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THE FEASIBILITY OF INTEGRATED CORN GRAIN
 
MILK AND SWINE PRODUCTION IN
 

JALISCO, MEXICO
 

A TENTATIVE INVESTMENT PROSPECTUS 

A Model Program for Economic 

and Social Improvement of 

Agricultural Communities of 
Small Scale Farmers 



SU1'1ARY
 

1. This is a project to establish a privately financed stock 

corporation (called the Model) in the State of Jalisco, with an 

initial capital investment of U.S. $ 960,000. The Model will be 

a joint venture. The partners will be a group of farmers and a 

group of investors from outside of the farming area. 

2. The investors put up all the capital. They take all the 

risk. They provide management. The farmers contract, voluntarily, 

to produce corn grain under supervision and to market their crop 

through the Model. Management of the Model is directed to higher 

yields, higher family income and diversification. 

FROM THE PROFIT GENERATED FRO14 NEW 

HIGH MELDS OF CORN GRAIN AND FROM 

DIVERSIFICATION, FUNDS ARE SET 

ASIDE BY MANAGFIENT WHICH ENAELE 

THE FAFR1ERS TO BUY OUT THE EQUITY 

OF THE INVESTORS. 

WITHIN TWENTY YEARS, FROK THEIR 

MANAGED SAVINGS, THE FAR14ERS HAVE 

FuML OWNERSHIP AND CONTROL AND THE 

INVESTORS LEAVE. 
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3. The Model will be a Iexican company, managed by Mexicans. 

Its objective is to demonstrate a way for private enterprise to
 

contribute in a dynamic way to the economic and social improvement 

of agricultural communities and, at the same time, bring about a 

sharp, rapid increaso in food supplies of lower price, better quality 

and more varied nature. 

4. The Model will be financed largely by the private sector of 

Mexico. Supplementary financing will come from the United States. 

With the exception of normal relationships between Lhe Government of 

Mexico and private banks which extend agricultural credit, no public 

funds and no special concessions will be asked for or required. 

5. The Model will: 

. Introduce, supervise, train and supply all of the 

necessary credit for an improved system of corn grain production on 

4,500 hectares of adjacent land now farmed by 560 members of the 

ejidal communities of El Molino, Huejotitan, Zapotitan and San Marcos, 

in the municipalities of Jacotopec and Zacoalco. The Model will not 

own any land. The Model will not affect or influence the existing 

land tenure structure. 
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Start a dairy of 600 milking head of Holstein cows with 

an output of 12,000 liters of cooled milk per day to be supplied to 

the pasteurizing industry of Guadalajara. Bull calves and cull milk

ing cows will be fed improved diets and then sold into the Guadalajara 

market for high grade beef. Within three years, top quality milking 

cows which are surplus will be made available through sales to other 

Jalisco dairies to help herd improvement in the area. 

Start a swine operation which will maintain 600 brood 

sows and sell 10,800 top quality lean hogs (1,188,000 kilograms) per 

year into the meat markets of Guadalajara and 14exico City. 

0 Maintain studies to increase land productivity further 

during the entire year and to increase farmer income by processing 

locally produced raw materials. The intent is to add new investment,
 

such as in the growing and processing of vegetables, whenever this 

can be proven feasible by careful analysis.
 

* Help in the design and implementation of educational
 

programs directed at both the adult and youth population, so that 

the farmers can promptly take on management and operational res

ponsibilities and be prepared to take over the entire enterprise 

when the investors are bought out and withdraw. 



6. The transition of management and ownership from the investors 

to the farmers is accomplished as follows: 

. In the beginning, all voting stock and full management 

control will be held by the investors. Farmers will be drawn into 

management as rapidly as their training and ability proceed.
 

* Each year, from the beginning of profitable operations, 

part of the earnings of the Model will be placed in a Trust, admini

stered by a recognized and respected private banking institution. 

The Trust will invest these funds in non-agricultural sectors of the 

Mexican economy. When this fund reaches a sum equal to the current 

value of the original equity, it will be used to buy out the voting 

stock. At this point, no more than twenty years from the start of 

operations and possibly in less time, full ownership and management 

is passed to the farmers and the investors withdraw.
 

7. The amount of stock assigned to each cooperating farmer will 

be determined by the amount of corn grain he markets through the 

Model. Thus, each farmer will share in the profit and assets of the 

Model in relation to his contribution to earnings. Actually, earn

ings will be achieved from the dairy and swine operations. However, 

since every farmer is a corn producer, basing stock ownership on grvin 

sales permits a fair and equitable distribution of ownership. 
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8. The actual allocation of stock and the first payment of cash 

dividends to cooperating farmers will be made no sooner than three 

years and no later than five years after operations begin. This will 

give each farmer time to learn the improved methods and attain his 

maximum production. Further, this will give management time to test 

the integrity and loyalty of each potential stockholder. The effect 

will be to give each farmer his proper share of stock and to give 

management a sense of stability in its relationships with the farmers. 

9. The results expected from the project may be summarized this way: 

For the Farmer and His Family 

Within three years, every farmer cooperating with the 

Model will increase his net income from farming by a factor of 3 

from a current average net income of U.S. $384 to almost U.S. $1,200. 

Actually, the majority of the people in the valley net about $200 

from their land. For them, income will increase sixfold. 

. Each cooperating farmer will save over U.S. $80 per 

year, beainning with the first year of participation, as a result of 

lower interest charges on loans. The average family now borrows 

$240 per year and pays an average rate of interest of 3.5 to 4.5% 



per month. Under the credit system of the 11odel, this money will be 

available at XA interest rate expected to be no higher than 1% per 

month, and may be lower. Credit will be supplied at an interest rate 

exactly equal to the cost of short term loans to the Model. No 

profit will be made on lending. 

Each cooperating farmer will save from U.S. $104 to 128 

or more, per year, from the beginning of participation, as a result of 

being able to store one ton of his corn grain, free of charge, with the 

Model, until he needs it for household consumption. The only cost to 

the farmer is his production cost of roughly U.S. $28 - 32 per ton. It 

is now normal practice to sell everything possible at harvest in order 

to obtain cash. Thereafter, and until the next harvest, the average 

family buys 900 kilograms of grain back, at a local average price of 

U.S. $136 to $160 per ton. When the farmer obtains household grain in 

return for grain repaid at harvest, the actual cost of borrowed corn 

may double or triple the cash price. 

* Each cooperating farmer will save, on the average, over
 

U.S. $120 per year in interest charges which now result from accumu.

lated past debt, as the Iodel takes over this debt in three years.
 

Despite their best and honest effort to repay past loans, the actual
 

situation in the valley is this; farm income and all other income is 

insufficient to get out of debt permanently; good years for farming
 



and off-farm employment are more than offset by bad years, increased
 

family size and hence increased family needs, and, as well, a lack 

of low cost credit to use for increased productivity. The average 

perennial debt per family in the valley is between U.S. $320 to $400. 

From the beginning and through Year 3 of cooperation, farmers, in addi

tion to new credit for farming and personal requirements, will be 

allowed U.S. $120 per year repaid directly to their creditors. This 

new loan will be repaid each year, at harvest, in the form of grain 

taken from the high level of production of the Model system of farming. 

ADDED TOGETHER, THE FARIR WHO PLACES 

ALL HIS FARI4LAND - AVERAGING 8 HECTARES -

UNDER 4ODEL CORPORATION 1,4NAGEUENT WITH-

IN THREE YEARS INCREASES HIS NET 3NCO1M 

TO ABOUT U.S. $ 1,520 FROM A CURRT 

AVERAGE OF U.S. $384. FURTHER, HE IS 

THEM FREE OF LONG TER1 DEBT, AND REAL 

SAINGS CAN ACCUMULATE IN THE CI4NUITIES. 

Starting Year 4 of operations, cash dividends of 

U.S. $1OO00 will be distributed to farmers. These dividends will 

increase year by year; by Year 20, they will have increased to 

U.S. $80.000 per year. 



* Starting Year 4 of operation, the Hodel will create 

a Trust Fund which, by the end of Year 12 will be large enough to 

amortize the original equity and by Year 20 to fully buy out the 

investors. At that time, the farmers become the owners and operators 

of the Model. 

* In Year 21, or sooner, the farmers, in reality at no 

cost to them or their governent, become owners of these assets:
 

- livestock with a market value, based on 
1968 prices, of about U.S. $446,000 

- a cash depreciation fund and value re
maining in undepreciated buildings and 
equipment eqnul to U.S. $567,000 

- a legal reserve fund of U.S. $92,000 
capable of earning roughly 8 to 10% per 
year if carefully invested in the 
industrial sector of the Mexican economy 

. From the year they take over the Model, the farmer 

stockholders will earn a profit averaging an additional U.S. $380 

per year per farmer of cash income. This assumes no growth in 

business on the part of the Model. There is every reason to believe 

that the earning power of the Model will grow beyond the integrated 

corn - milk - swine bperation with which it will start. 
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ADDED TOGETHER, COOPERATING FAJ-ERS, IN 

TWENTY YEARS, WILL INCREASE THEIR ANNUAL 

NET CASH INCOME FROM AN AVERAGE OF U.S. 

$384 TO AN AVERAGE OF U.S. $1,920. AT 

THE SA1ME TINE, EACH FARMER OWNS CORPORATE. 

ASSETS AT AN AVERAGE VALUE OF U.S. $2,000. 

IN ADDITION, THE RISK OF ASSURED INCOME
 

WILL HAVE BEEN SPREAD THROUGH DIVERSIFI-

CATION OF LOCAL ENTERPRISE PLUS INVEST-

MT IN THE GENERAL INDUSTRIAL SECTOR OF 

THE 14EXICAN ECONO4Y. 

Beginning Year 1, the Model will employ and train local 

people in the dairy, swine and grain divisions. New and real goals will 

exist for talented youth. Adult leaders in the comunity will be drawn 

quickly into management and technical resonsibility. Community 

development will be encouraged as wealth*and ambition and hope rise. 

Throughout the region, the llodel will serve to inspire and lead. The 

latent pride in the people of the valley communities will find the most 

constructive kind of outlet. 
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For the Investors 

It is estimated that the investors will earn, after all 

taxes and profit sharing , no less than 20 to 25% on their paid-in 

equity capital, each year for the twenty years of their participation, 

on the basis averaging net accumulated income over this period of time. 

In addition, the full amount of the paid-in equity capital plus its 

increased value recovered the farmers become theis by the time owners. 

For this return, the investors bear all of the risk and take full re

sponsibility for the achievement of the goals to which the enterprise 

aspires.
 

For Jalisco and Mexico 

The State and the Nation are wiven a tool to steed the 

production of more and better food supplies at lower-cost, as well as 

a means of accelerating the social and economic development of agri

cultural communities. Where it proves feasible to apply this tool, 

it permits both public and private enterprise to work together for 

the common good and to extend greatly the effectiveness and impact 

of all available resources. 



The State and The Nation are placed in a position of 

the general attack on world hunger and rural depression.leadership in 

Since its own revolution, 1'Lexico has come to command the respect and 

attention of people everywhere; what is achieved in Mexico is a source 

of guidance throughout the world. A successful Model in Mexico, 

blending the best of public and private enterprise, will surely en

courage the adaptation of this means of rural development over the 

widest area, in the shortest period of time. 

10. The following Appendices provide further detail: 

Appendix I - Location and Area 

Appendix II - Financial Projections and Notes 

Appendix II1 - Legal and Operating Structure 

Appendix IV - Market Analysis 

Appendix V - Cultural and Social Background 

Appendix VI - Grain Production Experiments 

Appendix VII - pportunities and Problems 

Appendix VIII - History of the Project 



APPENDIX I 

LOCATIC AND AREA 

The three maps shown in the following pages 

locate the site of the Model. 

The valley, which contains approximately 6,000 

hectares of land under some form of cultivation, 

lies 50 kilometers (30 miles) from its center to 

the center of Guadalajara. A main, paved high

way crosses the valley - north to south. This 

is Highway 15, a major artery connecting 

Guadalajara and the northwest of Mexico with 

Mexico City, via Morelia and Toluca. Power and 

telephone lines traverse the valley. Huejotitan,
 

Zapotitan and El Molino have electricity. 

The dairy, swine operation and central warehouse 

of the Grain Division will be located just to the 

west of the highway, at a point roughly equally 

distant between Huejotitan and Zapotitan. 
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APPENIX II 

1. The following charts and notes illustrate the financial 

viability of the Model and its ability to achieve its objectives. 

The distribution of earnings after taxes is meant to be neither 

fixed nor arbitrary. Rather, the presentation as shown is one 

clear indication of what is made possible by the Model. As investors 

are formed into a group to implement the Model and bring to bear 

their varied exp3rience on its management, new and creative ideas will 

undoubtedly emerge to make the Model even more fruitful for all 

concerned.
 

2. In addition to the notes and figures to follow, a furthpr 

comment on the annual credit system and how it is to be financed, is 

necessary. 

The notes following Chart II-A reveal the nature, need and magnitude 

of the credit system to be applied. The money for the credit is to 

be derived from loans made through Mexican private banks, at no more 

than 12% interest per year. The key question to be answered in ob

taing these loans is: what are the guarantees supporting the loans? 

No final answer to this basic question can be given at the time of 



writing this "tentative investment prospectus", but certain lines 

of current investigation which are in progress are relevant: 

a. The cooperating farmers will be "ejidatarios". For 

those not familiar with the agrarian reform movement in Mexico, it 

may be noted that the ejidtarios are those agrarians whose lands 

aro held in perpetuity by the Government. The farmers have the right 

to produce and market by free choice; the land, as well, can pass by 

inheritence to successive generations. However, the land can not be 

sold, rented or mortgaged by legal means. Therefore, an ejidatario 

can only offer his harvest as collateral against credit used to im

prove his farming practice. While a contract which uses the harvest 

as security for a loan is a legally binding document, in truth, its 

value, especially to a corporate body such as the Model, lies in the 

integrity of the individual. Because this kind of security has not 

been highly valued, historically, credit for the cosL of improved 

agricultural practices has become the unique responsibility of govern

ment, acting through such agencies as the Banco Ejidal, the Banco
 

Naconal Agropecuario and the Fondo do Garantfa y Fomento para la 

Agricultura y Ganaderia of the Banco de Mexico. 

The Model intends to enter into written contractual agreements with 

each cooperating farmer. These contracts will cover the amount 
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loaned, the interest rate, repayment at harvest in the form of grain, 

the price of the grain to be purchased by the Model and the marketing 

plan including the time lapse between delivery to the Model and cash 

payment to the farmer of such balance as is due after loan repayment. 

As well, the contracts will include the right of the 4odel management 

to enter a farmer's land and apply a critical practice, e.g., appli

cation of fertilizer, if at the time the farmer is not proporly tend

ing his fields under technical supervision. This right ill also in

clude the right to charge for this service, at the going local rate 

and at the same intorest cost as the rest of the credit, both to be 

collected at harvest in the form of grain. 

However, it is intended to seek a guaranty for some part - or all 

of the credit from one or more of the government banks dealing with 

ejido credit. This will not involve funds obtained from these banks 

but only a guaranty against loss and/jr the cost of delinquent repay

ments. Intellectually, it is logical and creative for the public
 

institutions to assume this role as part of the general effort to
 

attract private credit and investment capital into agricultural develop

ment, particularly as it concerns small scale farmers...uniquely as it 

concerns ejitatarios and their counterparts throughout the world. In 

the original concept of the ilodel, however, it was not intended to so
 

involve public credit institutions. It was thought too difficult and
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time consuming to establish policy and procedure. This thought has
 

changed, roccntly, because precedents have been located which 
make the
 

approach feasible and readily operable. These cases are being thoroughly 

Enough is now known, however, to indicate that at least
investigated. 

in the Banco Ejidal policy has been established and credit guarantees 

cover loans made to ejidatarios by private banks,
have been extended to 

funds of the Banco Ejidal were involved. Full details even though no 

to all potential ivestors. Itwill be made available at an early date 

a major part of the credit risk can be covereddoes seem probable that 

This will not only make it easier to finance the investmentthis way. 


the power of the Model
capital required. As well, it will represent 


to add strength to the attack on rural development made by both the
 

and public sectors in Mexico and in any other country.
private 

the notes to Ghart II-A, the credit to beb. As outlined in 

is to both improved farming practices and personal needs.extended cover 


role of personal integrity in ensuring
This extends even furthor the 

repayment and success of the system. While this may or may not compli

cate or limit the guarantees obtainable from public agricultural credit 

to produce a second guarantor whobanks, explorations have been started 

would share the credit risk, with particular emphasis on the repayment 

of personal credit. This exploration has led to an exciting possibility, 

namely, the church. Granted that church participation presents very 
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delicate issues, not merely in predominantly Catholic Mexico, but in
 

any cul".ure dominated by particular religious philosoPides and insti

tutions. Nonetheless, the churches are increasingly concerned with 

the slow pace of rural development throughout the world and with the 

need to combine their resources If they are to become a more potent 

force for social improvement. In terms of social service, each year 

witnesses more intense and dramatic efforts by churchmen of all sects 

to work together in the field of rural development, without any refer

ence to church affiliation.. .the epitome of this may be the Indian 

Social lnstitute in New Delhi, where all of the churches from the west

ern world are jointly engaged in agricultural extension work under the 

administrative leadership of a Catholic priest. 

