)
• La Perla y Anexos, S.A. (Central America)
• San Miguel Corporation (Southeast Asia)

BROOKE BOND GROUP, PLC. (BB)
Croyden, England

The Brooke Bond Group has strong interests in agriculture
and agro-industry in India, Kenya, Malawi, and Tanzania. There
is no indication that BB, in its plantation activities (tea and
coffee primarily; in Kenya, also carnations, sisal, and cinchona)
utilizes any form of outgrower supply system. Its rural impact is
more directed toward employment, purchase of local services, pro
vision of social services on the estates, and infrastructure de
velopment.

Development Opportunity

Clearly, the impact of many millions of pounds sterling in
vested in a diverse system of plantation production, raw material
processing, and other industries in these four countries has had
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a marked effect on both rural and national development. Brooke
Bond in India (where Brooke Bond India started seventy years ago
as a marketing company) now has a sales team of 2,000 and is 60
percent locally owned. The BB literature notes that the capital
realized from the share of stock, plus retained profits, has been
used to maintain the efficiency of its roughly IS,OOO-acre tea
estates and tea processing facilities, and to invest in other in
dustries. For example, in a designated "backward area" east of
Bombay, BB created a corned-beef plant, entirely for export,
which draws on India's va5t buffalo h~rds. A finished-leather
plant has been built alongside the corned-beef plant to make full
use of the buffalo hides. BB also has a paper mill at Bilaspur,
another "backward area," and has three instant coffee plants with
a large export commitment. It is to be noted that the SS planta
tion companies are 26 percent owned by Indian investors; in
Kenya, 12 percent equity is held by local people.

This brief outline of the range of BB investments in India
and East Africa is meant to be i~dicative; it is not complete.
During a telephone interview, BB reported that it had been sub
ject to some challenge relative to the level of wages paid to
workers in these countries and had not wholly succeeded in ex
plaining the reality of either wage controls or the potential
distortions in an economy of violating the local norms.

DOLE PH III PPI NES, INC. (DOLEF IL)
Mindanao, the Philippines, South Cotabato Province

Doiefil is a wholly owned subsidiary of Castle and Cooke,
Inc. (Honolulu), which set up operations on the island of
Mindanao in 1963, and in the ensuing twenty-one years is said to
have become one of the largest pineapple plantation/cannery/
export operations in the world. Adjacent to the cannery, Dolefil
operates a modern manufacturing plant to produce cans from im
ported tinplate. Fresh fruit is exported to Japan; canned fruit
goes to U.S., European, and other markets. Shipping is done from
its own dock at Calumpang Wharf, jointly used by another Castle
and Cooke subsidiary, Stanfilco, which produces bananas nearby.
The Castle and Cooke operations in this area of Mindanao are
clearly the dominant force for economic growth, and lie at the
core of social progress and social controversy.

Development Opportunity

The developmental impact of Dolefil derives from employment
of roughly 9,000 people; the training they have received; the
eddy effect of payroll and purchases of local services and sup
plies; and expenditures on community services, welfare, and other
development projects, such as improving potable water sources (an
outlay over the years of about US$1 million). Dolefil does not
have an outgrower program. It leases 20,000 acres from the



238

National Development Corporation, for a twenty-five-year pe~iod

subject to renegotiation. In addition it has farm management
contracts covering another 5,000 acres. By paying a set annual
rent and an annual premium based on the amount of pineapple har
vested, Dolefil does the farming for these individual landowners.
Both of these land-use mechanisms have been subject to consider
able controversy, bo~h as to legality and as to the benefits ac
cruing to the people under the acts of land reform. There can be
no question of the enormous economic impact of Castle and Cooke
investments in South Cotabato Province. There are, however, a
great many questions concerning the cost/benefit relationships
between Dolefil and rural development in the areas of housing,
health, land erosion, flooding, and chemical pollution, among
others. As these issues have arisen over the years of Dolefil
growth and the large increase in population through immigration
that it engendered, the range of conflict and the methods used
for their resolution provide a most instructive case history for
potential investors in agribusiness sited in rural areas. It is
fortunate that Dolefil has been the subject of a detailed study,
Multinational Mana,ers and Poverty in the Third World, which
offers a varlety 0 provocatlve comments on the role o·r-private
enterprise in Third World development [37].

EAST AFRICA TANNIN EXTRACT COMPANY (EATEC) LTD.
Eldoret, Kenya

The East Africa Tannin Extract Company is a wholly owned
subsidiary of Lonrho plc •. (United Kingdom). Lonrho and its sub
sidiaries are the largest food producers in Africa, ranching and
farming over 1.5 million acres, divided into large estates, with
and without involvement with outgrowers. These operations are to
be found in Kenya, Malawi, Nigeria, Swaziland, and Zimbabwe.
Clearly, the total experience of Lonrho in agricultural and rural
development deserves detailed investigation.

Development Opportunity

EATEC operates a 46,OOO-acre diversified farming and manu
facturing facility, employing about 2,500 people. Twenty thou
sand acres are devoted to wattle, a species of acacia whose bark
is a source of tannin. Three thousand acres are in corn; 2,000
acres are in wheat. There are 5,000 head of beef cattle and the
company is starting a dairy. In addition, a plantation of euca
lyptus trees is being developed to supply poles to the government
of Kenya for telephone and electricity distribution systems.
EATEC, utilizing a variety of its agricultural wastes, also pro
duces mushrooms for both domestic and export markets, mostly
canned.

Wattle has always been basic to the EATEC operation, since
Lonrho purchased the farm in 1968. Originally, it had been hoped
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that outgrowers would provide 40 to 60 percent of factory
requirements. The company offered free, pretreated (for acceler
ated germination) seed; instruction in silvicultural practice and
bark removal; instruction in converting the wood into charcoal
for home use and sale; and free transport of bark from tree lot
to factory. The program did not succeed. The market for tannin
declined. Labor was said to be scarce and costly. Very little
bark arrives at the factory from outgrowers, none of whom are
under contract. Yet. management feels keenly that a tree lot is
a highly desirable addition to the farms of the region and would
likely cooperate with any agency from the outside that would take
on the cost and responsibility of organizing a reliable and ade
quate outgrower system. This is particularly intriguing because
EATEC is undertaking the development of its own diversified ag
ricultural research program and intends to focus not only on
higher-yielding monocultures, but also on profitable systems of
multiculture that might be highly adaptable to small-scale agri
culture in which tree and crop culture could be integrated.

EGYPTIAN-AMERICAN AGRICULTURAL COMPANY, S.A.E.
Ibrahimia. Alexandria, Egypt

The Egyptian-American Agricultural Company is a creation of
EMCON International (Darien. Connecticut) located on roughly
2.000 acres of irrigated land adjacent to the Desert Road, be
tween Cairo and Alexandria. It is a joint venture with the Nile
Agricultural Development Company, a private organization, which
holds a 40 percent share in return for contributing their lease
of the land and water rights; 60 percent is held by a group of
some sixty individual investol's through a 1irnited partnership.
Simultaneously with the formation of the company in Egypt late in
1980, a marketing company. Four Seasons, was organized and head
quartered in Switzerland. The entire project was planned for cap
italization at roughly US$16 million. The enterprise is totally
private in ownership and control.

Development Opportunity

At present, the company produces tomatoes, 80 percent of
which are exported to Europe. Lettuce plantings have begun and
plans are to include melons, broccoli, asparagus, and other crops
as they are tested and adapted to the site. The farm, packing
house. and associated activities employ up to 2,000 regular and
seasonal workers. No outgrower program is either in operation or
currently in the planning stage. All labor is recruited in the
area. some from villages within the boundaries of the Nile Delta,
as far as thirty-five to fifty miles away. As is the custom in
Egypt. labor is supplied through a system of contractors and sub
contractors. This method does deliver labor; it also raises
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serious questions about corporate responsibility for labor con
ditions, especially as the majority of field workers are girls
and boys in their minority years.

The estate has the potential of being expanded to almost
three times its present size, leading at least to the vision of a
resettlement/rural development scheme, if financial and adminis
trative assistance were forthcoming from development agencies.
Management was intrigued by this long-range possibility but felt
it would not be feasible for some years to come for the company
to undertake such a project and support it from it~ own limited
resources.

KENYA CANNERS LIMITED (KC)
Thika, Kenya

This case is presented in detail in Chapter 12. In brief
summar';. Kenya Canners Limited is a subsidiary of the Del Monte
Corporation, which is now a division of the Food and Beverage
Group of R.J. Reynolds Industries, Inc. Del Monte owns 95 per
cent of KC; the Development Corporation of Kenya owns 2 percent;
3 percent is owned by one Englishman and twenty-three Kenyans.
Del Monte has invested US$36 million in the enterprise. KC pro
cesses pineapple grown on its own plantation; all canned goods
are exported to and through Del Monte International into
European, Middle Eastern, and other foreign markets. Nothing is
sold to the United States. A very small quantity of fresh fruit
is sold to the Government Horticultural Corps Authority, for air
freighting into European markets. KC employs 6,000 people in the
cannery and on the estate during peak season; 5,500 are regularly
at work.

Development Opportunity

The KG estate is an area of 22,000 acres, leased long term
from the government of Kenya. Essentially, the land was aggre
gated by the government's purchase of four estates created before
independence. In taking the land for KC use, no people were dis
placed. In effect, nonproductive land was reconverted to inten
sive agriculture. As of 1984, 10,000 acres were under pineapple
cultivation; 1,000 acres grew coffee; 2,000 head of cattle were
fed out and a small breeding herd was maintained; and on land not
suitable for cropping, KG was developing a reforestation program,
to supply charcoal and lumber for employees and to control ero
sion.

There is but one outgrower in the pineapple growing area.
Yet KG is now giving serious consideration to expanding its sup
ply beyond the plantation capacity, in the face of many difficul
ties caused by the topography of the area and a scarcity of land
suitable for efficient pineapple production. This search for an
opportunity to develop an outgrower system of contract farming
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provi~es KC with a basis for planning the development both as a
sourclng device and as a stimulant to long-range rural develop
ment. Chapter 12 describes at some length how KC might extend
the benefits of its presence in the Thika area, even while build
ing a profitable expansion of its commerc1al enterprise.

LA PERLA Y ANEXOS, S.A. (LA PERLA)
Guatemala City, Guatemala

La Perla y Anexos, S.A., is a coffee estate of 8,645 acres
in northwestern Guatemala, a remote mountainous area near the
Mexican border. Ownership since 1942 has been in the hands of one
Guatemalan family. The site is in the zone of El Quiche, one of
the places where insurgents have long campaigned to gain the sup
port of the indigenous people, with dubious success.

Recognizing that the thrust of agrarian reform and the
search for social order had to be joined by the large landowners,
the family decided in the late 1970s on a bold experiment that
has yet to be fully implemented.

Development Opportunity

Amultimillion-dollar loan has been essentially approved but
not yet actually funded by the Interamerican Development Bank,
for two purposes: to finance the purchase of 40 percent of the
common voting stock in the name of all the rural workers at
La Perla, to be placed in a trust until paid for from dividends
(a modified version of the Employee Stock Ownership Plan now
widely adopted in the U.S.); and to improve the infrastructure,
including road access, of La Perla and to diversify the agri
culture to include other high valu~ export crops such as cardamom
and macadamia nuts.

Eleven hundred acres have been set aside in an irrevocable
trust, for use by employees and their families for homes, commu
nity development to include all basic services, and subsistence
farming. In 1983, two employee associations, representing all
350 employees, were legally created. Their representatives are
working with management in the evolution of the entire scheme.
Further, in 1983 an Employee Civil Defense Force was established
to protect the estate.

The bottleneck to further comprehensive action at La Perla
is the funding capability of the Interamerican Development Bank
and the complex process of final evaluation of the loan applica
tion, which though approved in principle, has yet to be acted
upon after at least three years of negotiation. The project has
caught the attention of the Republic of China (Taiwan), which
early in 1982 offered a technical assistance program to La Perla,
directed to teaching the workers how to plant vegetab1es and
other crops, raise poultry and pigs, and engage in fish-pond cul
ture. This possibility is being explored.
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SAN MIGUEL CORPORATION (SMC)
Manila, the Philippines

This case is presented in detail in Chapter 9. In brief sum
mary, San Miguel Corporation is a conglomerate engaged primarily
in various aspects of agro-industry serving both domestic and ex
port markets. Among its many operations, SMC is a major producer
of broiler chicks, broiler breeders, and dressed chicken. By the
end of 1984, SMC will be the largest single source of improved
hybrid corn seed, in a system where the company is also a major
buyer of r.orn for the manufacture of animal feeds, some of which
are consumed internally by corporate chicken enterprises. SMC em
ploys just under 18,000 people; in 1982, sales were 5.61 billion
pesos (U5$660 million, at the exchange rate of P8.5 = US$1).

Development Opportunity

In 1977, after an earlier attempt to enter the field of hy
brid corn seed production and marketing (1950), SMC started a
breeding program to create corn hybrids suitable to the Philip
pines. After five years and an expenditure of roughly US$6 mil
lion, the company was ready to commercialize its experimental
results. A production center was established in South Cotabato,
on the island of Mindanao, consisting of an estate of 1,250
acres, with a modern processing plant to dry, shell, husk, size,
treat, and package seed. Depending upon the stability of the
peso, SMC expects to be at a break-even point by 1985 and to at
tain a return on investment of 20 percent, which includes amorti
zation of research and development activities.

SMC uses a four-pronged technique. It organizes classes for
farmers, in cooperation with leaders of farmers' associations;
sets up practical demonstrations on farms and invites neighbors
to observe the entire practice through the weighing of the har
vest; organizes harvest festivals in cooperation with farmers who
have demonstration areas; and uses a sales force of young men
trained to double as extension workers.

Results of the first two years have been impressive. Yields
have increased three- to fivefold and more; net retur~ from corn
has doubled and tripled. The hope is that on a countrywide ba
sis, corn yield will increase dramatically, with a beneficial
impact on family diet, directly from corn and indirectly by de
creasing the cost of meat. Involved farmer associations are
starting to invest in such capital goods as corn driers, and
there have been marked improvements in life style: better homes,
better sanitation, and better clothing, among other indicators.
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7. PROCESSING PLANTS AND FREE-MARKET SUPPLY

Included in this category are enterprises with an investment
in processing facilities supplied by competitive purchasing in
the free market. Each has the possibility of changing the raw
material system to a contract farming base.

• CPC Industrial Products (Kenya) Ltd. (East Africa)
• Livestock Feeds Limited (West A'~ica)

CPC INDUSTRIAL PRODUCTS (KENYA) LTD.
El doret. Kenya

CPC Industrial Products (Kenya) Ltd. is a corn wet milling
plant whose primary products are starch and dextrose. -t has a
throughput of 7,000 to 10,000 metric tons of corn per year.
Start-up was in late 1976. The plant equipment is a combination
of used machinery brought to Kenya from CPC plants in other parts
of the world. CPC owns 51 percent ot equity; there is no estate
nor are there outgrower programs. The plant employs about 150
people, three of whom are expatriates.

Development Opportunity

CPC started operations based on an eight-year purchasing
agreement with the Kenya Cereals Board, setting a fixed price on
delivered grain. After several years, the Cereals Board broke
the contract and raised the price by 107 percent. During diffi
cult negotiations relating to the source and cost of corn, CPC
subsidized operating losses in an effort to keep the factory in
Kenya. Finally, the Cereals Board ~ranted the plant the right to
buy corn directly from farmers--th ... first and only such exception
ever made. CPC then entered into supply contracts with large
scale producers, including one commercial operation run by a pub
lic sector company. Management would like to facilitate an out
grower program (CPC does not wish to farm itself) but cannot, nor
necessarily believes it snould, undertake to develop such a pro
gram with its own resources.

LIVESTOCK FEEDS LIMITED (LF)
Ikeja, Nigeria

Livestock Feeds Limited was establisherl in 1963, with an
80 percent shareholding by Pfizer, Inc. Following the Indigeni
sation Decree of 1977, Pfizer reduced its equity to 60 percent;
the remaining 40 percent is held by 1,910 Nigerian stockholders.
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LF is the largest animal feed miller in the country, with a 50
percent share of the market. There are about sixty feed millers
in Nigeria [38, 39].

Development Opportunity

When Pfizer first entered Nigeria, its only relationship
with the animal industry was through the sale of animal health
products. Because the market was small, the company did every
thing it could to encourage an increase in poultry production.
Along with other efforts, strongly supported at that time by
USAID, the net effect was indeed a marked growth, soon introduc
ing a shortage of feed that became a bottleneck to further prog
ress. It was at this moment that Pfizer organized Lifestock
Feeds. During the intervening years LF has become the largest
Pfizer sUbsidiary in Nigeria. It operates four mills and has
licensing agreements with thirty-four other millers who buy LF
concentrates, mix according to LF formulations, and sell under
the LF label. These franchise millers are scattered widely over
the country in fourteen states.

In every way, LF has had a clear and significant impact on
the successful and dynamic growth of the poultry industry. Re
cently, serious problems relative to imports of critical raw ma
terials have begun to emerge and are not fully resolved. All
millers depend upon the import of two key ingredients--corn and
fish meal. When imports were cut off in 1982, the government
promised to release enough grain from internal supplies to meet
the needs of the industry; unfortunately, there were no such sup
plies. As of October 1983, when this problem was discussed at the
Africa/Middle East Management Centre of Pfizer in Nairobi, Kenya,
LF had but a three-month sur~ly of corn left. Naturally, LF was
trying to find sources, bu" as was said, "Pfizer has no intention
of investing in direct COl'n farming or in an outgrower/contract
farming program." Contracts, it is believed, would not be worth
the paper written on. Because the poultry industry is now so
large and vital in Nigeria, Pfizer feels that it should depend
upon the outcome of industry negotiations with government to free
up the necessary foreign exchange and import permits to eliminate
the shortage.

