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CHAPTER I
" ON THEORY OF ECONOMIC DEVELOPMENT
\

“Introduction

P

The increase of the rate of growth in the underdeveloped areaq

'of the world bears today outstanding interest for both. developed and
underdeveloped'nations..;», | | |

| For the developed societies,.ifronly for an interest infthe~main—
tenance abroad of  a leadership position,_there‘are‘the,needsffor:pro- *
',tectionrofbthe national;investments~overseas, for"assurance«of‘rawr:‘
materials that may. be needed or for reflecting the increasing concern
with development underway among. underdeveloped nations. 'Humanitarian :
reasons and the moral,uplift that'eomes from,doing for others infaddi- ;
tion have-been:freduently'pointed outfaSﬂjustification;for,assistance' .
‘from developed. countries to underdeveloped ones... We;should¥3tillgan
remember that despite the ' greenvrevolution. therefremains a possibility -
of .aggravation of the world food shortage even. within the next: decades,'
in face of the "demographic explosion" observed in the slow growing
countries. Besides as the development gappbetween underdevelopedland
.developed nations has been,widening,in,c0nsequence of the increasing
momentum of growth in the latter, there is also, in the long run, a
security problem involved ‘as expressed in the Pearson report (1) ‘.f:f.
is inconceivable that the privileged position of the developed nationS'
will be maintained if the majority of the human race faces serious starva-vT

dtion.‘




; In?che underdeveloped countries in,general,hwhere;today;gbputw‘
two thirds.of‘the'world population'live;cthere ispa.widespread‘awareeﬂ
ness,thatﬂtheirleconomies.are‘not keeping‘pace with the more developed
‘nations'.a great desire to. speed up the growth of the various sectors;ﬂ
of  the national live is: present. The.people‘have;become~impatient»f3
because'their expectations have not been realized as quickly as»theyh
' wouldilike,-and eventually, conflicts among the politicians, intellec-
‘tuals or those in power positions about- the proper means to. achieve

higher rates of growth allied with the. pressures for improved levels
of living, have prejudiced the'tranquility‘of,the societyﬁand_hence of
- development itself.

.. Economic growth is a felt need among the people. in these countries,
which,;evidently is;an_indispensable_conditionAfor:increasedlactivity of
the national.economies,~“Research on development is thus in great demand.
»Perhaps‘even_in more demanduare_people4capable:ofuapplying‘thehresults
ofjsuch»research;-ﬂThevimagination-and‘capacity.ofAthe intellectuals—-
economists,fsociologists;;psychologists,‘etc.--have been;challenged,

whether they are working in underdeveloped or in developedécountries:

--Development -and Underdevelopment, .

The fundamental characteristic of a developed economy,iat aigiven -
point in time, is its high income per capita.“ Looking for the deter-
minants of such high income per capita, e find (1) specialization and
| division of labor, (2) high level of employment of the population, |

(3) high productivity of the individual worker, and (4) high rate of




renumerationzof‘theWIabor force per unit offtime, whichvis possible
“in light of the highly productivity proeesses‘used.a?In‘addition;;the;
'developed»countries have lowervbirth‘rates;'larger percentagescof
the population in the working age group, ‘and greater literacy compared 4
to’ the underdeveloped ones, besides other pervasive differences.: |
: A‘large:qnantity'and variety of goods and‘eervices*are produced*
and made avsiiable‘for the sverageicitizen.* We can perceive the great
variety of goods -and serVices3availableAby:compering the'commoditiesi’
found in the .house of a farmer~oriurbanidwe11er in.Pansjschel, Guatemala
(2), and the commodities=found into the ‘house of a}fsrmer;orturbanﬂﬂ
dweller in almost any place in the:ﬁnited States. 'ItVWould take a
very.long'time to"enumeratemsll the fruits’of'a ‘modern economy-Which'
surround an average person in-a’ developed society, comprehending ‘the
commodities and the activities which were involved to make them avail-
able, while in an underdeveloped:society,fsuch~fruitsfare»restricted’to
‘only.a few‘commodities,ﬁharelyfenough'forrsurviva1@~j
As a relatively highfincome perycapita:is‘a_common denominator for
all developed ‘economies, it has been used as a Stsndard-forlclasﬁificaf‘
tion of the differentfnetions as”tO}the%degree of‘development}_nsmely’
clsssifying those having snnual’per.capite'income below-US*$SOOZas
underdeveloped while those having‘ennusl€per~capitafeqnalﬂor above
" US $SdO’ss'developed. ~However»one should' be aware that'this Variabie
hss 1tnitstions asjan'indicetorVofidevelopment;'it has been used'only
because to date no better index - is svailable.

A society 8 pattetn of income distribution, independently of the




average income 1eve1; standsJeeWao>io;o;te;t developﬁentefeeture,v'
 for as has: generally been recognized, a high: wealth concentration,

4in the - long run, may pose obstacles to a sustained rate of progress.

-:Also,.the g:oss;national’product,fwhich.normally“is.used'as an

"~eoofo§iﬁetioh“o£.theVnational'income,-for pﬁrpoée:of:ihtefcountry
reomparieon should be derived"ideally,~from national currency~figures
;on ‘the - basis of purchasing power parities, ‘or.direct real product
comparisons should be ‘made..:The International;Bank:for Reconstruction
and Development“points out-asran'exagple in=thieﬂtespect (3), that
whereas et?exchangeerates,dthelUnited'States’“per‘eapitaeptoduct~in
,1959vexceeded'1ndia's by»thexretio~30:1;oa purchasiog;poWeg;calcolationv
Ashowedfa ratio of}approximateiy,IZ:l.v Furthermore;)beeauee of the low
‘degree of specialization and division ofglabor\preﬁaleot;in;enderfve
odeveloped countries, in contrast with: developed?ones,\meny“eomﬁodities
'inpthe first are home-produced and consequentlytare;miseed,dutingfthef
‘orocee57of;eompotetionfof:the'gross natiOnal;product.g,Were it;notw:f
»forbthis; it:would. be impossible:for,a’personfin‘theaUnited:States; A
where the: average income per capita is:over US $3500 per yeer; to under-
stendahow\auperson,ean:survive»in.india, where this average,is under
US “$100.- Finally,we)canvpoint,outﬁaeTanother limitation: of the income
pef‘capita;as.anuindieator'of,development;lthe set/ofxvalees of .a
sociecy,'whichfvarying~from;one nationwto~another,;is;notAadequately‘
refleeted'in_terméﬂof money.};To;some people, it{may;oegimporteot@togf

work hard and obtain a higher income;fto‘otherStitamqy:notxﬁ.



The Role of Innovations

Despite the multithde~of eléments to ﬁropeflyfcharacterize
development;‘there.is‘genefai'consensus that the dynamics of its
Pfo;ess'(i)_is aiQays reflected ‘in a sustained "increase in the .
ﬁgtionfé'total andfﬁer capita-odtéuf,'usually aécoméanied-by a
v SQétéined‘and significant rise in the population, andf(25-is‘asso-'
ciaﬁedﬁﬁith_rApid shifts in economic structuréf-in the relative
'bimportance of'the yarious industries, régioné; classes,ofieconomic
units distinguished By fofmSjof‘organizéﬁion,,and 30 oﬁ. These are
ﬁhe~only two poséible généralizations on~£he basis of the ecoﬁoﬁic
history.of.those‘countries whichimoved from underdeveloped to
developed positiQns, acCOiding~to KMZnetS(AS; The frequent references
to modern economic growth‘as-industrializatioﬁ;furbanization; or.

) meghanizé;ibﬁ’élgafly'fefer'tofthe structural aépects-of ecqnomiC"
‘growth{f‘

.~ These strﬁctu:al changes that take pléce,as-develobment'proceeds'
requirefa.continuoUévbrocesS of adopcion 9f iﬂvent1qns‘of.innovations,
as new ideas supersedé old ones at a reiativeiy répid_rate;~ In
develobed countries, because they alreadylﬁse mo&ernlmgéns:of'p:odhc~
tion to a great exﬁent, their -growth deéends\on;;he.invén;idn;of.more.-
modern-teéhnological‘processés‘to’fepiaceithe,exisﬁent dnésﬁ‘ﬁndere '

vdevelbped'countries'usually'rely onfimportation’offiﬁdusﬁ:ial cech-'

niques from industrialized economies, and consequently their problem is’

essentiallyiqne'of4introdﬁction‘or adaptation of innovations;“Addi-“

tionally we can state, as a general rule, that as a country moves out



"°f1thé category'of underdevelopment;3itsirate'of adoption of
-innovations must'behsuperior to the rate ofvadoption.of'inventions.
v‘in,developed ones;‘assuming’innovations with-equalrproductivity '
feifects;,it‘has;necessarily'to be,soﬁbecause what;reallyfexistS»at
'fa;given momentisrevcountries,making.use of more oreleSs'modern“ 8
techniques'of‘productioncwhichfreflectvon their aggregate:levels of

'productivity. : o SRR N R
o .Iheoretical-economic analysis proceeds by‘holdingna number of
-variables constant, one,of which is technology or the*state of the

~arts;'to Ohserve what,happens to .one or‘a few’dependent;variables
as#the independentgvariable(s) change. Empirical investigation usually

.proceeds in this way too. Developmentmstudies can be madetunder'
‘theoretical'economic models but special considerationsgare,required.
Economic'growth.basically-implies:technological changes, as we have -
~seen,‘asswell'as_changes invthe human;element's“anow;how"land'most”'

‘voften aﬂrising level‘of sspirations.which, contrary'to the assumptions

,bof"ordinaryjeconOmic,analysis, are‘variables of crucial.important,(S).
In addition, one should keep in mind that there exists’in an economic
system an. inherent tendency of expansion of economic inequalities |
under the free play of the market forces, assuming systems which depart
from the pure competitive model this tendency is more dominant the
poorer the country is, and indeed this is one of the most important
laws of economic development and underdevelopment under "laissez faire." (41)

'Naturally the results of economic analysis based on the‘price system, |

namely, prices, costs, and profits,or even on the principle of comparative



advantages,’should.not‘be used as‘direct“indications for spellingA

out developmentAplans.;

vFurthermore, the execution.of-development programs, .even in
free,entetprise'economies,~nOrmailyﬁcalls for thefgovernmenthunder-"
taking'certain activities such as research, education, health; and
the provision of social overhead capital—-railroads; highways‘and
energyeebecause it is usually impossible for-private firms to-capture
,all the benefits of these activities,‘while:they require.largeicapital
investments to benefit from‘economies of size; in other:cases,~a great
uncertaintyiaboutithe results of certain innovations. calls for.an
initial socialization of :the risks:involved. lhus,:the development
performance in,free.enterprise economiesvwhile depends in'principle on
the - economic units' free initiatives requires more often -undertaking
of previous innovations by a central administration to provide effective

conditions forwthe;private:organizationssto carryﬁout'their activities.

-Sectorial Interdependence : : o, . .. .- =

‘The‘main concern in this‘paper;‘marketing"and economic.development,
accords with a recent tendency to study specific segments of the economy
in their relation to economic growth. But all authors agree that a.
'given sector must be analyzed as just one part of the overall economy.

We have seen’ that a. central characteristic of economic development
is high income per capita‘xto attain this condition we must think in B
terms of specialization and division of labor which implicitly calls for

considering the various sectors of the economy in analyzing development.