With the foregoing in mind...and keeping in mind as well the fact that 

the 1lodel project in Mexico is intended for application worldwide...
 

discussions have been started with representatives of the Church World
 

Services, National Council of Churches, United States of America, to
 

the end of getting a commitment to guaranty some significant part of 

the credit loan obtained by the Model. First response was cordial, 

even enthusiastic. Funds are available and precedents do exist for an
 

action of this sort, although this precise application of support is
 

novel. Further discussions have been scheduled, hopefully to lead to
 

a decision to so act, if necessary and if such support acceptable,
 

within agreed upon quantitative limits.
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More details on the quality and magnitude of this source of support 

for the credit systezL wll be available in the near future. It may 

be noted that contact has been established with top officials in the 

Catholic Church of ]exico, with a very cordial response and an offer 

of help. Further, contact has been established with the Institute of 

Social Studies, Gregorian University, Rome, center of training for 

Catholic priests dealing with rural development. Several graduates 

of the Institute are attached to the headquarters of the Catholic Church
 

in Guadalajara and it is hoped to combine any financial assistance from
 

the Churches of Christ with local field assistance, in the valley, in
 

working with the people.
 

c. It is likely that the private banks of Ilexico will be 

willing not onil.y to make the credit loans but, as well, to share a 

greater part of the risk than might have been historically true. Part
 

of the reason for'this is the intense pressure from the Government on 

the banks to extend more agricultural credit. The Model offers a 

responsible mechanism through which to act. Beyond this, the manage

ment of the Model, by taking over the full administration of the loan, 

relieves the banks of the very high cost of making small loans. The 

risk, therefore, is calculable on new terms and, in part, can be more
 

readily justified than would otherwise be the case. While no real 

test has been made of the reality of this possibility, interviews 



among private bankers hold out the chance of acceptance by the banks 

of some percentage of the risk, against the signature of the management 

of the Model, backed by notes held by the Model against the harvest. 

d. The Fondo do Garantla y Fomento of the Banco de 1oexico 

does have a limited amount of money to use as a backing for practice 

credit. It has been indicated that the Fondo would review sympatheti

cally any proposal by the Model, via a private bank, for some such 

credit. Normally, the funds available to the Fondo discount prito 

vate bank agricultural credit paper can ofily be used for equipment, 

livestock and other material inputs, e.g., well, judged toa increase 

the ability of a farm or ranch to be more productive. 

e. Finally, with respect to financing the annual credit 

system, it should be noted that certain amounts of cash are generated
 

within the Model itself which could be applied against bad credit with

out jeopardizing the earnings by investors or the savings which permit 

the farmers to buy out the investors. 



ESTIMATED INVESTMENT 

(dollars 

APP±-DIL II -

AND UPERATING RESULTS-CORN GRE&I 

rounded to nearest thousand) 

DIVISION 

1 2 3 4 

BUILDINGS 

Storage shed 

EQUIPMENXT 

Tractorsb 
Pickup trucks 
Sprays 
Testing facilitiesC
Contingencies 

TOTAL PLANT AND EQUIPMenT 

32 

16 
13 
6 
2 

74 

16 
3 

4 

23 

2 

2 

ANNUAL OPERATING EXPENSES 

Purchae of corn graind 
SaJl.rie. and wagese 
Eneray, k=intainance and supplies 
Continencies 

TOTAL ANNUAL OP&IATING EXPENSES 

TOTAL CAPITAL Rq.EQUIRED 

435 
26 
16 
3 

40 

-- A 

1 120 
31 
20 

1 174 

1197 

1 3b2 
31 
20 
3 

1 416 

11 

1 362 
31 
20 
3 

1 416 

16 

ESTIMATED OPERATING RSUTF 

Salesa 

Less operating expenses 

Net operating earnings before taxes 

490 

480 

10 

1 260 

1 174 

86 

1 532 

1416 

116 

1 532 

1416 

___6 

NOTE.- DATA CONSTANT FROM YEAR 4 
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NOTES - APPENDIX II - A 

a. 	Sales are based on the following:
 

Year 1 - . 1200 hectares under management (3,000 acres)
 

* Yield is 5 tons per hectare (roughly 80 bushels per acre) 

* 400 farmers are involved; 66% of all farmers 

• Each family keeps 2 tons for household use
 

* 6,800 tons sold by farmers to tho Model; 6,000 from 
the managed area; 800 from the remaining area faned by
the cooperating campesinos but not under management 

• Buying price is U.S. $6 4/ton 

. Selling price by Model is U.S. $72/ton 

Year 	2 - . 3,700 hectares under management (9,250 acres)
 

. 500 farmers are involved; 80% of all farmers 

* 17,500 tons sold to the Model 

Year 	3 - . 4,480 hectares under management (11,200 acres) 

. 560 farmers are involved; 90% of all farmers 

a 21,280 tons sold to the Model 

The Model does not expect to gain more than 90%cooperation among the 

total farmer population of 625. The appeal for association will be 

based o.i four considerations: 
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i. no risk to the farmer - each of the 400 farmers whose 

cooperation will be sought in Year I will be asked to put only 3 of 
the 4 or 5 hectares normally planted to corn, under management. He 

will then be guaranteed:
 

* a return per hectare from the managed parcel no 

less than from the unmanaged area;
 

* that should the new practice merely yield an equal 

quantity of grain in comparison to his traditional practice, he ill 

owe the Hodel no more per hectare than the amount he spent on the 

unmanaged area; and, 

. the cost of the new practice in excess of his own 

will only be repaid out of real surpluses. 

ii. low cost practice credit - The Hodel will extend credit 

at exactly the cost of money borrowed for the purpose. It is expected 

that credit funds can be obtained at no more than 12%/year. Further, 

the Model, unlike the farmers, can obtain certain lines of credit for 

agricultural chemicals and fertilizer at no or low interest, for the 

crop season, further reducing the actual interest charge on the total 

credit required. It is to be noted that those farmers in the valley 

who obtain any practice credit, do so at interest rates which average 

between 3.5 and 4.5%per month. Very few have been able to utilize 

credit from government credit banks. 
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iii, exension of low cost personal credit - on the basis of 

direct study of the economic facts of life in the valley (see Appendix 

V)9 it is known that each family, on the average, borrows U.S. $240 

per year for the combined requirements of farming and family emergencies. 

Because of excessive interest charges, which not uncommonly are over 100% 

per year, and the ups and downs of crop yield, this debt tends to grow 

larger year by year, averaging close to U.S. $400 per family, currently.
 

This is true despite a long and impressive history of responsible effort 

to pay back their debt on the part of the entire community of farm
 

families. Income over and above that obtained from farming has not 

been sufficient to make up the difference.
 

The Model must take responsibility for assuring a source of personal 

credit if the farmers accept credit for farming. The reality of money 

lending practices dictate this demand. For example, in recent years, 

farmers who have taken credit loans from government agricultural banks 

have had their personal credit requirements cut-off or have been faced 

with double or triple rates of interest. 

It is estimated that roughly 40%, or U.S. $96, of what each family 

borrows is required for personal emergencies. Each farmer will be 

assured that such credit will be available on application to the Wide'I2 
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In a dramatic gesture and one calculated to facilitate reaching toe goal 

of 400 participating fanaers in Year 1, the Model intends as ,lIito 

offer to take up U.S. $120 of accumulated debt, to be repaid at-harvest 

and to repeat this each of the first three years of cooperation, if 

need be, to help every family get rid of this debt and the terrible 

pressure of high interest rates which has drained away any possible 

savings. In this way, the farmer substitutes 3.5 to 4.5%/month interest 

for 1%/month or less, and, out of new high levels 6f income at harvest 

both reduces his debt and ends up with more cash than ever befor,. In
 

no other way can real savings start to accumulate. It is expected that 

within several years, the major part of past debt will have been wiped 

out and that the Model will have helped establish community credit 

unions which will take over all personal credit activities. At some

time in the future, these credit unions may well be able to take over 

the operation of the farm peactice credit system but this prospectus 

makes no' assumption that this will be the case. 

In summary, the credit system requirements are as follows: 

Year 1 

* 1,200 hectares neeO U.S. $128 each for the practice

(U.S. $24 in addition ma&e available in the form of
 
no interest lines ofc
 

400 families are relievod of U.S. $120 each ofpast det......................48,000
 

0 400 families are estimated to need U.S. $96 

each for new familyemergencies..................... 38,000
 

Totl... ....... 240,o000 T.S. $
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* 	With interest and lines of credit charges added, 
the far eios return this crodit in the for, of 
grain valuedat................,.......,.. 291,000 U.S.$* 

Year 2 

, 3,700 hectares - practice credit.,,,,.,,,,,,,,.. $474,000 

, 500 families - past debt roliot ............ , 60,000 

* 	500 families - now porsonl debt.................. 48,000
 

Total............... $582,000 U.S.
 

. farmers return corn valuedat.................... $721,000 U.S.
 

Year 3
 

* 	1,480 hectares - practice credit ... ,,,....,. $573,000 

* 560 families - past debt relief, ...,,,,,,,,. 67,000 

. 560 families - 54.........,..new personal debt 	 5,000 

Total,.,,,,,.,,, $694,000 U.S. 

. farmers return corn valued at..................,. $862,000 U.S. 

SAl). credit and interest charges are repaid at harvest time in the form 

of 	graia. Interest is calculated on the basis of 8 months duration of
 
practice credit and 12 months duration of personal credit. 
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Year 4j 

0 4480 hectares  practice credit.....,,..,,,** 

* 160 families  past debt rolief..........e..o., 

• 560 fandlies - now personal debt,.*.***,,,, 

Total.......... 

, faqmors return corn valued at..,............... 

$573,000 

19,000 

54,000 

$646,ooo 

$809,000 

U.S. 

U.S. 

Year 5 

* 4,480 hectares  practice credit....*****... 

a 60 families  past debt relief................., 

* 0 families - now personal credit............,. 

$573,000 

7,000 

* farmors rutuni corn v-lued at 

Total $..580,000 
$.............*730,000 U.S. 

Year 6 and After 

4#,480 hoctaros - practice crodit........,.......* 

nno debt relief................,,,,,,,,,,,,,**,,,,, 

no new porsonal crediteeeoooooeooeooooeo.ooo,•.*•• 

$573,000 

Tota............ 

* farmers roturn corn valued at,,,,,.,,,,,,,,,,,,,,. 

$573,000 

$727,000 U.S, 



The entire credit system dll be very closely supervisod. All loans
 

will be subject to legally binding contracts. jiowovor, while those are 

useful, far more imnportant to the success of any rural Prodit, systfr, 1

on-the-spot control. This will be exorcised by te adainistration and
 

the agronontsts throughout the season 
 and at harvost. Murthor, it is
 

the intent of the Ilodol 
 to work- closely, from the bog7inniu,, with the 

leaders of the coirmnities to establish widorotanding and to attach 

value to what the Nodol is doing in the intoro:,t of the people. Through

out the world, experienro has shown that one of the pio',t effective
 

mechanisms in assui-lng loan re2'yients and an honest response to 
the
 

extension of credcit is social pressure within 
the community to keep
 

delinquents from destroying what 
 is of benefit to all. The I'odel will 

take full advantage of this knowledge. 

iv, p._i.lee of storing corn - at hfrvost, each farmer will 

be allowed to place one ton of his grain in the Model warehouse, free of 

charge, until needed for householc'. use but to be hold no later than 

April 15 of the following season. It is assued that with all of the 

monetary benefits available to him, the farmer will not feel the need
 

to sell his entiro harvo,'t, oven at the risk of hiving to buy back 

grain at a much higher prico later on, as is noi corwmon practice. By 

holding a ton of coni free of ciargo which at most will have cost him 

U.S. $32 to produce, the farmer on the average will save U.S. $128 in 

cash and the interest ol.%,, on th"Li,:n; , 02ThIoar. 
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b. The calculation of tractor requirements is highly empirical at 

this time. With the use of available animals and tractors, 3,300 

hoctares of corn wore cultivated during the 1967 season. All of the 

tractors could be used more to their economic advantage. So, too, could 

the animals, particularly as chomical herbicides replace the need to 

cultivate. With th-s in mind, it is estimated that 5,000 hectares could 

be fprmod with the an mal and tractor power now on haknd. However, as 

a measure of security and to perform the many tasks comon to a farm-ing 

operation of the sizo contemplated, two tractors are included in the
 

investment in Year 1 and two more in Year- 2. It is assuied from prior 

experience in thlis part of Mexico that as income rises sharply in the 

valley, groups of farners will form to buy new tractors.
 

To guide the course of further investment by farmers or by the Model 

in tractors, very carofu- coiaprative field studies are planned for 

the 1968 season to deterrmino precisely the cost-benefit relationships
 

which are evidenced when the land is worked by animals and by tractors. 

All other factors, such as seed, fertilizer, pest control and soil
 

type will bo hold as consrant as possible. 

o. The testing facilities referred to are merely those required 

to check moisture content of grain delivered by the farmers to the 

Model at harvest time. 
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d. The purchase price of corn grain is noted as U.S. $64/ton; the 

selling price is U.S. $72/ton. This price is based on the market 

conditions of 1967 and takes into account, frst, the fact that the
 

U.S. $72/ton reflects the lowest average buying price by the corn mill

ing industry of Guadalajara in 1967; and, second, the fact that U.S. 

$&6/ton approxiratos the average price recei ved this same year by the 

farmers at the I!odol site (including a charge for transportation to 

Guadalajara). A further analysis of the market conditions affecting 

current and forecasted corn grain prices will be found in Appendix IV. 

Actually, it will be the policy of the Model always to buy corn at 

U.S. $8 below the price at which it can sell it in the Guadalajara 

market. This will be the only price guarantee extended. If the Model 

can get, for example, U.S. $72.80/ton, the fax'ners will receive 

U.S. $64.80; conversely, if the selling price is U.S. $71.50 the farmers 

will got U.S. $63.20. The position is simply stated and it is believed 

that the farners, if anU when it becomes necessary to explain the
 

situation, will understand (they have beon the victinq of priroe fluctua

tions many times): the N[odel does not control prices in the Guadalajara 

market and should prices rise, the farmers will be the beneficiaries 

rather than the l1odel Corporation; should prices fall, the farmers bear 
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this risk as their contribution to attracting the investors to their 

valley and, in doing so, are always 300% or more better off in rela

tion to fprning incomo than they would have been without their 

association with the Model.
 

e. Salaries and wages include 20% added over the base for social
 

security benefits, on the basis of studies made of these costs in
 

Jalisco, by the Instituto Jalisciense de Promoci6n y Estudios Econ6micos,
 

A.C. Included in staff charges are:
 

Year 1 - Head agronomist ............ U.S. $6,560 - base pay 
3 staff agronomists ...... ... 12,000 - " 

. ' 1,840 - " 3 laborers....... ......... 