8. CONTRACT FARMING AND MARKETING COMPANIES

These enterprises have no investment in a processing plant.
They market raw material obtained through a system of contract
farming, using small-scale farmers primarily, but in some cases
include larger-scale commercial farms .

..
• Adams International (Southeast Asia)
• Agro-Inversiones C. por A. (Caribbean Basin)
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• McIlhenny Company (Central America, Honduras)
• Press (Holdings) Limited (East Africa)
• Standard Fruit/Guanchis (Central America)
• Sudanese Gezira Board (Northeast Africa)
• United Brands Company (Central America)

ADAMS INTERNATIONAL (AI)
Bangkok, Thailand

This case is presented in detail in Chapter 11. In brief
summary, Adams International is a joint venture of a Thai-Chinese
family company and the W.A. Adams Company, Inc., of Durham, North
Carolina, formed in 1969. In 1974, AI entered into a marketing
agreement with Philip Morris, Inc., for the sale of Thailand's
oriental-type tobacco, provided that AI could meet price, quan
tity, and quality requirements. This agreement has led to a major
growth of the company, involving an outreach program to more than
40,000 farmers in three different parts of the country by the end
of 1982. AI b~gan in 1969 with 4 employees and now has 700, with
plans for further expansion. Since the entry of Philip Morris
into the scene, AI has invested about US$3 million in new facil
ities; 20 percent of this investment is directly related to the
growth of the extension program.

Development Opportunity

The company's production area is spread over three regions,
in total area about the size of North Carolina. Administratively,
the AI agricultural manager is in charge of tobacco procurement.
Under h,m are two field managers, each supported by a regional
manager responsible for a network of buying stations, as well as
for the work of a station manager who supervises warehousing,
cleaning, and packing facilities. Reporting to the station man
ager are head inspectors, who are responsible for relations with
the farmers in five to seven villages. The vital last link in the
managerial chain is the village inspector, who deals with farmers
on a daily basis. Depending on the size of the villages, an in
spector is charged with one to three communities. Village in
spectors are selected from among the farmers and trained for the
job. In 1983, there were 600 village inspectors.

All agricultural materials necessary to produce tobacco are
supplied on credit, free of interest, and repaid at harvest time.
AI has also carried on the necessary research and extension work
to introduce rotational crops, for example, peanuts and sun
flower, vital to the maintenance of soil quality. The accounts
of all 40,000 participating farmers are handled by a computer
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system invented by one of the field managers who is a U.S. citi
zen and former Peace Corps volunteer. The computer itself has be
come a sales item in the AI line and is sold allover the world
by an affiliate.

AGRO-INVERSIONES C. POR A. (AI)
Ciudad Azua, Dominican Republic

This case is presented in detail in Chapter 10. In brief
summary, Agro-Inversiones C. por A., organized in 1982, is a
joint venture between R. D. (Republica Dominicana) Vegetable
Products, Inc., which holds 70 percent of the equity, and private
Dominican investors, who hold 30 percent. R. D. Vegetable Prod
ucts is a holding company created by the Caribbean Basin Invest
ment Corporation (CBI) of Florida for all CBI ventures in the
Dominican Republic. CBI also created the CBI Agribusiness Group,
Inc., designed to function as a management and technical assis
tance company for agribusiness enterprises in the Caribbean area.
Investment in AI is estimated at US$1.5 to 2 mill ion. At the end
of 1983, the entire emphasis of production was on melons to be
exported to the United States, where CBI sells 100 percent of the
melons to Corky Foods Corporation. Corky, in turn, sells to
supermarket chains and food wholesalers throughout the United
States and Canada.

Development Opportunity

The Azua Valley, where AI production and packinghouse activ
ities are centered, is considered by some as a sho~lcase of the
beneficial results of agrarian reform in the Dominica~ Republic.
Between 1978 and 1982, close to $1 billion was invested in re
habilitating the valley, once a forested land and later a semi
desert due to excessive cutting. Under agrarian reform. settlers
(parceleros) do not get title to land, but do get a lifelong
lease that can be extended to the next generation. AI contracts
melon production with 85 to 110 parceleros. Seed is provided at
cost; technical assistance is offered free; and the company pro
vides all inputs on credit, which is paid for when the fruit is
delivered to the packing plant. Meanwhile, AI is experimenting
with other crops as part of a diversification program: eggplant,
cucumbers, bell peppers, and squash, which it hopes to introduce
into the Azua Valley soon. The field manager of AI is an agrono
mist from the United States with long experience in tl"opical
agriculture; he has a field staff of five agronomists, all
Dominicans.

A rehabilitated area, ready for the commercialization of its
agriculture and settling in of new farmers, is always exciting in
the vista it presents of opportunities for both agricultural and
rural development. AI has taken an impartant first step by
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demonstrating the profit potential of the Azua Valley and the
ability of the parceleros to adapt quickly to new and improved
agricultural practices.

MCILHENNY COMPANY
Avery Island. Louisiana

For almost 120 years. McIlhenny Company has used a specia"
variety of pepper for processing its internationally marketed
Tabasco-brand pepper sauce. The fruit requires hand picking. and
in recent years. as labor costs have increased and farm labor
supplies have decreased. the company has gradually moved to Latin
America for its raw material. In Mexico and Venezuela. Tabasco
is produced by a licensed manufacturer. Peppers are grown by
contract farmers in both countries. In Mexico. the manufacturer
cultivates peppers on its own farm as well. These two countries,
however, supply only a modest amount of pepper to the main plant
in Louisiana.

Development Opportunity

Honduras has become the ~0st important source of raw mater
ial for the U.S. operation. with roughly 50 percent of require
ments met in 1983. McIlhenny has only two employees in Honduras,
but they contract almost exclusively with some 300 small-scale
farmers whose plantings range from two acres to three acres (with
a few producing on twenty to thirty acres). The principal grow
ing area is on the north coast. stretching from Santa Rosa de
Copan to La Ceiba. It is interesting to note that in 1976,
McIlhenny contracted directly with a Jesuit institution called
La Fragua. which successfully subcontracted production. About
three years ago. La Fragua phased out of pepper production, but
many farmers stayed in the program.

The company provides growers with seed and as much technical
assistance as they can "feasibly supply." There is a guarantee to
buy a minimum amount (established by contract in pounds of red
pepper), but traditionally McIlhenny has bought all the pepper
harvested. The company rents land on which to build storage
sheds, and for installing small hammer-mills for grinding. Empty
white-oak barrels are sent from the United States, and once they
are filled with the mash, can be stored indefinitely while await
ing export. The ~heds, hammer-mills, and other small items con
stitute the only investment made by the company in Honduras. As
the agricultural manager of McIlhenny says, "We have. however.
invested immeasurable time and effort educating and training
farmers. and many times over the years have shared expenses where
producers have had crop failures due to diseases or other natural
disasters" [40].
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PRESS (HOLDINGS) LIMITED (PRESS)
Blantyre, Malawi

The origins of Press (Holdings) Limited extend back to 1960
when President H. Kamuzu Banda of Malawi formed the Malawi Press,
a private company, for the primary purpose of publlshing the
Malawi News, the main publicity arm of the Malawi Congress Party.
Durlng the next two and a half decades, Press developed into the
largest commercial, industrial, and agricultural organization in
the country, with a total of seventeen subsidiaries, eleven whol
ly owned.

Development Opportunity

In agribusiness, the first company formed was the General
Farming Company Limited, which by 1978 was growing tobacco on ap
proximately 9,200 acres and accounting for 25 percent of national
production. At that time, plans were being activated to estab
lish two estates to be used for training tenant farmers and for
research; to establish a Land Planning and Forestry Department to
concentrate on the production of fuel wood; and a crop diversifi
cation program to expand corn and other cash crop cultivation
both to feed the labor force and to market. In 1978, roughly
1,500 people constituted the work force.

Also in 1969, Press (Farming) Ltd. was organized, which now
produces 33 percent of national tobacco production on 7,000 to
8,000 acres. In this scheme, there are 4,700 to 5,000 tenant
farmers. Tenants are provided with communal holding barns and
grading sheds. In 1976, Press (Ranching) Ltd., a wholly owned
sUbsidiary of General Farming, W1S established on 64,000 acres
secured in tho Liwonde District. Aigh-quality breeding stock was
imported to help upgrade the local Malawi Zebu types. As a cash
crop, Burley Tobacco is being introduced. Finally, this enter
prise includes the only commercial production of pasture seed.

Obviously, the fact that President-for-Life Banda is the
founder and chairman of Press (Holdings) has made life much sim
pler for this enterprise. Nonetheless, the form of the company
is indicative of a private enterprise way of thinking, which
might encourage foreign investors to look very closely at Malawi.
During recent travels in East Africa, I heard constant references
to the promise Malawi is holding out to agro-industrial invest
ment. Finally, the report by Press from which this abstract is
drawn makes no comment about the rural development impact of the
farming companies, in terms of either policy and plans or direct
outreach projects [41].
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STANDARD FRUIT COMPANY (STANDARD)
AND THE GUANCHIS AGRICULTURAL AND
LIVESTOCK COOPERATIVE (GUANCHIS)

Santa Rita/San Pedro Sula, Honduras

This case is a classic example of how the coincidence of a
grassroots, self-development project and the presence of a multi
national agro-industrial corporation became mutually supportive,
with significant mutual impact. It is also a case that raises a
fundamental question fur those concerned with maximizing the
self-help aspect of rural development. Put another way, which
factors limit the success of rural development when local leader
ship enter into successive stages of the process of change over
the years? For a much more complete description of this cc,mplex,
subtle, and instructive case, see the "Case of Guanchis," on file
at the Fund for Multinational Management Education [42J; and the
USAID Special Evaluation Study, Guanchis Limitada [43].

Development Opportunity

Guanchis is a cooperative that arose out of the closing of
the United Fruit Company (now United Brands, Inc.) banana planta
tions in Honduras, in the San Pedl'O Sula area. Workers were out
of jobs, and the land they hoped to farm was taken over by cattle
ranchers and others by forc~, leav~ng these people in a desperate
condition. Under the leadership of two determined men, a small
group entered a decade of dramatic struggle against violence,
bureaucratic obstacles, hunger, and poverty, clearly depicted in
the "Case of Guanchis." Over the years from 1961 to 1968,
Guanchis gradually prospered. It was legally recognized; it be
gan to have access to the public credit system; it acquired a
substantial amount of land for banana production.

While Guanchis was passing through its tormented early
struggles, the Standard Fruit Company (a subsidiary of Castle and
Cooke, Inc.) was slowly arriving at a conclusion that the times
dictated a shift from production on its own plantations to sourc
ing bananas from independent producers. In 1968, Standard and
Guanchis entered into a buy/sell contract that was so successful
that it fundamentally influenced Standard to accelerate the ap
plication of this practice in all Latin American countries in
which it had banana operations. Included in this system is the
extension of technical assistance to producers. Thereafter,
Guanchis developed a housing/community development scheme; it
expanded into cattle, hogs, and poultry. There has been trouble
in all these enterprises, raising serious questions as to the
limits of management capability.
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THE SUDANESE GEZIRA BOARD (GB)
Barakat. Republic of the Sudan

The Gezira Scheme is probably the largest unified irrigated
farming enterprise in the world, spread out over more than 2 mil
lion acres lying between the Blue Nile and the White Nile, south
of Khartoum. The Gezira Board is a government corporation that
controls the farming activities of roughly 100,000 tenant farm
ers. whose land ranges in size from less than 15 to 40 acres.
Between 1925 and 1950. the Gezira Scheme was a private enterprise
jointly directed by two British companies. the Sudan Plantations
Syndicate and the Kassala Cotton Company. It was conceived by
the British Cotton Growing Association in the years before World
War I. I

Development Opportunity

The scheme constitutes 12 percent of the total area culti
vated in the Sudan, although new areas to the south are being de
veloped for agriculture by several large-scale projects. It re
mains true, however, that the farmers at Gezira produce most of
Sudan's long staple cotton, constituting 30 to 50 percent of
world production; and the scheme probably accounts for 50 to 60
percent of the commercial farm output of the country. Although
cotton is the dominant crop. in recent years durra (a sorghum,
the staple food of the people), wheat, peanuts, 1ubia (for fod
der). vegetables. and Phi1lipsera (for fodder) have become sig
nificant in the six- or seven-year crop rotation now normal to
local practice. The Gezira Board employs 50,000 to 60.000 people
and has lost much of its plantation character. Although control
over the cropping pattern is retained. supervisory powers over
cotton production have been lessened and the board exercises vir
tually no control over other crops. Tenants now have a consider
able say in the management of the scheme, through intermediary
organizations with considerable political power. However, the
board provides farm inputs on credit, arranges contract spraying,
provides interest-free credit for needs beyond inputs, and offers
technical extension services.

The value of this reference to the Gezira Board, even though
it is now a public rather than a private enterprise, lies in an
appreciation of the sheer magnitude of the organization and the
system of administration, which has evolved in order to make the
enterprise work at a profit. The case is also of interest be
cause. as some critics suggest. the Gezira Scheme has put the
people into a stagnant position after a first flush of rising in
comes and expectations. The most comprehensive study of these
matters is to be found in a book published in England by Tony
Barnett, of the School of Development Studies at the University
of East Ang1ia, The Gezira Scheme: An Illusion of Development
[44].
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UNITED BRANDS COMPANY
New York, New York

United Brands Company, which took over United Fruit Company
several years ago, is one of the largest diversified
agro-industrial enterprises in Central America. While the
company has created subsidiaries quite independent of the assets
purchased from United Fruit, operations in bananas, cacao,
coffee, oil palm, and other crops have histories extending back
to the turn of the century. United Fruit entered these areas and
initiated an agricultural revolution which has had profound
impact on the social and economic strycture of every country in
Central America. Because the role played by United Fruit in t~2

development of this region was so central, so vital during
three-quarters of the twentieth century, and so controversial, no
comment about United Brands would be either fair or adequate
without a careful analysis of the imprint of United Fruit on what
it does in Central America, how it does it, and how it is
received. Such an analysis is beyond the scope of this
inventory. An important reference to the impact of United Fruit
Company on the economic development of Central America is an
unpublished report, prepared in 1967 by Projects International,
Inc. [45].

Typical of the efforts of United Brands to develop its own
favorable image in Central America are its operations in Costa
Rica. Large tracts of land have been returned to the ownership
of "associate producers," independent small-scale farmers. These
farmers not only have gained landownership and have assured
markets, but also receive technical assistance and other benefits
from their association with the company. Indeed, United has
est~b1ished a separate company in Costa Rica, Compania Bananera
At1antico, exclusively to furnish technical and marketing
assistance to independent banana farmers. United employs roughly
7,500 people in its six Costa Rican subsidiaries, four relate to
bananas, oil p~lm, or vegetable oil products (the latter largely
for domestic consumption).

9. SELF-SUPPLIED MARKETING COMPANIES

Self-supplied marketing companies are enterprises that have
no investment in a processing plant but market produce from an
enterprise-owned and -operated large-scale farm or plantation.

• MISRjAmerican Agricultural Systems Company (North
Africa)
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MISR/AMERICAN AGRICULTURAL SYSTEMS COMPANY (MAASCO)
Cairo, Egypt

The primary purpose of MAASCO is the initial development and
subsequent management of farming and animal science projects and
agro-industrial enterprises, primarily but not exclusively in
Egypt. The three partners in MAASCO are the Management Services
Oivision of the Ball Corporation (U.S.); the MISR Iran Develop~

ment Bank; and Sabbour Associates, the latter two centered in
Cairo. MAASCO does not itself invest. An early project of MAASCO,
in service to a group of Sudanese businessmen headed by Wadia S.
Girgis, is the development of newly ope~ed land of some 5,000 to
6,000 acres, ultimately to produce potatoes, onions, and possibly
other vegetables. The production of peanuts for animal feed and
vegetable oil is also under consideration. Financing is in the
order of US$11 to 15 million.

Development Opportunity

The project site is actually leased by the Ministry of Agri
culture. The first year will be used for a green fodder/cattle
feeding operation, to begin preparing the land for a cropping
pattern. A second crop (the first will likely be Sudan grass or
a grass/sorghum hybrid) of Berseen clover will follow, ~nd there
after pp.anuts, potatoes, and onions will be introduced.

It is hoped that by year six or seven, the estate will be
mature. Labor will be drawn from the region, to be obtained
through the traditional labor contractor. There are no plans for
a smallholder resettlement scheme at the moment.

10. SALES AND TECHNICAL SERVICES

The following four companies are enterprises focused on a
national or regional market that have extensive interaction with
farmers as part of their sales efforts, including technical
assistance, training, and often some type of credit.

• Ciba-Geigy Limited (Worldwide)
• Monsanto Central Africa, Inc. (East Africa)
• Purina, S.A. de C.V. (Middle America)
• Shell International Chemical Company Ltd. (West Africa)

I
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elBA-GEIGY LIMITED
Basel. Switzerland

Ciba-Geigy Limited has no direct investment in agro
industry, except in the sense of manufacturing and marketing in
secticides, herbicides, and fungicides, and to a lesser extent,
products for animal health. Correspondence with Ciba-Geigy indi
cates that it is often necessary to take what is called a "com
prehensive project approach." This means that in building sales
in an area where farmers may need both technical and financial
help to apply superior practices (including company products),
both credit and technical supervision are offered. Customers are
advised as to the best seed stock, the appropriate pesticides,
and methods of application. At first, Ciba-Geigy personnel may
actually teach by applying the chemicals themselves. The company
has found this to be a very successful way of demonstrating the
net profit on the cost of chemical pest control, even while as
suring the repayment of expenses and material costs that were
advanced. Clearly, the work of this company would have to be ex
amined in great detail to appreciate its developmental impact and
to extract any methodology that might be generally applicable.