Specialitation and divisiOn‘Of laborimakesvthe'economienunits
less auto-sufficient but in return results in higher personal incomes
and in a: greater variety and ‘amount. of commodities available to’
society, whose members thus can. enjoy a higher level of consumption"'
then otherwise.w. L

'fSinoe a givenjsector,vsuch”as'the‘narketing'of»agricu;turai
prodocts;:is just one part of en aggregate system, what it doesiis
not.fully'attributable or crediteble to it but is also contigentYon
what happens to other sectors.‘vAlso, the possibility or the need\for.
adoption of innovations by a sector pertially dependsfon'thepgeneral
-environment which surrounds it,'thbpgh‘oOnversely;‘theﬁinnovations_,
,have,effects,upon other- parts of the syotem.; |

- The structurel changes we referred to as-a general pattern'of‘w
development presentfauoucceosive release ofoproouétive«resources,Hmxfz
Aexpecielly'man.hours;;from.more primary activities;to,more specialized
-and sophisticated ones; Citing the exanple of the UnitedpStateS;and
the agricultural sector,'only for a recent period, while in 1944 one
¢farm worker provided food for 14 off-farm‘people;vin 1964 one farm
worker provided food for 33 offefarmsresidents (6). The Unitedetates‘
has presently 65 percent of its 200 million inhabitants living in -
metropolitan areas and this proportion 1s expected to rise to 70 percent
by 1985 for a{total of . 260 million‘pecple‘(7). |

| A given sector contributes to economic development.if‘it provides
.opportunities for other sectors to emerge or'fOr:the\country as a whole

to participate . in international trade (4).: This possibility of trade




with other countries;»vhich:implies,production surpluses; 18»
particularly relevant for underdeveloped countries, which rely‘in
their development upon imports of innovations already adopted in
i.more;advanced‘nations and normally require.the,availability«of foreign
exchanges. |
':However;-the releasing of resources to other sectors, giving .
‘them opportunities‘to emerge and»develop does not hear~1esser impor-
tance,,but on the contrary, representsathe.coregof the dynamics. of
- development. When economic development . is referred to. as mechaniZAtion
or industrialization these terms. are certainly being. used correctly,
mechanization_hrings increased‘productivity,;and:consequently,releases
productivepresources and. results in increased division_of laborband
specialization, whichrarelfeatures always;presentainwmodern economic
systems‘enjoying'sustainedhhighvrates of growth. Improved mechanization
or,automation means that;higher;salaries’canfbe paid,,resultingiin
higher.personalsdisposeble;income which keeps,theneffective aggregate
demand at_highvlevel,zan;essential_condition required_to,foster the
normal.operations andhnew investments of the buSiness Enterprises.'
Nevertheléss, .the. degree of mechanization which suits a particular
situation and the form through which the mechanization process is
carried .out, bear outstanding importance;, ‘Excess . import substitution
can reduce the real GNP ‘and therefore reduce per capita incomes since
a too.expensive~a meehanization can raise prices‘overﬁimgort§:0? over °
simpler‘and cheaper processes using more unskilled labortéiEinally,
if mechanization creates unemployment,‘then an additional factor.tending

to decrease the national income exists.
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. Full employmentvot‘a-high.levelvof-employment}of the labor
~f6rce.should.be‘a'coﬁcern,always presght in Qevélopment policies.
'Undéfemplbymgnt and,uhderdevglopmeﬁt are closely.relétedffor thén

4fifst’resu1ts fromithe}staghant cohdi;iontof effective démand and:

winvestments‘which'characferiié.the second. anetheléss,vbeCausé '
'"Bofﬁ'méchanization’ana_full emplpyﬁent”a:e requ1red conditions*fér‘
‘écénbmic devélopmént and,bedaﬁse-mechanization}implies a decreased
need forflabor, these two variables ten&\:o have negative effects on
each other; this means;that=oneﬂofsthem.may'coupteract”thefother's
-effect on develbpment.<i

. As a general principle we can state th#tithe inVention.and’_

produq;iqn:ofhghe machines used iﬂ;the production process:should .
’takg.p15¢e in:tﬁe,domestic,economy,‘seching emplojment,tdbtheglabor
force dislocated the verylmach;nes;g;Aléb,}wescgn;$ta;e thap_the;

"adoption bﬁnmeChanigationlasna;strategy;of deyglopment,‘cgil#bfdpwﬂ'

:simultaneous adoption of_measures‘to‘counteract:its-negativé_effect

-on:the rate of employménﬁ,'for:which én-a priori idenﬁification,of“
~fundamental causesiqf‘unemployment is necessary.
v.’Agriculturé‘in'most;uhdefdevéloped”countrieé«6céupies'hélf or |
more Qf'thgjlabor.fbrce'and éenerates”frdm'bné-fourth‘tofopéehéif~of
‘the natioﬁél*productL(8);ﬁalso‘agricultural'prp&uction,;ﬁhichfat.~ |
present;stiil'is the?onlylpfactical sou:ce;of?fqod,‘has_qften lagged
behind.§qulﬁtionﬂgrowth inftﬁoseucodntries;q'qu sﬁqﬁfreasons,:fhe

'-agrigqltural,geq:o:,has‘increasinglyfcéiled“fot:the_attentionjof;

students of .economic development. However, because;thgrefexists}a»,»
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differencelbetveen foodrneeds and'effective demand for food .and

a relation between the quantity of. food supplied and. the effective
' demand 1t is meaningless to consider the agricultural sector, dis-
E regarding_the other;segments,of;the economy (9)1\,

. Besides the.connections among the.differentfsectorsjof:the.,'
national economy, therevare also interfaces between the.domestic it
and the world market. Here the central issues have revolved around
tariff discriminations.

On the one'hand the developed nations have used tariff rates
for raw materials and manufactured goods which greatly discriminate
against the export of processed products by the underdeveloped ones,
laaving them practically no alternative but to export raw materials (10).
'The first logical step toward industrialization for an underdeveloped
, economy is the installation of factories to process itsfmajor raw |
materia15° on this ground the developed nations discrimination would
_ appear unfair, if we disregard the high tariff barriers which the
underdeveloped nations in general have builtito protect their nascent
industries.'d R | B -

' In face of the various sectors which make up an. economic 'system,
the interactions which take place among them and their interactions/
with the international environment, there is much to be gained from
v'overall analysis, including all relevant variables, in selecting priori-
ties for economic development for a given society.3 System analysis
can be of great advantage to analyze the relationships among the

various sectors or components of the system.~ Graphic models may be o
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usedffor a clear‘visualization of~the componentsxand their intereg,,
»hfaces,(perhaps with ‘a- further expression of the relationships S ~
i mathematically. Having: proper identification of the different knowns
,and-unknowns, the application of different types of.simulation analysis
-such'asfoptimization.,control,Qandsstability is\possible.,nlhe:greater

payéoffeoffsystem:analysis are 1likely to be from macro-problems (11).

'g;EconologiCal*Analysis .

Because the results of economic analysis may differ depending
on the social set to which a given theoretical model is applied an
especial kind of analysis, called econological analysis, has been"

suggested to fulfill and explain such possible differences (12) The

(Y

human element is the initial generator of an economic system s activities )

‘;and its reactions to the ordinary economic forces may differ from
‘onelsociety to another. To some, the principles and concepts which
comprise; the economic sciences, developed for the Europe and United
»States conditions as they were, must always be reexamined before appli-
;cation to underdeveloped areas.‘ C o e -

| We have already discussed the need for including in development
‘studies changes in technology, knowledge, and skills, which are assumed
constant in ordinary economic analysis. In this topic we. will be par-»
ticularly concerned with the social stratification and the system of :,;ﬁ
;values of a society as they relate to development.i’Wf Rt

i A social structure acts to impede or facilitate the rate of diffu—

sion and adoption of new ideas through system effects which are reflexes




of-the'society's norms for"behavior Of.the'individuals'(l3) ACcord-

- ing to the social structures and system of- values, two theoretical

types of'societyvarevdistinguished. (1) traditional and (2) modern
societies;: | ' -

_‘In traditional’societies;generally‘there»are‘tw04classes;whov
playvvery different roles: '(l)\the eliteééa'small minority‘which?
holds the authority. positions and (2) the plebe--a large majority.
Among several’ characteristics ‘which distinguish traditional from
modern'societies,ﬂrelating to&econonic developmentt;it,is worth
while to notice that in the firstrtype'the‘individuals remainlrelaun'
_ tively'isolatedufronﬁtheroutside world and lackga’favorable'attitude
to'changes, but in. modern societies,von“thefcontrary, the individuals'*.'
are cosmopolite and bear positive attitude toward changes. - Recalling
that economic: development isa process of adoption of. innovations at
-relatively rapid rates, the connection between: socialpnorms:andigrowth'
is perceived.g

- Traditional societies tend to have low productivity (14) and the
behavior’of‘theﬁindividuals tends‘t0~continue»with very*little'change
from . generationito'generation.. In mankind as a whole the anxiety which
the individuals suffer’ in facing new: situations plays a’ part in the
individual's creativity or innovativeness and hence for. progress and ‘
economicygrowth. whilehin modern societieS‘the individuals appealrtO‘
creativity;and innovations as reliefs from the frequent anxietiés they’
'experience_in their_lives, in traditional societies, because of the

conservative attitude of the individuals who take their positions or




%
socialvstatus as heritage from birth;.reterence tthhe’traditional
iestablished norms is the way adopted for relief from anxieties—-the
‘elite through exercising of authority and the plebe through conforming
to the long established and many times out—of—date rules (14)
We should point out that the two distinct societies we! referred |

to are extreme ideal types not encountered in the real world rather
“what are found are more or less prevalent traditional or modern norms

in a society contiining elements of both.

- As innovations are introduced in a social system they bring about
changes to which the system must adjust. Ideally there is an optimum
rate at which the introduction of innovations must proceed during the
process of economic development and this optimum rate should correspond
to one. to which the system is capable of adjusting, resulting in a
dynamic equilibrium which keeps the system moving ahead. Social

.revolutions may result if the innovation(s) introduced are too far
apart from the society sypredominant set of values,lor if they are
introduced at a too rapid ‘rate. - | e |

o Since the individuals are the active elements of an economic
systemband the individual s will is a necessary precursor for any ot y
his deeds, the society -3 level of aspirations and set of values plays
the fundamental role in economic develOpment.; -

Cumulative effects of a free play of the market forcesvtend to |
widen economic disparities among economic units, sectors and regions (41)
Competition, either within a nation or among nations is a fundamental

stimulus to economic development as the motivations for an individual s

T
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}aCtivity:in‘all eventslare directly,or,indirectly relatedito his-
desirevfor survival; because economic'disparitiesTreduceucompetition,
thebincentivesufor the.chanées_which"are implied_in economic:development
"arevprejudiced\ PR ) g w
Due to the tendency ‘of expansion of‘economic disparities, it is
"dnecessary, sometimes, that society s desire for development be supere
~ imposed over,simple‘economic motivations if group_decisions,toward an
increased level of activity are to be made, A majorityis long-run
interests may need to replace a minority s short—run priorities.,i

A quotation from the Bible says.‘ "For unto every one that hath
/shsll be given, and he shall have abundance but from him that hath
not shall be taken away even that which he hath."i Obviously, no _
tsociety fully accepts this process as far as it is allowed a right of
choice, and indeed more or less interference has occurred in the
various societies,,to counteract‘thebimpact of those,forces,_under‘the
-form of minimum wages,_progressive.income tases,ﬁwelfare progrsms,
health_clinics, subsidies to,education, philantropic’donations,zetc.
The extent:to'which'these measures succeed in‘bringingfbalanceyof
‘power depends‘mainly_on the degree offrepresentativeness‘of,theAless
y privilegedpin‘the'society's politicaldprocess. - '

V’The structure of.a society with respecthto politioal pover snd
distribution of resources ownership are greatly related to the possibility
' of progressiveness and -social mobility for the individuals.'»Development .
probelms thus,‘are fundamentally, toya great extent, a‘matterﬁof:equal |
opportunity, of democracy, of . a political systemVWhich:tshes“accountiofa

the aspirations of. the weak, large majority ofjthe‘society»in”decisions-
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on master policies for the society s general well~béing;k;

N At this point,wa should recall that development also requires
and is associated with an increase in capital each developing economy
needing rising rates of savings-investment per unit of time. Indeed
a’ balance among social equity, savings-investment and consumption is
implied since besides leading to higher levels of economic activity
by improving the average person s opportunities, equity leads to “.‘

higher average levels of consumption, an incentive for expansion of

the national output.

The argument has not been for an equity among the economic units,'
sectors or regions analogous to the perfect competitive model portrayed

in texts in economic theory which usually is practically unfeasible.'v‘

'Rather it is a matter of equilibrium between extremes._

.Conclusions

: //;:onomic development among other things, is a- dynamic process in

'which a society 8 production resources are mobilized at an increasing

rate. to provide for the satisfaction of the human wants.~ Man, as

.the active element: in. the social system and as the element whose wants

are to be met,iis both . the mean and the development process goal.

. The increasing availability of comfort and convenience conditions
per person ‘calls basically for high 1eve1 of activity of all the society s
members even though, paradoxically, the. pursuit ‘at: any time, is just
anaincrease,in the leisure hours,ngllocation.of.resources,“expansion of

~

the,boundaries"of’the human knowledge," and technological_and-other forms
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of innovations proceed at a geometrical pace during development,.
. always to the service of higher levels of human well-being. How-A’
ever, ifueconomic growth is to continue, the ' good life" must always
remain a situation to come, thus being preservedia stimulus for each
Aindividual to conquer or to defend his "place in the sun.‘.
| A modern economic system is composed of many different sectors
of activity and through the specialization and division of labor s0
implied a larger amount and variety of commodities is provided to the
average citizen than otherwise.‘ Besides, in addition to the inter~
sactions which occur among the different internal sectors, the national
,economy interacts with the international environment to which it must
-adjust and/or react. //// _,A |
The decisions concerning the allocation of the‘society S resources

of production among the different activities should be aimed at meeting‘
the consumer s wants, this can be made on the basis of the economic
principles of marginality, and tends to. 1ead to efficient allocation“
of the economy s resources of production under a free play of ‘the
market forces. However, this very process of resource allocation, under
'a“structure departing from perfect competition, conceals an inherent
tendency for widening economic disparities among economic units,
economic sectors, and geographical areas, affecting the initial soclial
structure and the patterns of income and resource distribution, ‘i:‘u

‘31 Normally, some degree of intervention of the state in the economic
system is required to counter the effect of the market forces, taking

the:form.of‘income,redistribution, investments infsocial overheadv»'

capital,'socialization of risks,_andjother devices.
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. In an economy "governed"rby~the price.system, thevconvenience
of expanding a given sector s output" depends on both its supply and
demand relationships. On the demand‘side, despite the importance of
_the consumer's wants and the number'of consumers as components of
an effective demand, they are irrelevant when they are not backed up
by the consumer s purchasing power or level of income, the supply
and the actual quantity supplied depend on the availability of resources

vof production and technology, as- the central components of the cost "

structure, as well as on the effective demand

: A society s 1evel of aspirations is a fundamental”variable in
promoting the activities and changes involved in economic development
since the individuals are the active elements in the system, incidentally,
a society S, resources can be used by its government to improve these
-aspirations through appropriate educational programs.‘ o B
| Due to the interdependence existent among the various components
yof an economy and the special connection which exist between some "
variables, such as mechanizati&n and level of employment development
studies call for a consideration of how all the different parameters
involved in the development process relate among themselves.:“

We have examined some concepts and principles of economic develop-

Jment. There is no pretension for the subject to have'been exhausted
_rather the selection of topics had mainly the purpose of providing a

background for studying the role of market in development the theme

in the next chapter.