"
 1 secretary bookkeeper ..... 1,600 -

Year 2 - Add 1 additional agronomist
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ZXSIDAT!D INVS!MT AND OPERATING RESULTS-DAIRY 

(dollar. rounded to neares thousand) 

DIVISION 

ThAR 1 2 3 4 5 

BUILDIGS 

lage torage b 
Oonoontrate storage 
Milk parlor and offieCorrals and abode 
HousesO 

18 
50 
20
100 

BUIPENT 
Tra tor 

Pickup truck 
Seed preparation dSPeed diribution" 

Xilking
Waste dispoeal 
50 1v generator 

SITE PREPARATION 

LIVESTOCxt 

TOTAL PLANT AND BQUIPMBOT 

7 

3 
108 
27 

-LO 

2,A 

313 320 

4 

40 

AUAL OPERATING EPENSES 

ila o 

Concentrates 
Brooding cost. 
Voter~narian coats 
nergy, maintainan o, insurance 

Slare and wqgoea
Trainin ooptsJ 
Consutantax 
Preoperating coat 
contingencis 

TOTAL ANNUAL OPERATING EXPENSE 

TOTAL CAPITAL REUIRED 

and supplies 

58 
1 

1 
1 
4 
5 
4 
8 

82 

M23N 

88 
96 
8 
10 
12 
28 

3 
-
8 

253 

Ia8 
12 
10 
12 
29 
-
3 
-
8i 

360 

112 
223 

12 
10 
12 
29 
-
-

8 

406 

2 

ESTIMATED OPERATING RESULTS 

SAAS I Milk 
Cull cow. for beef 
atteanoned bull calves 

Surplus milk cows 

TOTAL SALR 

Le. operating expense. 

Not operating earnings bore taxes 

-

82 

).21 

330 
20 
-
-

350 

LU 

435 
20 
80 
-

535 

160 

112 

435 
20 
80 
50 

585 

M 

172 

NOTB.- DATA CONSTANT PROM YAR 5 
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NOTES - APPRIDIX II-B
 

a. These will be trench silos with storage capacity of
 

16,000 tons total.
 

b. This building, which will contain concentrate storage and feed 

milling equipment, has a planned capacity of 3,725 tons. 

0. Two homes are planned on the dairy site. One is for the head 

herdsman; the other for his assistant. This local supervision is vital 

since operations will be on a 24 hour basis. 
As well, proper emergency 

care of the animals requires this on-site administration at all times. 

d. Feed distribution will be made to the corrals by a specially 

designed truck now commercially available. 

e. Electricity will be purchased. Power is available at the site 

by a simple take-off from lines supplying the communities in the valley. 

However, the standby generator provides Vitally important assurance 

that a power failure will not cause any loss to the dairy operations. 

This is critically important in a rural area. 

f, Under Mexican regulations, importers of milk cows are generally
 

required to utilize registered animals. Import licenses for registered 

stock are made available by the Secretary of Agriculture and Livestock. 



It is widely recognized, however, that carefully selected nonregistered 

or "grade" animals can produce both milk and offspring of equal 

quantity and quality to the production of registered stock. Such 

animals can be bought in the United States and delivered in the Guada

laJara area for as much as U.S. $200 less than registered cows. 

Recently, precedent and procedure have been established which permit 

the importation of inspected and approved nonregistered Holsteins 

when the project is deemed to be of national importance and one which 

would be benefited by the exception. In quch a case, the financing 

of the importation proceeds through a Mexican private bank which, in 

turn, obtains the approval of the Banco de Mexico, Fondo de Garantia 

y Fomento para la Agricultura y Ganaderia. This approval brings 

with it an investigation by the technical staff of the Fondo do Garanta 

of the herd of nonregistered animals it is proposed to import. If 

this herd is approved in terms of quality and the desirability of 

allowing its entry, the Fondo so advises the Ministry of Agriculture 

and Livestock, which must give the final approval. 

By this means, several large herds of grade animals have been brought 

into Mexico within the past several years; of particular interest is 
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a herd in excess of 600 animals which was dispersed among small 

groups of ejidhtarios. Very preliminary discussions at the Bank of 

Mexico and with officials of the Fondo do Garanta about the Model 

and its boneficial impact on the ojid ktarios of the valley, indicated
 

strong interest and a definitely sympathetic attitude toward im

portation by the Model of nonregistered stock. Therefore, the in

vestment requirements of the Dairy Division are based on grade animals.
 

g. No contingency fund is shown. The costs of buildings and site 

preparation, while based on discussions with local engineers, are 

deliberately kept in line with United States costs, since theso wore 

known with considerable accuracy of prediction. Final engineering 

plans are being prepared and local contractors will be asked to price
 

out construction at the site. It is assumed that the costs shown,
 

therefore, are on the high side. 
 In this sense, a contingency con

struction fund is built-in to these costs. 

h. The silage and concentrate demand for Year 2 assumes arrival of 

the first animals (100) on December 1. Thus, only one month of feed

ing costs are involved. However, all of the silage necessary for the 

period between harvests (12 months, from September to September) will 

have been purchased prior to the arrival of these animals. For this 

reason, silage costs appear wholly disproportionate to the concentrate 

costs shown for Year 2 (the first year of expenditures for the dairy 

operation).
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i. Salaries and wages include a 20% markup over base pay for 

social security benefits. The staff includes:
 

Head, Dairy Division......... U.S. $8,000 base pay

1 secretary-bookkeeper.........0... 
$1,600 I I'

Herdsman and five milkers.......... $6,000 " "
 
Assistant herdsman ............. .$

Feed truck and tractor operator.&.' A WI
,,
4 laborers 9 $560 **.**..each. .... $2,240 " " 

J. The Head of the Dairy Division will bo employed later thanno 


September 1 of Year 
2. This will permit him to supervise the prepara

tion of silage that month, from the current harvest. When this task 

is completed, it is planned that in October and November he will be in 

the United States, under the tutelage of the consultant, Dr. Gerald
 

Stott, Head, Department 
 of Dairy Science, College of Agriculture,
 

University of Arizona, 
 Tucson, Arizona, U.S.A. Dr. Stott will be
 

selecting the animals 
at that time and this process will be a part of 

the training program designed for the Head of the Dairy Division. 

k. It is planned for Dr. Stott to coAsult at the dairy in Ifexico 

as necessary during the first three years of operation, while pro

duction is building to full capacity. 

1. The preoperating cost noted primarily the laborcovers 

necessary to support the Head of the Dairy Division in the preparation 

of silage in September. 
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ESTIMAT INVESTkiNT AND OPERRAING RESULTS-SWIN3E DIVISION 

(dollars rounded to nearest thousand) 

YEAR 1 2 3 4 5 6 

BUILDINGS 

Sow pens
Boar pens 
Farrowing houses 
Nurseries 
Finishing houses 
Storage and feed mixingHouse 

4 
1 

13 
8 

18 
76 

4 
1 

13 
8 

18 

__ 

4 
1 

13 
8 

18 

EQUIPKENT 

Tractors 
Pickup truck 
Feed mixing d 
25 Xv. generator 
Contingencies 

LIVESTOCK 

6 
3 
4 
5 

_ 

6 
-
1 
-

Sows - -

TOTAL PLANT AND .EUIPIMT 117 51 44 

ANNUAL OPERATING EZZSES 

Feed 
Boarse 
Veterinarian 
Salaries and wages f 

Energy, maintainance, Insurance, 
Consultantns 
Contingencien 

TOTAL ANNUAL OPEL ING ESSE 

TOTAL CAPITAL REQUIRD 

supplies 

84 
4 
2 
7 
4 

11 
2 

114 

238 
4 
4 

11 
5 

14 
2 

278 

383 
4 
7 

15 
5 

11 

428 

443 
2 
7 

17 
5 
a 
2 

484 

443 
2 
7 

17 
5 
-

477 

i4 

ESTIMATED OPERATING RESULTS 

Salesa 

Less operating expenses 

N.t operating earnings before txes. 

66 

114 

263 

24 

502 598 

Wi_ 

598 

477 

NOTE.- DATA CONSTANT PROM YEAR 6 
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NOTES - APP3-DIX II - C 

a. Sales revenues are based on the movement of 900 animals 

per month, at an average weight of 110 kilograms (242 pounds). 

b. This building will have a capacity of 400 tons. 
It will house 

bulk feed purchased in large quantity during periods of minimum price. 

Feed mixing facilities will be housed here. 

c. This house is for the operating manager whose supervision must
 

be available 24 hours a day.
 

d. Power will be bought commercially but in the rural setting of 

the Model it is necessary insurance to have a standby generator. In 

the final plan of construction, the standby generators of the Swine 

and Dairy Divisions may be integrated with some reduction in invest

ment and operating cost.
 

e. Salaries and wages include 20% over base pay for social security 

benefits. The staff will be comprised of: 

Year 1 

Head Herdsman................U.S. $3,600 
6 laborers @ $560 each....... 3,360 
I secretary-bookkeeper....... 1,600 
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Year 2 

Head Herdsman's salary increases to ............. U.S. $4,200 
increase number of -laborers to 10 

Year 3 

Head Herdsman's salary increases to .............. $5,100 
(Nexican manager assumes charge; 
U.S. manager leaves)
 

increase number of laborers to maximum of 16
 

Year 

Head Herdsman's salary increases to ............ , $6,600 

f. Two typos of consultants will be used. An experienced swine 

production/operations manager from the United States wcill be employed 

for the first 30 months and will train the 'oxican manager to deal 

with an enterprise as large as the one planned. At the same time, 

Dr. Donald Hudman, Extension Swine Specialist, Texas A &I4University, 

who worked in Jalisco in the feasibility analysis of the Swine Division 

of the ilodel, will serve as a consultant until full capacity has been 

attained.
 

g. Some replacement of purebred breeding boars wil be necessary 

each year to ensure the efficient development of the crossbred stock 

recommended by Dr. Hudman as ideal for the climate, feed and market 

conditions in which the Model will function. 
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ESTIMATED INVESTMENT AND OPERATING RESULTS CON30LIDA D 

(dollars rounded to nearest thousand) 

1 2 3 4 5 6 

]3IMITG~a 
 35 262 44 44
 

BOQUzPx 2b 46 126 9 

3TE PR IABTION 	 - 10  -


LIVESTOCK 77- 320 40 
TOTAL LAUT AND UIMENT 81 475 373 84
 

AJNUAL OPERATING ErPESE 0 	
509 1 400 1 2 226 
 2 318 

TOTAL CAPITAL I=UTR150- IMLa Lao. LIN LMJ 

ESTIMATED OPERATING RESULTS 
RAT, z Grain Division 490 1 260 1 532 1 532 1 I U2 

Dairy Division - - 350 535 5 5
Swine Division 66 263 502 598 598 

TOTAL SALS 490 1 326 2 145 
 2 569 2 715 
 2 715
 
Less operating expenses 
 509 1400 1973 2226 2330 2 	 318 
Not operst~ng earnings before taxes ___ & 

a.- INCLUDES: 	 Year 1 -
 One house for watchman (3)

Year 2 - Office building with three bedrooms (8)
 

b.- INCLUDES 	 year 1 - Automobile for general manager (4) 
Year 2 - Water system (10)

40 000 equip maintainance shop 

a.- INCDES: Year 1 and thereafter - general mana er (15)
Accounting servioe (2 year 1; 4 year 2 on) 

years I and 2 - Legal services (4)

Years 1, 2 and 3 - Management consultant (8)

Years 4, 5 mnagement oonnultant (4)
 



ESTIMATED EARNINGS 
(dollars rounded 

YEAR 1 2 3 4 5 6 7 

Revenue from Sales 490 1,326 2,145 2,569 2,715 2,715 2,715 

EXPENSES 
Operating Expenses (a) 
Lcts Net Inventory Inereabe 

Net Operating Expenses 
Depreciation (b) 
Interest, Lo'ig Term Loan 
Interest, Short Term Loan 

TOTAl , 
OPEIRATING INCOME BEFORE TAXES 

509 
-

509 
17 

4 
-

530 
(40) 

1,400 
21 

1, :79 
51 
:30 

2 
1,462 
( 1:16) 

1,973 
62 

1, 91 J 
54 
'10 

7 
2,012 

13 

2,226 
60 

2, 166 
57 
'10 
12 

2,275 
294 

2,330 
24 

2, 30(; 
57 
38 
1 2 

2,413 
:102 

2,:1H 
-

2, 118 
57 
111 
10 

2,421 
294 

2,318 
-

2, 318 
57 
:13 
5 

2,413 
:102 

Less: Taxes, 42%, Less 40% (t) - - - 63 76 74 76 

NET OPERATING INCOME (40) ( 136) 133 231 226 220 226 

Less 10% Employee Profit Sharing (d) 
Less 5% Legal Reserve (e) 

NET INCOME 

As %of Equity 

PROPOSED DISTRIBUTION 
Payment to Farmers' Trust Fund (f) 
Casl Dividend to Farmers (g) 
Retained Earnings (h) 
Cash Dividends to Investors 

TOTAL 

-
-

(40) 

-

-
-
-
-

-

-
-

(136) 

-

-
-
-
-

-

-

-

133 

29% 

-
-
133 
-

133 

23 
12 

196 

43% 

:30 
8 

43 
115 

196 

2:1 
11 

192 

42/ 

29 
10 
:18 

115 

192 

22 
11 

187 

'1% 

:39 
11 
22 

115 

187 

23 
11 

192 

42( 

,40 
111 
23 

115 

192 

Investor Dividend as % of Equity - - - 25% 251 25% 25% 

Accumulated Vabe of Trust Fund (f) 
Accumulated Value of Legal Reserve (e) 

-
-

-
-

-

-

30 
12 

02 
24 

107 
38 

158 
52 
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CONSOLIDATED OPERATIONS 
to nearest thousand) 

8 9 10 11 12 13 14 15 16 17 18 19 20 

2 715 2,715 2,715 2,715 2,715 2,715 2,715 2,715 2,715 715 2715 715 271,5 

2,318 2,318 2,318 2,318 2,318 2,318 2,318 2,318 2,318 2,31S 2,318 2,318 2,318 

2,318 
57 
31 

2,318 
57 
29 

2,318 
57 
27 

2,318 
57 
25 

2,318 

57 
25 

2,318 

57 
25 

2,:18 

57 
25 

2,318 

57 
25 

2,:18 

57 
25 

2,318 

57 
25 

2,318 

57 
25 

2,318 

57 
25 

2,318 
57 
25 

2,406 
309 

2, 101 
311 

2, 102 
31:1 

2, 00 
:115 

2,100 
:115 

2,100 
:115 

2,0100 
:115 

2,.400 
:115 

2,400 
:115 

2, 100 
:115 

221, 
:115 

-1 2, 10(i 
:15 

78 79 79 79 79 79 79 79 79 7) 79 79 79 

231 2:12 2314 2:16 236 2:16 2:36 236 236 216 236 236 236 

23 
12 

2:1 
12 

2:1 
12 

24 
12 

2.1 
1 

24 
- -

24 
-

24 24 
-

24 
-

21 
-

2'1 
-

24 
-

196 
43% 

197 
t:' 

199 
13),11( 

200 
4, 

211 
-16, 

212 
.11;7 

212 

16% 

212 

.16 
212 

,46", 

212 
Ii", 

212 
,1X 

212 

.1ol, 

212 

46%t 

43 
15 
23 

115 

,11 
17 
21 
115 

11 
19 
24 
115 

41 
21 
2:1 

115 

,12 
:1 
2:1 

115 

10 
61 
21 

115 

10 
63 
2'4 

115 

10 
6:1 
21 

115 

10 
86 
1 

115 

1(0 
86 

I 
115 

I0 
80 

I 
125 

1 
115 

10 
86 

115 
196 197 199 200 211 212 212 212 212 212 212 212 212 

25% 2511 25214'25,;f 25X 25% 2 5 ,4, 25, 25'/ 25% 25% 

217 
70 

279 
89 

:128 
109 

121 
1:32 

501 
1,17 

6:1 
161 

80 
177 

98 
195 

11h 
215 

139 
2:16 

163 
260 

190 
286 

219 
:114 



ESTIMATED CASH 
(dollars 

YEAR 1 2 3 4 5 6 

CASH IN 
Cash Forward - 46 163 85 55 78 
Net Operating Income (40) (136) 133 231 226 220 
Equity Paid In (a) 100 360 - - - -
Long Term ILoans (b) 50 325 125 -- -