Development Opportunity

As with so many leads to the activities of individual agri
cultural chemical companies (see also Monsanto, below, and Live
stock Feeds, Section 6), it is clear that practically every major
company is multinational, and all carry out sales programs with a
technical service mode that can be very helpful. More should be
known about variations in methodology, success and failure, con
flict resolution regarding health hazards, cost/benefit relation
ships, and other aspects of agricultural chemical manufacturing
and marketing.

MONSANTO CENTRAL AFRICA, INC.
Nairobi, Kenya

Monsanto, in this case, is a distributor of agricultural
chemicals. It neither farms nor processes agricultural raw mate
rials. For the past several years, Monsanto Central Africa, Inc.,
operating out of Kenya, has spent roughly US$100,OOO per year on
the extension of what it calls the "Minimum Tillage Program."
This program emphasizes the economic importance to small-sc2le
farmers of using a biodegradable chemical weed control system
(based on Roundup, a Monsanto product). The belief behind this
program is that the future of African agriculture lies in better
ing the performance of smallholders and, in so doing, laying the
economic foundation for a growing market for agricultural chemi
cals. In 1983, the total Kenyan market for all chemicals was
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running at $25 million; 75 percent went to the largest farms and
most of this goes to went to 300 large-scale units.

Development Opportunity

The base of the Minimum Tillage Program is ~he extensive
distribution network Monsanto has built in African countries. In
Kenya, for example, there are some 560 villages in which a pri
vate, small-scale, retail outlet exists, serviced by sales per
sonnel (Kenyan) who work for distributors (not Monsanto-owned).
Sales ~eople are trained to demonstrate the tillage program. A
local farmer-customer of the shopkeeper is first brought into the
program. Then, field days are used to encourage replication.
What works is the clear proof that weed control, a very difficult
task, can be exercised in several hours of backpack spraying,
saving literally hundreds of hours of scarce labor, thus overcom
ing labor shortages, erosion, evaporative loss of water, competi
tion from weeds, and decreased productivity. In Kenya alone, in
the first six months of 1983 some 8,000 farmers tried the chemi
cal and changed their practices, with very impressive results.
The program has been utilized for corn and vegetable farms, tea
plantation start-up, canal clean-out in the Republic of the
Sudan, among other applications, and is claimed to be a promising
addition to techniques employed to increase productivity among
small-scale, traditional, low-yield farmers.

PURINA, S.A. DE C.V.
Mexico City, Mexico

Purina, S.A. de C.V., has operated in Mexico for many years.
It is the largest agro-industry in the country. The company em
ploys' 4,000 people, the majority of whom, by company policy,
spend considerable time in the field. It is a matter of pride
that between company staff and a network of 900 dealers and their
employees (all independent enterprises), the system represents
the single largest extension service in Mexico. Purina has a
large investment in Mexico (no data given) but applying a policy
that it considers basic to success, the company does not enter
into production at the farm level, by means of contracts, nucleus
estates, or any other way; all raw material is purchased in the
free market or from government sources. Seventy-five percent of
what Purina buys derives from crop allocations by the government.
Prices are fixed at levels sometimes higher than the price at
which Purina products can bear in the marketplace and sales drop
significantly. This is causing a serious problem for the com
pany, especially in these years of high inflation and constant
devaluation of the peso.
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Development Opportunity

The outreach program of Purina, which over the past several
decades has had a profound impact on the growth of the animal
industry, emphasizc~ instruction and certain kinds of financial
assistance to the chicken farmer, piggery operators, dairy farm
ers, cattle ranchers, and dealers. This constant, nationwide
program, led by a large staff of Ralston technicians and techni
cal sales people, facilitates getting started in the busintss and
operating at increased efficiency. In Mexico, Ralston has long
believed that it is vital to itself and the country to give full
attention to the start-up of large numbers of small-scale produc
ers. To this end, the company has developed a wide variety of
"family packages" that, with credit help, can put in place a
profitable venture with a built-in capability to grow. For exam
ple, a dealer may offer a family twelve to fourteen cage~, one to
three hens ready to lay, and sufficient feed to proceed to first
sales. Generally, the package is provided as a loan to be repaid
after sales begin. At times, the package may be provided free if
Ralston believes that a particular farm has special value as a
demonstration unit. The package is almost ready at the time of
assembly to yield a profit. The dealer and his staff remain as
the local source of technical assistance. This kind of a package
also exists for goats, milch cows, and pigs.

Ralston also operates a scholarship program (forty per year)
for graduates of agricultural technical schools, which pays a
salary for an eight week practical experience on a farm, leading
to a job opportunity. Finally, the company maintains the coun
try's most extensive, intensive, and accurate daily data
gathering system covering animal sales, prices of raw materials,
availabil ity of grain, and other critical information. These
data, as well as all research data relevant to the industry, are
made available to the government (which uses them without
acknowledgment).

SHELL INTERNATIONAL CHEMICAL COMPANY LIMITED
Uboma, Nigeria

For many years, different Shell compJnies around the world
have engaged in a variety of rural technical assistance programs.
One of the most renowned projects involved the rehabilitation of
the Borgo a Mozzana commune in Tuscany, Italy, dating back to
1956. Another example of more recent origin is a program called
"Train the Trainers." In regional seminars, officials who them
selves are engaged in agricultural extension training, receive
roughly two weeks of intensive instruction in farm management and
the safe use of agricultural chemicals. Perhaps the most exten
sive long-range rural development program of all has been going
on in Nigeria since the early 1960s. The basic structure of the
projects in Nigeria arose out of the Borgo experience, and the
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model being used for replication is located in Uboma, about fifty
miles north of Port Harcourt, in what is called the "Oil Palm
Belt" of southeastern Nigeria. As in all Shell projects, the
objectives of the Uboma project are: to improve yields of major
food crops; to improve diet with an emphasis on protein intake;
to increase earnings; and to improve the quality of social ser
vices and infrastructure in the area [46].

Development Cpportunity

The project was sponsored by Shell International and the
Ministry of Agriculture. After an intensive socioeconomic study,
project implementation began in 1964. One Shell agronomist (a
Nigerian) and several assistants were the resident team. The
land area of the project was twenty-five square miles, with six
villages. In 1964, there were some 34,000 people, an increase of
14,000 in ten years. Per capita income was at least 15 percent
below the national average. Farmers were busy six months and
essentially idle six months. There was no off-farm employment.
Infrastructure was very poor. Ten years later, even though ham
pered by the civil war of 1967-1970, Uboma was described by agri
cultural economists from the Universities of Ibadan and Nsukka as
"a revitalized and rapidly developing rural community." Where
rice had never grown, there were 1,600 acres in production, with
one mobile and two stationary rice mills. Where only wild trees
had been harvested, there were 864 acres of improved oil palms.
Twenty-nine acres of fish ponds were productive; 70,000 pineapple
stands planted; 88 acres of irrigated vegetables were under cul
tivation; 15 small poultry and 10 small piggery farms had been
created. There were 17 farmer cooperatives, joined in the Uboma
Farmers Cooperative Union, and most farmers were busy year-round.
In 1978, the project was formally handed over to the local commu
nity and Shell concentrated on two other projects, one in Bonde1
State, started in 1971, and one in Rivers State, started. in 1965
and reactivated in 1971. No data were available on the total cost
of these programs, or on the combined impact of the program on
the sale of Shell agricultural chemicals, or on the means whereby
management was evaluating the payoff. In any event, the benefits
to the people involved in the Uboma are impressive. Nigeria and
other less-developed countries have been provided with a model
form of agricultural rural development for widespread replica-
tion. .

11. MANAGEMENT CONSULTANTS AND INVESTORS

These for-profit enterprises, often arising out of a corpo
rate base of specialized skills and functioning as subsidiaries,
are often called on to put together entire agro-industria1 ven
tures and to manage them under contract. At times, the management
contract is contingent on taking an equity position in the newly
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created company. The Commonwealth Development Corporation (Sec
tion 1 of this chapter) is occasionally in this position. To
further illustrate this category of enterprise, two examples are
given.

• Booker Agriculture International Limited (Worldwide)
• Tate and Lyle Technical Services Limited (Worldwide)

BOOKER AGRICULTURE INTERNATIONAL LIMITED (BA)
London, England

BA is a division of IBEC International (formerly the Inter
n~tional Basic Economy Corporation) with a background of corpor
ate experience in the sugar industry of the United Kingdom. In
its evolution, BA is all example of a profitable consulting and
management services enterprise growing out of an agro-industrial
corporation and then graduaily exp?nding the sale of services be
yon~ the historical limits of the parent company's expertise. The
role SA can play in the development of agribusiness in the Third
World is typified in the case of the Mumias Sugar Company (Chap
ter 3).

At Mumias, BA has carried the full burden of technical and
managerial responsibility. It conducted the agronomic research
basic to a determination of the feasibility of commercial produc
tion of sugar cane. It established relationships with farmers
and government officials prerequisite to effective collaboration
both in the establishment of a sugar mill and in the evolution of
a contract system of cane procurement. It designed and supervised
the construction of the sugar mill. It designed and implemented
training programs for mill labor and for the transfer of cane
growing technology to thousands of small-scale, traditional farm
ers. BA has managed the Mumias Sugar Company, under cuntract,
from the outset of the enterprise. In a country and in a region
lacking in the broad range of skills and experience necessary for
the establishment of complex agribusinesses, BA was able to bring
into play a competent team of professionals to do the job. BA
does this worldwide; the ability to do so in a wide range of
agro-industries is fundamentally what organizations like SA offer
to the development process.

TATE AND LYLE TECHNICAL SERVICES (TL)
London, England

Tate and Lyle Technical Services is a peer of BA (see
above), also with its origins in the sugar industry in the United
Kingdom, and also providing a full range of technical and mana
gerial sp.rvices to investors in agro-industry, worldwide. Most
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recently, TL has joined forces with two other development spe
cialists in England: Masdar, with experience ~n smallholder agri
culture, training, and management 5ystems for integrated rural
development projects; and Mander, kaickes and Marshall, a well
established expert in water reSOl'rce development, infrastructure
design, and construction "'Jrervir.ioll. The three have formed a
consortium called Rural Oeielopment Indonesia, with expectations
of applying themselves worldwide.

An example of the services provided by TL is the role it
played in the establishment of the Royal Swaziland Sugar Corpora
tion (Chapter 4). TL made the initial feasibility study. It then
established the sugar cane plantation. designed and built the
sugar mill, designed and supervised the creation of several com
munities for st~ff, mill workers, and plantation labor. In addi
tion, TL was given the management contract and from its inception
the enterprise has had this form of administration. Finally, it
may be noted that TL holds roughly 9 percent of the ordinary
shares of the corporation.

Development Opportunity

While in no way reflecting a general policy of TL, it is
provocative to note a sharp contrast in the sugar procurement
system of the Royal Swaziland Sugar Corporation when compared to
the Mhlume Sugar Company of Swaziland, and to the Mumias Sugar
Company of Kenya (Chapter 3). Royal Swaziland depends entirely
on cane produced on the corporate plantation. Mhlume reteives 12
to 15 percent of its raw material from 263 farmers resettled from
various parts of Swaziland on land provided by the Commonwealth
Development Corporation (Chapter 4). Mumias obtains 88 percent of
the cane requirements of the sugar mill from 23,000 small-scale
farmers who own their land. These three approaches to securing
cane supplies suggest that a comprehensive comparative study of
sugar mill operations throughout Africa might yield valuable
guidelines to optimizing the rural developm9nt impact of all
types of agribusiness which require extensive areas of land to
satisfy the demands of commercial llrocessing op!'rations.

12. FINANCIAL INSTITUTIONS

This section includes enterprises primarily concerned with
bringing about the establishment of dgro-industrial ventures,
sometimes with loans, sometimes with investment, sometimes with
very soft credit lines, and even with grants, and in some cases
by participating in actual enterprise menagement. In all cases,
these enterprises have a strong corporate policy directing their
resources to ventures that contribute to agricultural and rural
development. In addition to the enterprises described below, the
Commonwealth Development Corporation, described under Section I,
"Nuclear Estates," also functions as a financial institution.
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• Adela Investment Company, S.A. (Latin America)
• qarclays Bank International Limited (Worldwide)
• Chase Manhattan Bank (Central America and Caribbean

Basin)
• Latin American Agribusiness Development Corporation

(Latin America, especially Central America and the
Caribbean Basin)

• Priva~e Investment Company for Asia (Asia)

ADELA INVESTMENT CDMPANY, S.A. (ADELA)
New York, New York

Adela Investment Company, S.A., is a private investment com
pany constituted in 1964 as a Luxembourg corporation, which for
many years had its operating headquarters in Lima, Peru. As of
the end of 1984, there were 290 shareholders from twenty-three
countries. Over the years, Adela has invested, loaned, and lever
aged more than US$2 billion, creating or assisting in the estab
lishment of over 190 ventures, including several smaller-scale
national development organizations with private sector sponsor
ship. Adela has usually invested as a minority partner, with the
intent to divest its shares to local people as enterprises demon
strated their viability. For many years, Adela stood ready to
provide management and technical services, and operated a well
recognized consulting arm known as Adelatec.

Development Opportunity

Adela has stated that its purpose is to foster socioeconomic
progress in Latin America by stimulating private enterprise
through providing development services, technology, and financ
ing, including equity as a minority investor, to viable new proj
ects and for the expansion of existing enterprises.

In many ways, Adela in its original form and statement was a
private sector version of a development institution for Latin
America in the image of the role of the Commonwealth Development
Corporation (Section 1) in the countries of the former Common
wealth. In 1964 Adela was announced as a pioneering venture, with
support from private enterprise allover the world, and during
the next decade of growth, Adela'roused an enormous amount of ex
citement and attention. Its influence and intervention became
pervasive. Then, for reasons that are unclear, but surely par
tially due to the economic turbulence of the 1980s, Adela entered
into a troubled time. Its portfolio is large. For the moment, it
seems that Adela is in a holding rather than an active pattern.
Ade 1a is obv ;ous1y a ri ch source of experi ence for those concel'n
ed with the role of the private sector in development.
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BARCLAVS BANK INTERNATIONAL LIMITED
BARCLAVS INTERNATIONAL DEVELOPMENT FUND (BIDF)
London, England

Barclays International Development Fund was established in
1970, with the intention of filling a gap in the provision of
assistance to projects that fall between the categories of pure
aid and commercial finance. There are two main classes of proj
ects that qualify for support: practical development projects
and research studies. Some projects have a mix of development and
research objectives. The fund has been built up over the years
by an allocation from after-tax profits of the parent bank, and
funds have been allocated in amounts varying between £50 and
£50,000. A mixture of financial methods can be used to service a
project: equity participation, which provides ris~ capital for
entrepreneurs who may later buyout BIDF equity at a reasonable
rate; interest-bearing loans, for varying lengths of time and
varying interest; interest-free loans, for varying times; and
grants.

Development Opportunity

Throughout the Third World, indeed even throughout the so
called "developed countries," there are innumerable situations
where the incipient stages of commercialization of agriculture,
industry, and commerce are constrained from further development
by a lack of tangible security to facilitate borrowing or by a
judgment that risk is too high. Vet, until the bottlenecks to
risk capital are broken. the underpinning of the economy at spe
cific sites cannot be strengthened and built upon. and cannot at
tract more and larger inputs of capital. Banks have always played
a key role in investment financing. but rarely h63 a bank risked
its own money. derived from the profit of the organization. to
stim~late the early st3ges of growth in the productive sector of
le$s-developed nations. as Barclays is doing. As a model. BIDF
would se6m to be an intriguing prototype for replication. not
only by banks, but also by private sector industry and commerce.

It may be noted that BIDF tends to apply its funds in coun
tries where Barclays is represented. As stated in private corre
spondence. "BIDF relies heavily on the 'good offices ' of its
local bank branches to keep in close touch with administration of
a project's finances." In its literature. BIDF goes on to say
that development projects are favored where the initial contribu
tion generates a situation for continuing development. leading in
due course to a healthy cash flow and normal finance arrange
ments. In addition. no conditions about an ongoing relationship
with the Barclays Group are tied to BIDF support [47].
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CHASE MANHATTAN BANK (CHASE)
Panama

Chase Manhattan Bank began its cattle credit program in
Panama in 1950. At the time it was a pioneering venture for the
bank and very quickly caused Chase to change its credit policy,
with a return to what many might call "old-fashioned" methods of
determining whether or not a loan was to be made, for example,
loans based on the personal merits or apparent managerial ability
of the borrower, the productive capacity of the operation, and
the purpose of the loan. Further, the necessity to adapt tradi
tio~a1 collateral demands to the realities of ranching in rural
Panama forced Ghase to employ a technical intermediary, a staff
member who knew cattle, who could speak English and Spanish, and
who was well trained in banking procedures and financial manage
ment. The early problems of Chase and a detailed description of
how they were solved may be found in Agribusiness Worldwide,
August-September, 1980 [48].

Development Opportunity

This is clearly a case where a decision by one enterprise,
Chase, literally revolutionized the cattle industry and the rural
areas where the bank has operated for over thirty-five years.
During this time, Chase has loaned cattle ranchers roughly US$200
million and has only written off about $115,000. Panama switched
in this time from being a net importer of beef and beef animals
to becoming a major exporter. The number of animals held by Chase
clients has increased by a factor of four. Chase itself has grown
from its original branch in David to a total of six branches in
the region; sixteen other banks have become involved. The region
al economy in total displays a healthy vigor, even to the point
where some claim that people who left the rural area years ago
are beginning to return.