 CHAPTER ‘II .. -

- .MARKETING AND' DEVELOPMENT - :

- Introduction - .

- Marketing comprehends all businesslactivities involved.in‘
theiflow of goods and services from the points of initial produc-
tion to the final consumers. This concept may refer to the in—
dustrial the agricultural, or to the extractive sector. Being a
system ofllinkage between producers and consumers, the market -
process relates to rates of savings and rates of output growth, two
fundamental variables in economic development. Inefficient services
,lead to high marketing margins and high consumer bills. Priceslb
being high consumption will tend to be high relative to savings and
’the quantity demanded decreased; slowing down economic growth. Under
an inefficient marketing system.the prices received by the producers
tend to be lower which negatively affect ‘the amount of output produced.
"}'i As economic development proceeds, specialization. division of
labor and mass. production become more distinguishable characteristics
‘in the system, - which means that consumerslare increasingly separated |
from producers. This calls for a concomitant development of the
marketing system in contrast with more primitive societies where the
individuals need less concern with marketing since they have a’ great

-degree of auto-sufficiency, producers and consumers, if not the same

individuals, live quite often next door to each other (6)
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Whatévet the‘éomplexitypf‘the:éogiegf;;economig;;ctivities
aré“always;aimed at providing,for‘ghe satigfﬁctiqn of £he<ﬁumgn~wants
and ‘needs. Bécause §thhe limitation5o§;;ﬁejreséur¢¢s df“prodqctidn--
human and'nagural\rgsources—-and becauéegsuéh feéoutces havevai;g‘_{
nativé_uses}to meet human wants whichtafe”qdlimifed in the aggregate,-
man,-dependiﬁg on theESOcietyfs‘norms,:is élﬁéys more»br,less cqnéerned -
withvmodétnizing his‘techniQUes of prbducfidn ahd‘wifh‘imprpving‘his
kndwledgefand skills (which may:-even result.in.increased. natural |
resources). so that the goodsfand:servicesvobtained with the séarce.
résources lgad';o‘thg‘highest possible;level of Satisfgctipn for the
ﬁuman wants. |

Human wants,vtechniques,of»production;'andﬁresoqrces'oﬁ,produpf
tion_are'tﬁus basic elements in'an,econémicvsystem. The-;qle”qf%;

- marketing is to link .the consumption activities §ffthe sy§:em as . ..
gxpressions.df the human wants to the production gc;;QQtiesiwhichhaw
depend;onuskills aﬂd‘aVailablggfesources.. The,system‘igwgoqgumera».
otiented in.che~senqea£hat;:he.production acti§1t1es;depénd qnzthe,
human wants,which:are;to.be met .at the .right time, and the right . .~
placg.by”thearighc‘product;in the right form ahd\atﬁthe“lowest,possible
COét.f.The‘facﬁ of the-insatiabiliﬁyiofiihe,humaﬁ waﬁts{in the,aggre;
gate, the fact that these wants ate~fre§uéntly.sﬁifting; the;féqu
that .the goods and services are consumed éfter,theiraprnggtion~and
the fac; that most: of thevresources{used.in ﬁhé~prodqctioq;ptqcess_
are unrenéwable,aréTforces which keep the géonomic syé;émrinba‘con—
tingous;changing state,:avcharéqterisﬁic, of;;ddrse,;whichbfea;u:gs

marketiﬁg“aIBOg




221

»L»in<scudying a_modern free‘enterprise economy»conuentionally;u

a simplified model is assumed having two kinds.of'economic units

which perform‘quite‘disrinct functions.r (1) households and

(2)nbusiness%firmsa Actually overlapping of- their functions occurs
in practice wirh more frequency the less modernviS“the society;“
.Households include all individuals and family units° they are the
‘consumers of the economy's output--goods and services--as well ‘as:
.owners. of the-resources,Of produCtion;inThe~business-firms*arevengaged,
An buying or hiring the resourceS'of.production‘and‘in.using‘rhese
resources»to_produce/what‘thehconsuners~want;’hg» o

.. The two kinds of economic-units-interact in: two markets'

(1) the factor markets ‘where! resources of production are acquired by
the business. firms and (2) product-—(or service) markets, where the
busineSS'firmsrsell;theirroutput:totthe~consuners.f.The;valuesTOf”the
numerous«rransactions;which take place in‘these@marketsfare”measured>'5'
thrdugh,a nrice systen‘Which“performs, in summary, five functions in
‘the economy,;determining,(l)swhat@is:to be"nroduced;f§2)‘how‘9roduction
is,to.be;organized<(a) preventing resources&from'entering industries
producing commodiciesfthe,consumers wantvleast'andichanneliné»them- -
into»industrieS“producing commodities~the~consumers*wantfmostfand'7

(b) calling for efficiency in production with: regard to techniques
of production and .resource allocation by ‘the: firms, (3) how the
commodi;ies.are to be distributedfamong'the;consumers-—allocation,”Q
of,production,f(4) how!the.comnodities are“to'be distributed-over
 the short-run, when cheir‘supplies aredfired—-allocationhoffchejv'-,?*’

production over time and (5) how the productive capacity of
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the economy is to be maintained and expanded. o

This 1ast function refers to economic development; It does
not;depend solely_on the price.system but mainlyvdependsyon'relativek_
values held;byfthe(society referring<tofconsumption and_savingsvand
capital investments, adding to-the price-cost ratios as‘thev.stimulate
or discourage capital investments, and less directly, savingsr

Both business firms and households,lthrough'their;managers,hare‘~
assumed to behave rationally, the first, on one.side, in'profit,~
seeking and.the second,‘on:the,other,,in~utilitynseekingh(assuming‘
,only its:consumption activities),a Thehcentral goals arefthus, re-
spectively,4profit.maximizationﬁand'utility maximization, |

‘This is just a simplified model; _We,have,"fOrfinstance, that the
business-firms acquire(their resources of production from the house-
holdSibutfa-farmer does not buy a tractor or fertilizersvfrom a house-
wife. This reflects the various stages of specialization which actually
exist in a real world economic system. “ T s

There is a 1inkage process through which the consumer s wants
influence the business firms behavior, conversely there is influence
in the opposite direction, i er,‘from the business firms to the consumers.
Which of these influences prevail is a matter of degree of competition‘
in the market. Nin a. pure competitive system there is no advertising
,or sales promotion and the influence of firms on consumers could be
considered absent in an. opposite situation, a monopoly,ithe firm is
completely free to influence the consumer s behavior.

But we still add that besides this price system linkage, there are .
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other sorts of'interactions‘between_business,firms,and"the_society

of~which’they,are part»and‘which they serve.~ Independent of profit—
loss motivations,lthe firms' behavior has to conform to.the society's'
~system of values,'i,e,,;the'norms or behavior«patternsrexpected~:f
“from the:society's memberS'(ls) These rules: of the game may be im—
plicit in the- community s uses and customs or. explicit and formally
_translated into pieces of legislationﬂissued by:the people s represen-
tatives. Development as we have seen,: involves' creativity, innova-
tiveness,.skills willingness punctuality and other qualitative -
factors,.foundkin:modern rather than in traditional,societies. .The
marketing system,as a social institution,.partially reflects these

characteristics of the specific society under consideration.- -

!

- Marketing Efficiency . -

V“Marketing aims at~providing for the consumer s satisfaction and
always has a cost.. Marketing efficiency refers to both of these |
aspects, i e., the.consumer s satisfaction and the cost of marketing,

a distinction being made between pricing (economic) efficiency and
noperational (technological) efficiency, the first regarding the consumer
satisfaction accomplishment,ﬂand the second to the cost of marketing.
As it is not possible to quantify consumer satisfaction, in practice,

it is taken as reference that market changes,which result in reduced
market charges without reducing consumer satisfaction,are efficiency

increasing, however, a change that reduces costs but also reduces the
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consumer satisfaction obtained from_the end-product,ymight-actually;
reducebefficiency;" | o

Decisions related with efficiency do require a value judgement,
perhaps concerning changes in the consumer satisfaction. .The part.
- of marketingiefficiency:regarding consumer satisfaction is called‘
'price efficiency, because it would be accomplished to its maximum
through the price system in a perfectly competitive economy, where
the consumer wants would be smoothly transmitted to the different
stages and sectors of production.. The economic system would be then
fully responsive to the consumer direction, but in any event the con—”
sumer satisfaction would not be quantifiable.

Pricing efficiency is thus a result of the nature of competition
or balance of economic power which exists within the market process.

Because‘operational or,technological efficiency often'callsgfor
business firmslor plants;whose:sizes_oppose~the conditions.of perfect
competition,a compromise‘needs.to;be.made.u;Operational orfcost effi~
ciency may increase as competition'inhthe‘market increases,and-again
a‘judgementﬁis_often:required”to define whatvshould,be;,for,a special
case, an effective or workable competitiye structure for_the market.
Questions on how,manyyfirms,arejenough;and:on;the market share they
should have are pertinent today to workers in marketing.

We can finally sum up this topic by saying that marketing should
perform three general functions in the economic system (16)

| 1. Demand forecasting.‘ Because the demand for specificocom-:‘;

modities are constantly changing as a function of consumers
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 income, tastes-and\preferences, number of consumers, supply
" of substitutes or -complementary products, weather, etc.,
those involved -in marketing activities should forecast

demand as aCcurately as”poSsible, to which analysis of his-

. torical and presentainformation=should be'used.to-hest""

-advantage.. -

Reflection of the demand tendencies to the producers.
Actually, marketing is part of the productive process since
their activities add utility to the commodities. The. charac-
_teristics of final demand which reflect the consumers wants
are passed to the different stages of production through a

‘ price system under competition.

Transference of .the commodities from the producers: to the

'consumers, involving both transference through space and

through time. The commodities must reach in advance in the

right form the place where ‘the consumers will find them at

the time they need them, at the lowest possible cost.

~ Sturcture, Conduct and Performance 1

Economic'development requires a continuous process’of changes
wherein old ideas and processes are superseded by innovations, with
relatively high frequency. ,Changes~however;in_the~normal case:do not -

occur for the sake of-change,but.rather the individuals react to theim g
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és new ideas which,ﬁarrant adoption under'theuéiréumstanéesf(11).
We‘examine here howvtﬁe perforﬁance'bf‘the markéﬁing system,-which
results from the cdnduct-and behayibr dfithe fifms~éhgéged in the:
é&stem;idepeﬁds,onfthé-market sﬁructuré;“

/.:"‘Thereiare'fundgmental variables teiated to market' structure which
tend to:influence an individuélvfirm'svprice—outputibehavidr; its
general conduct and hence the market results namely: (1) number of

sellers, (2) number of buyers, and (3)‘conditi0ns_of entry.

Cdndiﬁionsldf Profit Maximization .
for an Individual Firm

_.The common goal for an'ininidﬁal-firm is profit maximization.
For profit to be maximized. per unit:of time, it is necessary that in

the time.unit the following conditions hold:

a we - vMp v
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where VMP stands for the value of'marginal‘prqduct_qf the_input

At
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Xl in the production of Y f#i stands for the price of the input

1,'and there are n inputs and n products. o |
 From these expressions we deduce that.i (1).an increase in the

price of Xl would recommend a decrease in the quantity of Xl used

,other things remaining equal' (2) an increase in the price of a prod-

uct, Y, would,recommend an increase in the quantity of the product

to be supplied by‘thenfirm, other things remaining unchanged.

‘Framework for Demand-
Supply Analysis

; Each firm may belviewed as operating in at least two markets or
in two sets of markets.- one in which it is a buyer, another in which
it iS'a seller. The firm has a supply curve or schedule of avgiven
,product,which 1sfc1osely related.to'itsrmarginal cost;»the supply;

curve describea the various quantities that the firm will place on

things remaining equal the firm faces a demand curve or schedule for

a given product which is derived from the industry demand for that

product the demand curve for a product depends primarily on the
marginal utility of.that product to the consumers,_the demand for a
given product faced by the firm describes the various quantities of the
firm s product that will be taken from the market per unit of time at
all possible alternative prices, other things remaining unchanged |
The firm has also demand. curves. for each inputjit,buys, which are

-the respective value of marginal product curves of these inputs. -
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It is known that besides prices, other things change, either
'concerning the demands faced or the supplies of the firm. Most
o£‘thefempirical'research;done on‘demand curveS'faced by a firm "
oribYTanfindustry,"in'An attempt to include the most relevant vari-
ables‘whiCh‘influence demand, use the model:

(1) Y = £Q;, Xp, X3, Xg)
where‘Y'is the quantiti of@produet Y, f stands'for the “specific ~

v'functional relationship, X. ‘is the price of product Yl,‘ 2 is the "

1
price of a substitute or complementary product” of Y’ (may be more . than
one), 3;is income:and'XYnis ‘wealth.