Short Term loans (c) - 13 45 42 - -
Depreciation Accruals 17 51 54 57 57 57 

Trotai Cash In 127 659 520 415 338 355 

CASH OUT 
Inventory Increase - 21 62 60 24 -
Plant, Equipment, Livestock 81 475 373 84 - 74 
Repayment l)ng Term Loan - - - 28 28 28 
Repayment Short Term Ian - - - - 20 20 
Profit Sharing With Employees - - - 23 23 22 
Legal Reserve - - - 12 1i 11 
Payment to Farmers' Trust Fund - - - 30 29 39 
CashI)lvidend to Farincrs - - - 8 10 11 
Cash )ividend to Investors - - - 115 115 115 

Total Cash Out 81 496 435 360 260 320 

CASHIBALANCE'- AT YEAR END 46 163 85 55 78 35 
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FLOW CONSOLIDATED OPERATIONS 
rounded to nearest thc-usand) 

7 8 9 10 11 12 13 14 15 16 17 18 19 20 

35 
226 

22 
231 

46 
232 

79 
234 

134 
236 

140 
236 

108 
236 

180 
236 

261 
236 

341 
236 

294 
236 

55 
230 

61 
236 

75 
236 

57 

318 

57 

310 

57 

335 

57 

370 

57 

427 

57 

433 

57 

401 

57 

473 

57 

554 

57 

635 

57 

587 

57 

348 

57 

354 

57 

368 

45 
28 
20 
23 
11 
40 
14 

115 

296 

22 

8 
28 
20 
23 
12 
43 
15 

115 

264 

46 

-
28 
20 
23 
12 
41 
17 

115 

256 

79 

-
26 
-
23 
12 
41 
19 

115 

236 

134 

74 

-
24 
12 
41 
21 

115 

287 

140 

112 

-
24 
1 

42 
31 

115 

325 

108 

-

9 

-
24 
-

10 
63 

115 

221 

180 

-

-
24 
-

10 
63 

115 

2 

261 

-

-
24 
-

10 
63 

115 

212 

342 

106 
-

-
24 
-

10 
86 

115 

341 

294 

297 
-

-
24 
-

10 
86 

115 

532 

55 

52 
-

-
24 
-

10 
86 

115 

287 

61 

44 
-

24 
-

10 
86 

115 

279 

75 

-

24 
-

10 
86 

115 

235 

133 
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PROFORMA BALANCE SHE.ETS AT YEAR 
(dollars rounded to 

YEAR 1 2 3 4 58 

ASSETSCash 
Cash, Legal Reserve 
Inventories (a) 

46 
-

-

163 
-
21 

85 
-
83 

55 
12 

143 

78 
23 

167 

35 
34 

167 

22 
45 

167 

46 
57 

167 

Total 46 184 168 210 268 236 234 270 

Plant, Equipment, Livestock 81 556 929 1,013 1,013 1,013 1,013 1,013 
Less Depreciation Allowance 17 68 122 179 236 219 231 280 

Net 64 488 807 834 777 794 782 733 

TOTAL ASSETS 110 672 975 1,044 1,045 1,030 1,016 1,003 

LIABILITIES AND NET WORTH1 
Short Term Debt - 13 58 100 80 60 40 20 
Long Term I)L 50 375 500 472 444 416 388 360 

Total Debt 50 388 558 572 524 476 428 380 

Legal Rleserve - - - 12 23 34 45 57 

Share Capital, Paid In 
Earned Surplus 

100 
(40) 

460 
(176) 

460 
(43) 

460 
-

460 
38 

460 
60 

460 
83 

460 
106 

Total Net Worth 60 284 417 460 498 520 543 566 

TOTAL LIABILITIES AND NET WORTH 110 672 975 1,044 1,045 1,030 1,016 1,003 
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ENDS CONSOLIDATED OPERATIONS 
nearest thousand) 

9 10 11 12 13 14 15 16 17 18 19 20 

79 134 140 108 180 261 342 294 55 61 75 133 
69 

167 
81 

167 
93 

167 
94 

167 
94 

167 
94 

167 
94 

167 
94 

167 
94 

167 
94 

167 
94 

167 
94 

167 

315 382 400 369 441 522 603 555 316 322 336 394 

1,013 

337 
1,013 

394 
1,013 

377 
1,013 

322 
1,013 

370 
1,013 

427 
1,013 

484 
1,013 

435 
1,013 

195 
1,013 

200 
1,013 

213 
1,013 

270 
676 619 636 691 643 586 529 578 818 81:3 800 74:3 

991 1,001 1,036 1,060 1,084 1,108 1,132 1,133 1,134 1,135 1,136 1,137 

332 
332 

306 
306 

306 
306 

306 
306 

306 
306 

306 
306 

306 
306 

306 
306 

306 
:306 

306 
306 

306 
306 

306 
306 

69 81 93 94 94 94 94 94 94 94 9,1 94 

460 
130 

460 
154 

460 
177 

460 
200 

460 
224 

460 
248 

460 
272 

460 
273 

460 
274 

'160 
275 

-160 
276 

460 
277 

590 614 637 660 684 708 732 733 734 735 736 7:17 

991 1,001 1,036 1,060 1,084 1,108 1,132 1,133 1,13,4 1,135 1,136 1,137 
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APPENDIX II - E
 

a6 The annual operating expenses reflect a purchase price from 

the farmers of 800 pesos (U.S. $64) per ton for corn grain; the net 

operating income assumes a selling price by the Model of 900 pesos
 

(U.S. $72) per ton. The cost of the practice and personal credit 

system (see notes, Appendix II - A) and the flow of money to and from 

the farmers are details which are subsumed by the buying price and 

staff expenses.
 

b. Mobile equipment, that is, tractors, pickup trucks and backpack
 

sprayers aro depreciated in 5 years. This excepts the feed delivery
 

truck operating within the dairy corrals which is depreciated in 10 

years along with all permanently placed equipment. Buildings are 

depreciated in 10 years. Straight line depreciation method of calcu

lation is used.
 

a. The Model qualifies for this tax structure because it is an agri

cultural enterprise and more than 50% of its before tax revenue is de

rived from the sale of dairy products and swine. The buying and selling 

of corn grain is considered a commercial rather than an agricultural 
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activity. It is to be observed that agricultural enterprises are not 

included in the law amorg "new and necessary industrio" which may 
qualify for a tax holiday over a certain period of time. In effect, 

however, the permanent reduction of 40%of normal tax yields better 

results in the long run. 

d. 
 The use of 10% profit sharing is based upon a ratio of paid-in
 

capital to anticipated payroll (exclusive of the salary of the chief 

executive officer) of roughly 6:1. j formula, profit sharing calcu

lations indicat3 9.8% of profit after tax6s should be distributed. 

This has been rounded to 10%. By law, no profit is shared until the 

third year of operation, or the first year thereafter which yields a 

taxable operating revenue.
 

e. The law requires that 5%of the profit available for distribution 

be held in reserve until the reserve fund equals 20% of the paid-in 

capital. This fund is 

though each 

corporate property and can be invested. It 

simply can not be paid out to investors. The reserve fund represents 

assurance to creditors of some paynent on debts should there be default. 
There are many ways in which this reserve might be handled by manage

ment. As an example onl , the legal reserve is shown as 

year both earned interest and new ci'pital payments to the reserve are
 

invested in no or low tax, governm,'ont guaranteed paper, such as offered
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by the National Investment Corporation (Rinanciera Nacional). It is 

assumed that an average 10%annual intorest will be paid by such 

institutions on all deposits. By this means, funds are generated which 

may be used for new investment in the lodel; to speed up amortization 

of the equity; to provide a measure of internal insurance against the 

hazards of a bad season; to extend more cash benefits to the farmers; 

the sole arbiter of what is done with such earnigs. Finally, it may 

be noted that oven as with the Farmers' Trust Fund, the investment of 

the legal reserve fund in the nonagricultural sector of the Mexican 

economy brings about three additional ben6fits: 

* it educates the farmers to the nature and value of 

long term savings and investment; 

* it encourages the farmers to continue such use of 

their assets when they own and operate the HIodel, thus both extend

ing their earnings and spreading their investment risk throughout 

the national economy; and, 

0 it accelerates the integration of agrinultural and 

industrial activity in the nation for mutual growth. 
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f. Several observations about the Farmers' Trust Fund are 

important: 

i. Based on legal opinion, the payments to the Trust are 

not considered subject to the normal 5% dividont 
tax.
 

ii. As with the legal reserve fund, it is assmod that the 

Trust Fund ill *yield 10% annual interest and that all interest will 

be retained in invested form along with new capital additions until 

the Fund is large enough to accomplish its ends, namely, to purchase 

the lModel for the farmers from the investors. 

iii. Payments to the Trust as shoim in a quantity which per

mits the original investor equity of U.S. $460,000 (pesos 5,750,00)
 

to be fully recovered by the end of the 12th year. 
This payment,
 

which it is calculated will be made in a lunp sum at that time, is
 

completely independent of annual dividends paid to investors.
 

iv. Payments to the Trust Fund from Year 13 through Year 20, 

in lesser amounts than before, are of a size, which, with interest, 

accumulate to slightly over U.S. $194,000. This equals that part of 

the long term debt which has been liquidated during the period of 
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management control by the investors and thus contitutes an 

P Idition to the value of the original equity. At the end of Year 20 

and before full ownership and control passes to the farmers, this 

sum is also distributed to the investors. At this point in time, the 

Trust ceases to function.
 

g. The cash dividend paid to farmers is also assumed not subject 

to the 5% dividend tax. It is shown as being started at the end of 

the fourth year, simultaneously with the first payment to the Trust 

Fund. Since the payment to the Trust Fund symbolizes the beginning 

by the farmers of their purchase of the entire corporation, it seems 

wise to pay a cash dividend this same year to help drive home the mean

ing of stock ownership and to assist in educating the farmers to the 

value of what is being created for them. This annual cash dividend is 

increased steadily and rises sharply as the years progress, as follows: 
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Cash Dividend Per Farmer
 
(560 Farmer Shareholders) 

Year 4......0.... U.S. $16...•........202 pesos
 
5.0... 
 1.8....0.......•.223

6........ 
 20............3246
 .... .... 313
7.•.0004400•4. 25.... 
8........... 
 27,...o.........336
 
9........... 
 30... ..... o.o..18o

100.......... 
 34.6......... 425

116.......
12.........•... 38............470
55............693
 

3o.......... 
 113. ........ 1407
15....00..01500000000600 113............147
 I13..@* - 1407
 
6•........ 
 154..... o.o.o...1920 

170...0...... 154•..........1920
 
18.........•. 154.......... .1920
0.......... 154..o.......1920
 
2loooo0 380-0006444
 

h. Whether or not the retained earnings shown will be set aside 
for new investment or any other purpose will depend upon management's 

decision at the time, The retention of earnings in this amount is 
shown to indicate the possibility of creating this fund and still 
allow a 25%return on equity in the form of a cash dividend, starting 
Year 4 of operations. Further, since the establishment of this re
serve is a moot question, no attempt is made to indicate what might 
be earned by reinvesting the capital and interest as is done with the
 

legal reserve and Trust Funds.
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APPENDIX II - F 

a. The major part of the equity and long tea loan win be 

obtained in the second year when construction of the dairy and swine
 

facilities begins and tho first livestock is 
 shipped from the 

United States.
 

These investments are deferred until the second year in order to ensure 

management that cooperation among the farmers and the ejidal communities 

in placing their land under administration by the Model is achievable. 

Gaining this cooperation and reaching new high yields of grain iscorn 

the cornerstone of the entire project. No matter how profitable a 

dairy and swine enterprise can be said to be in the area of Guadalajara, 

this particular operation is meaningful only if it is succesfully inte

grated with the system of farm management c.dit, technical assistance, 

marketing and shareholding being planned. The first year demands full 

concentration on the entry of the Nodel into the econoric, social, 

technical and political environment of the valley. 

Equity is planned at U.S. $46o,000. Long term borrowing is planned at 

U.S. $500,000. In traditional financing terns, this ratio, 0.92 to 1.00, 

would preferably be reversed; indeed, some might argue the need for the 

equity to be considerably higher than the loan. This is precisely one
 

of the points where new flexibility in financing must be exercised if 
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the concept of the M*odel is to becono functional throughout the world. 

The loan proposed, as will be noted below (note C) is reasonable in 

relation to existing collateral and requires very little stretchin, 

beyond normal banking practice. Equity investment in Model-typo pro

jects, on the other hand, must be kept to a minimum because: 

i. This type of investment is new and the risk of making 

it must be minimum if it is to be made at all...said differently, the
 

amount of money risked should be at the lowest possible effective level. 

ii. This type of equity should be recoverable in the short

est time possible, in order to make such funds available for additional 

projects. The hope is that those who invest in the Model will, In real

ity, be the first to invest in the program of development symbolized by
 

the Model. Thus, as these pioneering investors profit satisfactorily 

from their initial experience, they will be prompted to keep their
 

capital working in agricultural development, multiplying the impact of 

their money, management skill and of the Model itself. 

iii. The lower the equity, the simpler it is to earn a 

satisfactory return on this capital even while maximizing the benefits
 

to the farmers. So long as the long term loan, whatever its relative 
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the equity the more widespread 

is the pos54 Dility of applying to the Model to diverse types of agri

cultural development situations. 

size, is properly socurod, then the lower 

b. The long term loan is planned at U.S. $500,000. Equipment and 

livestock with an ostimated at-cost value of U.S. $631,000 will be 

offered as collateral. The loan will reach U.S. $500,000 at the end
 

of Year 3, at which time equipment and livestock valued at $591,000
 

will be on site; when the loan reaches its peak at the beginning of 

Year 4, the remaining livestock will have been purchased. Since a pay

ment on the loan is planned at the end of Year 4, in the amount of U.S. 

$28,000 , the actual ratio of assets to loan at the end of the fourth 

year will be 631 to 472 or 1.34 to 1.00. This assumes that the assets
 

include the depreciation reserves. 

Note that the collateral to be offered does not include the value of 

the buildings. These buildings will be placed on community land and 

will have no value for resale or reuse by creditors. Further, in their 

construction, it is intended to maximize the use of low cost local 

materials, such as stone and brick. Because of this, there would be 

little salvage value in the buildings. For these reasons, the U.S. 

$372,000 to be invested in buildings is not considered as backing for
 

loan negotiations.
 



The intent is to finance the loan through private banks at an intorost 
rate not to exceed 8% per year. 
This may requiro participatiorn by
 
financial institutions in the United States and favorablo interest has 
been expressed in such action. However, first priority will be givon 
to obtaining the long tem loan from private banks in Iloxico, in such 
a way that the lending bank can gain project approval fiom tho Binco 
de Nlexico, Fondo de Garantla y Fonento para la Agricultura y Ganadorla. 
This will accomplish three things simultaneously: tho bank is motivatod 
to make the loan; interest as low as 7% per year is made possible; and, 
if the Fondo de Garantla participates in this way, the importation of 
nonregistered dairy animals is greatly facilitated. While it has not
 
been possible 
to enter into firm negotiations in l'oxico to secure such 
a loan, preliminary discussions have been held with all of the leading 
private banks, with officials of the Banco de Mexico and with officials 
of the Fondo de Garantia y Fomento, with very encouraging resilts. 

c. The collateral for short term loans will be the inventory of 
animal feeds held in the warehouses of the dairy and swine divisions. 

At any one time, there will be an average of three months supply of 
feed (note that corn silage is not included). Based on discussions
 

with local banks, the loan level is taken at 70% of market value. 
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arc those uhich legal couAsol
d. 	 The schedules for depreciation 

under Mexican conditions. Experience
advises are wholly acceptable 

the need for actual replacement at the times
alone will determine 

indicated, although it may be predicted safely that the tractors and 

rIll require replacement on the schedule shown.
pickup trucks 
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APPENDIX III 

LEGAL AND OPERATING STRUCTURE 

1. Careful legal research, directed by lexican counsel (Baker,
 

Botts, Mi[randa, Santamarina and Steta, Mexico, D.F.) indicates no
 

constitutional or legal barriers 
to the establishment of the lIodol. 