The Cha',e Panama experience is one of a number of instances
around the world where a private bank was the first to perceive a
long-range need, a way to meet it, and the pioneering role that a
financial institution can play in creating a market for its own
services within the context of basic rural development. Because
the powerful force for change contained within the banking system
of the world has not generally been focused on direct action in
rural development, the Chase experience is of considerable impor
tance as a contribution to methodology that might encourage
greater involvement in the future.
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LATIN AMERICAN AGRIBUSINESS DEVELOPMENT
CORPORATION (L.AAD)

Coral Gables, Florida

The Latin American Agrihusiness Development Corporation is a
private investment and development enterprise, established early
in 1970. Sixteen corporations, including five banks and the
Adela Investment Company (see first case this section), share an
equity of roughly US$5 million. The financial capability of LAAD
is supported by a loan of $20 million from USAID, which in 1984
was expected to increa3e to about $24 million. Currently, LAAD
has a role in over 200 enterprises, largely in Central America
and the Caribbean Basin.

Development Opportunity

LAAD does not relate directly to the producers (farmers,
fishermen, or others) or to rural de'lelopment. However, in 1ight
of size and staff capability, LAAD feels that it can and does
fulfill its development responsibility by working to expand and
strengthen existing agribusinesses that do interact with rural
people. Indeed, in recent years, LAAD includes in its project ap
proval process an emphasis on enterprises that expand and make
more secure the marketing of produce from small-scale farmers.
Examples of such financing choices, which are briefly described
in this chapter are: Alimentos Congela~os in Guatemala (Sec
tion 3); Leche y Derivados, S.A. in Honduras (Section 2); and
Southland Frozen Foods in the Dominican Republic (Section 3).
Most of LAAD's participation is by means of loans. The actual and
potential impact of LAAD on either national economies or rural
development is a question impossible to answer in quantitative
terms, without further detailed study.

PRIVATE INVESTMENT COMPANY FOR ASIA (PICA)
Singapore

PICA is a development finance and banking institution, that
concentrates its attention primarily on Southeast Asia. Equity
participation by a group of Japanese, European, and U.S. inves
tors is in the magnitude of US$30 million. PICA provides finan
cial assistance for the establishment of new enterprises and for
the expansion and diversification of existing companies. Financ
ing may include both equity and loan capital. PICA also provides
advisory and consulting services. Unlike the Latin American Agri
business Development Corporation, PICA intervention includes but
is not restricted to agribusiness. PICA and LAAD are contempo
raries; both have arisen out of a burst of interest and activi
ty in the promotion of private sector investment in the Third
World during the late 1960s.
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13. BASIC DEVELOPMENT ENTERPRISES

These are enterprises that create the bases for establishing
improved agricultural and rural development in the mode of self
sufficiency, sound business practice, and human development.
They tend to emphasize participation by small-scale farmers and
serve as models for agro-industrial enterprises that may choose
to become deeply involved in rural development outreach programs.

•
•
•
•
•
•
•
•

Alumina Partners of Jamaica Ltd. (Caribbean Basin)
Consultores Del Campo, A.C. (Middle America)
Fundacion Chile (South America)
Instituto para el Desarrollo Rural Integral Autosufici
ente, S.C. (Middle America)
ITT/Institute of Cultural Affairs (Nigeria and Korea)
LAMCO/Partnership for Productivity (West Africa)
Massey-Ferguson Limited (Worldwide)
Technoserve, Inc. (Worldwide, concentration in Africa
and Latin America)

ALUMINA PARTNERS OF JAMAICA LTD. (ALP'\~T)

Nain, Jamaica

Alumina Partners of Jamaica Ltd., is a joint venture of
Anaconda Jamaica, Inc., Kaiser Jamaica Corporation, and Reynolds
Jamaica Alumina Ltd., for the extraction of alumina from bauxite.
Alpart Farms is a subsidiary that carries out six projects.

1. Land rehabilitation, in which mined-out land is brought
back to its former or to a higher level of agricultural
produ,-tivity.

2. Land resettlement, wherein residents who sell their land
to Alpart for mining are moved to what is usually better
quality land, several times larger than they formerly
owned, and which is provided with a house of approximate
ly the same size and of superior construction to the one
left behind. These farmers are provided with technical
assistance by Alpart Farms staff.

3. Cattle feedlot at Nain.
4. Cattle feedlot at Friendship.
5. Dairy farm at Pepper.
6. Research particularly as it relates to the use of local

agricultural by-products for livestock feeds.
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Development Opportunity

The A1part venture was put together in 1966; start-up of
operations began in 1969. As with the LAMCO case (see below,
same section), A1part and other mining and hydroelectric proj
ects, and often an industrial complex associated with one or the
other, create unique and rich opportunities for agricultural and
rural development to take place around the peripheries of the
enterprises. Because many such ventures are sited in remote
areas, often with no preexisting infrastructure and little popu
lation concentration, the core wealth-producing activity becomes
the center of developmental responsibility, whether or not this
responsibility is expressed functionally in the corporate struc
ture. As a general observation, large-scale mining and power gen
eration projects, except for the creation of infrastructure and a
community for employees, have not demonstrated either leadership
or creativity in extending the benefits of their presence around
their sites; nor have governments capitalized fully on these in
vestments. Considering the large number of such ventures scat
tered throughout the world, a great challenge and a marvelous
opportunity are "out there" to be faced [49].

CONSULTORES DEL CAMPO, A.C. (CONSULTORES)
Patzcuaro, Mexico

Consu1tores Del Campo, A.C., is a nonprofit subsidiary of
Farm Centers International, Inc., a nonprofit rural development
enterprise based in San Francisco. This project is included de
spite its nonprofit status because it can so vividly illustrate
the profit inherent in financing simple, practical, on-farm im
provements among traditional farmers, using low-cost, face-to
face methods, and thus laying the groundwork for more rapid de
velopment in a free-enterprise, self-sufficient mode.

Development Opportunity

Consu1tores began activities in 1977, as an outgrowth of
lessons learned by Farm Centers International during another
rural development program in an area not far from P&tzcuaro,
which ran from 1964 to 1976. The first program was successful but
depended "too much on outsiders." Consu1tores works directly with
the farmers, using as a base other farmers who have been trained
to be technicians and local extensionists. The staff of Consu1
tores are the trainers; the local technicians are the heart of
the day-to-day operations. Activities are directed at existing,
known problems of direct concern to income results. For example,
in the course of a single year, technicians work on field mouse
control (the dominant source of crop loss in the area), grafting
of fruit trees, pest control in the corn fields, disinfecting at
tics, rat control before corn storage, requeening of bee hives,
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fertilization of corn, and canning of fruit, among a host of
other interrelated activities. From the results of rodent and in
sect control alone, between 1977 and 1981 the value added to crop
production was over US$3 million. Investment in this project was
only US$136,OOO, and over 4,000 farmers benefited. To this may be
added the data reflecting an average increase in net return of
US$2,420 from ten acres of corn, when new practices (including
pest control) are followed.

Consultores is in many ways typical of thousands of inspira
tional grass-roots projects around the world. But neither the
private sector nor the public sector (including international aid
institutions) have capitalized on these efforts to build upon
t~cir results and to multiply their impact.

FUNDAC10N CHILE
Santiago, Chile

The Fundacion Chile is a unique joint venture between Inter
national Telephone and Telegraph Corporation (ITT) and the gov
ernment of Chile. The investment made by ITT resulted from an
agreement reached in 1974 between the corporation and the govern
ment regarding settlement of property expropriated by a previous
regime. Fundacion Chile is a nonprofit organization providing
technical assistance to private industries and government agen
cies in the food sector.

Development Opportunity

It is to be hoped that the circumstances under which ITT
decided to help create Fundacion Chile will not often be repeat
ed. Nonetheless, what took place satisfied a need rarely met in
the structure and management of industrial development institu
tions around the world, namely, the need to bring private enter
prise and the public sector together in promoting profit-making
agro-industries that are soundly conceived and that meet both in
vestor and national objectives. The work of Fundaci6n Chile needs
to be evaluated very carefully. If the payoff is as great as
might be anticipated, then the Fundaci6n might well serve as a
model for private investors everywhere, and as a stimulant to
seek means of attracting joint-venture capital acceptable to both
partners.

The Fundacion leans heavily on a variety of advisory boards
comprised of local business people, their customers, and members
of government agencies who meet with Fundaci6n staff. In terms
of its mandate to concentrate on the food sector of the economy,
the technology departments of the Fundaci6n are organized by con
ventional sectors of the industry (fruits and vegetables, grains,
dairy products, and marine resources). All departments bring
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their expertise together with private sector participation in
engineering, manufacturing, marketing, and business development.

INSTITUTO PARA EL DESARROLLO RURAL
INTEGRAL AUTOSUFICIENTE, S,C. (DRIA)

Queretero, Mexico

DRIA is an independent, nonprofit organization, formerly a
subsidiary of Ingenieros Civiles Asociados, S.A. (ICA), a diver
sified, wholly Mexican-owned civil engineering and manufacturing
corporation. DRIA, legally established in January 1985, is a di
rect outgrowth of Coordinacion Rural, A.C. (CRAC), a nonprofit
subsidiary of ICA created in 1969 to initiate a national inte
grated rural development program. Between 19~9 and the end of
1984, ICA invested over US$6 million in the evolution of CRAC
methodology. After fifteen years of support, the board of direc
tors of ICA made the judgment that the success of CRAC made it
timely for the staff of the latter to move forward into the fu
ture as an independent institution and DRIA was establi~hed for
the purpose.

Development Opportunity

DRIA methodology is based on four interconnected and vital
processes: organization, training, and participation of local
people; increasing net income from agricultural practices; in
vestment in new local businesses and broadening the base of local
ownership in this productive capital; and focusing newly created
economic gain on the enhancement of personal, family, and commu
nity life. These processes flow together to generate economic
self-sufficiency, even as they encourage change to occur in har
mony with local needs and values. Based on principles of broad
capital ownership, the methodology has proven to be flexible and
adaptable to a wide variety of environments.

DRIA operates under conditions of national policy &nd land
tenure that do not encourage a direct adaptation of the nucleus
estate methodology widely used in Africa and Asia, but that do
permit the physical and human resources of small-scale farmers to
be aggregated under management into competitive, diversified,
profit-making productive systems. A detailed description of the
rural development methodology can be found in the publication,
TECHNOS [50].
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ITT/INSTITUTE OF CULTURAL AFFAIRS
Ijede, Nigeria

In 1978, International Telephone and Telegraph Corporation
(ITT) provided a three-year, $600,000 grant to the Institute of
Cultural Affairs (ICA), based in Chicago but with a network of
rural development projects allover the Third World, to help fund
two rural human development projects, one in Nigeria, the other
in Korea. When the grant was announced, ITT noted: "ITT believes
a new form of corporate responsibility is called for to improve
the quality and meaning of peo~lcs' lives around the world. The
adoption of the villages will provide assistance for their own
self-development effort" [51].

Implementation of projects was assigned to ICA because of
its extensive and unique experience in stimulating the first
stages of change among traditional people and then building par
ticipation by the people to the end of self-sufficiency. ICA is
one of the largest private voluntary organizations in the world,
operating in the United States and internationally with a core of
several hundred full-time members of the staff (who receive a
stipend of the same order of magnitude as the Peace Corps) and
volunteers from allover the world who may number into the thou
sands at any moment in time. As part of the overall plan of work
designed by both ITT and ICA, ITT personnel volunteered in as
sisting villagers in the economic and social development programs
undertak~n.

Development Opportunity

This case of corporate involvement in rural development is
included in this preliminary inventory of private sector action
because it demonstrates the vital importance of building a socie
tal structure of thou~ht, values, and activities that will sup
port the growth of a system of free, private enterprise. As re
ported in Enterprise and Development, in Nigeria the results may
be summarized as fvllows.

Four industries have been created in Ijede: a sew
ing factory, a motorized fishing fleet, a poultry in
dustry, and a community farm. New construction includ
ed 17 community buildings and 123 private residences;
533 people have be~n involved in 26 training programs.
Five preschools have 112 three- to five-year olds en
rolled. Nineteen healthcare workers have been trained
to combat dehydration, diarrhea, malaria, and malnutri
tion, as well as to immunize for measles, tetanus, po
lio, and smallpox [51].
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LIBERIAN AMERICAN MINERALS COMPANY (LAMCO)/
PARTNERSHIP FOR PRODUCTIVITY (PfP)

Yekepa, Liberia

LAMCO is a joint venture of several Swedish industrial en
terprises, Bethlehem Steel Corporation, and the Liberian govern
ment. It was created in 1955 after the discovery of iron ore;
open-pit mining began in 1963. When operations began, the commu
nity nearest the mine consisted of five thatched huts. LAMCO
created IIYekels Town" or Yekepa, named after one of the original
inhabitants. The natives were subsistence farmers. There was no
cash economy. Over the next decade, LAMCO invested millions of
dollars in the mine and the infrastructure to support it, includ
ing a 167-mile railroad to Buchanan, where it also built a new
deep-water harbor, and a pelletizing plant. During this time,
Yekepa grew into the third largest city in Liberia, with a popu
lation of 18,000, and had also become a classical "company town,"
with total dependency on LAMCO.

Development Opportunity

In 1970, LAMeD decided that it must transfer responsibility
for the social and economic affairs ~f Yekepa to the people, and
at the same time initiate a program to ensure that Yekepa would
continue as a viable community after the iron ore is depleted
early in the twenty-first century. The company tried for three
years, by providing capital, loans, and technical assistance, to
transfer ownership and management control of a group of service
industries. This did not work. LAMCO then reached out for a de
velopment organization with the necessary skills to take on the
task of integrated development and chose Partnership for Produc
tivity, a Washington-based nonprofit enterprise.

During the ten years of its association with LAMCO and
Yekepa, PfP has demonstrated remarkable success. During this
time, PfP has created 55 new enterprises and 750 nonmining jobs,
including a local transportation system, a woodworking company, a
forestry and sawmilling enterprise, a hotel and restaurant, a
poultry farm, a tailoring shop, among many others that are gradu
ally fitting into a dynamic, interactive socioeconomic growth
pattern. PfP has created an appropriate technology development
center, and most importantly, it has set up a demonstration and
training farm seeking to diversify and expand the sources of pri
mary wealth of critical importance to the future. Forty-five per
cent of PfP1s total effort in Yekepa ;s now devoted to accelerat
ing the growth of the agricultural sector of the area economy.
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MASSEY-FERGUSON LIMITED
Toronto, Canada

Massey-Ferguson Limited supports the Developing Countries
Farm Radio Network to help solve the world food problem. The pro
gram provides to communicators throughout the Third World pack
ages of farm broadcast materials, such as scripts, cassettes, and
reel-to-reel tapes, aimed at helping grass-roots farmers increase
food supplies and achieve self-sufficiency. This activity links
about 300 farm broadcast programs in over eighty countries,
reaching an audience of an estimated 100 million people. The no
tice of this program in the March 1982 issue of Enterprise and
Develobment, did not indicate either the Massey investment or the
means y which the company has measured and evaluated the devel
opment impact traceable to the broadcast package [52J. The
methodology is provocative in its implications for a universal
question in development: How can information be brought inex
pensively and continuously to large numbers of rural people?

TECHNOSERVE, INC.
Norwalk, Connecticut

Technoserve, Inc., was established in 1968 as a nonprofit
development enterprise, and is included because of its purpose
and the manner of its work. To quote from a corporate report,

It is the purpose of Technoserve to promote in the
developing areas of the world, the establishment of
viable commercial and industrial enterprises which will
most directly meet the needs of low income groups for
economic well-being and an improved standard of living;
to encourage and respond to local initiative; to pro
vide technical and managerial training; and to function
as a catalyst in bringiny together the necessary finan
cial support essential to the developnJent of small en
terprises, not excluding those of a high risk nature
[53].

Development Opportunity

Technos~rve refers to its methodology as "self-help enter
prise." It reacts to requests by local entrepreneurs or local
development agencies, public or private. No cash grants or gifts
are accepted. Every business assisted is expected to reimburse
the cost of help provided, out of future profits. Technoserve
provides experienced managers during start-up and helps train
their replacements., ·Rarely is Technoserve able to offer direct
financial assistanfe, but it does help find capital. More than
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most enterprises in the category of llprivate voluntary organiza
tions" (PVOs), Technoserve has led the way in demonstrating to
governments the validity of private, profit-making, well-managed
business (in corporate or cooperative structures) in accelerating
development all along the food chain.

Dy the end of 1983 Technoserve had given assistance during
the year to 150 projects, to the benefit of roughly 600,000 peo
ple. The corporation maintains offices in El Salvador, Ghana,
Kenya, Panama, Peru, and Zaire (a recent decision closed the of
fice in Nicaragua). Of the global staff of 110, most are nation
als of the country in which they work. Funding for Technoserve
derives from the following sources, as reported at the end of
1982: USAID, 59 percent; churches, 10 percent; host country in
stitutions, 10 percent; project fees, 11 percent; corporations
and individuals, 6 percent; foundations, 2 percent; and, 2 per
cent from a variety of other donors. A current drive to increase
corporate support is meeting with some success [53].
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14
Optimizing the Role of
the Private Sector in the Agricultural
and Rural Development of LDes:
Policy Recommendations
Ruth Karen

The successful agribusiness enterprises in developing coun
tries investigated in this study have four major actors.

1. The small-scale farmer who wdnts to move from subsistence
agriculture into an active role in the market economy,
and is ready to transcend traditional constraints to cre
ate socioeconomic conditions that offer greater opportun
ities for him and his family.

2. The company--foreign, domestic. or joint venture--that
envisions the opportunity, takes the risk, and transfers
the required technology in all facets of the undertaking
(referred to as "the parent company").

3. The government of the country in whicl] the enterprise is
located (refe~l'ed to as "t:le host government"). which
promulgates the laws and regulations that directly affect
the enterprise, provides and supports a range of institu
tions with which the enterprise necessarily interacts,
Jn1 at times participates in the equity of an agri
business enterprise.

4. The industrial country in which the parent company is
based, which interacts both with the host government and
with the operating enterprise in a number of ways. In
this study that industrial country is described as "the
donor country," and usually refers either to the United
States or Great Britain.