‘The following model'is'sometimesVused‘tozempiricai supplyl'ﬂ

‘studies: i1

® Y=-g(zl. 2 2,)
where Y 1s the“quantityiof'productdY;fg stands for the specific
funCtionalfrelationshipifzi"is‘thé”pricefOfiproduct“Y; 22”1;7£he
price'of.cOmplementaryfor?competitibe“products*for‘Y”(it’may7be more
than one), 23 is the price of variable inputs (usually more than one).

" Even-when empirical- studies are done using the models (1) and

: (2) the demand and supply scheduleS'are*shown keeping factors other
than quantity of Y and price of Y constant which can be indicated by

.the notations below, suggested by Norris (18)

() Y= (| Xy X3y Xy)

) Y =ig‘(zlil.22"23) e e




. Market Structure

7The decisions or behavior of a firm with regard.to the price

and quantity of a product it supplies to the market depends on all

| the variables which influence the supply and demand curves and the
knowledge the firm's manager has of them, The market structure, i e.,
concentration, degree of competitiveness or the number of actual and
potential competitors faced by the firm,bhave particular importance._
For instance, in the theoretical extreme of a pure competitive market;'
vthe firm s decisions can be made only with regard to quantity of out-
put to supply, having no control over prices while in the extreme of
a monopolistic market the firm can make decisions either with regard
to quantity of output to supply or price to be charged. At inter-
mediary forms of market structure, a wide spectrum of . decisions are
possible (19) Advertising, sales promotion, collusion, price wars,
barriers to entry, and price discrimination are some terminologies
applied to describe decisions or phenomena reflecting the firm(s)
conduct in monopoly, oligopoly or monopolistic competition markets.
Also on the buying side, for monopsony, oligopsony or monopsonistic
competition analogous decisions and phenomena may occur.; None of

these terms apply to a perfectly competitive market. -

Effective Cgmpetition
‘iWe;saw,that market structure greatly-influences the behavior

or conduct of the firms and hence the results or performance-of:theyf"




marketing system..:

On one hand, in the,theoretical-modeliof perfect competition,
the firms in the different stages:are completely responsive‘to the.
consumer wants through the price system;ﬁthe‘prices_charged-are.
equal»andgthey»equal marginal costs;fthere;is‘nofprofit andrthere?
is no inefficiency, given the firms' unique plant sizes'compatible
with pure competition; no advertising nor sales promotionicontribute
toyincreased.costs; +-On the other hand,fforﬂthe'other typesﬂof market
‘structure--imperfect competition--the conductgofjthe‘firms results
in a‘marketqperformance different from;the.aboye describedlwith the
result that'the industry's output is smaller, assuming‘identicalpcost
relationships, and'the market prices.higher than theyrwould be under
perfect competition.

However, because increased size of plants.or for firms normally
results in improved cost, operational or technological efficiency
through economies of scale which then can be realized and because
the attainment of.enough firms to ensure‘perfect competition may
often require firms or plants too small to have cost efficiency, the
term effective competition has been suggested to describe 'a socially
desirable state of affairs in an industry or in a market" (20) it does
not necessarily include a perfect competitive structure and depending
on the case it may even be a sole buyer or - seller. Clark (21) argues
that "some departures from pure and perfect competition are not only

inseparable from progress but necessary to it, as they result 4n

environmental conditions calling for innovations,va requisite of develop—

*

ment .
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B .The conditions which should.prevail forla market»toube.effectively
competitive, such'as those involving progressiveness, nature of .the
competitive devices used, price levels or growth of - the GNP reflect
the soceity's expectancy concerning thezconduct;and’performance_of
the marketingvsystem, and;may,vary/with;the-particular_market'and the
society;under.consideration. Consequently usingvthe'concept of
effectivevcompetition-for»empiricalipurposeS;with_a concrete,meaning,
requires accurate specifications and definitions regarding»theiper;
formance;goals~torbe_achieved,zbefore‘an,identification‘of~thevrelevant

variables on which_such goals:depend. can be made.,;\>e-

Public Policies

Effective competition presumes a vigilant governmental authority
itovestablish formal rules to the system. These rules to which the :
market is to conform depends‘to a great extent on norms or systems
of values of the society——assuming the government is representative of
society--and many of them are informal, as we saw earlier. In general
the principles of incentives to innovativeness to the firms, economies'
of scale, opportunity of choice to the consumers and absence of collu-
sion among or between firms must always be considered in marketing
policies aimed at’ economic development.vr o

Instead of a market structure concept which emphasizes more
(1) degree of seller (buyer) concentration as measured by the market
share of certain numbers of firms, (2) degree of services and products

(

differentiation among sellers and (3) conditions of entry into the




32

industry and its”markets,vwhich is*adopted'in,developed economies

as the main guidelines for public policies, the situation in under-
developed economies may require emphasis on other aspects.r For N
instance, the enforcement of a uniform system of weights and measures
:and of a body of laws on contracts on business organization may have
more importanceriA o o :

| Transportation and communication swstems, storage, processing,
.wholesale and retail facilities with regard to economies of size,
processing, manufacturing and handling processes, facilities location,
consumer location and purchasing habits, grading standards, and

' managerial skills are all important elements to appraisal of perfor-
.mance resulting from a specific structural change.‘ |

o l Problems of marketing coordination, such as group actions,,
horizontal or vertical integration, market news, handling buffer
stocks, price support and price controls, export and 1mport flows
and financing are examples of other aSpects of marketing with which '
’government must deal.‘ . - o v .

o These considerations in general refer to both products and :
inputs.. | | |

B Research is needed;u\Economic—engineering‘analwsis based on
.the theories of production and demand are particularly valuable for
estimating the feasibility of new- marketing facilities for moderni-

zation of old systems.
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. Marketing Efficiency and Development : -

Repeating earlier observations, there is general consensus on
two”generalizations about economic development. It provides.a
sustained increase in the4per capita income per unit of time and it
requires structural changes involving release of productive resources
from given economic sectors to others, providing the second growth -
opportunities. Both of these characteristics essentially imply an
increased productivity of the resource(s) tied to one or more’ of the
, segments of the economy.- | B o

We can‘state then that if market efficiency increases without
decreased wages and salaries per worker,.a,contribution to economic“
development is made. N - o |

| " The contribution of marhetingxto economic development .can be
considered under the following aspects. (1) the contribution it
provides itself by increased productivity of the resources used in it,
(2) release of resources tied to the sector, providing opportunity
for other sectors to emerge and. develop, (3) rate of employment,

(4) stimulus effect it transmits to the consumers, (5) stimulus

effect to producers in the initial stages of production, and (6)
demand creation for the output of complementary activities..

Let us assume that the market has some degree of competition ..
which assures that (l) innovations for greater operational or, cost
efficiency adopted by one business firm is passed to the others and

(2) consumer satisfaction remains constant or increases in consequence

of these innovations. Take for instance the market for food As a ‘
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result of cost decreaSing‘innovationsiwe can_bredict (1) first
-release ofipartVof the*consumer's‘income to other uses besides

food purchases,‘Since'they»become%able to-buylthe}food,they need:
with a’ 1ess ‘expenditure (22); obviously this represents release .

of resources (income) ‘to other sectors; (2) the improved cost
efficiency of the sector means that some resources can be freed from
it or that its output can be expandediwithoutfincrease in the.budget.
and finally (3) higher prices will be paid tobthe.farmers, a vital

stimulus for expansion of the agricultural output.

'1Analogous results can be deduced from innovations in the market-
ing syStem_of'agricultural inputs;*TIndeed it:is’worthy,to note that
the'supply'of agricultural inputs at low compatible.prices to the
farmers is a key element to transform traditional. agriculture,wand
without it, other important variables such as system of land tenure,
""know how, ‘credit, market for thesproduction,and.health,institutions,
may conpletely loose their meaning concerning fostering agricultural
growth (5). | ‘ |

Finally we point out that a reduction in the‘cost of'marketing
by a’reduction of salaries per»worker per unit‘ofitime is not likely
to. be a contribution to economic development. Especially in the
traditional societies of underdeveloped econonies this is likely to
aggravate the balance of power between the elite and the plebe which
often stands as. the main cause preventing a better allocation of
‘resources toward acceleration of the society s economic activities.

. 1 )

Anyhow, a cut in wages is difficult to. do in the face of the increasing




35

tendency to unionization of the labor?forcesfandftheirfefforts
- to claim advsntages which.often require<counter reactions~on~the(
partxofﬂthe employers. The tendenCY*in‘déveiopedVnations-has'been
for steadyxincreasexof:Wages, citing the case of the ﬁnited States
&hefe:from.lgw to 1965."‘the"labor_»cost}'perlunit Of:‘»-foo'd' marketed -
rose-an average of 40 percent, whileathe houri&iearning3of“thej'
workers:in'the correspondent~sectbrs-food marketing—éincreased as
much' as 110 percent.

<,:We conclude this topic by saying.that technological changes

associated_with'the technical‘improvements»and/or"changeSjin‘the~*

marketing:channels should be the principal fbrm'to achieve marketing.

, efficiency toward economic growth; nevertheless these changes are

likely to involve many - innovations in: related aspects of the market—-‘

ingpsystem.v.:'-b
'M.Historicalvand.comparative analysis may lead to useful ideas
concerningrwhat,to,expectiandfwhatato,do at various stages of market

andamarketingfandteconomic development (23).

~'Conclusions' . .-

Marketing as a component part of the overall economic system ’

is capable of introducing changes in other segments of the economy, :

though it also reacts to changes in its environmental conditions.
| The performance of the marketing system depends on the conduct

of the business firms which operate in it. Number of firms, size of

L ;'x

Fae
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thetmarket,‘conditions‘of‘entfy, formaiiand informal rules:in;
fluence the con&uct of the firms with‘fegar&-to modernization
of technological processes, improvement of managerial‘capabilities
énd their general policies. . -
»5“»“;Becauseftechnological and p¥ice“efﬁicienéyffrequently.rqquire
antagonistic éonditipns,the concept of effecti&e'competitionéhas;
‘been developed to define a éocially desirable state of affairs in
the»marketing system, a reflecﬁidn of tﬁe society's expectancy re-
garding the market's condgct and performance. |
Increased‘cost efficiency.of the market sectorvviftually means

‘compreésion of the market charggs éssuming that the quality of the
marketing services performed remains the same. This wouid,motivgte
-expansiqn of the output in the production sector through higher prices
and liberation of consumer's income for other purposes,through.lower
prices. | |

1‘ In prégtige,hqwever,we observe that'markéting charges are very
stick&, even in»ecbnomies experiéncing high rates of growth. Such |
stickiness:in part is due to ingreased‘éophistic?tion in tﬁé consumer's
wants,redui?ing successively be;ﬁer quaii;y:mgrkécing sgrvices,and an
increased degree of processing bf the raw{materials'used‘to produce
the final commodities. It is:difficult tblevaiuate chaﬁgeslin cost
efficienéyvbecause.the qualigy of the output-éhanges over time rééttihg
~ to the consumer's wants.
jMarkéting in developéd coﬁntries hés‘been gharagterized by'a

. o oy
rapid rate of change towards lower cost or better quality sgrvicgs.‘"
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The earnings of labor pér unit of time Have ihéfaased? thé totalv
labor force.décreésedland expenses,for;@achinea; eﬁpibment;yand
faailities increased.v

Hiétorical and comparative~analysis may lead to useful ideas
cancerning what to expect and what to do at various stages of. market
and marketing and economic development. This is the topic for the

next chapter.




CHAPTER III

'AGRICULTURAL MARKETING IN THE UNITED STATES

* Introduction

In this’ chapter we deal withirecent changes- in the marketing
of agricultural products in the United States and with how these
changes relate to economic development. Neither the analysis con-
cerning economic development nor that on marketing pretends to” be |
vcomplete. Rather the selection of topics was made on basis of their

relevance to planning in developing economies.

"MarketinEVChanges

The changes which the U.S. marketing system: of agricultural
products has undergone are related to a variety of other changes
or stimuli originated internally or- externally to the system.v>:-‘
vChanges in the’ system of production at the farms, changes in the -
‘American family 8 income and eating habits, the development of -
freezing and other techn010gica1 devices, governmental interventions,
the competition among the firms and changes in the techniques of
competition themselves were some of these stimuli (24) o

The market basket s aggregate measures displayed in Table 1
reflect some . of the effects of the U S. marketing changes during
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Table 1.,_ Market Basketl/ of Farm Food
Products, 1947 65 '

" Retail - Farm  Farm-Retail =~ ' Farmer's '
Year . - Cost . Value = Spread - Share

©1957=59= " 1957-59=" .1957-59= . .. . .
- 100 .-100 100 : . Percent

1947-49 91 114 16 s0
. (average) i R . : . e e e L e

.1957-59 100 . .. 100 0100 . 39
(average) ‘ ‘

190 101 99 102 TR o
1961 100 98 106 38 |
w2z s a5 o

ié63\i j. 103 .97 | }107‘\' g 57,

“ iésaifrzh‘idé f 'f' 9% T8

e s e s m

‘ 1/ ‘The market ‘basket . contains the average quantities of farm-
originated foods purchased annually per household in 1960-61 by

l‘?}wage earner and. clerical—worker families -and . single workers  living

‘alone.
;Source;. u.s. Department of Agriculturewe MarketingnEcdnomics
~:Division (24). S T .
| Dne mainly to an increaeing demand for services added‘to the
~lfood products, the farm—retail spread rose from 1967 49 to 1965
:by 40 percent, while due to the inelasticity of the demand for food;
nthe tendency of this elasticity to decrease for higher levels of

income and the relative abundance of food which ‘has prevailed, ‘the

N
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' fatmfvaluevfellrby;l7dperCent;h»The'fafmef'efshhre of the retail
cost declinedifrom’SO percent ot 39 petcentf:eflecting?both;:he~7'
declining1£arm'prices5“where‘often‘under the5impact5of“cost-ted0cing
vinnovations the: farmers have been’ induced to- produce more at :lower:
; prices and the’ rising retail cost of food, where the consumers have
- demanded morefor’better ‘services added to'the raw farm products.:

S We will discuss some of'the?major7institutionéllmafketing‘changes,
which most of the times; acconpanied*simultaneous technological inno-

vations, .