On the other hand, it must be noted that the Model is a novel type of 

organization and wrill involve innovation in working out the final
 

details of organizational relationships between the corporation 
 and 

the farmers, particularly as the latter are ejidatarios or members of 

ejido communities whose farm land and homesLead are not oaned but are 

rather made available for essentially permanent use, %lth certain re

strictions, e.g., the land cannot be sold or mortgaged; it cannot be 

rented; among others. 
On the other hand, each farner-ejidatario is
 

free to produce and sell at his own discretion and may borrow money 

where and how Ve sees fit. 

2. Within these frames of reference, an initial general description 

of the basic legal and operating structure, as designed by legal counsel, 

follows. Details will be worked out in the months ahead. 
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I- Corporation 

a. A Medcan corporation of variablo capital (the Corporation) 

will be formed, with domicile at Guadalajara, Jalisco, a duration of 

ond hundred years, and a purpose claitse sufficiently broad to poerit the 

basic activities of rendering technical services to farmers ("ejidatarios" 

and "pequenos propietarios"), buying and selling crops, lending money for 

agricultural purposes, conducting direct operation of a dairy farm and 

swine operation, and related activities, including the acquisition of real 

and personal property necessary for its operation and the possibility of
 

forming or participating in other commercial or industrial companies. 

The Corporation will not be allowed to engage in direct agriculture nor 

to own or possess land for agricultural p-rposes. 

b. The Corporation will have a variable capital. The mini

mum fixed capital will be subscribed and paid by the investors, who may 

be Mexican or foreigiL individuals or companies or both, and will be re

presented by common registered shares with voting rights. The variable 

capital will be fonmed by: (a), common registered shares with voting 

rights, that will be subscribed and paid by the investors, as necessary, 

to bring in the original capital and any additional capital that may be 

required above the original investment; and, (b), by registered preferred 

shares, with limited voting rights, which may only be subscribed and 

owned by individual farmers of the valley. The total number of preferred 

shares and their par value shall be about the same as the total number 

and par value of the co:ion shaxes of the ninirruii fixed and variable 

capital of the Corporation.
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c. The common shares represonting the minimum fixed capital 

will be subscribed and paid upon incorporation of the Corporation. The 

common and preferred shares that xill represent the variable capital 

will be kept in the treasury to be subscribed and paid in accordance 

with the resolution of the Board of Directors or the Stockholders
 

Assembly of the Corporation. 
All common shares wrll be subject to amorti

zation not later than twenty years after their issuance, through puy

ment to their holders of the face value of the shares plus a proportional
 

amount of the capital reserves of the Corporation as of the amortization
 

date. 

d. The preferred shares will be non-voting; will be entitled
 

to a minimum fixed cumulative dividend starting from their subscription 

and in proportion to the face value of the shares paid by their holders; 

will be convertible into common shares with voting rights not later than 

twenty years after their issuance. (at which time the common shares will 

be amortized): may be paid in installments that may not be lower than 

the annual dividend corresponding to said shares; shall be held in trust 

by a banking institution until their conversion into common shares; and 

may appoint one or two representatives to attend stockholders assemblies
 

and Board of Directors meetings, with voice but without vote.
 

e. The administration of the Corporation will be entrusted
 

to a Board of Directors designated annually by the Stockholders
 



Assembly. The direct administration will be entrusted to a General
 

Manager who will have agronomists, veterinarians, secretaries, and 

personnel required to render the technical assistance to the farmers 

and to operate the dairy and sirLne facilities. 

f. The by-laws of the Corporation will follow the general 

provisions of the lloxican Law of Business Organizations providing for 

an annual ordinary stockholders assembly to resolve upon the annual 

balance sheot, appoint Directors and Inspectors, establish their
 

remunerations, and resolve on the appropriation of profits.
 

g. The by-laws of the Corporation will provide that begin

ning at sometime during the first five years of its existence, from 

the net profits that may be distributed among the stockholders as divi

dends (after ccrporate taxes, profit sharing to employees and workers 

and after setting aside the 5% mandatory legal reserve until it reaches 

20% if the capital stock), a certain sum will be devoted each year to
 

creat a fund destined to allo the farmers of the valley to buy the 

preferred shares giving them the initial partial payment of the par 

value of the shares. This fund will be delivered in trust to a bank

ing institution which will invest it and will look after the subscrip

tion of the preferred shares by the farmers in due time. 



h. Immediately after incorporation, the stockholders will 
pass a resolution that the preferred shares shall be kept in the
 
treasury in 
 order to bo offered for subscription and payment to the 
farmers of the valley, not before three years but not later than five 
years from incorporation; that the shares shall be offered to the
 
farmers in proportion to the tonnage 
of the crops that they may have 
sold to the Corporation during said three to five years; that the first 
payment on the price of the shares will be the equivalent of the amount 
under the Trust Fund made with the part of the profits of the Corporation 
assigned for such purposes; and that the balance of the price will be 
payable by the farmers with funds placed in said Trust.
 

II - Contractswiththe Farmers 

i. The Corporation will execute contracts with the farmers
 
of the valley under which the Corporation will agree to give them
 
technical assistance and te seeds, fertilizers, herbicides, pesticides
 
and implements that they may require, and will buy the crop at a given
 
price; and the farmers will agree to work their land in accordance with
 
the instructions of the Corporation, and to deliver the crop to the
 
latter, which will deduct from the price the amounts of the seed, etc.,
 
advanced by the company, plus interest on the cash value of this credit.
 
These contracts may guarantee the farmer a minimum crop per hectare
 

under the technical assistance of the Corporation.
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III - Trust Contrant 

J. A trust contract will be entered with a Mexican fichiiairb 

institution under which the Corporation will agree to deliver in trust 

the perconLago of the profits of the Corporation esLablished in the by

laws of the latter in order that the trustee invests the fund and in due 

course uses it to financo the acquisition of thu preferred shares of the 

Corporation by the fanmors. This contract will allow the Corporation
 

to detonmino the time and forconditions subscription of the preferred 

shares; will provide that after subscription the shares will be kept in 

trust until the preferred shares converted commonare into shares, and 

will have the other necessary provisions to have the trustees appoint 

two of the fanors to attend Board Meetings and Stockholders Assemblies,
 

collect dividends to appropriate them to the payment of the unpaid 

balance of the shares, and related matters.
 

IV - Contrct Between the Corporation and the Farmers for Subscription 
of the .Prefe
red Shares
 

k. A contract will be entered between the Company, the 

farmers and the trustee (fiduciarj institution), to cover the sale of 

the preferred shares to the farmer, provide the terms and conditions of 

payment thereof, and the other general provisions such as the farmer's 



agreement to keep the shares in trust with the trustee until their
 
conversion 
into common shares, instructions to the trustee to sell the
 

shares in case of death of the farmer, etc. 

V - Other Contracts
 

L. The Corporation will enter labor contracts with the
 

personnel that will work 
 for it permanently or temporarlly for specific 

jobs. Some personnel will be technicians, but part ill be local farm

ers who will be hired by the Corporation.. These contracts will fulfill 

the requirements of the general Labor Laws of the country. 

m. Under the above pattern, the Corporation will be formed 
by the investors with no direct participation of the farn'ers who, never

theless, will have a participation in the profits through the establish

of the Trust Fund. The Corporationment 
will be run by the investors 

until the coixrnon shares are amortized. However, when the preferred
 

shares are subscribed by the farmers, 
 they will begin to participate 

in the administration with voice but without vote. 
The holders of the
 

common shares may agree that the farmers may receive a certain amount 

of dividends corresponding to their preferred shares, even though the
 

major part thereof is used to pay the balance of their par value, as
 

an incentive to the farmers.
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APPENDIX IV 

1JAMET ANALYSIS 

CORN GRAIN 

1. Grain will be purchased from the farmers for U.S. $64 per ton, 

which price includes the cost 6f transport to Guadalajara. All grain 

sold to the wet millinG and crushing industry will be supplied in 

bulk, saving the farmors roughly U.S. $2.48 a ton over that grain which 

must be bagged. Only corn sold to the producers of masa for tortillas 

will be bagged. U.S. $64 per ton is roughly the average price for 

corn now received by the farmers in the valley, after bagging and 

transport.
 

2. All grain will be sold immediately upon reaching a moisture 

content of 14% based on dry weight. At this moisture level, there is
 

no penalty charged by the buyers. Furthermore, control of this factor 

will place the Model in an advantageous marketing position with the
 

industry in Guadalajara. In the pressure to sell grain and get cash,
 

a groat deal of corn is delivered in Guadalajara at a moisture content 

above 14%. To minimize rot, the industrial buyer must go to the ex

pense of drying the corn; in any eventlosses occur. Industrial buyers 

have stated unequivocably that they would give preference to grain
 

delivered by the Model if quality bontrol were exercised over moisture
 

content.
 



3. The market for the 6.-in lill bJ am1ong thwu weL .iill rs - crushers 

(called "industry" hereaftor).and the producers of masa for making 

tortillas (called "millers" hereafter). This market has been growIng 

at about 10%per year, giving this picture of deonand: 

Metric Tons Per Month - Hounded 

Market Year Industry Demand Miller Donand 

1965-66 12,000 5,000

1966-67 13,200 5,500

1967-68 14,500 6,000

1968-69 16,000 6,600

1969-70 17,600 7,300

1970-71 18,400 8,000
 
1971-72 20,200 8,300
 

Thus, by the end of 1969, the earliest date at which grain from the
 
Model could enter the market, the demand from October 15 to January 15,

when it is planned to sell the entire M-odel supply, will be rouf,hly

75,000 tons. In addition, new storage facilities being builL by the
 
second largest industrial user will permit local purchase of an addi
tional 15-20,000 tons during this time. The Model ill have 6,800 tons
 
for sale at the end of 1969. The marketing picture, from the time the
 
Model first starts selling corn, may be illustrated as follows:
 

Marketing Period Market Demand Model Sells %of Current Demand 

1969-70 90,000 6,800 8% 
1970-71 99,000 17,500 17% 
1971-72 108,000 21,280 20% 
1972-73 119,000 21,280 18%
 
1973-74 138,000 21,280 16%
 
1974-75 1529000 21,280 14% 

In calculating earnings and cash flow (see Appendix II-E and F), it is 
taken that the Model will sell its grain at 900 pesos per ton (U.S. $72).
This selling price is equal to the lowest average price paid by industry
during the period October - January. In 1966, and again in 1967, the 
price structure for corn was this: 
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Month AveraGe Price Paid Pcr Metric Ton in Peso-


Indu~stillers
 

October ,.............. 935 ................ 960
November go.o,..,,
0 ....... ..... .... 930
 

December ........... 900 *...,.......0 940
 
January... ....... . .. . ... 910 ................ 940
 

4. Every export sourco of information contacted, in public and private
 

institutions, believes that .this price structure for corn in Guadalajara 

-ll remain stablo in the predictable future. Corn prices are largely 

based on the government support price of 940 pesos per ton, paid by CCNASUPO
 

(Compania Nacional do Subsistencias Populares). In Jalisco, of a con

sequence, prices lower than 940 pesos are only re ,,hed during the peak of 

the Jalisco harvest, when the need for immediate cash may encourage a 

slightly lower price or when there are compensating advantages to the
 

seller, e.g., selling to industry in bulk and saving 30 or more pesos per 

ton in handling, bagging and more rapid transport. The CONASUPO price 

support program in Jalisco is so fundamentally Lnportant to the rural 

economy of the area that its withdrawal is difficult to imagine and a 

lowering of support price extremely doubtful. 

5. A quick examination of trends in corn grain production in Nexico 

and in the areas supplying grain to the Guadalajara market wIll further 

support the statement that prices in Guadalajara ill be stable or will 

rise rather than fall. 
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Coni Grain Produrtion - Thousand :otri c Tons a, 

1961 1962 196223 9 _1965 2L b 

Nstional 6,246 6,397 6,424 8,454 8,500 7,500-9,500 

Jalisco 1,599 1,571 1,506 2,020 2,217 1,700-2,500 

Tamaulipas 225 251 156 403 376 -

Sonora 94 70 71 121 103 -

a. Source of all data except estimates for 1966: Almaconos 
Nacional do Deposito, S.A., Infonio Anual a La Asombloa 
de Accionistas for 1964-65, publihed in 1966. 

b. 	 Estimates from various public and privaLe sources 
obtained during interviews. 

6. The special relevance of Tamaulipas and Sonora production to 

marketing in Guadalajara is the result of'soasonal variations in harvoE-L 

time. The harvest in Jalisco runs from October to February in the upland 

areas of greatest importance. There is a small coastal harvest in Jalisco 

during June and July which, in terms of quality and quantity, as well as 

in terms of the normal direction of trade, is of little significance in the 

Guadalajara market. As local current supplies of Jalisco corn disappear 

and prices rise due to storage and added handling costs, the harvests of 

Sonora and Tamaulipas move into Guadalajara... frox Sonora during February 

to 1-ay and from Tamaulipas from August to October. No corn grain from 

other producing areas enters the Guadalajara market in commercial quantities.
 

7. The implications of the data shown in the Table above may be 

summarized as follows: 

a. 	The surge in national production in recent years, stimulated
 

by a high internal support price, has taken place faster than the growth 
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grain from CCNASUPO is subsidized in 	 the
of the 	free market (some 

City area only, for use in tortillas). This growtbh in pr-
Mexico 

faster than the federal governnent has
duction has also taken place 

able to provide storage facilities for a largo carryover. 
These

boon 

to encourage a government foreigh export program,
facts have combined 

out roughly 1.5 million tons. Under this
estimated in 1966 to ship 

below 
program, corn grain is exported several hundredat prices pesos 

the support price paid by CCWASUPO. Thus, the disposal of corn through 

export is expensive in .,ational accounting terms. More than this, the 

real food needs of a majority
so-called "surplus" does not reflect the 

far from satisfied, qualitativelyof the 	people of Mexico which are 

and quantitatively. Indeed, it may 	be argued that both in terms of
 

for corn and the demand generated by growing
current potential demand 

1960 and 1980 it is projected that the populationpopulation (between 

of Mexico mill double), there is a real shortage of corn which will 

become 	more pressing.
 

b. Because of the high cost of "surplus" corn to the nation, 

there is pressure to reduce corn production. At the same time, stand

ards of living in the cities are rising, building a demand for more 

varied and improved diet, less dependent on corn as a staple. In response 

to 	both of these forces and still to take into account the large and grow

the trend in national agriculturaling internal requirements for corn, 

than stated in officialpolicy 	(more implied by action and comment 
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docunents) appears one to discourage corn gro:,fuig in irrigated areas
 

such as Sonora and Tamaulipas where more varied and profitablo agri

cultural practices are feasible. Indeed, Jalisco, has
in it been offP

cially amounced that farmers 
 shall not use any irrIgation in tho pro

duction of corn in 1968 and thereafter and a set of stringent penalties
 

has been published to alert frrriers to the serious intent of govern

ment in this respect.
 

c. At the same time, encouragement is being given to greater 

corn production under the best temporal conditions, e.g., those characterl

zing large sections of Jalisco. 
In other words, in the immediate future
 

and over the long pull, it is likely that more corn will be growni, indeed
 

required, in Jalisco, though at first glance it would appear that the
 

pressure to reduce corn surpluses would be most evident in the state pro

ducing roughly one-fourth of the national harvest. 
11oreover, much of the 

needed corn from Jalisco will continue to be produced on small fans and,
 

if anything, this will require an enlarged CONASUPO program rather than 

a smaller one. Every recent action by COJASUPO, such as a greatly ex

panded program of construction of receiving warehouses scattered through

out the area, supports this contention. Thus, the thrust of the Model is
 

in line with and in the direction of national policy and national policy
 

clearly supports the argwment that corn prices in Guadalajara will be at
 

the levels shoim for 1966 and 1967, or higher, in the years ahead.
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8. One final comment may be made about Lhe use of a selling price 

of U.S. $72. It is likely that a higher price can be commanded for at 

least a part of the tonnage sold by the 11odol. Howeovr, there are two 

reasons to hold to this pico in analyzing the feasibility of the 11odel.
 