These four actors arE inextricably involved in a complex and
subtle play. Though the farmers are essentially reactiv~ rather
than proactive, and at the threshold of a development program
tend to be locked into their traditional style of life, they
nonetheless have the key role. Whatever policies and projects
are developed by companies, host gov~rnments, and donor coun
tries, success in rural areas depenv~ upon the understanding,
acceptance, and response of the fan:-f:rs, their families, and
their communities.

Response is the key word. Rural peopl/:! in th~ Third Wor'ld
do not make policy; they respond to it. and c~n make or break
pol icy implementation. Pol ides ,,:onc" , n(;d with transfers of
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capital and technology, trade, the building of physical infra
structure, schooling, health, transportation and communication,
investment, law and order, prices, and the myriad of other ele
ments interacting to make rural life more or less tolerable, more
or less free and dignified, more or less vivacious and hopeful,
almost always are designed in centers of power outside the rural
area.

Therefore, the policy recommendations are directed to com
panies, host governments, and donor countries. However, the rec
ommendations are intended to go beyond the objective of facili
tating the growth of investment in agribusiness to the more in
clusive goal of utilizing the private sector presence in rural
areas to gain a r0nstructive response from small-scale farmers;
to help these farmers and their families understand, value, and
inculcate the process of change as an instrument of progress; to
accelerate agricultural and rural development so that rural peo
ple can become better fed and housed, healthier, better educated,
and wealthier, as well as more self-sufficient and responsible
participants in the life and growth of their countries.

POLICY RECOMMENDATIONS

TO COMPANIES

The assumption here is that the paramount company goal con
sists of maximizing profit potential, minimizing risk, and
achieving a satisfactory return on investment. The research
shows that although some trade-offs come into play in all three
elements of the company goal, crganizing small-scale farmers
around a corporate core achieves a satisfactory bottom line more
quickly than any alternative form of production organization.
Illustratively, the case history of an agribusiness enterprise in
Thailand (pig raising, Chapter 7) reports a return on investment
(ROI) with four dimellsions.

1. The first dimension is a financial ROI that begins the
very first year of operation. Tactically, the company
considers the first five years of each project the devel
opmental phase, after which the training and direct
supervisory functions of the company are attenuated.

2. The second dimension of the company's ROI comes into play
at that stage when the company encourages the farmers to
manage their own affairs via a board of directors made up
of selected farmers, with the company assuming an advis
ory role, compensated by a management contract.

3. The third dimension, operative throughout both processes,
is the company providing inputs such as feed and breeding
stock, at a reasonable profit, and doing the processing
and marketing at a reasonable profit.
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4. The fourth dimension is in the long term. The company
sees the college-educated children of these prosperous
farmers managing their own family farms, with minimal
outside services in either technology or management, and
at the same time beccming increasingly better customers
for the company's products, and sources of supply for
the company's processing and marketing activity.

A U.S.-based company operating in the Dominican Republic
(Chapter 10), without the integrated structure of the Thai com
pany cited above, also reported a satisfactory ROI the first
year, and full recovery of invested capital wit~in three years.
It should be noted, however, that both cases involve crops with
short production periods and, in the case of the Dominican
Republic, the special advantage of duty-free access to the U.S.
market. For tree crops and other crops with a longer cultivation
and production cycle, the calculations for a satisfactory ROI
would necessarily involve a different time frame.

For enterprises such as Agro Industrias C. por A., in the
Dominican Republic (melons and vegetables for the U.S. winter
market), the financial and operational policy implications are
c1ea r.

1. Hands-on commitment and involvement at the managerial
level, the technical level, and the field supervision
level are essential for success. Given these three in
gredients, a relatively modest scale of operations can
produce a net profit on sales during the first year, and
a respectable return on investment, including full re
covery of capital, within two to three years.

2. This applies even when there is on-site competition for
the farmers I output.

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

4. Transportation is a major cost consideration, and avail
able options have to be a~~'j:~j carefully.

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

6. From a sociopolitical point c view, in any operation de
signed for the long term it i3 advisable for a company,
particularly a foreign company, not to own land. If
landholdings are needed for pilot projects or a nuclear
estate, the land should be leased. From a sociopolitical
perspective, as well as a productive one, the most desir
able arrangement is to work with producer farmers who own
their own land and work it largely with their own family
members.
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In the Philippines, the San Miguel Corporation (Chapter 9),
a company with integrated operations in a wide range of food
products, reports an ROlon its corn seed enterprise that spills
over strategically into other aspects of company operations.
Working directly with small-scale farmers represents a range of
business opportunities that strengthen vertical integration of
company products and provide a synergetic horizontal extension of
product lines for the domestic market as well ~s for export.

A carefully structured outreach program that involves tech
nical support in a number of ways, and includes social activities
and contr:~utions to community concerns, formulated on the basis
of an ongoing dialogue with relevant community groups, has di rect
bottom-line results. It helps to create markets for company prod
ucts; it serves as an innovative aspect of advertising; it a11e
vietes, or even eliminates, 1aw-and-order problems for company
activities; and it creates a relationship with producers that
represents a potential for additional profitable activities.

Whereas companies, in their feasibility studies for agri
business ventures in developing countries, have corporate
specific strategies to determine the suitability of soil, cli
mate, water, transportation, and appropriate financing mecha
nisms, useful policy implications generally emerge from the case
histories in the areas of marketing relationships with farmer
producers, management, and macroeconomic aspects of the enter
prise.

Marketi ng

Vertical integration works best. Thus, the San Miguel
Corporation, with an internally integrated market for its corn
seed enterprise, reports a four-pronged result: a stable quality
supply for its feed operations and its downstream animal prod
ucts; a stronger market for its other product lines, with result
ing better profitability; an increased market share of corn seed;
and a return on investment of 20 percent on funds employed, which
includes amortization of research and development activities.
The company's market share of corn seed was 24 percent in 1983;
targets are 33 percent for 1984, 44 percent for 1985, and
50 percent-plus thereafter.

In Turkey, Pinar (Chapter 5), a milk-processing operation
based in Izmir on the Aegean coast, developed a range of consumer
products with which it successfully penetrated the domestic mar
ket nationwide, as well as developing an export market, primarily
to the Middle East. In the Sudan, Haggar Ltd. (Chapter 6), notes
that the payback for its tobacco operations is immediate, because
it is vertically integrated in the production of blended ciga
rettes, which the company itself manufactures and sells. In con
trast, the payback for the company's coffee and tea operations
not only takes longer, because of the nature of the crop, but
also requires volume or processing facilities for added value.
The company points out that the highest payoff is obtained when
coffee and tea operations are extended to include packaging and
reta il i ng.

t
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Company Relationships With Farmer-producers

Farmer loyalty is vital. The secret of success in this
relationship is stated succinctly by an executive of Adams Inter
national's operation in Thailand: "You have to deal with the
farmer not only as a producer, but as a person." The multifacet
ed nature of this process is further spelled out by the manager
of Pinar, who couches his recommendations in corporate-specific
terms that nevertheless are applicable to all agribusiness under
takings in developing countries.

Our company is aware of the fact that its own suc
cess depends not only on the increased population of
milch cows it can induce and the higher yield and qual
ity of milk it can help farmers produce. It knows that
in Turkey, for small farmers, an economically viable
and developmentally desirable farm requires an appro
priate mix of livestock Dnd crops, with a balance of
food and cash crops. It knows, as well, that achieving
this mix and this balance calls for sociopolitical and
cultural skills as well as economic organization and
technical expertise.

Current plans call for a broad and diversified pro
duction base that would provide a market, and act as a
technology transfer agent, for such integrated develop
ment.

What should probably be added to the company's plans
is ~ systematic effort to broaden its existing equity
base to include among its shareholders as many farmer
cooperatives and individual small farmers as is feasi
ble, given economic realities.

As an operational matter, establishing a satisfactory ongo
ing relationship with its producers requires that the company
offer not only a fair purchasing contract, but an appropriate mix
of four add~tional contributions to the farmer's welfare.

First, competent, dependable, corporate extension services
must be established that are responsible not only to the farmer's
production needs but also to other needs that involve activities
important to the farmer's economic base. This means that the ex
tension agents give the farmers wh~tever help they can in the
cultivation of crops or the raising of livestock even though such
help does not represent a source of direct income for the com
pany. It is vital, in this context, for the company to encourage
a balanced use of land by the farmer. This means a division be
tween food crop£ and cash crops that adequately meets the direct
needs of both the company and of the farmer and his family. Typ
ically, with small farmers in developing countries, this balance
is tantamount to having no more than one-third to one-half of the
farmer's land devoted to the market crop, with the remainder al
located to food crops for family consumption or for sale to the
local market. An important fringe benefit of this arrangement is
that the company/farmer relationship does not result in er.onomic
dependencies with explosive sociopo\itical overtones.
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Second, as fJr as corporate resources permit, the social
environment of the farmer and his family should be improved and
enhanced. This includes, but is not limited to, sports, health,
education, and access to appropriate consumer goods.

Third, the company should act as a catalyst between the
farmer and existing government institutions designed to serve the
farmer. In most developing countries, competent bl'idge building
is required between small-scale farmers and their needs and the
bureaucracies intended to serve these needs.

Fourth, the company should assist farmers, in locally appro
priate ways, to structure and strengthen their own organizations,
and organizations involving their families and communities.
Hindustan Lever Ltd. (a subsidiary of Unilever, Chapter 2), oper
ating in the district of Etah, state of Uttar Pradesh, one of the
least developed regions of India, has formulated "Ten Command
ments for Rural Development," which, with relevant modifications
and alterations, are applicable in any less-developed country
(LDC). These "commandments" are noted in Chapter 2 but because
of their general importance are repeated here both for emphasis
and for the convenience of readers.

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

2. Assure that plans are generated at the grass roots by the
farmers themselves. There is an initial hesitation by
the farmers to make such plans, but the resistance can be
broken down by supervisors who know their business and
their communities, and by management trainees who actual
ly live in the villages. Both the supervisors and the
management trainees have to establish the kind of rela
tionship with the farmer in which they can say "no" as
well as "yes" and still retain the respect and trust of
the villagers.

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

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

5. Build a viable communications system, both physical and
people-to-people. This includes roads that are accessi
ble throughout the year, and every form of transporta
tion.

6. Upgrade agricultural practices. This involves everything
from water management to crop rotation; from seed im
provement to livestock care.
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7. Introduce animal husbandry, not as a replacement for ex
isting cultivation of food or cash crops, but as a viable
secondary occupation for the farm family.

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

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

10. Help to build health and educational infrastructure.

Management

At the top level of the enterprise, the company, wherever
based, must reach for the best management--not the best it can
spare, but the best it can muster. This applies to both execu
tive and technical staffing. It is important to recognize that
"the best," in this context, has to be defined in a way that ex
ceeds narrow, or even broad-gouged, expertise. At the executiv~

side, the top manager must not only know his product and his mar
ket, but must be sensitive to people in their social and cultural
context. On the techni ca 1 side, crop knowl edge and pe')pl e knowl
edge are pragmatically intertwined and equally impor:ant. The
history of agribusiness companies in developing count. ies is re
plete with problems--and some outright failures--creatrd by exec
utives with unquestionable technical and managerial expertise who
failed to relate effectively to the people in the undertaking's
host country environment.

When the company is a foreign company, it is also advisable
to work as assiduously as feasible toward the goal of replacing
foreign management with local management. Syst~matic and
thoughtful recruiting and training programs designeu to achieve
this goal are a major ingredient in the success of the enterprise
over the long term.

For all companies, whether foreign or domestic, people con
tact works best when it is closest to the peer level. For exam
ple, one company discovered that for its hands-on extension ser
vices to farmer-producers, a team of local graduates from agri
cultural institutions did not work out. What did work was a
system of recruiting extension agents from the farm families
themselves and giving these best and brightest farmers the tech
nical and administrative training they needed to become effective
and respected extension agents.

At a more senior level of peer relationship, companies have
found that local research and d,!velopmert is conducted most ef
fectively when host-country technical Bnd professional people,
and indeed, mon! adventurous and expt::-;:nent-minded farmers, are
involved in th,- p"ocess as soon as feasible.

The Macroeconomic Area

In the macroeconomic area, sllccessful agribusiness enter
prises produce visible economic and social results. These

,
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penetrate the community both horizontally and vertically in
measurable developmental terms. This enhances the image of the
private sector in general and, where applicable, multinational
corporations in particular, and validates their role as
important engines of growth. In most developing countries, such
image enhancement is important. In some, it is crucial.

Another macroeconomic consideration is the fact that suc
cessful agribusiness enterprises involving small-scale far~:rs in
the developing countries substantially raise the purchasing power
of those farm families. There are today approximately 1 billion
small-scale farmers in the developing world. If, by way of the
simplest of calculations, the income of all these farmers were
raised by only US$100 per year, the stimulative effect on the
global economy would be staggering, with multiplier effects not
only for agricultural output, but for manufactured goods and ser
vices as well, both in the developing countries and in the indus
trialized world.

TO THE HOST COUNTRY

Almost without exception, political leaders in host coun
tries today recognize the importance of agricultural development.
Indeed, agriculture is, and always has been, the key to economi~

development. No country in human history, with the exception of
a few merchant or military city-states, bas ever prospered ~nd

built a sound economy without a solid agricultural base.
The problem is that while the importance of agriculture is

clearly recognized, mo~t host countries are at least baffled, and
more often overwhelmed, by the magnitude, the complexity, and the
political problems involved in carrying forward an effective,
sustained program of agricultural development. There is no doubt
that sound agricultural policies are difficult to develop and
carry out. The time span required to put into place an appropri
ate land/people balance; to make credit and necessary inputs
available to the grower; to ronstruct storage, processing and
marketing capacity; and eSI 11y to set in motion organized,
self-sustaining rural deve: 1 It systems acceptable to rural
people is far longer than to. usual time span of a political
officeholder. In addition, carrying out a sound, meaningful
agricultural policy calls for changes that by their very nature
shake up traditional social and management patterns, with the
result that changes are fiercely resisted. This is true in in
dustrialized as well as in developing countries, as even current
EEC and U.S. policies demonstrate.

The problems host countries need to address most urgently
fall into ten categories.
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Food Policies That Have an Urban Bias

Food policies with a persistent urban bias may have short
term pol itical payoff, but are clearly counterproductive in the
long run. They slight agricultural producers, undercut produc
tion, and motivate mass population movements from country to
city, creating in the process the socially explosive slums that
bedevil almost every host country.

The clearest manifestation of this urban bias is price
policy, with governments using a range of price-setting mecha
nisms to keep producer prices low, sometimes even below cost. An
illustrative example, with counterparts in every host country. is
the support price of cotton in Turkey. That price was set at
TL70 (in 1983) when the market price was TL150.

Agricultural Taxation

In most host countries, the b~as against farmer-producers
manifest in pricing policies is equJlly prevalent in taxation
pol icies. Agricultural output is taxed at too high a rate. a
policy that extends even to such measures--clearly counterproduc
tive from a macroeconomic viewpoint--as levying substantial taxes
on agricultural exports and on imports required for optimum out
put in the agribusiness sector.

Exchange Rates and Exchange Rate Controls

In many hosL countries, exchange rates that overvalue the
local currency are maintained, often for image concerns that have
no reaiistic economic base. These currency value distortions are
partil.::ularly harmful to farmers producing for export. A recent
example of a reasonable policy in this area, leading to produc
tive results, was a policy implemented by the Dominican Republic.
which introduced a multitiered exchange rate. with the most real
istic rate available to exporters of nontraditional products.
specifically inclUding agricultural products.

Restrictions on Internal Food Movement

Some host countries actually have laws or regulations that
restrict domestic movement of food crops, mainly for political
reasons. In many, indeed in most of the host co~ntries, internal
food movement is effectively restricted, and to a considerable
extent prevented, by inadequate infrastructure and transportation
as well as by inadequate and quite often non-existent storage
facil ities.



280

Credit Availability

Although most host countries make an effort to provide agri
cultural credit, with widely varying degrees of resource alloca
tion and administrative competence, none of the host countries in
the study has yet manayed to get anywhere near enough credit to
the small-scale farmers who constitute the backbone of the agri
cultural sector. Indeed, the case histories indicate that with
rare exceptions, it is only when private sector companies, for
eign ordomestic, supply supervised credit themselves or act as
catalysts and mediators between farmer-producers and host country
financial institutions that small-scale farmers actually get the
financial assistance that, in theory, has been designed for them.

Redistribution of Land

Evidence around the world has demonstrated that the family
farm, with a landholding adequate to apply modern technology ef
fectively, is the most productive size. The incentive that re
sults when the producer benefits directly from his efforts cannot
be duplicated by large holdings, wrether they are privately held,
communal, cooperative, or state-owned. Results from the factory
size organization of state farms and large collective5 in the
USSR are dramatic demonstrations of how not to organize agricul
ture. A system whereby the produr.er on 1"Fie soil benefits direct
ly from his efforts is the single most important element in
increasing productivity. In most places in the world, this mean
producer ownership; and requires egalitarian land policies, ade
quately supported by the government. Adequate support, in this
context, can be defined as a network of physical and social in
frastructures that make possible economically rewarding farm pro
duction, and provide enough social services to induce farm
families to resist the lure of the cities.

A demonstrative example of successful agrarian reform and
its benefits is the effort made by the Dominican Republic in the
Azua Valley. The reform that allocated land to family farmers
was complemented by a web of infrastructure services, inclUding
irrigation, electrification, farm-to-market roads, effective
credit institutions, health and education facilities, and help
with housing. The result was a 300 percent rise in per capita
income in less than a decade.