Business Firms and
Market Structure

f0ne besic*feature>ofvthe food-processing*industry~in':he;U.SL;*
1s its high concentration,. even though there exists some wariation
: anongfits branches or segments. In5the food processing industry
casesfin;which7thei4‘1argeet»firmé account~fof‘moresthanv50jpegcent,,‘
of ‘the national output ‘in theffield'are'present;and”most of che
time phie percentageuis%produced by~the‘20élérgeet'(25)

Specialized wholesaling, which in earlier periods in“the . ° ¢
United States history occupied a position of remarkable importance
'in the marketing channel;, has declined since the advent of: che '
’:etail'chain.s;oresﬁin the 1920'3.‘~Very eerly_in;their-organization,
therchain‘e;oies setvupltheirlonn"werehouses end;s:arted.buying ey

ditectly‘f:on*the‘proceésors:orffromfthe‘fa:mere;igReécting to the
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chains"vertical‘integration;“theﬂwholesalers~hecame active in
organizing affiliations with independent retailers which on their

'part were regreting their weakened competitive position as a con-

sequence of the chains horizontal expansion.‘ The independent mer-—

:chant wholesalers today, although still 1arge in number, have been ‘
doing an ever decreasing volume of the wholesale transactions, they
vhave been replaced by the,retail s self-owned wholesaling facilities,
manufactures"sales branches and offices, agents and brokers. It is
said that”the wholesaler is increasingly becoming an integrated depart—
ment of‘theﬁprocessing?plants or,theiretailer, rather than an indepen-
denF»Profit\seekerhupit;(14)-

,sSimultaneously with‘the integration ofathefmarketing:channels,
’changes;in‘retailing;towards concentration, werehunderway.gsln 1948~; ?
the-chains,alreadygheldu34.4 percent of thearetail,food‘sales;and_
'affiliated group9135,4,percent,,and_hy;1963:the,chains_soldf47.0f,ﬁ
percent;‘thevaffiliated 43.9, and -only armeregQ;l;percent of the
business was done by1unaffiliated4retailzstoresz(25).-~.

hutiThe,mqst“importantprecent‘development‘in»retailingqhas,beenithe
adventfof théhself7servicefstores and supermarkets‘as;iorms;ofgretail
outlets. :Basically afsupermarket is characterized'by‘having (1) sales
over $500 thousand-per- year,: (2). complete line of food. which permits
the consumer to buy all her needs -at the .same - store, (3) almost all
the”merchandiseiprepackagedeandppriced_for,selffservice4by~the:shopper

and (4) merchandise and management departmentalized (6). - .
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Mergers.have played an important part in the market concen-i
tration in the U S.v The total volume of retail sales by firms
acquired by others that was. under $100 million between 1949 and |
1955 has been over $430 million since then. From 1959 to 1964
sales of the 20 1argest retail firms increased 20 percent having ‘
the growth through merger represented 46 percent of this increase

QS?;

Farmers Group Action

" Although lately there has been a tendency toward“fewer.and
larger farm‘producing units, the basic feature of the»farm'activity_

is still its large numbers.. The family farm continues'to~he)the :

overwhelmingly dominant unit'and~only ahout:S percent of’the‘agricul- :
tural output come from farms operated by paid managers., Kohls in
1968 comparing the farm units to the elements involved in the market-
ing channels for food, states that,‘in‘approximate;numbers, the
“relation was 225 thousand restaurants and eating places;'325-thousand
retailéoutlets;:34uthousand wholesalers,‘31;thousandnmaufaCturers,
and 16 ‘thousand firms buying from the farmers,*forhas.much:as_3500
thousand farms -(6). X ’ : |

* " In order to offset;the.market‘power“offthe-fewerﬁandfbetter
organi;edtfirms‘they»deel with, farmers.haye;foundfit~necessarx to
organize themselves -in groups to be able-to'influence theirdpriCefor
other" transaction conditions in. a direction favorable to them, without

which other initiatives taken by the small individual farm would be

worthless.
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vThelorganization:of farmers in different‘kinds oficooperetives-f

marketing, purchasing, services, or: processing cooperatives—-long
~ago has been a’ device adopted: by the U S. farmers to overcome real
‘or'imaginary abuses of the middlemen.”vAlthongh cooperatives are
found‘inidifferent social groups, most of'the~cOOperativesrinfthe
U.S.'food_system’are amongffarners.“*In'selling,gthelagricultural
output cooperation:has'in*recent‘yearssamountedgtoiahont‘20 percent
of the,transactionsrvalue;‘with'varying participationloffthe different
products,fwhile in' the buyinguof farm inputs it has amountedéto 16
percent of_the{purchasesl

“‘Many U.S.hfarm.cooperatives grew to: reach nationwide‘dimensions,
andpdirectly»or:indirectly, for this reason;:they aregtoday&facing
some'problems, such as management, membérship relations or relations‘
with the public, which have made the students of cooperation aware’
’of a need for changes(in these organizations. It is likely that‘the
membership heterogeneity geared in’ part from the increased.size, will
call for splitting of the huge: organizations into uniform groups
concerning their individual problems and interests. :

‘ Incidentally;‘manyfcooperativesiare-todayealready,consideringf
their principal function:one’ of negotiating with processors, especially
in representing their members: in contracts with the buying side.u Inv
the‘early-l960 s,there:were‘325,bargaining farmers.associations in'the
u.s. and’vto,some,ighe futnrenroleiof:the;fsrn1cooperativesiwi1itbe

morexSimilar«to that Of'theqcontemporary~labor'unions.f;
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Besides cooperation which is a special type of’farmers group
action, the farmers;vseparately or jointly with- handlers of their
products.haye most often,%engaged in group actions to influence the
‘demand forxtheir}productsfthrough,advertising or:to control_the”
supply_flow,to the?markets, andgbetter;their,prices.,f

'iThesejactions_have been taken independently by the farmers or
supported by particular governmental proyisions.“Since the_success
’of‘such‘activities‘is greatly dependent on unified;action;by all thev
elements:involved;in the particular-agriculturalbsector,}no~doubt the

actions whichvhave,official support are more“likely to,succeed'in
_their;purpose;esince penalties‘are provided byvlegislation to,force

compliance with the orders' provisions by_growers‘and'handlers.

Market Decentralization
and Vertical Integration -

Until the 1920'8 the channel followed by all the agricultural
products was more or- less standardized Products moved from the
producing areas into large cities which were the outstanding food -
marketing and processing centers of the nation.; The country buyers,
which were mainly independent firms, bought from farmers and sold in
‘ the terminal markets to processors and wholesalers mostly using
commission men services (6) ‘~ o | L o

As commented before, simultaneously with the horizontal integra-'

tion, represented by the spreading of the food chains at the retail
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stage, there occurred vertical integration of the marketing
channel, being the different operations in the various stages -
brought«under-the domain~of~an individuallfirm.

Additionally, the vertical integration ‘has” gone even beyond
'the farm gates, in a few cases’ the business firms are engaged in
farm activities, and quite frequently contracts are- established
between farmers--especially farmers cooperatives--which*even'though
matching interests of -both parties, brings the’ influence of- the'
ibusiness sector into. the farmers decision—making process. “In the
case'of»broilers, nearly 95/percent of_the production haS“latelyr"‘

fbeenldone»under,SOmefsort\of integrated~program.'

The Role of Government

The 1ole of government may be considered one of keeping 4¥i'

. SRR

power equilibrium among the active parties in the marketing game. :
The growing power of the chain stores brought in the development 4‘
of the affiliated stores,'giant processors stimulated the appearance
of the farmvcooperatives and other forms of group action. The _
’government has played the role of permitting,_stimulating, or sponsor-
ing the development of power by the weaker to countervail the power
of the stronger, or of preventing the strong from becoming too strong.
Specific legislation was passed in- the thirties to permit farmers
'and handlers to jointly engage in controlling the supply of certain

2
commodities by using practices that otherwise would be clearly suited

=
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to prosecution:onder the anti-trust lawst_fsgriculturalpcooperation
has been modified,Since‘theltwentiesland;even‘thongh}detailsbmany
times differ,from,stategto state,lthe.privileges;enjoyedvby'the
cooperation groups~pnt them,injadvantage‘cpmpared3to thepcommon.‘
: bdsiness\firms,amainly\concerninguanti—truSt”legislation (26).
If on this side the government has permitted or fostered

the development of power to offset power, on -the other it has
’provided legislation to limit the excessive ‘growth of the strong.
‘The anti—trust legislation started in 1890 with the Sherman Act |
and.after that complementary pieces of 1egislation have been passed
by the U S. Congress. Still it should not be forgotten that feeling
the necessity for stimulating economic and social progress, the
government has‘made provision for exclusivity of the right on patents,
which give a patent owner a position of monopoly during a specific‘
period of time.‘ Likewise the laws related to the Land—Grant Colleges,
the Agricultural Experiment Stations, the Extension Service and more
recently to Market Research are, measures designed to: foster economic _and
social progress, bringing active partic1pation of government ‘in areas )
that bear little interest to the private enterprises to be properly';
attended."' L g o / e e

| Additionally, 1egislation and governmental actions have been
present in regulating trade practices, officializing standards for a
classification of products or providing services of classification |

and market news, all fundamentally designed to. improve the competi—

tive-conditions in the market'place.
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Finally,;as the‘most‘important»meaSures‘concerningfsafef
>guarding for the farmers incomes3wthere haveVbeen the farm support
bprograms as. a mean. of protecting the farmers: from the; harassing
effects of a- persistent tendency for imbalance between the supply

‘and:demand'forfagricultural production in:the:Unitedetates;»u

Causes for Changes

We discussed earlier that change for the sake of change is not

2w \..,‘.‘,( RE

a common occurrence but rather the individuals normally resist it,

N ﬁ&

hence innovations are adopted just to keep or improve a position'
‘put in handicap for ‘some reason. R
Under this assumption, we probably find an explanation for the

rapid changes the U S. marketing system has undergone in its imper—

ffectly competitive structure.‘ Three main factors are likely to deter-

mine higher progressiveness in oligopolistic competition——assuming no
collusion, compared to a perfect market structure.' (1) increased »
possibility for winningi"windfall profits" by the innovators, S
(2) larger size firms which may mean lower risk regarding the innova-
tions adopted and (3) the risk incurred by the individual firms of
being overpassed by their competitors in the race for modernization.
Managerial economics points out that the business firms may have
different targets which influence their decisions and behavior.. Surely

all of them seek profit maximization, at least in the long run if they

are to survive. R ', ' S o -
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-As some firms move'toward differehtiatiog themselvesvfrom'
their competitors»through oneuor;some‘of differentsavailable:'
devices, reactions arise‘from;the competitors sovmotvto<bejleft
behind. .Actuallv_it can.be said‘that‘there occurS‘invthe.market
place a' chain offreactions withfeach.competitoristriving to:keep: -

ahead:or countervaii::a temporary better position reached by his

peer.

But the changes to .be successful, must:always-fit;the market
conditions. - The increase in consumers' income and:especially the’

widespread private automobile ownership--today over' 90 percent of . -

the U.S.  families enjoy. this privilege—-provide»much-popuiation

mobilitv,-anq.make possible the development of supermarkets. which
‘areplargerwandjfewer‘ininumber than:the early,counter,corner stores,
and to,rapidlygbecome-theadominant retail outlets fOr}fOOQ?VfThe'
business directors.joyfully adopted'this~imﬁovatiom,;seeing inﬂit:v
a possibility to:transfer.part‘of‘theirftransportatioo‘costs‘to

the consumers, to decrease their customer service ~expenses by using
self-service and possibly to take advantage of: economies of scale.