First, it can almost be guPrnteod, as has been verbally stated by the 

two largest industrial users, that these two buyers alone woald take 

the entire output of fhe Model at U.S. $72 per ton and with moisture con

tont controlled to l,%. This kind of security and simplicity in market

ing is an important consideration in light of the pioneering aspects of 

the Model and Lhe coznplete burden of risk taken by the investors. 

9. Second, the Modol is intended to demonstrate profitable production
 

at lower than traditional prices and to pass this gain to the lowest in

come consuriers. At U.S. $72 per ton, corn sold to the millers could 

make a modest but definite demonstration to this end. From the market 

studies made of practices followed by the millers, it is knoirm that this 

is a price sensitive outlet and that a significant part of lower grain 

prices would be reflected in the price of masa and tortillas. The reason 

for this is that in Guadalajara, about 70% of the tortilla shops are inte

grated with milling operations and benefits in raw material costs can be 

passed directly on to 3onsumers. The problem for the Nodel to work out
 

with the millers involves 'promptness of payment, since the credit 

system of the Hodel is predicated on immediate cash payment for delivered 

corn. Only after the Mdel comes into existenco -nd s.- es to the rillers 
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are attempted will it be known how quickly satisfactory marketing 

arrangerients can bo workod out. 

I{LK 

10. Mexico has a chronic shortage of milk. Forecasts made by the 

Bank of 11exico estimate that the current national supply gap w11 

widen to 365,000,000 liters by 1970 and irill roach 640,000,000 liters 

by 1975. 

11. Jalisco now produces roughly 10% of the nation's supply and 

ships nearly 50% of its production to the Federal District (J!eoco City 

area). But, while spoken of as a "surplus" producing area, the designa

tion is not wholly realistic and, in light of groirth trends in the 

Jalisco markot itself, it is probable that the State will not be able to 

keep up with demand. It fmt.y be noted, for example, that while during 

June, July and August there is a great abundance, even an overabundance, 

of raw milk available in Jalisco, there is an extreme shortage during 

the rest of the year neces:;itating the import of milk from as far awiay
 

as Torreon, 700 kilometers distant, by the pasteurizers serving the
 

Guadalajara market.
 

12. One semi-official forecast of the supply and demand situation in 

Jalisco is shown below: 
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Supply and De:mnd for 1ilk in Jalisco* 
(Oallionsof liters)
 

Year Total Do2mand 	 Total Supply %M4arin 

1965 645.2 	 680.2 +5.4 
1966 677.4 	 709.2 4.7
 
1967 709.1 738.4 4.1 
1968 741.8 768.9 3.7 
15'69 775.9 800.1 3.1 
1970 8±i. 2 832.9 2.7 
1971 847.7 866,2 2.2 
1972 885.9 900.8 1.7 
1973 925.4 936.8 1.2 
1974 966.2 974.3 0.8 
1975 1008.8 1012.6 0.4 

Assumptions Used by Plan Lerma, Source of Data Above: 

a. Population grow-th rate (current rate estimated 6.9% year...4.1% 

b. 	Increase in per capita milk consumption, statewide....... .. 1.9%
 

c. 	 Growth rate in shipping milk out-of-state..................2.2%
 

d. 	Production growth rate, based on improvement
 
programs projected but not yet approved or financed........4.1%
 

e. 	Overall development and growth rate in Mexico... ......... .. 4 .8%
 

13. In fact, precise determinations of usage and production, in total 

and 	by sector, are impossible. There are literally thousands of widely 

scattered small producers; users are reluctant to provide concrete, veri

fiable numbers. Official statistics, reflecting these and other diffi

culties, are at best an approximation. Nevertheless, the literature and 

the 	results of interviewing widely among major industrial buyers, local
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govorament officials, rosearch agoncies such as Plan Lorma wid lrgor 

producers, did reveal a ba tc uniforzity of trends and opinions. Ono of 

the most consistent indications of the crodibility gap botwoon data such 

as shown and informed opinion was the skepticisri exprossed by major buy

ers that the Government of Jalisco can attain a growth rate in raw milk 

production sufficient both to level-off severe seasonal shortagos and 

total shozit1aes. Human, financial, and Ymnagerial resources roqu~red to 

satisfy demand are not in sight.
 

14. The best practical indication of the real rarket condition in Jalisco 

is the expression by the existing pasteurizing plants in Guadlajara of 

interest in contracting for the entire supply of the lIodel should it enter 

the milk production business. In evaluaLing this opportunity to market in 

such a simple, direct, inexpensive way, several factors need to be kept 

in mind. 

15. During July, August, and Septe-iboe', as already noted, there is a 

superabundance of nilk available in Jalisco; herd managoment to avoid this 

is nonexistent. This situation results in a real strain on the large 

scale buyers. During the nine months of scarcity, pasteurizers and other
 

industrial users must scour the nation for supplies, adding large freight
 

costs and severely cutting p.:ofit. During the season of abundance, too
 

much milk must be bought for plant capacity. Buyers operate under the terms
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of "moral" contracts with suppliers, agreeing to buy all production,
 

year round, An ru'turti for an agreewoint to deliver all surpluses. Thus, 

pastourizers in Gidaajara resell mill: to usors e)sewhere, e.g., 

" powdered rl'i plants, who can store their product. Again, this adds 

cost and cuts profit margins. Therefore, in the managenient of the herds 

of ilodol, it would be profitable, useful, and conpetitively sound to 

ma.drizo production botween September and Hay. For example, supplier 

prices during the past year remained stable at 1.20 pesos/liter from 

December to June, when they dropped to 1.10 pesos/litcr (some bujors are 

predicting a rise to 1.25 pesos/liter in the September 1967 - Ilay 1968 

period). However, because of the potential quality, reliability of 

contract rolationships and delivery cost advantages, Guadalajara
 
pasteurizors have indicated a willingness to pay 1.35 - 1.40 pesos/liter, 

on a fixed price contract, to the lNodel all year long. 

16. The dairy plan for the Model envisions at first stage the 

production of 12,000 liters of cooled raw nilk per day. Guadalajara's 

three pasteurizing plants have increased their combined sales from an 

average of 17,000 liters a day in 1963 to almost 70,000 liters/day in 

mid-1967. Only 154 of their supply comes from within a 100 mile radius 

of the city. More than this, the pasteurizing plants are operating at 
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considerably below capacity, e.g.: 

" 	 Lochoria Gundalajara, S.A. - installol capacity 
for pasteuring, deodorizing, and bottlIng Is 
100,000 li ters/day; current production Is 31,500 
liters/day, or 32,, of capacity. 

" 	 Establo orcanizado Jal-Lsco (a govelmnont cyupany) 

installed capaciLy is 114,000 lltor.,./day for 
pastourization, ho'ogcnizalion, deodorizing, and 
packaging in cartons; current produetLion is o,000 
litors/day, or 16,f of capacity. 

* 	 La Purcza, S.A. - installed capacity is 35,000 
liters/day for pasteurizlng, deodorizing, and bottling; 
current production is 30,000 l.Lers/day, or 861 of 
capacity. 

17. Despite their diffficulties in getLing milk year round, Lecheria 

Guadalajara is projecting a sales growth rate over the next two years at 

20%, La Pureza a rate of 12% and Establo iecanizado a rate of 100, . 

Clearly, these pasteurizing plants, even under current conditions, could 

(and, as has been noted in (a) above), would absorb the total output of 

the Model as planned. The data in the Table 1, following, support the 

foregoing conclusion and, indeed, present an even more optimistic picture.
 

18. In addition to the sale of milk, the Dairy Division of the Model 

plans to market some animals as a source of meat. Holstein cows, 

properly fed, produce an exiiellent quality meat. When the dairy is in 

full production, it is estim,ked that 100 head will become available for
 

sale as cull cows, per year (cows which are not producing at a sufficiently 



PROJECTED DEMAND POR
 

PER CAPITA USE Pi CAPITA USE TOTAL D.rAND 

(I) LITERS LITERS MILLION LITERS
 

(2) (3) (4)
 

1967 1,200,000 108.5 108.5 130
 

1968 1,238,000 108.5 111.7 139
 

1969 1,371t000 108.5 115.1 149
 

1970 1,466t000 108.5 118.5 159
 

1971 1,567,000 108.5 122.1 170
 

1972 1,675,000 108.5 125.7 182
 

1973 1,791,000 108.5 129.5 194
 

1974 1,914,000 108.5 133.4 207
 

1975 2,047,000 108.5 137.4 222
 

a Average grorth rate 1956-1965 was 6.9% yearl same rate applied to 1975
 

b Both pasteurized and raw milk.
 



TABLE I
 

FLUID MILK 13 GUAD.AlJARA AREA 1967-1975
 

I)Allj VhTdAND DAILY DEANaD
 

TOTAL DEMAND A U DaIIY DlltbAND P riijuI.:) uLu(1) x )T 2 GROW'. I hiTES
 
MILLION LIER THOUSAND LIESbTHOUSiAND LIESbTIUUSAND ITiJS
 

(5) (6)LT (7o) 15Sb 15b 

130 365 365 68 bb
 

142 380 390 78 82
 

157 410 432 90 98
 

173 435 473 103 117
 

191 467 119
511 141
 

210 500 575 
 137 169
 

231 530 635 157 193
 

255 570 181
700 232
 

280 601 208
770 278
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high level). Too, recent research at the University of Arizona and at 

other research centers in the United States has shown that Holstein
 

steer calves are very efficient at co 'erting feed to beef. These calves 

can be brought to approximately 500 kilograms (1100 pounds) in eleven 

months' time at a cost of one peso per pound of gain where concentrate 

costs are those used by the lodel (750 pesos or U.S. $60 per ton).
 

At the present price of 5.5 pesos per kilogram (U.S. 200 per pound) a net 

profit of approximately 1,250 pesos (U.S. $100) per steer can be made over 

feed and labor costs. While the market fo top quality beef is small, 

it is growing in Guadalajara. It is anticipated that the D&iry Division 

will sell 100 cull cows and 400 fattened steers per year with no cfiffi

culty, for a gross incone of 1,250,000 pesos (U.S. $100,000).
 

19. Finally, it is reasonable to assume that there will be a good 

strong market for surplus dairy heifers and cows from the Model. The 

dairy will be among the finest in Mexico. In purchasing animals in the 

United States for the Iodel, rigid and specific standards will be set 

and detailed production records will be kept. This background on every 

animal in the dairy will be available to prospective buyers of surplus 

animals and, on the whole, these animals should be very attractive. 

After the third year of operation, it is expected that no less than 
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100 such animals will be sold each year, with a gross income to the
 

operation of 625,000 
pesos (U.S. $50,000). 

SWINE
 

20. A review of marketing possibilities, feed, labor and building
 

costs indicates that 
a large, carefully planned and well managed commercial 

type installation would be an attractive and profitable extension for the 

model corporation. High feed and initial supervisory costs mako it 

necessary that any commercial venture into hog production be on a large
 

scale. The subtleties of swine management 
 and economics, however, suggest 

that production be built up gradually. It is therefore recommended that 

the corporation's swine production unit begin with 240 sows and build up 

over 30 months to 600 sows producing 900 market hogs per month.
 

21. Only the producers' market for live hogs is pertinent for the first 

phase of the hog producing unit. The marketing of slaughtered hogs or of 

meat cuts is complex, highly volatile and unsuited to the Model's initial 

capabilities. Mexico City (Federal District) and Guadalajara are the re

levant markets for large volume producers located near Guadalajara; they 

account for approximately 17% of national consumption of hogs. A permanent 

and growing shortage of hogs already exists in both areas. Brokers and 
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packorn ontimate that the corhAedCd market could irmediately absorb an 

Oxtra 2,500 to 3,500 lcan market hogs per month without affecting the 

lvel or t;'n. An ad4it~onrl 1,000 hogs per month could 

also be sold wore prices to drop by 7 - I0A. Those estimates appear 

conservative in comparison to official forecasts of current and future
 

national production dofifi ts (Exhibit I).
 

Assuming an approximately linear relationship between actual volurmc 

of individual markets and official estimates of national supplies, the
 

Guadalajara - Mexico City market experienced a supply shortage of
 

approximately 71,000 hogs (5,900/month) in 1 965 .a 
The actual 1965
 

supply deficit in the tWo markets, as estimated from slaughteehouse
 

records may have been nearly double the official forecast, since total
 

slaughters were only one half of estimates.
 

22. Future supply deficits throughout the Republic will increase
 

rapidly in the years to 1970 and 1975 as a result of slow expansion of
 

pork production, shortage of beef cattle, rapidly expanding population
 

mad increased family incomes, particularly in Guadalajara and Nlexico City.
 

Production may not even achieve the 3% annual growth rate projected in
 

a. Banco Nacionl de 11exico S.A., Secretaria de Agricultura y Ganadeeia, 
Secretaria de HLcienda y Credito Publico, "Projections of Supply and Demand 
for Agricultural Products 1965. 1970, 195,' Mexico D.F. 1966 



IV'-1 7
 

ECIRBIT r 
DOMESTIC DEMAND AND AVAILABILITY OF PORK
 

1951-1961 NATIONAL AVERAGE WITH
 
FORWARD PROJECTIONS
 

THOUSANDS OF METRIC TONS 

1919-6 965 12 
Domestic demand ••....••*• 158 
 219 294 

Available Supply •.......••• 158 195 235 

Surplus or (Deficit) ......... - (24) (59) 

Related Animal Shortage 
 400,000 1,000,000 


Assumptions
 

1. 	Rate of increase in hog production .......... 


2. 	 Upper rate of increase in hog production 
assuming availability of suitable feed 
grains and concentrates ...... *.............. 

3. 	Estimated 20 year rate of increase,
 
calculated from census data ................. 


4.* 	 Assumes rate of extraction from inventories 
will increase steadily from 1'1.88 (Average
1959-61) to 47.78 (1965) and on to 49.T (1970)
and 	50.20 (1975) 

388
 

275
 

(113)
 

1,885,000
 

3.0% per year
 

4 .2% per year 

0.77% per year
 

Source: Bank of Mexico 
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the Banco do Mexico study, unless feed costs are lowered sharply and 

management practices are improved. Exibit II estimates the 1970 and 

1975 demand in oxico City and Guadalajara and indicates a pcssible 

supply deficit of up to 328,000 head yearly (27,000/monthly) by 1975. 

23. The stability in monthly market voltues and prices permit level 

year round production which will simplify management tasks and improve 

the utilization of facilities and personnel. The 'odel's Swine Division 

will plan, therefore, to operate on a level production basis producing 

900 market hogs monthly when it reaches full production in the 31st month
 

of operation. Monthly demand drops by 20 - 25% during the 40 day late 

February - early April, Lenten season. This variation, however, only 

seriously affects the small marginal producer. Otherwise, monthly volumes 

and price levels rarely vary by more than 5% from the mean. This is one 

of the main advantages of selling in the Guadalajara and Hexico City markets. 

24. Large scale producers in the Guadalajara area sell their hogs on 

a non-contract basis to brokers from Mexico City or Guadalajara markets.
 

Contract sales are rare and generally create rather than solve problems. 

Hogs sold for the Guadalajara market are usually sold on the farmsite to 

brokers. When Nexico City prices exceed those in Guadalajara by 30 

centavos per kilogram, it becomes profitable to transport the hogs to the 

Mexico City stockyards (Exhibit III). Most large producers establish a 

price reporting system with one or tio brokers in ?exico City. 
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MM.BIT 32
 

FORECAST OF PORK IMAT SUPPLY - IICO CITY AND GUADALAJARA
 

THOUSANDS OF METRI C TCNS 

Demand 50 66 

Suj-lv 40 47 

(Deficit) (10) (19) 

Related animal shortage 167,000 317,000
 

Note - The demand is taken at 17% of the
 
total domestic demand as shown in
 
Exhibit II, based on data published
 
by the Bank of Mexico, which
 
assumes a 3% annual rate of increase 
in supplies.
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EMEE~T III 

?ETf4GIiCREGNTAL 1A1M COSTS FOR SELLIG IN I*ZaCO CITY 

Pesos 

1. 	 Transport, based on 25 animals per 
truck, and one man to care for animals.......... 16.50 per animal 

1.......................
.10 " " 3. 	 Change of ownership 

4 	Taxes 3.25 " 

5. 	 Weight and death loss, based on 
0.75 kg. per animal weight loss
 

8.18 " "
 and 	J% death loss.............................. 