Expropriation or Nationalization of Food Industries

A number of host countries have pursued such policies with
results that range from paralysis to financial disaster. This
does not relate to enterprises in which the public sector holds
an equlty position, even the major share of ownership, as exem
plified by the Mumias Sugar Company in Kenya (Chapter 3) and
Mhlume Sugar Company in Swaziland (Chapter 4), so long as the
business is professionally managed for profit and the government
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stays away from exercising any control over operations. However,
where government owns and operates enterprises that compete with
the private sector, as in the case of the milk industry in
Turkey, indic~tions are that it requires two to five times the
resources that private companies emp10y; requires far longer to
get into full production; and rarely becomes truly competitive in
the marketplace. In many countries, public corporations tend to
become protected, often to the detriment of quality and as a pen
alty to the consumer, who receives 12ss at a higher cost.

Political Patronage and Bureaucratic Ineptness

Where government is involved in providing or supporting ser
vices to small-scale farme:"s, it is desirable to make farmer pro
ductivity, not political patronage, thr yardstick. In the
Philippines, for example, where the KKK (Kilusang Kabuhayan at
Kaunlaran or National Livelihood Program, Chapter 9) is generally
assessed as being both imaginative and sound in the design of its
programs, the implementation of these programs is hampered by the
fact that too much of the KKK's money still goes to feudal lead
ers in the countryside and their political allies, instead of be
ing channeled to the producing farmer. If small-scale farmers
were supported more effectively, desirable economic and political
results could be achieved. Farmer income and community standing
would increase, and the political leadership, now very hierarchi
cal in the rural areas, would have to listen more attentively to
its constituents.

An illustration of obstructive bureaucratic 1neptness occurs
in India, where the effectiveness of a comprehensive set of ser
vices the government offers its rural population is marred by
bureaucratic corruption and by paperwork that is too incomprehen
sible and too cumbersome for villagers to understand and deal
with. At present, th~ paperwork required for villagers to obtain
any government service is daunting to a point where the over
whelming majority of the rural population simply has no way of
obtaining the service to which it is entitled.

Private Sector Involvement

If host governments want to attract and support private sec
tor activity in agriculture, domestic or foreign, the host coun
try government will have to make clear its commitment to agricul
ture, its determination to implement policies it has proclaimed,
and to honor promises it has made. This includes, but is not
limited to, access to foreign currency; admittance of necessary
expatriates; prompt approval of necessary imports; and as noted
above, the development of needed infrastructure. Perhaps most
importantly, it requires a commitment not only in the political
and governmental institutions at the top, but in provinces and
localities as well. Concurrently, the political leadership at
all levels must lead the way in building public understanding and
support of this commitment to the country's agricultural base.
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Relations with Multinational Corporations.

Most governments' relations with multinational corporations
in the agribusiness sector, whose technology organization, pro
cessing, and marketing expertise can make a major impact, have
several special aspects of complexity. A blueprint for mutual
understanding and successful collaboration is limned below.

Profitability and responsib1li1l. Both multinational cor
porations (MNCs) and developlng countries must recognize two fun
damental facts: Private companies are (and by their structure
must be) motivated to make a profit on their operations and in
vestments, and host governments are (and naturally must be) con
cerned about the development of their countries. Each side should
clearly recognize the legitimate interests of the other. The es
sential point is that governments must allow MNCs to make and re
mit a reasonable profit, while MNCs must acknowledge and fulfill
the full range of their economic and social development respon
sibilities to the host countries. Further, it should be recog
nized by both sides that contributions to the progress of a
developing country can be made in many forms, both economic and
noneconomic (for example, training and educating people), and
that all forms of contribution applicable to each investment
should be given full recognition.

Information and re~orting procedures. Access to certain
kinds of informatlon is 0 ten a key pOlnt of contention between
MNCs and developing countries. On the one hand, governments often
feel that MNCs are secretive and do not fully reveal their ac
tivities and practices. On the other hand, companies are sensi
tive about proprietary information getting into the wrong hands
(for example, commercial competitors and social adversaries). If
host governments wish agribusiness to reveal information to tax
or other regulatory authorities, they must be able to guard
against the misuse of that information.

Techn~. Differences in the state-of-the-art of technol
ogy, lnclu~machinP. and instrument design; managerial, market
ing, organizational, and other skills; as well as any other tech
nical information that gives a company a competitive edge, lie at
the heart of the gap separating developed from underdeveloped
countries. There is no question that donor countries seeking to
assist nations working hard to improve themselves should address
the problem of how best to facilitate the transfer of technology.
However, private companies cannot and should not be expected to
give away skills and knowledge that may have taken years (if not
decades) as well as great expense to develop. Nor is it reason
able that a country should expect to get something for nothing.
Fair payments for technological contributions by MNCs to devel
oping countries should be expected. If the technology is contin
uou~ly updated by injections of fresh advances, these too should
be compensated. However, payments should cease after a number of
years during which no further advances are made.
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Employment and 1auor. Countries should clearly outline il,lCl
communicate their manpower objectives and expectations to MNCs,
and MNCs should do their best to fulfill those objectives. Where
appropriate, free union activity should be permitted, but MNCs
shJu1d not be picked out as targets for demands not made of local
companies. MNCs should PLlY go'ing wage rates as a minimum; on the
other hand, if they offer more than the minimum, either in terms
of direct payor the provision of other benefits (for example,
housing, schuo1ing, lunch progr~ms), the effect of such costs on
the MNC·s local operations should be taken into account by the
host government.

Consum~protection. Minimum international health and safe
ty standard~ould be worked out, and a standardized interna
tional labeling $ystem introduced. Any prohibitions or restric
tions in process or product imposed by home countries should be
revealed to host countries.

Competition and market structure. Countries and MNCs should
work out export and purchas1ng polic1es at the time investments
are made, and they should clearly establish the length of time
that such policies (and any restrictions on them) are to be in
effect.

Transfer pricing. Transfer pricing is a difficult and ex
tremely complex area of international business. At the outset,
two things should be honestly recognized: first, the host coun
try must realize that the subject cannot be dealt with by sim
plistic slogans or formulas; and second, the MNC must acknowledge
that there have in fact been cases of serious abuse of pricing
policies.

A reasonable trdnsfer price for a product imported into a
developing country for further use in an MNC operation in that
country should cover the full costs (inclUding R&D and engineer
ing costs) involved in making and shipping that product, plus a
fair profit on the imported product. The transfer price should
not include any other "h1dden" forms of return to the MNC, such
as-specia1 services rendered by parent company specialists that
are not reimbursed (or not permitted to be reimoursed) by the
government, central bank, or host country subsidiary. Companies
are sometimes tempted to take out returns for their investments
via the transfer price when they are not permitted to charge what
they consider reasonable royalties, service fees, trademark fees,
and the like. It is the interrelationship of all these factors,
affecting both local subsidiary and parent company profits, that
makes transfer pricing such a complex area. The only reasonable
way to approach this problem is through openness and honesty on
both sides and through recognition that constructive economic
activity is entitled to a profit for its efforts. At the same
time, considerations of simple humanity and relative ability to
pay must temper specific expectations of return.

Economic role of women. Outreach programs need to address
the role of women 1n the entire process of change, especially in
rural areas where they are wholly responsible for the home and
children, and do much of the work of crop production, processing,
and marketing. It has been estimated that women do 78 percent of
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the farm work in developi n~ countries (yet all too often the
farmer is referred to as llhe). Though results and needs vary from
country to country, the positive and negative effects of tAchnol
ogy transfers on women tend to be constant. For example, women
everywhere are interested in anything th~t lightens their work
load ~nd hence respond positively to domestic technology and to
technology that providp.s easier access to water, heat, and light.
At the same time, when large machinery, 3uch as a tractor, is
introduced and preoccupi es men, women may be 1eft with an even
gre~ter burden of manual tasks. In turn, some of these tasks may
pass on to children, which may be detrimental to the child.

An Evolutionary Proces~

A classical description of host government thinking vis-a
vis agribusiness, as it might evolve anywhere in the Third World,
is repeated with clear policy implications, from a discussion of
policy recommendations to the host country in Chapter 7.

Initially, the Thai government pursued what was essentially
a welfare policy vis-a-vis the farmer. It treated the farmer as a
backward child, poor and uneducated, and provided him with hand
outs in the form of free seed, subsidized fertilizer, and support
prices. But it offered neither the full package of know-how and
services nor the motivation to make him self-supporting.

In addition, the government1s attitude toward the private
sector in agriculture was that the private sector would exploit
the farmer and was therefore not to be trusted. This attitude is
beginning to change as the government realizes that it cannot
create meaningful rural development alone. At this staye, the
government is thinking in terms of cooperation from the private
sector in rural development, and has long-term intentions of en
couraging private sector activity in agribusiness, with the gov
<rnment gradually pulling out.

A conceptual difference remains between the government and
the private sector of what rural development is and means. The
government is still inclined to think of rural development as
helping poor farmers in subsistence areas, while the private sec
tor thinks of rural development as creating and supporting moti
vated farmers to cultivate products that meet market critrria.

Conceptually, what is needed on the government side is the
recognition that any country, in order to industrialize success
fully, must have a strong agricultural base. Sound development
is not possible by leapfrogging the agricultural component. A
sound agricultural base raises farmer income which, in turn, in
creases demand for consumer industries; and that, in turn, cre
ates the need and market for heavy industry. All industrialized
countries, and all successful developing countries, have followed
this pattern.

In this process, governments must remember that the pr1vate
sector company is not a development agency, but it is an agent--a
very dynamic agent--in the development process.

r.
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TO THE DONOR COUNTRY

Donor countries, if they are prepared to formulate the ap
propriate long-term policies, commit the indicated financial re
sources, and follow through with the required implementation at
both the diplomatic and the administrative levels, can play a
major positive role in development. They can exercise an impor
tant influence i~ guiding host countries toward formulating
appropriate polices and implementing sound practices, thereby
laying the foundation for sustainable economic and social dev~l

opment.
They can also furnish practical support and concrete incen

tives to private sector risk-takers, domestic and foreign, who
are prepared to put on the line their expertise, their technol
ogy, and their shareholders' money to launch agricultural ven
tures that can make a meaningful contribution to the goals of
agricultural and rural development.

Policy and Implementation

At the policy l~vel, donor countries must impress the go v
ertments of host countries with the imperative of making a clear
commitment to the importance of the agricultural sector. and to
its growth and expansion. This commitment must include specific
undertakings to set product price levels that will stimulate the
acceptance of new. and in many cases, untried technology and cul
tivation method~ by small-scale growers.

As a political issue (clearly not an easy one to confront),
this means that host governments must be persuaded to formulate
and support an adequate agricultural policy rather than a chp.ap
food policy. There is no doubt that this will require wisdom, in
sight. and political courage from host country leaders. who will
need the staunchest possible support from donor nations.

This support must be expressed and delivered not only in
donor country capitals but also. on an articulate and consistent
basis, in the host countries. Donor country diplomatic personnel,
starting at the ambassadorial level, need to understand that pro
viding this support is a high-priority item on their overall dip
lomatic ma~date.

At the implementation level, ambassadors and the directors
of donor country aid programs should be directed to make contact
at the highest level with the government of the host country in
which they serve. beginning with the chief of state and including
all appropriate ministers as well as other relevant government
institutions. The thrus~ of this effort should not be to exer
cise pressure in the usual sense, but to convey unmistakably the
support of the donor government for an active agricultural policy
directed at the sOlall-scale farmer and implemented by the private
sector. For the United States specifically. it would be important
to strengthen the staff of the AID director in the host country
by assigning. at the highest possible level, a representative of
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the Bureau for Private Enterprise, with competence for and in
sight into private sector approaches and operations.

To host countries prepared to follow the policies described
above, donor countries should offer the maximum assistance feasi
ble in constructing the infrastructure networks, both physical
and social, that will provide optimum conditions for agricultural
growth through the instrument of small-scale farmer-producers
acting in a private sector context.

Donor countries can provide a variety of practical services
to the private sector that would help reduce risks inherent in
agribusiness ventures in developing countries and wo~ld help com
panies function more broadly and efficiently in their 0utreach to
rural people. Specifically, donor countries r.an incr0~sP the
range and magnitude of programs that finance, 0,' participate in
the financing of, feasibility studies leading to investm~nt.

Normally, the identification and evaluation of investment oppor
tunities is done by the companies themselves. However, quite
often host gover~ment development agencies, local banks, and res
ident development assistance agencies such as AID missions will
have identified but not thoroughly studied areas of investmpnt
important to a country and seemingly supported by available tech
nology and market characteristics. Increasingly, host government
promotional agencies and comparable institutions in donor coun
tries meet to discuss the means of converting identified opportu
nity to actual i'lVestment, if a sound feasibil ity study can be
provided. In these situations, policies of donor countries that
allow fur financial assistance in the conduct of feasibility
studies can be most helpful. Potential investors may need to be
convinced and may be reluctant to take all the risk; host gov
ernments may not have the money to finance the necessary studies.
Since this kind of policy already exists in the United States,
this recommendation is meant, first, to encourage a major expan
sion of effort, and second, to emphasize that it is in the field
of agribusiness that less-developed countries have one of their
greatest opportunities for both economic and human development.

The same kind of recommendations holds for appropriate in
surance or reinsurance. Such coverage is availab1~ now through
the U.S. Overseas Private Investment Corporation. Existing policy
might be reexamined to ensure optimum support for agr~business

structured in satellite farming.
A third recommendation vis-a-vis private sector outreach to

small-scale farmers relates to policies that affect the flow of
agricultural supervised credit. Historically, large sums of
money for credit have been granted and loaned by donor countries
to host governments. This has encouraged the creation of public
credit bRnks, few of which have succeeded in reaching the farmer.
When bureaucratic constraints are in evidence, donor policy
should permit funds to be channeled through agribusiness when an
outgrower program exists. This would offer to the donor and the
host government gi"eater assurance of accountabi 1ity and of the
1ikelihood that more of the money Hou1d actuall.1I reach the farmer
and be applied under careful supervision.

-,
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Finally, donor country policy that encourages the private
sector to take on a more important role in agricultural and rural
development should recognize that for many companies, going be
yond the outreach programs illustrated in this book will be a new
funct i ona 1 res pons i bi 1ity. In pract i ca 1, opera tiona1 terms, thi s
suggests that the donor country should offer agribusiness manage
ment the services of development experts with a sound grasp of
business realities and hands-on experience in working in rural
areas, in deve1opi ng countri es. Such experts, under contract,
could help train corporate staff. While fulfilling their train
ing mission, these experts could also address the sensitive cul
tural, social, and political issues that inevitably arise when
traditional practices on the farm and traditional patterns of
family life and community organization are changed. (This rela
tionship between agribusiness and donor countries is discussed in
further detail in Chapter 15.)

On-Site Suggestions

Case histories in this study yielded a wide variety of pol
icy recommendations from on-site sources that help reduce broad
generalities to c?ncrete terms. These specific recommendations
have been noted throughout the previous chapters of this book as
integrated summaries of interviews with many people and several
are repeated below because of their singular applicability
throughout the world.

In Thailand, it was observed that U.S. policy has channeled
AID funds only to governments and to the military. The new empha
sis on the private sector, and direct bilateral contact between
the private sector of the United States and Thailand, with gov
ernment encouragement and support, is likely to bring a positive
dynamic to the entire aid process. Th~ allocation of USAID re
sources to bringing together the private sector of the donor
country with the appropriate partner in the recipient country
will undoubtedly have more immediate and direct results than
channeling funds to government organizations and institutions,
where demonstrable development results mayor may not be
achieved.

In the Sudan, three positive action-point< were put forward:

1. To find, or create, mechanisms that will ch~nnel funds as
expeditiously and inexpensively as possible to "bush
planters" for the production of cash crops to supplement
their food crops and raise their 1iving standard.

2. To devise ways in which a portion of counterpart funds
(which will amount to the equivalent of $100 million in
1984) can be channeled to the private sector.

3. Using whatever policy-making leverage the U.S. government
has to persuade the government of Sudan that encouraging
private investment in agribusiness would be an effective
method to make use of Sudan's comparative advantage of
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arable land to raise the living standards of its people
and to contribute meaningfully to adjusting the presently
lopsided balance of payments.

In Turkey, it was suggested that the donor country can exer
cise its persuasive powers to move the Turkish government toward
a policy of letting the private sector do what it docs efficient
ly and effectively while concentrating public sector attention on
infrastructure undertakings, economic and social, that are beyond
the private sector's competence or resources. It was also com
mended that donor countries should provide scholarships for ju
nior and middle man~gement, not only in the public sector, but in
the private sector as well. Finally, in the technical area of
development assistance, it was urged that some USAID funds could
be al1ncated specifically for the importation of high-yield cat
tle and of frozen semen from the United States.

The people interviewed in ~he Philippines emphasized that
donor country funds should be channeled, at least in part,
through the private sector in the agribusiness area. Such funds
ccuid oe earmarked, for example, for appropriate research and de
velopment as well as a range of other private sector activities
in agribusiness designed to make small-scale farmers optimally
productive and incr~ase their earning capabilities and purchasing
capacity. An example of how such donor country funds could be
used in innovative ways is the creation of a pilot project in
which the private sector would support a group of farmers organ
ized as a cooperative or association by guaranteeing financing.
providing technology, and monitorin~ the farmers' activities for
a profit and loss orientation.

For the United States specifically, a final policy recommen
dation manifests an additional dimension relating to the vital
role of the United States ?s leader of the free world. That di
mension was cut1ined in an editorial of Financier: The Journal
of Private Sector Policy.

At a time when the world has grown bitter and skep
tical about U.S. leadership, agriculture could be the
way for this country to reclaim the moral high ground
it occupied not so many years ago, when it devoted its
vast unharmed industrial power to rebuilding the world
after World War II. In those helping, confident years,
the United States exemplified leadership, in a moral as
well as a material way.

It has the stuff to do it again--to meet a great and
growing material need, to feed the starving, to kindle
hope, to regain confidence [54].
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15
Optimizing the Role of
the Private Sector in the Agricultural
and Rural Development of LOes:
Action Recommendations
Simon Williams

INTRODUCTI ON

The policy recommendations covered in Chapter 14 have two
basic objectives: to overcome the barriers to major increases in
private sector investment i~ agribusiness in the Third World; and
to ensure that existing and new investors take a position that
allows local management to integrate commercial objectives and
outreach to the needs of the rural people impacted, as a pragma
tic as well as a philosophical matter.