Several factors encouraged the decentralization of the. marketing

channels. Improved ‘communication systems, more storage facilities,
improved refrigeration and -grading procedures, feWer, larger,'and
specialized;farmssmakingffeasible large purchase‘umits,'besidesvthe,

development of the.truckiservices‘and‘thevspreading ofathe-popuiation_

~ through scattered -points in the,national territory, rank among such
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factors. -With the increased importance of some new metropolitan
areas, the shipment. of the raw products to a few terminal :markets
would increasingly require~further,shipmentS'backxtotmeetrpart of
the;consumers’left‘behind.-'Additionally;;as;someiagricultural' v
industries are of theplosing.yeight~type{andgothers have their by-
products.used*as inputs in,the_agricultural production; their loca-
tion into.the producing areas results reduction in;the_totalﬁtrans-
portation_expenses,: Finally wewshould point?out~that,the nationalf;
transportation policy, which exempts the.trucks operating for hire .
£romvfederal rate'supervision'when transporting agriculture"commodi-
ties, provided a necessary flexibility for .those adjustments.
~avThe'nossibility:for»decreased‘expensesuin;acquiring their

products and/or the desire for a supply of products better suited

to what the;consumers;want'or_even:afbétter;supply-diStribution over .

the time, were certainly important reasonsvfor the firms to integrate’
the marketinggchannel. . The organiretion of the farms‘in:groups,arose
from their felt need for countervailing the bargaining power of those
they deal with and sometimes the need for securing success for certain
activities which when practiced by the small farmer, would be un-
effective.' | |

7 Before closing this topic it should ‘be said that the changes
occurring in the U. S. marketing system seemed to have had the formal

or informal approval of the American society, and we can hardly think

that it could have been different. e

s

———
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- The organization of 1argefscalevoperations‘inﬁthe_food

industry's marketing channel*had and»has'the'societyfs'abproval as
farﬁas they represent progressiveness‘and\increased'efficiency in
meeting:theiconsumer's wants-and neengQABeyond‘theypoint;‘however,
where‘competition’becomes too weak toﬂmahe.the:firms,strive to
better performance, the society has placed:its‘veto.T

.Questions on how many firms arerenough,fwhat'trade'practices
should or should not be'allowed, and how'much protection:for‘individual
firms'is needed, arefpertinent‘inquiries'today‘for workersfin'marketing.
This is an area essentially'of'public COncern'since:it‘isfunlikely
thatrprivate firms are willing»to’take action:’ At -present proper
answers;to?these questionsfareilacking;»hence thefenforcement*of the
antiftrustglaws{has:relied,upon the professional Civil'servants'

abilitynto:identify~the;cases-suitable?forlprosecution;'

Consequences : .

‘The nractices used by the business firms in their continued
effort to differentiate themselves from their competitors havevaried
Not always have they brought increased efficiency, but it can be said
that on the whole the performance of the system has improved.

To begin with the fact that the changes introduced were generally
in accord with society 8 beliefs and values signify that the consumers
are very likely better served now than they would be had the old methods o
and practices not been superseded. Probably, the-housewives prefer ‘}'

the modern supermarkets to the corner_stores of the past, and having
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a larger'variety of products to(chooseLfrom~ratherfthan having
lesser alternativé)choices*anc~so:on.gaFrom the’yiewpoint‘ofs
consumer satisfaction, marketing efficiency has probably increased;
otherwise the: innovations would have been ruled out: at their trial
‘phase..

‘From the viewpoint of operationaltot;tostfefficiency, we can
deduce, too, at:least concerning.certain?practices, that costs were
pushedrdown. . Taking for.example.the:horizontal,integration:at the
retailvlevel} the vertical integration of the marketing channel or
'thermarket.decentralization, the fact that the large:majority;has
followed the new paths is .some evidence that.the new methods are
moregefficient. 3Why,then.could,a’feWasurviverwith the_old;practices?
These are certainly.serying special requirements;of~the:market where
thejservice3theynprovide isejustifiedrand this givesithem special ©
advantages,ato;which;may he\added”the:reduced competition they,face
today,for,most;of‘theirlsmallgscale:competitors;have'moved:to other
areas or disappeared." |

Referring to price: efficiency, the conditions.of pure competition
required for price efficlency do not exist today in: any sector of -
the U.S. food industry,-eveniat thesfarm 1eve1.r’The.National:Com—;
mission on: Food Marketing classifies as high concentration in. the food
industry a situation in which the 4. largest firms in. the field accounts
for more: than: 50 percent of the business. ‘The hreakfast:cerealsis~

cited by the N.C.F.M. as havingh85 percentiofvthe,businesS»done‘by.the
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4 ‘large firms, and it points out.that,advertising;and sales
vpromotion‘amounts to.-19 percent of manufactures' sales.v Since
retail prices rose. 45 percent between 1954 and 1964 while the .
retail food prices index of the Bureau of Labor Statistics rose
only 12'percent in‘the same period, the profits are nearly:double
the average forfallffood<manufacturing;-yet'the entry.of a new
competitor would be extremely difficult (25) | |
Certainly price efficiency decreases as the degree of con-

centration in the industry increases. Nevertheless few, if any,
of the students of marketing advocate today a standard of perfect ‘
competition, where, in theory, the price efficiency would work
vwonderfully, as a desireable situation for the U S. food industry.

| “The integration of the marketing channels to some extent |
replaced the role of price in carrying the consumers wants from the
retail level to influence the other stages on what and “how much is
to be produced .even including the farm operations. .However even
assuming that ‘a vertically integrated firm efficientlyucarried‘out
its decisions on what to produce to meet the consumers wants, there
would remain to be 501Ved other questions as those regarding size of
profits and resource allocation among the various economic sectors.‘
Vertical integration is’certainly not a perfect substitute for a
perfect competitive structure as far as price efficiency is concerned

But, -on the other hand, perfect competition may reduce cost efficiency.

The question is. how much competition is desirable? ) \
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. In consideringIconsequences,;it‘should~be kept in mind that
all7the,changesvintroduced in the marketﬂsystem are related with

each other,‘thebinnovations adopted earlieracalling_for subsequent

ones.,

:Implications to Economic. Development:

~

» The expansion in the goods and services of a given sector

is not very illuminating concerning the sector s contribution to
economic development, because this contribution depends also on

the positive or negative trade-offs that possibly occur between

the particular sector and other parts of the economic’ system. Rather
|

. ife

it is useful to analyze the changes introduced in the system under the , Jb

light of development theory and define the effects they are likely to

have had and the causes that made it possible their adoption.
A general pattern observed in the processes of development in |
-.iw -

different parts of the world is the releasing of production resources,

iy T, e e . . 1

especially manhours, from more primary activities to more specialized
ones, ‘A given sector contributes to economic development if it providesb

opportunities for other sectors to emerge or for the country as a whole

to participate in international trade..
Students of economic development reasonably talk of a so-called
take-off point in the track followed by a country in its way from the

underdeveloped to the developed segment of its history (27) After |

the take—off the development process becomes: practically automatic, i




54

because of a continuous process, of resource. releasing from more
primary to more sophisticated activities, increased productivity,
increased.incomes, levels of living and”expsnded_and;syitching
~demands which makes it possible new technological processes for even
larger mass production and lower per unit costs operations.b»This
chain of reactions once started tends to.keep . the system automatically
moving ahead having for a. limit only the people S. level of aspirations.
The flight to and walk on the moon. that marked the mankind s history
inNJuly.1969 was. a fruit of the high«advance and‘specialization of
the human science and technology and reflects the dynamics of develop—
_ment in the American society. v |

By this token, to the extent that the changes in U.S. marketing
system released productive resources to other sectors in. the economy ,
they-contributed to national,economic_development,_ﬂFrom l947:to<1965
theilaborvcost;per_unit_of food marketed increased 40 percent but the
ayerage,hourly earning of the workers‘in;thehsectorirosevsg mgchias
11@,percent.(6). This wide:gap»between‘the lahorfhourbegpensespand“
(the,labor'cost per.unit‘of merchandise obviouslysreflects atsuh-"
stantial increase in the productivity of the workers by using more
‘_productive processes. Incidentally, in the same period the expenses
htor‘new plantS'and:equipment_rose 6Q'percent.»iIt,ls_eVidentkthatlﬁa
in relatiye;terms,.annumber,of”yorkers_moyed outkrrom the‘marhetingH
tovhesemployed~in other_actiyities;.perhaps‘eyen;to help invprodncing

‘the new machinesyand,equipment,now,being used in the food sector. The




55

remaining workers having had their earning per unit of time
increased by 110 percent could then enjoy a higher 1eve1 of
living having at the“same‘time increasedatheir contribution to the
Gross National Product. |

A special situation is found in‘thelfarm‘aector. Because of
the'inelasticity of "the human'stomachiand'because Ofithe limited
alternative'uses‘for the output of farming'activities, the increased
productivity‘of the resources has brought a‘persistent tendency for
surpluses, calling forigovernmental'programs‘of'some type to relieve
the farmers from the burden of imbalance between supply and demand. |
Among the feasible alternatives to this problem, one is to continue
_with the support programs in which other sectors often subsidize_'
.agriculture and though having the apparent approval of the American
society ‘are costly,and{another‘is to-promote.further_releasesvof
productive resources from agriculture._’. | B | o

’ On the basis of the analysis performed, there is a very high
probability that the U.S. marketing of agricultural products system‘
has made a contribution to the nation s economic development, even
were . it not through expanded goods and services of the sector,»it
would have been through the opportunities it gave for other sectors
to emerge.‘ But its goods and services have given a contribution too;
the fact that the system is today serving a population of 200 million
people, 1arger by almost 50 million than 10. years. ago, and with :

sophisticatedltastes is evidence, certainly not sufficient'for_a full
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measurement butrgood.enough'to:not'denyxthelphenomenOn; _lf we .
accept the G.N. P. expansion as a. measure of economic development,
we can state with very - substantial certainty ‘that the Sector ;a
studied has made through the,yearS»a contributionzto;development.
Tofcome,out1with-figuresvreflecting;how;much was notaouraintent.
,Even if it could have been done, the;results~probably would not

haveubeenvasailluminating'as~the;analysis~preSented;.;“

- Summary. and - Conclugions:

' The theme in this chapter has been an analysis of the major
_changes occurring in the U S. aystem of marketing agricultural
-products after the 1920 s, and how these changes relate to economic

development. M

ot

Horizontal integration at the retail level, development of

supermarkets and self-services market decentralization and vertical

i

integration ‘of the marketing channel were the main changes discussed.
The contribution of the market sector to economic development

wasnfocalized under the aspect of releasing productive resources and
expansion of the sector 5 output.: The release of productive resources
contributes to economic development essentially by providing oppor—
tunities for other economic sectors ‘to emerge and. the expansion of
output by making it possible EOr the economy to participate in inter—

national trade.

“,‘An accelerated rate‘of'increase.oflthe average hourly earnings,

oy g Er o - EERCE sl AT Mg s s
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of wdtkers_in fhe food market- during ‘the period 1947-65 cémparéd>
to a slow increase of the labor cost pef*unitjofffobd‘supplied,‘is
évidence~for‘£he.releasing‘ofnmanhgﬁ:svby the ﬁarketﬁseétbr,fand /
the-fact that thefsystem'servésféachwyeéf\# 1argér number of con-
sumers aISOais:partialxevideﬁce Of‘theTéxpansidniin its output., -
.;;;fThe‘changes thatfresulted'in?larger%volﬁﬁésghéndiedfby the =
individuallfirms;areVlikelyito”haveﬂrésulﬁed'in reduced costs,
becaﬁse'most often new techniques suitable for ‘large volume opera-
tions: could be adopted and operated at optima‘ratéé«dffbutput§7
providing*advantages‘ofzeconpmies Ofasgale. :Alsg;fthe unificétidn
of the decisions related to different marketing functions with a
single,management.tésui;ed from some changes, and;may have resu1ted
in reduced costs by avbiding duplicatiohsfand‘assuringibettéricéordi—
nation-of activities.

. The faét,that:thé nature - of the-seryices?addéd~togthe?prodUCts
are likely:to change'when,theﬁtechnologicalﬁproéesseélaré switched ~ /"
 from one:to another, makes it difficult:to meésﬁrefthé“éffect on
cosﬁs resulting‘from.changed.proceSSes.g?Howgder;”the*féctfthat5the
. changésfyérefrapidlyJadopted;byythe‘buéiﬁess”firms isjsomé evidence
that:;heyfrepfésented reiativefcosffrédgctién?comﬁaréa,to‘thé
processes they supersedéd;=u¥T~*jvw“:Vﬂg'j:ﬁ,'\’"””A

-~ To the extent:that ﬁhe mafketingachérges wer¢ fgéudgd;ahdw-gk-g
assuming the reductions were passed to the consumers as lower prices,
the changes resulted in anrincteaSedéprdbortionfofAthechnsumer'é‘:

disposable income available to be spent on other purposes, because
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they then could=buy,the'foodtthey‘needed with,aﬁsmaller expendi4»
tufe than otherwise. Obviously this‘ppints to aﬁother opportdnity
for other,segmeﬁts df the,economy to;emerge:aﬁd.deﬁélop By-receiving
a larger portion of the consumer's-incoﬁe;“_ |
'ThiS'anélysis:doeshnot‘coﬁélude_thétimarketing‘reforms should -
'receivé priority in planning developing>couﬁtries—-this was;not the
direction followed--but it does pfovide general conclusions gseful
to designingvmaster plans where the market sectbr is pléced in its
proper position. Some of thesezéonclusions are: (1) the dégree
of,comﬁecitiqnvin the indﬁstry is important in determinipg,ihnb?a-
tiveness and.efficiency of the firms; (2) somé concentration in the
industry is‘desirable when the’individdal firms\would.be too small
to be efficient in a perfect competitive structure; (3) market
'reforms contribute to economic develoﬁment if they result iﬁ oppor-
tunitieSrfpr emergence of other sectoré by ‘releasing prodpctive
resources tied to market activities énd/or'if they'p:ovide opportunity
,fot the nation fo participéte ;niiﬁterﬁéfiqnai t;ade; (4) market
‘inﬁovations must be compatible with the spcial-and~economic néeds
of the system; and (5) by'reflecting the,Societyfsvbeliefs and,system‘
of values the government plays an important parc‘;n_"shaping" the
marketing system for the performance_i; should have. OBviously the
governmental authofities mustlbévtruiy'febresenﬁat;ve of the society
’they govern.