Total... ........ 29.83 per l0 kg.
 
animal or .27 
.30 per kg.
 
(U.S. 2.2 cents/kg.) 
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Wholesale brokers and knowledgeable producers concurred that 

the Model could, as a minimum, expect to average 6.30 - 6.45 pesos 

per kilogram for premium hogs. The calculations used in evaluating 

the feasibility of the operation of a swine production division are 

all based on an average net price of 6.30 pesos per kilogram. Harkot 

prices for premium hogs should remain steady at about 6.30 pesos per 

kilogram of live weight util 1970 or 1971. Afterwards, if increased 

shortages :cur as forecast, price will trend upwards. Recently, and 

particularly in 1967, falling lard prices and official wholesale and 

retail price ceilings have inhibited the higher producer prices which 

probably would have resulted from the increasing shortage of pork. 

Exhibit IV presents the range of actual on-the-farm prices received 

in Guadalajara and 11exico City by a leading large scale producer- he 

averaged 6.30 - 6.33 pesos on both of his farms. Exhibit V is a 

schedule of cash returns from the marketing of hogs by the Model from 

the beginning of operations, until the 31st month, when stability is 

reached. 

26. It is recommended that the weight of hogs sold be 110 kilograms 

(242) pounds). This represents a compromise between current broker 

preferences (15) kilograms) and the most economical weight for feeding 

out. Clearly the trend and preference in both markets is for lean, 

lighter weight animals. Average weight per animal has declined ten 
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VE Ma4aITWY SALES PRICES PER KILOGRA! FOR PRE:4 
gAITY iS IN I'aCO CITY AN GUADALAJARA(Pesos) 

HM CO CITY UADAJARA 2 

1966 September 6.73/6.43 Not Available 

October 6.64/6.34 6.40 

November 6.62/6.32 6.24 

December 6.61/6.31 Not Available 

1967 January 6.55/6.25 6.22 

Foruary 6.64/6.34 6.27 

March 6.61/6.31 6.35 

April 6.96/6.66 6.30 

May 6.68/6.38 6.27 

June 6.62/6.32 6.08 

July 6.26/5.96 6.15 

August 6.61/6.31 6.35 

September Not Available 6.37 

October Not Available 6.60 

Average 	 U.S. 5.30/5.06 0 U.S. 5.04 0
 

1. 	Price F.O.B. farmsite State of Mexico; a Guadalajara-based 
producer would incur about 30 centavos/kg. costs to obtain 
these prices (Exhibit I) 

2. 	Price F.O.B. farmsite Guadalajara area; no reductions
 

http:5.30/5.06
http:6.61/6.31
http:6.26/5.96
http:6.62/6.32
http:6.68/6.38
http:6.96/6.66
http:6.61/6.31
http:6.64/6.34
http:6.55/6.25
http:6.61/6.31
http:6.62/6.32
http:6.64/6.34
http:6.73/6.43


IV-23 

EXHIBIT V
 

CASH RETUM'N - SWINE SALES 

Sale Weight - 110 kg. (242 Ibs)

Sale Price - 6.3 pesos per kilogram (U.S. $22.91 owt)
 

Month From Startup Animals Sold 
 Sales Rovonue (pesos) 

8 ase...,..*.*oa,*o 240 ............... 
 166,320 (U.S. $13,305)
************...
9 *oessege 2401 . . . 50ege......... 
 11 1110 *** .. *.-@Soo 240 ,, If
 

11 240 If to
 
12 - 240 ........... ii
 
? * 240 
 it to
 

320 ...20 cull gilts or sows
14 221,860 U.S $17,749)
 
16 06..*......30*.........@*0.e...
300

18 6sooooo e e esooo 300 oe. 0 S S o o. K006.6 I
 

19 ............... ........ .......o
18 eesoooee 300300 it ,, it

19 969ossee 300 . ,,f,
 
20 ... acement gilts..
54 •................save 60 
 374,225 (U.S. $29.938)

21 sesesesesooooes.e 540 a O El II 
22 *66esosooooeo.... 540 -- o ...
23 o....o . ...... 0....
*
4 """"066....
""06"""""e*.6.........''"

24 ...o ......... 540 ............. ................ ,, it
 

25 ............ o.. 660 ....
60 cul gits or sows... 457,75 (U.s. $36,590)
26 .. ............ 600 ..... ..... 
 .......... 
 415,800 (U.S. $33,264)

27 ........... 600 
 . .... ..... •, If......

28 *0..... ....... 
600 .......... ..............
 
29 ....... .... ...
060 . . .
....... 600 
 .... .6066
•,

30 .. ............... 600 ..... . ......... 
 of ,,31 006.0.606.. ... 900 ....
..... ...... .... 
 623,700 (U.S. $49,896)
 

mailto:06..*......30*.........@*0.e
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pounds during the last 24 months and appears headed toward the U.S. 

average of 100 kilograms (220 pounds). At present, however, 100 

kilogram hogs are considered underweight and suffer a slight penalty 

in prices. It is partly for this reason that feasibility of the Nodel 

is based on the low end of current and projected prices.
 

2/. The Model, as a large volume seller, will be restricted in the
 

number of purchasers who can.handle its production, but its bargaining 

position, as a reliable volume supplier of premium hogs, will be favor

able. In Mexico City particularly, large'volume hog producers, while 

trying to avoid competition between one another, do pay very competit

ive prices for lean hogs. In Guadalajara, the Jalisco Association of 

Hog Producers ias established a cooperative brokerage to provide a 

safety valve for its members. This brokerage should become operative 

in mid-1968. The Model, as a member of the Association, could, if 

desirable, sell through the brokerage. However, it is unlikely that 

a producer of premium animals would need to sell in this manner. 

28. At some time in the future, a producers market may exist for 

the crossbred animals grown on the farm. This could provide an 

excellent second stage expansion outlet for the Hodel and would pro

vide support to small local producers in improving their stock. 
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APP&DIX V 

CULTURAL AND SOCIAL BACKGROWD 

1. The success of the Model is, in a critical way, dopondcnt upon 

gaining the confidenco and cooperation of the fanming coru-unity. Until 

The Hodel is a legal entity, completely financed, howevor, no final 

test can be made to deten-ino whether those relationships can be estab

lished and in what period of time. When the farmors are ultimatoly 

approached by representatives of the Model, every incentive must be con

crete and every promise capable of being met, particularly those related 

to credit, supervision, increased yields, storage of grain for house

hold consumption, actual construction of the dairy and swine facilities, 

on-site employment, among others. One of the most dangerous pitfalls to 

be avoided in establishing effective working relationships with rural 

people is talk in the abstract, combined with long delays between the 

initial description of change and the actual entry of the change agent. 

2. At the time this "Tentative Investment Prospectus" is being 

written, after over one year of careful study and field work, the 

farmers do not know of the Nedel in all of its complexities and in its 

implications for a dramatic change in their lives. On the other hand, 

close and widespread contacts have been established throughout the four 

ejidos involved, using two distinct methods of approach: 
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a. As noted in Appendix VI, actual production trials were 

conduoted in the valley, validating the improved practice of growing 

corn for the purposes of the feasibility study and to demonstrate the 

ability of the study group to achieve !igh production. The land ms 

obtained through the voluntary coopeation of the farmers. Each was 

assured that the practice would cost nothing but his labor; too, each 

was advised thaL the harvest was his after it had been checked and 

The offers to use land were many, immediate and enthusiastic.
weijh9sd. 


The infonmation givon to the communities was only that a nongovernmental 

group of Mexicans and U.S. Americans was studying the means of increas

ing production in the valley and that the results of the study would 

be passed on to all the farmers. The 1967 experimental results are, 

indeed, now being transmitted to each community by means of public 

meeting3 called by the local leaders. It is important to note that 

plans for 1968 production studies of corn and sorghum will increase the 

test area by 1,000%, involving many more cooperators, under the same 

terms. It is clear that all the land needed will be volunteered. The 

interest in what is being done is high and intense. 

b, Using the productivity tests as an excuse for further 

"talk", a basic interviewing program was developed under the direction 

of an anthropologist from the United States, now resident in Mexico and 

with over fifteen years of experience in the country, who, in turn, 
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worked with a group of Mexican assistants. During the early weeks of 

planning this inquiry, all the field workers spent days and nights in 

the valley, merely becoming acquainted and gaining social acceptance. 

While this informal reiationship was being established, a series of 

detailed cuostionaires were drawn up covering every aspect of the lives
 

of the people which might bear on a sensitive approciation of how they 

might react to the lodel, and how this reaction could be said to encour

age or discourage the idea that full and wholehearted cooperation was 

obtainable. The key subject areas explored over a period of almost 

eight months were: 

" demographic data, including educatioaal and financial
 
status and mobility
 

" family organization, including kinship structure, 
distribution of labor and role dynamics 

. community organizatiosi, with particular emphasis on 
leadership identification, general attitudes towards change and the 
nature of governmental, educational, health and other institutions 

* social psychology, including a measure of community
 
pride, reaction to group activity, as well competitive feelings within 
and between communities
 

* land tenure and the background of current land use 
patterns 
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, history of each community, as a qualitative measure of 
the origen of practices and attitudes 

* anecdotal reflections on traditional rivalries, administra
tive malpractices and indications of violence and crLAnality 

The sample covered over two hundred interviews of many hours duration, 

carried out over a series of visits, in the following proportions: 

Occupation Sole Statistical Source 

Ejidatarios 17% census 
Private Owners 31% 
 census
 
Share Croppors 9% census 
Day Laborers 9% approximately - calculation 
Ilerchants 11% census
 
Others 9% approximately - calculation
 

In addition to the random sample, which touched all members of the 

family, formal leaders (ejido and municipal) within each village 

were also interviewed, as were natural loaders selected by means 

of sociograns.
 

3. A vast amount of data have been obtained and are being care

fully analyzed. What is important to this "Tentative Investment 

Prospectus" is that every indicator so far evaluated points to the 

conclusion that the people in the valley: 
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i. are highly aware of change possibilities and eager
 
to make changes;
 

ii. are keenly aware that they are financially and 
technically inadequate;
 

iii. recogniize their need for credit and technical
 
assistance from some outside agency;
 

iv. are focussed and articulate relative to the same
 
three incentives the i1odol intends to use as the primary appeal for
 
cooperation, namely,
 

• net financial return above their debt 
and getting out of debt;
 

* community development as an outlet for 
their pride; and,
 

* greater opportunity for their children. 

4. It is planned to Issue a separate comprehensive report covcr

ing this cultural, social and economic study. At this time, it seems 

safe to say that with a careful approach, the Model shold gain rapid 

acceptance. This is not to say that resistance Will be lacking, as, 

for example, the objections which predictably will be voiced by the 

local money lenders. Still, nothing learned to date leads to anything 

but optimism that the Model cat, reach its operational goal of bringing 

4,500 hectares and 90% of the farmers in the valley under management 

in three years. Of special interest, the study has revealed a very 
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low criminality record and, of great importance, a fine record of 

credit repayment. An aurdliary study of the credit history in the 

valley is in process of completion and will be included in the gen

eral report on the .J tural and social background of the people in 

HuejotA, _,, Zapotitan, E1 l1olino and San Marcos. To further sub

s.antiate the credit worthiness of the M'exican ejidatario, cases taken 

from other parts of Jalisco and Nexico in general are being gathered. 

These data, too, will be available in the near future to support the
 

presentation for credit financing.
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APPENDIX VI
 

GRAM PRODUCTICV EXPERII'TS
 

1. The original research on increasing the yield of corn grain, 

upon which the entire structure aid the location of the Model depended,
 

was done by the Mexican 1ifnistry of Agriculture and Livestock, in 

cooperation with the Mexican Agricultural Program of the Rockefeller 

Foundation. The work, based on the controlled use of improved seed, 

fertilizer and pest control, predicted that in areas where the rainfall 

exceeded 700 millimeters per year (roughly 28 inches), reasonably good 

soils should yield upwards of 4 tons per hectare. 

2. With this rainfall requirement as a limiting factor in site 

selection, an area to the south and slightly west of Guadalajara was 

studied for site possibilities. When rainfall was integrated to other 

factors such as the quality, area and disposition of the land; ease of 

transportation; available power and fuel; the needs of the people and 

the history of change among them, the site as recommended was chosen.
 

3. Two plots were selected for productivity tests, one in each of 

the predominant soil types. One plot was located on the lower slopes
 

of the valley, in Huejotitan; the other lay in the flat central area of
 

the valley, in Zapotitan. 
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4. At each test site, slightly over 2 hectares were utilized. One 

measured hectare in both places was cultivated as a "commercial" plot, 

utilizin a practice which seemed to integrate most effectively the work 

done by the Mexican Department of Agriculture and the Rockefeller 

Foundation, the experience of the best farmers in the area, recommenda

tions of the National Seed Company, and the expertise extended by 

specialists in the Jalisco branches of the various agencies of govern

ment concerned with agricultural development, e.g., Plan Lerma, Banco 

Ejidal, Banco Agrfcola, Banco Agropecuario, Mi0nistry of Agriculture and 

Livestock, among others. As well, guidance was solicited among private 

companies in the agricultural chemical field as to the most effective 

use of pest control materials. 

Results: 	 At Huejotitan - 4,995 Kg. corrected to 14% moisture 
At Zapotitan - 4,867 Kg. corrected to 14* moisture 

These results were obtained without the use of chemical herbicides. 

Total cost of production at each site, including all labor except that 

supplied by the farmers whose lands were involved, was 2,000 pesos 

(U.S. $160) per hectare. 

5. The fertilizer application on the "commercial" plots was by 

formula 160 (Nitrogen) - 70 (phosphorous) - 0 (potassium). To further 
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test the validity of this formula, 15 variations of fertilizer were 

applied to small test plots in a statistically designed experiment, 

using the same hybrids as on the "corercial" plots (H-220 in Zapotitan; 

H-309 in Huejotitan). While these data are currently under mathema

tical analysis, several indications are clear. Less nitrogen and less 

phosphorous are required than used in 1967 on the commercial plots, with 

an anticipated reduction in practice cost. Further, in five plots in 

Zapotitan and in an equal number in Huejotitan, yields in excess of 

6,000 Kg. per hectare were obtained; yields slightly under 6,000 Kg. were 

obtained on an equal number of additional plots. 

6. Combining the "commercial" results with the studies of fertilizer 

formula, it seems rational to anticipate an average yield of 5 tons/hectare. 

No attempt is made to calculate farmer or Model income based on a pro

jection of even higher yields. It is anticipated that highest yields will 

result in a few years but no indisputable data are available. The 

average yield now obtained in the valley is 1.5 - 1.7 tons, with a high range 

of variability as reported to the interviewers conducting the cultural

social-economic study (see Appendix V). A few farmers reported yields as 

high as 3.5 tons; most farmers do not use improved practices and yields 

as low as 1.2 tons were more commonly indicated. 

7. While the area tested in 1967 was small, it was deemed adequate 

by scientists consulting on the project for a projection of yields 

throughout the valley. However, during 1968, from 30 to 50 hoctares 
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will be placed under management in order to widen the base for pro

duction calculations. Several promising new hybrids will be tested. 

H-309, the most widely recommended hybrid for the temporal conditions 

characteristic of the valley will form the control in all cases. 

Chemical herbicides vill be extensively tested to determine c'O.s

benefit relationships. Comparisons will be made of the cost-benefit 

relationships existing between tractor and animal drawn tools in land 

preparation. A determination will be made as to the possibility of 

lowering the cost of fertilizer by adding less nitrogen and phosphorous. 

A wider cross-section of the soil types in the valley will be checked 

for management requirements, in anticipation of the Nodel entering the 

scene in 1969. 

8. Several private seed companies have expressed interest in in

cluding productivity tests of improved varieties of sorghum. Based on 

work already done elsewhere, the suggestion is that high yielding 

sorgums might return an even greater income per hectare than will 5 

ton/hectare corn grain yields. With the cooperation of at least two of 

these companies, sorghum trials will be made in 1968 on several hectares 

scattered throughout the valley. 