Chapter 15 assumes that the barriers to investment are down
and that investors are ready to reach out and take a share of the
responsibility for rural development, as have the companies de
scribed in the cases included in this book. How is action taken
at the interface between company and rural people? How is this
action properly suppo~ted, by the company, by the host govern
ment, and by the donor country, in the short a~d long run? How,
precisely, can the world capitalize on the presence of agri
business in rural areas to help deepen, broaden, and hasten agri
cultural and rural development where the need is greatest?

Before going to specific recommendations, two points of ref
erence need clarification. First, the isolation of agribusiness
for specific attention in this book is not meant to exaggerate
the power of the private sector to accelerate agricultural and
rural development; nor is it meant to demean by contrast the im
portant impact of literally hundreds of other kinds of organiza
tions (for-profit and nonprofit) at work worldwide among rural
people to enhance the quality of their lives. Rather, the inten
tion is to emphasize that throughout Africa, Asia, and Latin
America the need for development assistance far exceeds the re
sources of money and skilled labor being assembled for the pur
pose. Indeed, the need grows each year, and in a relative and
absolute sense, support for aid activity declines. Therefore,
the theme of this book underscores a singularly significant fact:
Agribusiness investment all along the food and fiber chain from
producer to consumer, within nations and linked into a world sup
ply system, exists as a largely untapped source of energy for
further development, enormous in scope, practical to utilize,

289



290

irresponsible to ignore, and too exciting to contemplate idly.
The most recently advanced evidence for this assertion is to be
found within and between the lines of the cases included in this
book.

Second, the action recommendations not only arise out of
observations made in gathering the material for the cases and in
ventory covered in Chapters 2 through 13. They also reflect sev
eral decades of field experience, study, and analysis of the fac
tors that govern the success or failure of agribusiness ventures
in Third World settings, and the role the private sector has
played and could playas a force for beneficial change among the
hundreds of millions of disadvantaged rural peopl~ throughout the
world. Because all this background bears directly on the choice
and language of the action recommendations, it may be well to
elaborate briefly the conclusions derived from past experience
from which the recommendations take their logic, purpose, and
validity.

BACKGROUND

With an unprecedented intensity of commitment, current U.S.
policy directs that development assistance generally give prior
ity to the role of private enterprise. The policy is a clear
reflection of a widely held belief that the principles and meth
ods of private enterprise, which organize knowledge, money, and
people into productive and profitable businesses; which redis
tribute earrings through taxes, wages, purchases, dividends, and
reinvestmenl; and which use competition in a free market to fos
ter responsibility and service to the consumer, are ideal models
to be replicated in the development process.

Focusing on agricultural and rural development raises a
question: What is there about the international scene that gives
this policy its sense of urgency? Looking back through the his
tory of AID and agribusiness, both seem to offer cogent evidence
of a dynamic partnership in generating world supplies of food and
fiber, as well as contributing to the economic vitalization of
agriculturally-based nations on all continents. ,

Agribusiness has invested literally billions of dollars in
enterprises scattered into every corner of the earth. There has
been a transfer of technology of all sorts. Hundreds of thousands
of jobs have been created. Research centers, schools, communit
ies, health delivery systems, and infrastructure in great variety
have been financed. Tax receipts have grown; foreign exchange has
been both earned and saved; and the litany could go on. A!~, too,
has long supported strengthening of the infrastructure basic to
economic and social progress--schools, law, banking, research
centers, transportation, and communications systems, among other
critical elements. One need only scan the AID publication
Horizons to be impressed by the wide range of activities directed
toward minimizing the constraints to private enterprise [55].

,
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Surely, the world would be a far worse place had not AID and
agribusiness done what they have over the past thirty years. The
fact is. however, that the world, particularly the Third World,
is a disordered place. and the heartland of discontent and disad
vantage lies in the rural areas. Private enterprise is widely
suspect. and democratic, capitalistic values are under sharp at
tack throughout Africa, Asia. and Latin America. Economic and
political systems designed and forged in the past are under chal
lenge everywhere. There is not a wholly stable government to be
found in the Third World. Hunger. malnutrition. and inequities
of all kinds touch and degrade the lives of more millions than
ever before in history. Tragic, forced migrations are legion.
Poverty is the hallmark of the majority. Conflict and confronta
tion are spreading between and within nations in a manner that
conf0unds reason. Thus. the realities of the world situation do
generate a sense of urgency in response. The persistence of our
belief in a democratic free-enterprise society as the ideal
structure for the delivery of the good inherent in change does
entwine public policy with private enterprise.

This leads to a second question: What have been the criti
cal weaknesses and limitations of past policy and implementation
in agricultural and rural development? The fundamental obstacles
to development I Ilave observed worldwide and ~xperienced over the
past quarter-century are described below.

There has been a puzzling reluctance to reckon with the re
ality that where hunger, malnut.rition, poor health, poverty,
indignity, and inequity coexist with old, tenaciously held tradi
tions that dominate thought. emotions, and life-style, response
to change is visceral. Neither a scientific nor a logical ap
proach to change is entirely appropriate to such anguish. Yet
such an approach has been the spearhead of action in the develop
ment field since it was formally instituted in the mid-1940s. The
result has been that theory has built upon too many assumptions
proven false. Too many plans fail at the point of execution. Too
many bureaucrats and technical experts remain out of touch with
their rural constituencies. And too many businesses depend for
loyalty on isolated motivations such as job opportunity or in
creased net farm income, and then are surprised by apparent ir
responsibility in the face of these benefits. Even where there
has been some appreciation of what makes people "tick," more
often than not rural development has been seriously inhibited by
the lack of time and money nece~5ary to invest before the process
begins to payoff.

Relative to time, there has always been an unrealistic ex
pectation of what is needed to bring traditional societies to the
point of intellectual and financial self-sufficiency; to the
point of dynamic balance between past and new values and patterns
of behavior. Hence, where program financing has been approved. it
is rarely maintained long enough. If anything of importance has
been learned about rural development during the past four decades
of development assistance, it is that for the process to be set
in steady operation, it takes at least five to ten years and
may still require the presence of skilled outside leadership for
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an indefinite period thereafter. This is no different in its wis
dom than the conclusion drawn by the majority of foreign inves
tors in agro-industry in the Third World that, dependin9 on the
sophistication of the enterprise, it takes many years before it
is prudent to turn over all managerial control to local staff.

Relative to money, in the case of aid agencies and host gov
ernments, the issue is less one of an absolute lack than it is
one of attitude toward the investment. As noted above, unrealis
tic bUdgeting of time may simply cut off funding too soon. Tied
to this attitude toward time, funding is frequ~ntly halted out of
frustration over the apparent lack of results. Rural development
cannot be neatly measured in terms of increased yields, or net
farm income, or increases in irrigated acreage; cnly partial mea
sures are possible relative to the incidence of disease, number
of children in school, longevity, and other widely used indices
of improvements in the quality of life. Least tangible in their
early expression are the most meaningful achievements of rural
development: a capacity to find solutions to personal, communi
ty, and technical problems; an a~ility to resolve conflict by
other than violent means; an appreciation of the power of well
organized groups to multiply opportunities for further progress;
a grasp of political activity within their system of government
and an outreach to responsible participation; a vision of the
future for men, women, and children; a grasp of the significance
to daily life of such generalities as honesty, integrity of rela
tionships, quality, sanitation, family planning, and nutrition.
These achievements can be "seen" by anyone working continuously
among rural people, but they have been most difficult to measure
and communicate persuasively.

In the case of agro-industry, although many companies do
finance a variety of programs in service to rural development, it
is not likely now, nor has it been evidenced in the past, that
many managers would recommend the allocation of sufficient money
to support a full-scale and diversified program of extended and
continuous rural development. This is not to say that, in gener
aI, the managers of plants in the Third World disagree with the
need for such a program or even disavow responsibility. However,
there continues to be widespread doubt as to the propriety of
corporate involvement on so broad a scale. There is also an ab
solute shortage of money these days for the purpose. Inflation,
currency devaluation, exchange control, high interest rates, de
pressed markets, and other factors have put a tight squeeze on
profits.

Winning the hearts and minds of the great mass of rural peo
ple in order to accelerate the historic pace of change among tra
ditional societies is a tough, enduring task. The job requires
time, money, patience, and a fountainhead of knowledge ranging
widely over many disciplines normally disassociated in techno
logically oriented enterprises. What is needed are the skills and
personality of the highest levels of management, and these are in
very short supply for application to rural development programs
carried on in the ambiance of profit-making agro-industry.

I
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The corollary is that nowhere in the world has adequate support
been gi~en to educating and training managers of change in rural
situations.

Development has always been debilitated by fragmentation of
effort and thought. Those working in agricultural development
have long assumed that major advance~ in productivity and net
farm income. for example, are a sufficiently powerful "engine of
change" to set the whole rural development process in motion.
Similarly. many managers of agro-industry feel that it is suffi
cient for business to create jobs. train their labor force, cre
ate a market for farm produce, transfer technology to farm and
factory, pay taxes, and earn foreign exchange. leaving it to the
public sector to capitalize on these effects by accelerating
rural development in the area of enterprise influence. Tradi
tionally. public international aid agencies. host country devel
opment agencies, and private enterprise have rarely joined forces
to multiply ~nd expand their resources for rural development pro
mot ion. Withi n Thi l"d Wor1 d countri es. it is uncommon for the
variety of business enterprises and development agencies to have
any idea of what is going on in each other's bailiwick. Across
Third World national boundaries. interchange of experience, per
sonnel. and reso~rces is essentially nonexistent.

Closely tied to the fragmentation of effort and thought in
limiting rural development. is a historical attitude that charac
terizes foreign investors and influences the range of commitment
made by international, publicly supported aid agencies: Outsiders
should not take responsibility for programs that intimately re
late to social and personal development. This attitude is capsu1
ized in the saying, "we cannot, we should not tell people what to
do."

This position, often strongly identified in corporate and
aid agency policy. both misses the point of rural development as
a process and contradicts the logic of the situation created by
an investor. The very essence of rural development methodology
is that the change agent never tells anyone what to do. Rather,
the secret of the process is its ability to awaken the mind to
the nature and implications of alternatives; to free people from
their bondage to poverty so that there is time to think and learn
~nd deliberate; to choose for themselves. yet feel secure in ask
ing for help and counsel. The road to sure failure in rural de
velopment anywhere in the world, no matter how autocratic the
government, is to dictate change.

Equally significant. private and public investors in rurally
sited agricultural or agro-industria1 enterprises are generally
the pioneers of change. The cases described in this report viv
idly illustrate the point. Every enterprise took a raw, backward
area and with the cooperation of its people, and with admirable
entrepreneurial energy. capital support, and effective management
1iterally "made the desert flower." Large numbers of people were
employed. Farm productivity increased sharply. Major cash flows
poured into the area. In this sense. the company. not the
government, made the decision to invest. Whatever public approv
al was necessary. the company. in a very deliberate way. was the

II
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driving force for change. Moreover, it is frequently the case
that when agro-industry is located in a rural area, it stands
alone, more or less removed from the center of government.
If the company decides that "it cannot, it should not take re
sponsibility for helping to guide people in their further devel
opment," and the government says, "we are unable," then are rural
people, elevated to a new high plateau of opportunity, to be left
high and dry, their futures foregone?

In tirees past, it may have been acceptable to say that hav
ing started the development process, private enterprise could, in
good conscience, expect a host government to capitalize on the
opportunity and take it from there. But this is not the case any
more. No segment of society can be judged free of obligation if
by its own choice it has generated the first significant movement
of development machinery. An investment in agro-industry reflects
such a choice. U.S. development assistance policy, which fosters
investment, implies the choice. Host government approval of an
investment proposal tacitly makes the choice. The price of future
profits, to all, is the cost of total involvement in the never
ending process of rural development.

It may be remarked that these historic and current con
straints on rural development assistance do not make specific
reference to the backward condition of the people to be helped,
nor to their diverse cultures and languages, nor to the manner
and mode of their governments, all of which, it is said, place so
many tough obstacles in the way of progress.

The reason for this needs a brief explanation. There are, of
course, two distinct problems which a development program con
fronts: the reality of conditions in the country receiving aid
which may resist modification; and how to design a delivery sys
tem whereby change occurs in ways which all agree are beneficial.
Once a decision is made for aid to flow, then it would seem to be
the responsibility of the agent of change, public or private in
nature, to make it work. And, if it does not work satisfactorily,
it would seem more appropriate to question the validity of the
delivery system rather than blame the obstacles put in its way.
Thus, in this book, emphasis in analysis, and in recommendations,
are on correcting appaT'ent weaknesses in the ways development as
sistance has been transferred.

From the foregoing a final question emerges: What specific,
innovative action is needed to help overcome weaknesses in the
past performance of rural development assistance, in a manner
that adheres closely to the objective of integrating the action
into the role played by agribusiness as a force for change?

ACTION RECOMMENDATIONS

The following series of action recommendations are directed
simultaneously to agribusiness, host governments, and donor coun
tries. All three are necessary to success in the long run; all
three are beneficially affected by their interaction. All the
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suggestions made focus on optimizing the interaction of agri
business and rural people to ensure a harmony between their re
spective needs, interests, and modes of behavior. In particular,
however, the recommendation5 are urged upon donor countries,
specifically the United States and its Agency for Int~rnational

Development (AID), as the partner best able to provide the seed
capital required to finance a staff whose entire responsibility
would be to gain the approvals and tangible support prerequisite
to implementation.

RECOMMENDATION 1

Capitalizing on the presence of successful agro
industrial enterprises in the rural areas of the Third
World to accelerate, extend, and sustain rural develop
ment in the zones of corporate influence.

This suggestion applies equally to present and future enter
prises. Inherent in the scheme is the concept of "joint venture,"
with two flows of capital investment: from business investors
for the traditional purpose of ~stablishing a useful, profitable
operation; and from public (develv~ment assistance) investors
taking the first risk on the p~yoff of rural development to the
company, to the host country, and to the rural people. Conceptu
ally, the design of the system calls for the withdrawal of the
public partner once the rural development program demonstrates
its ll'alue to the company and as the rural people evidence a capa
bilIty to operate in a self-sufficient, self-sustaining manner.
Public carital would flow to and through the agribusiness in
volved. In other words, the function of rural development might
be integrated into corporate management as a formal procedure,
with internal staff, or the function might be cont,acted out to a
competent intermediary responsible to management.

Recommendation 1 is rooted in several observations. A key
element in setting the process of rural development in motion
anywhere in the world is to create a source of new income, widely
enjoyed. There are various ways in which this is done: for
instance, by introducing improved agricultural practices that in
crease net farm income; by strengthening marketing methods to
ensure a higher rate of return to producers; or by setting up a
cottage industry. To this end, few techniques can claim to be as
effective as the establishment of an agro-industry. Regional
agriculture is frequently revolutionized. One-channel marketing
is introduced. New cash flows pour into the area. Jobs are
created. All this happens rather quickly, at little initial risk
to rural people or to treir government. Without laboring the
point, agribusinesses of the world constitute myriad nuclei
around which development could crystallize. If the latent power
for rural development of this exciting and magnificent business
inves tment coul d be ha r'nessed to a worl dwi de thrus t toward deve1
opment, the potential impact would be enormous. This resource
has never been systematically tapped.
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Another observation, already noted, is that ma~y top manag
ers of agro-industry interviewed recognize the potential of their
enterprises as instruments of sustained rural development. At the
same time, most do not feel it is proper for business to exercise
so direct an influence over social and personal change. Few felt
comfortable with the idea of recommending the necessary alloca
tion of money and personnel to support the full scope of an inte
grated rural development program; yet none rejected out-of-hand
the suggestion of a joint venture with an aid agency, if the lat
ter risked the capital and helped train a staff. In such a case,
there would certainly be an openness to discuss the best way to
integrate the function into the operation of their enterprises.
It is taken for granted that host governments must give their ap
prov~l to such an extension of company responsibility.

In a similar vein, host government officials were intrigued
with the prospect of assigning some development financing and re
sponsibility directly to agro-industry, without first passing
through the bureaucracy where so much time, money, and energy is
lost. True, as might be expected, suspicion is still universal as
to the motives and integrity of foreign investors and foreign aid
agencies regarding host country interests. But it is widely ob
served that a spreading and quiet pragmatism characterizes more
and more government leaders in the Third World as they search
desperately for solutions to rural problems. The thrust toward
industrialization at all costs has weakened resource commitment
to agricultural and rural development; and efforts to speed up
the latter have too often been misguided and futile. Though poli
tics in the Third World are unstable, it would seem that if agri
business demonstrates its value to the achievement of national
aspirations, getting approval for joint ventures in rural devel
opment between agro-industry and a foreign aid agency might not
be as difficult as some might predict.

Finally, the recommendation is a perfect complement to major
goals of U.S. development assistance. It helps tie together ef
forts to make private enterprise more attractive to foreign gov
ernments, in turn encouraging the flow of capital into rural
areas. It acts as a stimulant to agricultural development. It
helps diversify the base of rural economies. It brings economic
growth into harmony with social progress. Implementation re
quires no major new requests for funds from the U.S. public.
With strategic adjustments in the pattern of financial support
now flowing from the United States for development activity,
implementation could rapidly provide for a major test of validi
ty.*

* As a matter of fact, a first exploration of a way to implement
this reco~mendation will take place early in 1985. A m~jor mul
tinational agribusiness corporation from the United States has
offered the site on a new venture in Central America for consid
eration. USAID will finance a prefeasibility analysis, in turn
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RECOMMENDATION 2

Creating an international center for training managers
of rural development, with special emphasis on two
types of programs whose form and purpose converge over
time: one starting from the base of an existing agro
industrial complex; and one starting at a primitive
level of development and building toward attracting in
vestment in the future.