It is pacifically recognized that U.S. agrighlﬁure (as well as

2
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its overall economy) leads techhological_ﬁoderhization agdvoutput
expahsion in the world. The*mérketing systemé both for ;gricultural
.p:oducts and for inputs have certainly,suéporfed‘;he growth of the
agricultutal sector. | | i

| In the next Chaptei ﬁe will teyieﬁ fhe geﬁefal characteristiqs
of the aggicu;tpralldeveldpment in Sao Paulo, in'thg cdngext af the

sta:e's,overall economy and compared to other areas.




CHAPTER IV

AGRICULTURE. IN SAO PAULO

- Introduction

VSince~early-in_its,history,.Sao Péulo.has received a:heavy
immigration of"peopleaand other tesourcesafrom.different:geo-
graphic areas. - Its excellent ecologicalfconditions have been
one reasonvfor that influx of resources,’and,suchiresourceS-have;

. inareturn,-contributed'to Sao Paulo's outstanding rate of growth.

' Some economic transformations.which'are typical of an economy
in: development, such as dislocation of the farm people to the cities,
decrease of ‘the. agricultural output in. relation to- the total economy
and- changes in the agricultural structure, are clearly evident.:

So far as, economic development is reflected in increased ‘pro-
ductivity, the. Sao Paulo economy has been developing since the -
agricultural-sector-s income=per capita'in the last two decadesvhas
been increasing: at'a-sustained rate'ofs2.7-percent per_year as a

tesultﬁof‘introduction'of'labor.saning;technologies«and'expansion-of

bothfagricultural acreage and yields.f Income per capita of the aggre-

gete State eeconomy_ has increaSed~only at,a'rateiof"q;s percent;andta
v-higher level is desired., | | | |

Following, we will look at some details of the Sao Paulo econony
and its agricultural development. Most of the analysis is performed

on the basis. of temporal data and comparisons to other regions in the

'l .
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. 1
world regarding the state's agricultural sector. ~

" The Land.

The state of Sao Paulo comprehends an exten51on of 249 250 km2

1ocated to the South of Brazil. Since Sao Paulo is crossed by the “
tropic of Capricorn, together with its topographic conditions, insures
privileged climatic conditions with the possibility to some'extent
to both tropical and temperate agricultures. | |

| Along the Atlantic Coast ‘and at a distance up to 100 km-the
Serra do’ Mar rises abruptly to an average attitude of 500 m,
dividing the state into two distinct regions.’ the’coast and the\
altiplano. The altiplano, which represents about 90 percentuof
the Sao Paulo total area, extends broadly to. the West being composed
of flat land arable in almost 100 percent. The rainfall has an.
annual_aVerage'ot 1200 mm, concentrated mostly in the so-called v
cfoﬁ“séason--Spfihg,;éum@ér'aﬁ&“Faii.' Incidentally, the fact that
the crop season in the Southern Hemisphere is opposite to the crop
season in the Northern Hemisphere could permit both areas to benefit
from‘comparative advantages in the international trade of agricultural
productst"L | | | | e o

The:arerage'dailyktemperatureuvariesvbetween‘69Cland‘35°C,

aceording tovthe regioniand the season of the year.v

/ The source for the data used in this analysis was the
Institute of Agricultural Economics of Sao Paulo: (Instituto --:
de Economia Agricola de Sao Paulo) (28).
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The entire terri;bry iS‘régtlarly‘crossed by courses of water
some of whicﬁ‘are hﬁvigable. At presénﬁ pfdjects are‘underﬁay at
the state and at'nafiddél'leveis to mgke\s#éhLﬁAVigébility effective
within the Stéte’and between it and}dther.stateé.of Brazil and other
countries of South America. = / , T |
R Natﬂra1$forests practically do not exist -any more. -The‘Original
fertility'df~fhefsoil haé been moréforileSs_e#haustéd'thfough'léfge
amountsfbf agridhltural’production every year sold off the farms,
but all the land”hasvgood5text0re and responds well to fertilizer
application, which is now-a requirement. |
.~fIhe_coaSt has_a‘mote tropiéa1'climate,andfiqdeed sﬁch:;ypical
tropicai c@l;uresxAS fubber and cocoa -are-found Qn‘a.small‘scale.*
fhe_daily.ayérage'tempefitﬁré'reéches 3§°C;in-the:hOt.séaSOQ'and~»
.frosts"and“iqeffainé*wﬁich‘evéntﬁélly‘damage cultures in the altiplano
'névervocpﬁr heré; But the trdpicalfregidn'has_very‘éecondaryféconomic
iﬁpofcancé;“Ex¢eptifor”the‘atea afoundf;he‘pofﬁvofrSantos;’most\of
vfhe‘éOastTISQStiil=¢oﬁered ﬁichﬁhaCufalAmeédows andAitsvegondmy relies
mainlyidn,fburisc-activities, foffvacatiqﬁ régq;ts are s?read all along
the‘seg;" | |
: Santos‘isfche moStfimportantlpbrt;ip LatiﬁiAmerica, and- under
its‘ihf1u¢n¢é,f;h éctiVé métropoiis'éf’ovef 1‘mii1ion'peoplglhés.gro&n
up;fiﬁéluding‘strong‘stéel and petroleum inddstries; R
,The.Peogie o
, ‘ 4

‘ThefpreSent‘pdpulétion’éf*Sao'Paulo attains 18 million inhabitants
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with an average'demographic:density.of~72fpersonsper*Square
kilometer, o E

Even though Brazil(iS’among‘the countries ingthefworld'off
low demographic concentration, Sao Paulo is far fromtfitting in
“this category.f A study in l962 (28) showed an index of 56 in-
habitants per square kilometer, 7 times higher than the -Brazil -

, index,‘4 times that of Uruguay and 2.5 the continental” U;S.,‘Even
compared 'to ﬁuropean;countrieS“the demographic}densityrin Sao e
Paulo was 66 percent of that registered in;France—-Sli'inhabr/km2
and;very.close to Spain—-59,inhab./km2,— As the Sao Paulo:popula-
tion was inCreasing_byithat:time at .a rate of '3.57 percent per’year
while the population in more developed countries was increasing at
‘less than 170 percent per year, Sao Paulo has~probab1y overpassed
Spain and is close to France in this respect.

The privileged ecological conditions of Sao Paulo, as well as
its fast rate of economic growth has attracted, since early in its
history, heavy flows of immigration both from other states of Brazil
and from abroad. This fact, added to an intense contact with the
outside world makes the states societyfessentially a cosmopolite
one. This, associated with the high rates of economic growth and |
economic transformations observed defines the state population as
a typical modern society. | | | |

Migration involves a selective process, for those leaving‘their
home place being usually of the working age group, tends to improve

the overall population s productivity in the receiving area, Besides

2
e
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this aspect of immigration which’may enter as an explanation for
_the distinct pattern of economic growth in that state, the immigra~
'tions from developed countries were most often accompanied with |
transference of know hod and capital important dimensions favoring
economic growth;‘l | | o “

| The population today is dispersed through the whole state but
a higher concentration exists in the capital and neighbor cities :
where almost one half of the total population live. An intense
dislocation of the farm people to the cities has occurred, the rural

population that in 1950 represented 45 8 percent of the total in

1962 had decreased to 30 2 and today represents only 15 O percent.

Agricultural Development ;

'.The'evolution'of»the agriculture in Sao Paulo has shown'bothA
audeclinefin,itsipercentage’contrihution’to theltotaljagricultural
' output'of_Braail andfitsvparticipation-in the s:Ate‘s total‘economy.
The first of these ‘declines reflects a more rapid increase of the
agricultural production in other :states of: Brazil partially facili—
tated by the constructiun -of many highways making possible the coloni-
zation of;new areas throughouththe broad national’hinterland;‘"The
decline in the participation of-agriculture‘in the state's total
:economy‘has resulted‘fronja faster'increase in the other segments
of the economy.

-In 1948, the value of:Sao Paulo's agriculture;production was




6

.33 percent of the national agriculture while by 1960 that percen-
itage had dropped to less ‘than 23 percent.x During the same period
while the value of the state agricultural production increased an
;average of 20 81 percent per year, “the’ industrial production in-
creased at '26. 07 percent figures apparently very high because of -
inflation butﬂstill valid~fortcomparison.-ﬂBy-1960,fagricultura1~
output{had decreased t0ul3;0tpercent?ot the totalfoutputnof“thev
econony“from»28.0ﬂpercent in 1948;»?Nonetheless“thejSaof?auloh3 L
agriculture has‘undergonensubstancial'progressfin”certainfrespects
as we ‘shall see.t~ﬁjij . ‘

It ‘is now more’ than two decades since the expansion of the ‘

cultivated ‘area to new lands behind the state frontiers disappeared

and agriculture has ‘definitely’ entered an intensive phase where for v

1ncreasing yiélds, technologies need ‘to -be: adopted to: maintain or:
'expand the agricultural output.-~
‘aConcerning‘thexactive population’in the agricultural’sector--

”workers--sao Paulo/canfbe’ranked*among*thejdeVelopediregions'ini
the‘world;fiIn-1962?one5farm workerfalready produced“enOughffor :
9 5 people, a. relation which at that time corresponded toone=.
third of the relation observed in the U S A.‘where one farm worker
lsupplied the necessary food for 27 persons and roughly correspondedi
2 to the U S A. situation in 1940 when the ratio was one farm worker -

tok10.5fpeople.
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Changes in Total Output
and .Relative Importance: of
vIndividual Products

) Althoughhthe‘aggregate value of theTSao Paulo Agriculturevhas
‘been declining in relation .to the,state total economy, it has con- -
tinued to\grow in absolute terns,v The increase, however, apparently
has been below a satisfactory rate‘;for’while during 1948 62 the
state population grew at an annualaverage rate of 5 37 percent, the
agricultural output, in deflated values, increased only’at awrate -
of 3 28 percent per year. It seems that Sao Paulo has been buying
more.and more from other states and producing less and less agricul—
tural products as it industrializes and urbanizes. e o

The low agricultural increase finds explanation in thebunfavorable
price conditions for majorvcomponent products of the aggregate’output,
namely coffee and cotton which are mainly export products, having
»problems of surplus in the world market.v Thevexpansion in the.
physical volume of these products was negative compared to other groups.

Actually, if the different agricultural products are grouped 1nto
'categories, the gross income in real terms of the export productselt
coffee, cotton, and tea—-taking the period 1948 52 as. basis, decreased
3 percent per year from 1948 to 1962 the group of food products—-rlce,'
corn, beans, potatoes, onions, bananas, oranges, beef, cattle hogs, o
—eggs, and milk——increased 4 99 percent the groupvof industrial raw .
materials—-peanuts, castor beans, cassava,.sugar cane, soybeans,‘sesame
seeds menta,’and silk-—increased 9. 98 percent perayear,l"cf : ﬁb/J o

Thus, the low rate of growth of the total agricultural production——

[ Vil
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3 28 percent per year-eshould not be seen.as an unfayorable develop-
ment‘of the sector. Indeed it results from great changes which have
been occurring within it, changes in prices and in the relative im-
portance of the different products in the aggregate.: T

In 1948 the percentage contributions of the export products,
food products and industrial raw materials in the total gross revenue
were, . respectively, 40 50 and 10 while in 1962 these percentages
had changed to, in the same order,_20 20 and 60. Coffee has lost,
since some years ago to beef cattle,its first place position in the
‘value of the state 8 agriculture.‘ | b | | ’
a We should finally point out that a group of agricultural products
such as vegetables~in general and broilers, havc had extraordinary
increases, in response to an increasing demand but are not included
- 1n agricultural»output for lack of statisticaladata. ' |
ProductiVitywand,’
Technological Changes

The productivity of the SaoiPaulo agriculture has increased both
per worker and per area cultivated..f, ‘ | -
- Some expansion in the cultivated area behind the frontier has
occurred. From 1948 to 1962 there was an increase of 27 percent in.
_that area as a result of settlements usually'within farms, on lands
of inferior quality. Also the adoption of fertilizers, the return

to agriculture of areas earlier abandoned because of exhaustion,has

been possible, and while in 1948 the area under crops represented 17

percent of‘the state total.area, in 1962 it reached 23 percent.
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| During this period the total physical product rose 34 percent,
_largely due to a 24 percent increase in yields as a result of |
technological changes. Technological changes were also the cause
of a rapid increase in the productivity per worker.! The sharp
decline in the rural population and the simultaneous adoption of -
labor-saving machines, explain why the income per capita of the
total economy rose only 0.5 percent per year while it increased 2. 7
percent per year for the rural population. T e |
Generally speaking, the relation of technological changes in L

agriculture to agricultural development fall into one of the followe
ing categories. (l) use of better genetical quality plants or
animals, (2) use of controlled irrigation, (3) use of fertilizers,.
(4) use of pesticides and other defensives and (5).use of labor-saVing .
techniques. . | | |

| Sao Paulo did not make muchrinvestment in irrigation.: Some:
cultures of rice are artifically irrigated but they have not surpassed
3 0 percent of the total acreage of this cereal. Mostly the progress

referred to other types of innovations.