9. The Dairy Division of the Model will buy corn for silage within 

the Valley. To determine yield and hence cost data, since no informa

tion pre-existed on these points, a plot of one-half hectare was in

cluded in 1967, at Zapotitan, to obtain figures. This test indicated 



a yield of good grade of green silage of approximately 40 tons per
 

hectare. 
In a nearby valley, where, at the time, productivity tests
 

were also being made, a silage plot yielded almost 50 tons per hectare
 

of equally good green silage (" good' silage: this description is
 

based on a I aboratorj analysis to deternine protein and crnde fiber 

content and a rEsponse to these data by Dr. Gerald Stott, Head, Dairy
 

Science Department, University of Arizona and consultant to the study
 

on the feasibility of the Model). 
A 45 ton yield was used in calculating
 

silage cost delivered at the Dairy Division silos. 
It was assumed that
 

the return to the farmer per hectare for producing silage must equal
 

the return from a 5 ton yield of grain. At 88 pesos/ton (U.S. $7.00,
 

roughly), this is the result.
 

10. To further refine silage costs, tests of silage yields on from
 

5 to 10 hectares will be made in 1968. 
These plots will be scattered
 

in an area of 400 hectares adjacent to the proposed dairy site from
 

which it is intended to draw silage in the Model system.
 

31. Finally it is to be noted that the farming practices the lodel
 

intends to introduce require at the outset a minimum of mechanization
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and displacement of labor. Indeed, as knowledge develops as to how to 

utilize the land throughout the year, it is hoped to increase labo. 

demand in the early years of operation. It is vital to effective rural 

development that the displacement of human labor by machines be ac

companied by alternative uses of the people replaced; if this is not 

possible in the most ideal sense, that is, total reemployment, then it 

must be that as the people are replaced by machines they become owners 

of these machines and retain the wealth created. 
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OPPORTUNITIES AND PROHEL 

OPPORTUNITIES 

The feasibility of the Model is predicted entirely on the basis of 

increased corn grain production and the integration of milk and hog 

operations to the farming system.
 

During the course of the study in Jalisco, which began in November,
 

1966, a variety of opportunities to diversify the operations of the
 

Model in additional profitable ways have come into view. 
These have
 

been noted as guidelines to the research and development activities of
 

the Model, for the earliest possible attention. These opportunities
 

include:
 

1. 
 .&tending the practice of double cropping, using garbanzo (chick

pea). By cutting and stacking the corn plants, with their ears of grain, 

early and allowing drying to take place, the land is made available 

while still contairling moisture. Preparing the land between the stacks 

also makes the late rains more effective in adding water for new crop 

growth. This practice has been growing in the valley. In 1967, a good 

year for rainfall, it is estimated that slightly more of 20% of the land 

was double-cropped this way. Clearly, given the financial resources, 



more farmers would pursue this practice. Garbanzo is worth more per 

ton than corn grain. Yields in the valley rarely exceed 1 ton/hectare. 

However, the cost-benefit ratio of this practice is not known and 

little is known about increasing yields. Preliinary discussions with 

one private seed company, unique in Nexico in its efforts to provide 

improved garbanzo seed, have encouraged the belief that a profitable 

practice could be developed, adding income to the farmer and the Model. 

The market for garbanzo as a high protein animal feed ingredient is 

excellent. The type of garbanzo now growm is used exclusively in 

animal feed. 

2. Producing vegetable crops - There is a strong, growing market in 

Guadalajara for beans and ide variety of fresh vegetables. Production 

in Jalisco is wholly inadequate to meet the demand. Every day, trucks 

arrive in the city from every part of the country, commonly from hundreds 

of kilometers away. A preliminary examination of the price structure, 

demand and supply, made on and off during 1967, revealed a very promis

ing opportunity. The question for the Model is whether or not there is 

sufficient underground water in the valley to perit well irrigation of 

a commercial vegetable garden. The response of several geologists and
 

water engineers taken to the site was enthusiastic. The valley is sur

founded by mountains and although the area under cultivation is small, 

the area drained into the valley is very large. One evidence of the 

amount of water running the mountains is the fact that on the east side 
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of the valley, three small streams of water flow throughout the year; 

too, the wells serving Huejotitan and Zapotitan with potable water, 

set in by the Federal Government, have been in use some years without
 

any noticeable drop in level. 
One of the earliest diversification
 

studies to be entertained by the management of the Model iould well be
 

based on an underground water survey. 
The promise seems great. With
 

water, a high level of year aiound producLion could be maintained on 
a relatively small aroa. 
Another Possibility, on a relatively small
 

scale, is to use the water from the dairy and sine operations to
 
irrigate as xiuch as 
two hectares for a semi-commercial vegetable garden. 
This water will be rich in manure and an excellent fertilizer source
 

of a consequence.
 

3. Tilling corn cobs and plants after harvest - There will be in
 
the valley thousands of tons of cobs and vegetable matter from the 
corn 

plants for utilization. Some of this material is now consumed locally 

as cattle feed, but even before a new high level of production is 

achieved, there is a great excess. 
Once the Model reaches full pro
duction, 
 this surplus will be far greater. Dried plants and cobs, 

ground together into a coarse flour, have a ready market as an animal 

feed additive. 
The price is low, about 20 centavos (U.S. 1.6 cents) 

a kilograza; on ths other hand, raw material and processing costs would 
be very low. While the income potential of such a milling operation 

is bmall, it should be explored by the Model in its searc'h for ha.T&nnin 

efficiency. 
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4. Dry milling corn grain - several patented processes exist cover

ing the production of a corn grain flour suitable for making "masa",
 

the base of tortillas. There is little current interest in the
 

Guadalajara market in such flour but this may change. In the north
 

of Mexico, as, for example, in Monterrey, where locally grown corn is 

in minimum supply, dry milled masa flour does have a market. No market
 

research has been done to substantiate this opportunity, but it is a
 

likely prospect for a vertical integration project in the future. The
 

technology of the process is available. One known feasibility study
 

does exist, prepared by the 1onterrey Institute of Technology, which
 

predicts a reasonably profitable return on equity (16 to 20%, on 4.22
 

million pesos - U.S. $338,000), at plant capacity of 10,800 tons/year.
 

5. Adding a second dairy - extending operations to pasteurize, 

package and distribute milk. From the market study made of milk 

(see Appendix V), it is clear that within five years, it might be con

structive as well as profitable to extend the Dairy Division of the 

Xodel both to add productive capacity and to take more profit-added 

to the raw milk before sale. Initially, it is felt that for the Iodel 

to enter into pasteurizing and distribution would be destructive to the 

investments already r.nd in this iniustr- in Guadalajara. As noted, 

none of these facilities is bperating at full capacity. This situa

tion should change and create a significant opportunity for the Model. 

It is, of course, quite possible that long before it is feasible or
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desi rable to co as far as pasteuri-n,2 and mar::toing it will prove 

advantageous to add a second dairy or to enlarge the first.
 

6. Production of beef - The Dairy Division will market some animals
 

for beef producLion. Thls activity, 
wfhile profitable, will be more
 

symbolic of the potential 
market for top quality meat than it will be 

a major beef operation. 
There are areas in the valley, not suited to
 

high production agriculture, which might be developed to house corral

fed animals. 
Many people in Guadalajara have suggested such an opera

tion. No work has been done to corroborate or deny this opportunity.
 

It nonetheless 
exists as an intriguing idea in the face of a growing
 

regional and national demand 
 - and shortage  for good quality beef. 

Note: The market for poultry in Guadalajara 
does not, at the moment, seem to pro
vide an opportunity in the near future. 
This does not elininat poultry as a 
possibility, but it is felt to be of less 
immediate interest to the Model than the 
other opportunities nentioned above. 

PROBLEM 

The four 
problems of iiportance wiich cannot, in truth, be resolved before
 

the Model actually exists as a corporate, legal entity, are these:
 

First, the financial incentives which form the heart of 

the incentive system to be used initially to gain coopera

tion among the farmers, simply can not be tested. It is
 

not of value to talk about 
them unless they can be imple

mented. 
 Thus, no ab3olute assurance can be given that the 
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farmers will cooperate. While every indication exists 

that they will, the risk is there and is inherent in such a 

project, anytihero in the world. 

Second, the land needed for the dairy, pork and grain
 

facilitis must be made available through a conplox 

organization dealing with ejido affairs. This organi

zation moves from the top of the Federal Governmen; 

dowm through the Agrarian Department (Departamento 

Asuntos Agrarios y Colonizacion) which administers and 

arbitrates ejidal affairs at the national level; then
 

to the State League of Agrarian Coomvunities (Liga de 

Communidades Agrarias y Sindicatos Camposinos del 

Estado de Jalisco); and finally to the ejidal community
 

organization itself. Tentative explorations indicate 

cooperation at every level. The moment is right for
 

initiating new approaches to rural development. There
 

is a great preoccupation in federal and state govern

ments to speed up rural economic growth and to use
 

every public and private resource possible. Still,
 

the land has not been allocated and a formal approach 

to the proper agencies can not be made until the Model 

can move once a favorable decision is granted. 
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Third, the approval of the Fondo de Garantia y Fomento 

para la Agricultura y Ganaderia, Bank of Mexico, of a
 

long term loan extended to the Nodel by a private bank,
 

must remain a matter of opinion until such a loan is 

actually applied for and acted upon. This approval is
 

particularly important, 
 as has been said, to the importa

tion of nonregistered dairy cows and the related lower

ing of investment. As well, this procedure may cut the 

interest rate on the loan to 7%, provided that t, funds 

for discounting originate with the U.S. Agency for 

International Development. Again, while all contacts made 

to date reveal great interest and the intent to lopk 

favorably upon the Mlodel, the matter can not be concluded 

until the M'odel exists and the loan application is in
 

process.
 

Fourth, the short term loans for use in making credit 
as
 

described available, are not at this time assured. 
As 

with all of the other aspects of financing the 11odel, 

tentative response by financial institutions and other 

sources of funds and guarantees has been favorable and a
 

diversity of opporturfty exists to secure these funds.
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These problepw are mentioned only to clarify the exact 

state of the Modal as t1is "Tentative Investment 

Prospectus" is vn-ittn They are regarded as resolv

able. They are not taken lightly but they are approached 

with reasoned optimism. It is believed that immediately 

after the first equity capital has been committed and 

the basic financing of the Model is assured, firm and 

positive decisions can be obtained covering the land
 

required, the long term loan and the credit system loan. 
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APP DLX VIII 

}ISTORY OF THE NODEL 

1. The origin of the Model lies in a study which began in Harch, 

1964, of the state of food production and food distribution in Africa, 

Asia-and Latin America. 

2. The study, sponsored by the International Minerals and Chemical 

Corporation of Skokie, Illinois, U.S.A., was aimed at finding now and 

better ways by means of which private enterprise, limited as it must be 

to operate for a profit, could do more to speed rural development,
 

accelerate the production of more and more varied food supplies, and,
 

as well, facilitate the movement of surpluses to the marketplace.
 

3. Out of this study came the conviction that unless the nations of 

the world can concentrate a vast amount of capital investrment and 

management service on the land operated by the millions of snll-scale 

farmers who dominate land use in the less developed areas, hunger and 

poverty will become ever more idespred. These are the people whoso 

low level of production ard endless state of depression form the criti

cal bottleneck betwcen the knowledge about how to do bettor and the
 

application bf this knowledge. Those are the people who are at the 
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center of all agrariAn revolutions; it is social justice for them that 

gives moaning and direction to the quest for social justice everywhere. 

Their frustration is the frustration of their countries; their loss of
 

faith in the existin order is the substrattm ois which political 

violence flourishes. 

4. To feed the poor is not enough. In the search for a solution to
 

the world hunger crisis, there is no practical short term alternative to 

relieving the crisis except to increase sharply and quickly both local 

food production and the income retained by the farm family from the sale 

of surpluses. 

5. Looking at this goal through the eyes of private investors, 

several facts affecting action come clearly into view. 

a. The capital and management requirements of the small

scale farmers of tho world are ovonihelming ly large, amounting to 

billions of dollars evoj year for as long into the future as one can see. 

b. Capital and management controlled by the private sectors of 

those countries which conceivably might release these resources, in part, 

to the devolopnont of food supplies and rural economies elsewhere, are 

theinsolvos scarce resources. Nonoy and men simply are not available in
 

the quintity and quality needed.
 



a. Private invostrient in world agriculturo, thoroforo, must 

be highly selective. It cannot be expected to be all things to all mien. 

It must isolate from anong the millions of smail-scale fnrnors innd their 

hundreds of millions of hectaros of land, those whose currant situation 

holds out the promise of large and rapid increases in produetivity. The 

investor must be able to envision a fair rnturin on Kis risk captnl onc 

his hu"zin effort. At the same time, he must be able to foresee a major 

impact on the amount of food lor'nly lwilable, on the qu-lity and price 

of this food, and, finally, on the incorie of the fariiors involved. Pri

vate investors, in other words, must seek out the places where public 

investment has already created an enviroruient here privato cori-rciali

zation of agriculture can flourish. This may well eliminate the ajority 

of the vorld's people who are in need. However, those who reriatn to be 

helped are large enouL;h in nunbor to occupy fully all nf the private 

rosources one can irngino will be voluntarily invested in world agri

culture for rwny years to come. 

d. Even when such limits on private investment are re

cognized and accepted, the fact remains that the entry of this type of 

investment into the rural areas of Africa, Asia and Latin Amorica poses 

a sensitive political insue. Nuch of the capital and rmnagenont re

quired must cone from other Lources than the farnior themselves. Often 

those will be foreign sources. This is a basic fact that no rhetoric 

can change. Will this investni'nt be regarded as exploitation? Will it 
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seem like a retreat from agrarian reform and the revolutionary march
 
toward social justice? 
 Can profit and foreign capital be benign forces 

in the surge townrd P bettoe life? 

e. To be realistic, it can only be concluded that if the 

profit potential in improved agricu1ture around the world is servoto 

as a catalyst to the large-scale private investment needed, new kinds
 

of institutional forn for such investment must be created. 
No Matter
 

how pressing the problem of hunger, large iviounts of private capital
 

coming from others than farmers, often from foreign sources, destined
 

for use of the land, 
 at. a profit, will be rejected unless profit and 
free-enterprise can be made recognizable and believable as revolution

ary instrumonts with which national aspirations can be helped to be 

achieved.
 

4. From this view of the problem, the concept of the Iodel emerged.
 

To help in its design and 
 to provide the necessary funds to study its
 
feasibility, the International 
1 arkoting Institute of Cambridge, 

Massachusetts, U.S.A., 
a nonprofit research and educational institution,
 

joined in a contractural relationship with the U.S. Agency for International 

Development. The field study in I'exico began November 1, 1966. To add 
technical strength to the study in Mexico and to help maintain worldwide 

interest in its progress, close relationships were established with the
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International Crop Improvement Centor for Corn and Wheat (CIlE.,' -
Centro Internacioanl para Mejoramiento de Naiz y Troeo), with head

quarters in llexico Ci'y. 

The Hodel is intended as a prototype, to be applied widely throughout 

the moild runder many different conditions of crop production, social 

and political organization, cultural background and economic pressure. 

Hexdco was selected as the site because of its leadership in agrarian 

reform...because it is politically and financially stable and strong... 

and, because in Mexico can be found one of the world's most impressive
 

demonstrations of interaction between public and private enterprise.
 

Yet, with all of these advantages, the problems of large segments of the 
rural populations are precisely the same as those met throughout Latin 

America, Asia and Africa. 

It was felt that if the 1lodel was accepted and succoeded in Mexico, it 

would facilitate greatly its acceptance and success elsewhere, under 

more difficult circumstances. In this sense, while corn is the basic 

crop upon which the Model is built, every basic food crop is of equal 

concern; while ejidatarios in this arecase the farmers involved, all 

farmers in every land tenure system are involved. W1hile the Model is a 

particular corporation in Mexico, it is, in reality, a universal symbol. 

Simon Williams 
Associate Director
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