The origin of Recommendation 2 lies in a worldwide shift in
emphasis from agricultural to rural development, and the fact
that a major cause of product weakness or outright failure is
poor management. To appreciate the implications of the trend and
the lack of professionally trained managers, two quotes are given
below, taken from the context of international concerns. These
texts define the scope of rural development and indicate in
directly the issue attendant to training.

To quote first from an i:1fo\'mal memorandum on Human Resource
Training for Rural Develoement in_Latin American Countrles, pre
pared for dlScusslon wlthln the Interamencan Development Bank.

In recent years, both Latin American governments and
aid agencies have become increbsingly interested in the
multidimensional, integrated type of rural investment
projects. Such projects, generally designated as "in
tegral rural development" or simply rural development
(RD) differ in a number of respects from the usual type
of ayricultural projects. The latter have typically
focused on a single aspect (credit, irriyation, crop
technology), while RD projects tend to be more complex
or "systemic" and attempt to cover simultaneously a
number of aspects. Furthermore, RD deals not only with
farm production, but is concerned with upgrading the
economic performance and social well-being of rural
people. In this sense, RD projects tend to be spatial
ly oriented, by concentrating on the incomes, employ
ment, and welfare of a given population in specific
rural areas. Virtually all the multilateral and bilat
eral assistance agencies have strong policy mandates
related to a comprehensive attack on rural poverty,
which favor this sort of an approach.

Initially, such projects focused on integrated agri
cultural promotion by providing s~veral of the essen
bal components on an interrelated set of farm develop
ments (land development, credit, marketing, research,
extension). but more recently the set of activities

leading to a proposal for a joint venture integrating both com
mercial and rural d~velopment goals, based on short-term and
long-term considerations. This project will be part of a program
of follow-up on the policy and action recommendations of this
book.



298

which make up the RD pac~age expanded beyonc, farm pro
duction to encompass other needs of the rural popula
tion, such as social s~rvices (health, education. nu
trition. water supply); economic infrastructure (feeder
roads, electricity) ~nd even linkages to the smaller
urban centers (rural industries, service centers, stor
age and supply facilities, etc.). If the area in ques
tion is a watershed or another type of ecosystem, RD
investments may also include conservation measures and
other ecological components.

The majority of such RD projects have also become
concerned with new institutional arrangements: the
strategy generally calls, on one hand, for strong peas
ant and village associations to insure grass-roots sup
port and self-help, while on the other. for decentral
ized administrative mechanisms, in which the work of
the various governmental agencies ca'l be suitably coor
dinated at the action level and mad~ more responsible
to local needs [56].

Amore recent and forma 1 sta tement was pub1i shed by the
United Nations Development Programme in Evaluation Study Nc. 2-
Rural Devel osment , a comprehensive and crltlcal revlewof past
experIence ( une 1979).

The commonly held view which treats rural develor-
ment as a sectoral category of programmes and projects
with special characteristics is too narrow. In this
report rural development is defined instead as a pro
cess of socio-economic change involving the transforma
tion of agrarian society in order to reach a common set
of developmental goals based on the capacities and
needs of people. These goa13 include a nationally de
termined growth orocess that gives priority to the re
duction of poverty, unemployment and inequality, and
the satisfaction of minimu~ human needs, and stresses
self-reliance and the participation of all the people.

National development strategies need to emphasize,
and not merely recognize, the agrarian core of most
Third World countries. Rural development must be con
sidered both as an inte ral art and drlvln force of
t e entlre eve opment process emp aS1S a e. t
cannot be plgeon-holed lnto a sectoral "box" for it in
cludes every sector of the economy. When the anti
poverty, employment, distributive and participatory
goals of development are considered, rural development
takes an even wider significance, and demands far
greater attention than it has received in the past in
the majority of Third World countries [57].

These are grand and sweeping statements. and it is not nec
essary to accept every word at face value. What is important
however, is to recognize that such policy recommendations stem
from past failure in develop~ent efforts (hence. past weaknesses
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in the design and management of development enterprises), and
that rural development is a long-term process, subsuming technol
ogy, marketing, finance, training, organization, human motiva
tion, cul tural form, pol itical thrust, and other facets of
individual and societal behavior and structure. Recognition is
growing that the management of rural development enterprises re
quires specific professional training.

Where are these "ideal managers" to come from? The tradi
tional and essentially correct answer is from a start made in
educational institutions devoted to the purpose. Unfortunately,
there is no such institution in the world today. True, bits and
pieces of such training are available. Schools of business, agri
culture, and engineering, as well as departments of economics,
sociology, anthropology, and psychology all, to a greater or les
ser degree, provide skill and sensitivity training that could be
basic elements in the equipment of a manager of an integrated
rural development enterprise. The Commonwealth Development
Corporation (England) offers some relevant training in its center
in Mananga, Swaziland. The United States Department of Agricul
ture includes some material in the courses offered by its Foreign
Development Division. The Project Planning Centre for Developing
Countries of the University of Bradford (England) does the same
in special short courses, as does the World Bank in Washington,
D.C. The Central America School of Business Administration in
Costa Rica; the Ph.D. program in rural development at the Davis
campus of the University of California; the bachelor's degree
program in the management of agribusiness at the Institute of
Technology in Monterrey, Mexico; and occasional courses set up by
the Organization for Research and Training (ORT) of Geneva,
Switzerland also touch upon the training required. The Israeli
Settlement Center in Rehovot; the Centro de Capacitacion del
Desarrollo (CECADE) in Mexico; the Instituto Colombiano Agro
pecuario (ICA) in Colombia; the Catholic University in Ecuador;
the College of Agriculture in La Molina, Peru; the University of
Costa Rica; the Universidad del Valle, Cali, Colombia; these and
no doubt other institutions in Latin America, Africa, and Asia
have all made course and program adjustments that approach the
training of administrators of integrated rural development enter
prises.

However, nowhere is there a relevant academic content,
brou~ht together solely with the objective of training the
man2yers-to-be or upgrading the performance of current managers
of integrated rural development. Such a curriculum, if it is even
thought reasonable to bring one together, has yet to be invented.
Recommendation 2 suggests that the necessary research and devel
opment be undertaken immediately. The lead time for a product to
be tested is likely to be two to three years; the creation of a
pool of talent would require at least an additional three to five
years. The entire field of rural development, whether integrated
with agro-;ndustry or not, will be seriously constrained until
this particular personnel bottleneck is broken.
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RECOMMENDATION 3

Organizing a carefully selected gronp of proven profes
sionals in the field of agricultural and rural develop
ment, representing both the private and public se~tors,

to form the nucleus of a permanent research and devel
opment institution focused on the invention of practi
cal methods of rcral development that might best fit
the management of agribusiness in its varied manifesta
tions worldwide.

Recommendation 3 seems to reveal a contradiction. Chapter 1
emphasized the point that because agribusiness has dealt so ef
fectively with the early stages of change in rural societies, and
because the development assistance agencies like USAID have con
tributed so much to knowledge about the basic elements necessary
to join into an efficient rurdl development process, joint ven
turing between both institutions is a feasible and forceful meth
odology through which to accelerate, extend, and diffuse progress
to the goals of each. lhis argument remains intact. Nothing in
this book contradicts the co~clusion. It is time for the first
joint venture prototypes to be set in place. However, because
agribusiness and development agencies have been so separate, the
totality of their valuable experience and creative energy has re
sulted in a vast. unfortunate dispersion of learning. This book
barely touches on these riches; its a~3embly of cases is tantal
izing in the benefits to mankind promised to those who can dig
deeper and more widely, and in so doing, find novel ways to inte
grate the power for good inherent in agribusiness investment de
velopment assistance and host g~~ernment collaboration. It is
this clear vision of what yet remains to be learned, analyzed,
and assembled into innovative approaches to rural development
that has stimulated the recommendation for a permanent center of
applied research and development, specifically focused on the
interplay between agribusiness and the rural people impacted.

RECOMMENDATION 4

Establishing a major investment corporat~on in the
United States patterned after the British Gommonwealth
Development Corporation (CDC) with a large capital
base, which can provide equity and loan financing to
agribusiness ventures that have a clearly defined poli
cy of rural development and a longer-term payoff than
alternative investment opportunities.

This recommendation takes its inspiration from the success
and high level of development impact that characterize the
Commonweal~h Development Corporation (Chapter 13, Section 1).
Despite public financing, CDC operates for profit. Because of
its charter, which emphasizes the goal of benefiting the eco~om

ic development thrust of host governments, CDC is able to take
risks and exercise patience often beyond the traditional limits

II
r



301

of private banks and r~rporations. The model of CDC is attractive
because it has worked, and over a hundred agribusiness projects
bear its stamp to prove the point. This is not to suggest that a
sister institution created in the United States should be iden
tical in every respect to CDC: for example, CDC often moves in
the direction of financing governments into an equity position
(see Chapter 3, Mumias Sugar Comp~ny, for an example of the meth
od used). From the perspective of both tradition and development,
the United States might prefer a system of equity transfer to
farmers and workers in the image of Employee Stock Ownership
Plans (ESOPs).

Recommendation 4 is not an alternative to the joint venture
proposed in Recommendation 1. The CDC model implies an equity or
loan position in the commercial aspects of agribusiness. The
joint venture model implies direct financing to an existing agri
business to cover the investment in rural development, as a func
tion integrated into the management system. The two forms of fi
nancing could, of course, be considered as being complementary
and could originate in one institution. This is a matter for fur
ther study. In concept and application, however, the two cash
flows focus on different aspects of start-up.

The United States, of course, has taken a wide variety of
approaches to facilitating the flow of investment and loan capi
tal to the private sector, including agribusiness, including such
devices as making loans to host country institutions created for
the purpose; providing loans to private companies such as the
Latin American Agribusiness Corporation; contributing a portion
of the resources available to the World Bank family of fi"~ncial

institutions, the Interamerican Development Bank, and other re
gional banks. Recommendation 4 is not intended to demean the im
portance of these efforts. Rather, the basic thrust of the pro
posed action is simply that if agribusiness investment is badly
needed in the Third World; if development assistance for agri
cultural and rural development is seen as best flowing through
private enterprise (agribusiness); and, if rural development is
seen as the critical mass in catalyzing the process of peace and
security in the world, then the required action goes beyond de
pendency on institutions and arguments which have proven to be
inadequate. More must be done. CDC illuminates one way to do
more.

RECOMMENDATION 5

Intensifying the search for agro-industrial investment
opportunities, particularly in modes which have clear
cut rural development components and which invigorate
and diversify the search procedures.

This recommendation is rooted in thr' Jbservations, which
reflect quite different ways of seeking ou". investment opportuni
ties.

In every country in which USAID has a mission, both AID and
U.S. embassy staff give considerable attention to "those factors
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i
in the environment that must be worked on to facilitate vigorous
private sector activity, while focusing on projects and programs
in the field of agricultural and rural development. Yet it is
rare that these agencies have trained staff to actively and con
tinuously search the country for agribusiness investment opportu
nities that might be both good for business and strong stimulants
to rural develo~ment. It is even more unusual to find analytical
procedures used to help define the development possibilities in
herent in the nature of existing agribusiness. These oversights
clearly reveal a lost opportunity. The presence of an AID mis
sion is a major resource to draw on, and it would seem both pru
dent and imaginative to use the mission to search and promote
without letup.

However, the search for investment prospects sponsored by
AID through consultants or staff, when it has been instituted,
has always been hampered by conflict-of-interest rules that keep
the finder at arm's length to the investnent. At the same time,
investors are frequently discouraged frcm making a positive deci
sion because of doubts that good management is available. It
would seem that if the conflict-of-interest rules could be modi
fied, the objectives of encouraging investment in agribusiness
might be more easily reached. As an illustration of the point,
some years ago a group of recent graduates of the Harvard Gradu
ate School of Business, all ambitious, entrepreneurial, and
undercapitalized, organized a business with this format: Any mem
ber of the organization would go anywhere in the world to seek
out and determine the feasibility of investments for a client who
would pay for transportation and subsistence, with one final pro
viso--if the client invested, the finder would stay on as project
manager.

The writer has no record of the performance of this group-
with the marvelous name "Interlink"--but the idea of linking good
training, entrepreneurial energy, willingness to sacrifice for
the reward, and investor interest seems to capture vital ingredi
ents of the process of development in such a way that it is well
worth further exploration. The United States is chock-full of
this kind of creative intelligence and drive.

Another observation relates to the fact that sometimes in
vestments can be first perceived through the "eyes" of a rural
development need. A decade ago, while I was working in Mexico in
the field of rural development, negotiations were initiated with
a group of food importers in Scandinavia. The proposition was
this: The importing countries were endlessly searching for and
competing for foodstuffs, in fresh and processed fornI, which
could not be produced in the northern tier of Europe. Meanwhile,
there are many undeveloped parts of Mexico that have the inherent
capability to produce at least some of the items needed. Accord
ing to the deal negotiated (but never consummated because of a
lack of money to finance continued contact), the importers in
Scandinavia would finance a rural development program in return
for a guaranteed percentage of the production (the remainder to
serve local needs) at prices adjusted to the market but favo~able

to both farmers and buyers. There is nothing new about the basic

I
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idea of sourcing supplies under contract, but it is a relatively
new and unexplored approach to financing rural development.

These three observations are not intended to exhaust the
creative ways in which investment in agribusiness might be stimu
lated concurrently with rural development. They do, however, il
lustrate the point that investment promotion can and should be
carried on in many innovative ways.

RECOMMENDATION 6

Intensifying the search for improved methodology to de
termine the cost-benefit relationships of programs of
rural development.

For too long. programs related to rural development have
been written off as either a donation from aid funds, or as a
cost of doing business, analogous to buying insurance, deductible
from before-tax income. Thi~ has been true largely because of
the difficulty of measuring the value of education, improved
housing. health care. and other components of a program. One
result of this attitude toward financing rural development has
been a resistance to incorporate the function of rural develop
ment in agro-industry simply based on its cost. Few tools of
analysis are available to reveal, with clarity and in quantita
tive terms. whether the benefits outweigh the cost; whether in
vestment in long-range rural development activities is a sound
investment. If. then. responsibility for the management of rural
development is ever going to fit comfortably into agro-industry.
the image of cost needs to be converted to one of investment and
the return quantified. This logic returns to Recommendation 3.
since much more research than has been undertaken in the past is
required. At present. the methods of analysis are in their very
early stages of evolution. They need clarification and refine
ment. Fortunately. there are some economic analysts who are
leading the way; they and others should be supported in an effort
to accelerate the state of the art [58].

RECOMMENDATION 7

Creating a permanent Center of Information about the
interaction between agro-industry and rural development
worldwide.

This policy arises out of an astonishing fact. Except for a
handful of well-documented cases, most of what agribusiness has
done by way of investment and involvement with rural people has
never been described in writing available to the public. The les
sons learned. the results obtained, have essentially been lost in
time. in private archives. or in reports to aid agencies that
never see the light of day. In truth, this very important part of
development history is denied to us all. The U.S. government de
clares development policy and moves implementation forward almost
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as though there were no past experience; yet relevant ~xperience

is legion. To the extent that it remains possible, this priceless
heritage of knowledge should be recaptured for use by those en
trusted with the future. As this overall report r1lveals, a mere
scratching of the surface of this heritage illustra':es its diver
sity, richness, and utility. What is "out there" slould be iden
tified, described, and analyzed. The data might best be made
accessible by means of modern, computer-based system. of storage,
rearrangement, and retrieval. What is in the bank cuuld well be
come a decision-making tool for in~estors, managers, governments,
aid agencies, and financial institutions. In descriptive terms,
the case material could become a valuable educational resource.

To the degree that we are ignorant of past experience, we
are ail subject to higher than necessary risks of failure. In
evitably everyone is less creative, less innovative, and less
effective. An investment in a data bank of the type suggested
should payoff handsomely. Indeed, the rate of return should in
crease rapidly once the first deposits are made.

In Conclusion

The foregoing action recommendations and the policies they
are intended to support arise out of a deeply held conviction not
only of their importance, but also that they are timely, prag
matic, require no new allocation of money, and do not confront
any major obstacles in the way of implementation. What is pro
posed is in total harmolly with the purposes and needs of all con
cerned: rural people, their governments, agribusiness, and donor
nations; what is recommended is supported by evidence taken from
~;I~ \'0;,':: '"-:ported and the analysis and discussion of the facts
which thread the text and give this book its coherence.

However, it is fitting to conclude the book with one final
reference to the farmer, the farm family, and all the other rural
people whose labor and loyalty are vital to the success of agri
business and any development program. The task of this book was
to answer a basic question: Is there a role for agribusiness to
play in accelerating and expanding agricultural and rural devel
opment in the areas of the Third World in which enterprises are
located? It was natural, therefore, to emphasize throughout case
descriptions and analyses not only what companies do, but also
what companies might do in addition, with support from govern
ments, to play the more important and expansive role in develop
ment. For some, this may appear to be an effort to organize de
velopment assistance by doing more "to" rural people, rather than
by working "with" the people. To interpret this book as having a
top-down orientation would be a grave error.

Long before work on this book began, the authors were
committed to the belief that rural development could only take
place and be sustained if the intended beneficiaries of a pro
gram come to understand, approve, acculturate, and partici~ate in
decision-making. Leadership, training and education, and in
ternal resources may be required, but self-sufficiency and self
responsibility are the guiding principles of effective human
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progress. I have devoted thirty years to reducing these princi
ples to practices which are effective among traditional rural
people. and it is through the lens of this experience that all
the evidence and all the recommendations in this book have been
examined and reexamined. In its essence, the future envisioned
can be seen in the title of this book, "Agribusiness and the
Sm~~ ~-Scale Farmer: A Dynamic Partnership for Development."
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