Y

st

Introduction of new varieties and improved races of animal and
‘of labor-saving machines have greater importance,- w | o
As an indication of the use of improved seeds the use of hybrid
seed corn rose from 1958 to 1962 227 percent/ the percentage of . the_
corn acreage planted with this type of seeds moved from 13 0 percent
vin 1958 to 37 0 percent in 1962. In 1ivestock production the replacement

of the so—called'haipiras"or "hard foot races has been so-intenselthat
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it almost passes‘unnoticed, for-it\is now difficult to‘find animals -
of the old low productivity races. |

The annual average consumption of fertilizer in: 1960-62
vincluding land under cultivation, land on fallow, artificial
forestries and under pasture was 15 3 kg per hectare being 3 5
kg of N 6 6 kg of P205 and 5 2 kg of K20 ‘ These numbers were far :
below the indices observed in high fertilizer consumption countries
such as Holland Belgium, Japan, or Taiwan where the annual consumption
was over 200 kg per hectare but they are in 1ine with some developed
countries such as U S. A., Yugoslavia or Canada whose fertilizer con—

sumption in 1961 was, respectively, 15 kg, 4 kg and 18 kg per hectare.

The existence of land with natural fertility in other states and

even in Sao Paulo and the relatively high prices of these inputs, are

factors which have hindered a broader expansion of this tedhnology.
| The progress in the use of pesticides and other defensives was
represented by an expansion in their consumption from 25, OOO tons
bin 1956 to 45 ooo tons in 1962. B I o
For labor—saving machines in agriculture; measured as the‘number 4
; of?existing'tractors‘relative to the number of hectaresfcultivated
Sao Paulo had in 1962 one tractor for each 125 hectares cultivated
This was still far'behind countries of heavy mechanization such as.
U S A., England Western German, etc., but it compares with Eastern :
German with one . tractor for 96 hectares. o o |
Surveys done in the present decade show that the initial pre—

f ,-A .
paration of land for some major annual crops in the state was. performed

I
Lk

-
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entirelyiwith'the use of tractors‘(28,29),;',z

Institutions:and Agriculture | S

Agricultural development proceeds with the" upsurging -and- growth
’of ‘several: institutions which while helping the" agricultural expansion,
are” supported by the development of agriculture and the overall economy
“Some are-institutions*related tO’society in general, suCh”aB~those
for providing general education, health, social’ overhead capital, or
protection to- the citizen s legal" rights, ‘but ‘some ‘are more directly
v related*to the agricultural sectOr‘in“particular.' The’principal“i”
groups ‘are:’ (l)*research, (2) technical‘educatibn*or~extension‘services,
(3)‘credit,'(4) production*of'agricultural*inputs,~(5)~marketing systems
for agricUltura15inputs*and productS“and even'consumer»goods,‘(6)\system
of land tenure (change), (7) rural insurance ‘and (8) " rural social’
»security. R nae i owntan niviie “ggn“t o
| rﬂAl_lgthesé*institutions havefdevelopedfin Sao Pauloi*in*approximate
termsftheirfdevelopment‘appears}tofhave\paralleled agriculturaltdevelop—
ment.Lnfi*‘ k | “ |
The Agronomic Institute of Campinas has’ traditionally, for almost
one century, been the basic institution for agricultural research in
Sao Paulo’evenvthough\there*hashbeen‘also;the'presencerof~the»Federal”
Government‘andvprivateﬁfirms‘in/this activity.¢1Thefdiffusion*Ofﬁthe
researchtfindingsito the*farmfpeople'isimade*Byithe‘StateﬂéndfFederal
’ Governments as well as. private firms.v“Governmental’agencieS\essentiglly]

provide only information about innovations while the private firms
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perform both information and sale of the inputs.. It can be easily
perceived that both of these forms for diffusion of change present
advantages and disadvantages over the other. ‘A} |
- The provision of credit makes possible the use of added inputs, :
was in earlier periods provided almost alone by State and Federal |
establishments. Gradually, however private banks have participated
as agriculture has gradually become a more technical and commercial |
activity. The total crop area financed by banks increased from 22
percent of the total acreage in 1958 to. 31 percent in 1962. |

The production of agricultural 1nputs 1ately has been done
exclusively by the national industry which in principle carries the
vadvantage of providing jobs to the people which results in increased
consumer demand in the overall economy. This, in addition to the -
inputs'produced themselves, is a support for agricultural development,
However, the prices of these inputs often are out of 11ne with world
prices._ The tractor industry, which started in 1960 with a production
of 32 units, has risen year after year having reaching in 1968 the .
figure of 10 000 units for the year. BT PRI

In the production and distribution‘of fertilizers,:an important
innovation is particularly noteworthy. The industry that until 1967
had been concentrated with 5 1arge companies, now has been entered by
a huge international corporation which started building 1arge scale

production plants and which sells mixtures in different regions of

S LR

the state, according to their ecological conditions and fertilizer

requirements. Furthermore, this innovator provides a. previous diagnosis
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of the'particular needs of each customer, based on soil‘or.foliar
analysis and the crop to be raised besides other technical infor-
mation, in order to sell the fertilizer. This is something like

"a package of complementary inputs required for the success of the
agricultural practice. Even in price this firm competes aggressively
with the others, presumably as a result of its rational organization
and large scale operations.

~The agriculture of Sao Paulo is already‘avtypical commercial
activity in that farmers are highly responsive to price changes
both on the input or on the output side. Some crops are consumed
in large quantities on the farms, for livestock feeding,‘as in the
case of corn, where half of the production is consumed in the producing
units, but in general over 90 percent of the agricultural production
is commercialized which is infaccordance with the 85 percent of the
state population who are living in urban areas as found in some :
recent surveys (ll 12) j Analysis of supply.responses‘estimate short
run supply elasticities even equal to 0 5 for some products (30)

In such a situation the supply of agricultural inputs to the
farmers at low prices and/or the existence of a buyer market for the
agricultural products—-summarizing the situation in a simplistic.
way--is the major crucial issue for Sao Paulo s, future agricultural o
development. o | | | o o

There have been Federal Government price support programs in :
the state since 1948 but such prices, .as.a rule, have been established

l
at levels much below the market level One should be aware that the




73"

establishment of price support levels must‘take into account not
: only the Paulistan agriculture but also other regions of the |
nation where market prices may be lower, or even other‘nations.
It may be sound policy to permit the free play of the principle
of comparative advantages, assuming that other regions follow the
same policy. Thus if a Sao Paulo neighbor state has better con-
ditionsito;produce rice, for instance, due‘to the»natural fertility
ofiits soil;-policy-shouldfleave.these opportunitiesidevelop;‘
Efficiency'in«the'input industry as well as efficiency in
marketing;these inputs andwagriculturalbproductsvmay-be influenced_
by various factorsfsuch_as market ‘structure, market organization,
taX‘Polioy, technical processes,:and.location of}fixed facilities.
lmprovement.ingthe;efficiencyfin.these aspects.will,result‘in“
higher;returnJtomthe,farmers;bringingpthus:a stimulus5for,expansion‘
vin-thexagricultural-productionr- On the consumer side,,lower prices
means‘more disposable.income.for other:purposes,besides;food gndialso
more“food‘bought, depending on the‘demand elasticity for food.
‘On market organization, agricultural cooperation in Sao Paulo,
after World War I1, has: gained considerable importance ‘as. a; form
of group.action.to.balanceipower either between;snall;farmers and
large farmers or:betneenifarmers'and thelbusiness“firms they. deal
nith..»Theimovement;hasvtaken-place_mainly‘inbmarketing_agricultural
products and in buying agricultural:inputs.ﬁ Cooperatives‘for,rural
electrification-have lately appeared and deserve special mention

2

because of the high degree of agricultural and general development

they implicitly reflect. . P - FUT
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Finally, we should mention, on. land tenure, that about half
of the annual crops in Sao Paulo are produced under a landlord

tenant relationship.

Summary'and Conclusions

Thisjchapter-has deait with‘agriculturai denelopmentiinfSao“
Paulo, examined in the . context of the state's overall economy, and -
compared to other parts of the world. - |

'important transformationsnshow-thet the Sao Paulo- agricultural
sector:is'wellxinto‘eftransitional'phase of'deVelopment;ffAt sny
timeiinithe3periodvanelyted;iits agricultureiinciudes characteristics
of traditionalfaériculture, and it still does not attain all the
'features which*cheracterize:the modernwagriculturesfofJdeveloped
‘ nations"_‘ o L
| During 1948-62, -aggregate - agricultural output increased at'an’
annual-everagefretejoff3,28:percentjwhich*isélower than the.rete of
populetionigrowth;“3;57%percent;t;This"low‘rate;showeVer;iresulted
1from én*impressive declineain,the:priCeS‘ofdnajorfexport products-
due -to<surpluses inethe-worldﬁnarket;f”Agricultureshas‘reacted to
the market~conditions with evsubstsntial change in'thefcomposition<
of the aggregate; output little or no increase in. the products. having
lsurplus problems and a very high increase for the products facing a
>favoreble demand.

Adranid dislocetion of the rural populationuhas been.underway'%nd}

today only 15‘percentsof‘the»populetion is living in,ruralyareas.‘
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Thershare of‘agriculturalvdutputvin‘the'state groSS’product
rhas decreased substantially as a: result of a more rapid growth of
other economic sectors; especially the industrial. In terms of
output per capita, however, the agricultural sector increased faster
than the overall economy;’reflecting the steady migration from the
farms to: the cities. -

Agricultural‘productiVity'inCreased 5bthfpefaéféa mnﬂper worker,
which'indicateskthat some‘new'inputspwere:introducedfas:substitutes
for. land and.for‘labcr;,iA,numbervof‘institutions'havexdeveloped‘
providingffor_thexcreation‘of'innOVationsffor~the‘agricultnral“l“
,industry,'the distribution.ogvinnovations and regularfinputs to.
the‘farmers, and for the disposal of the agricultural output through
proper marketing‘channels.

Because overall economic growth agricultural development and
the development of institutions to support development all proceeded
‘simultaneously, it is not possible by analyzing development through
a period of time, to indentify which causes what.

s In the next chapter we sketch a research proposal designed to
identify;marketing’policies’whichvwill‘stimulate_further the ‘agri-

cultural,and,general-érowthro%mthehstatepof Sao Paulo;




CHAPTER V

RFSEARCH PROPOSAL ON AGRICULTURAL MARKETING
+ - AND 'ECONOMIC DEVELOPMENT FOR SAO ‘PAULO -

- 'Introduction

In this chapter we sRetch the guidelines of a research
proposal on the Sao Paulo food‘marketing system dealing with
alternative systems and their relation to economic development.
Before‘designing the.project the general characteristics of |
the Sao Paulo agricultural market are discussed, a background for

thevresearch,

. Market Processes in Sao Paulo
“Despite the many features of an.advanced«society observed in
:Sao Paulo ‘as discussed in the preceding chapter its marketing

system for: food presents apparent shortcomings as.one can see by

some studieSvpublished on this subject (31,,32);

Agricultural Production

The Retail Market for Food

In 1968 (31) the participation ofithe different forms of retail

outletS'in‘the distribution of ‘food was, approximately_as,follows:

street fairs, 45 percent; grocery stores, 25 percent; consumer,coopera4

-tives, 10 percent; supermarkets, 8 percent; and food shopping centers

¢

L3
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and governmentaliagencies, the remaining:12hpercent._r oo

- The substitution of»supermarkets tor,other»forms of‘retail
outlets have occured'at rapid rate'AfterxworldJWar II~in‘developed
economies; citing‘the,U.S.'case where thevsupermarkets,passed‘from
aucontribution“of»27fpercent,in_1945,to,70‘percent,in;l964,»the )
number.ofjthiS;type of,store;increaSed_from 9,575.toy30,900 in the
same_period. Such substitution has also lately‘been contributing to
acceleration of the pace of‘growth in societies now'emerging from‘
underdevelopment (33);55d iﬁf&éé’part'of theimain'recommendations
of recent market,researches in undeveloped economies'of South America
to increase,rate'ofheconomic'growth (22,34,35).""

Street fairs .which take place in the'open air, are the over-
whelming form. of retail’ outlets in the food distribution system of
the Sao ‘Paulo eapital and of the various cities in the interior.
| The fairs operate from 7 a.m. to 12 a.m. -Practically all kinds
-of food products are displayed there for sale.‘ Each.seller specializes -
'in a few products of similar characteristics; there are many sellerq
of, each category of products and they set their "barracas in a same
area according to the Municipal Prefeiture s rules which incidentally,
provides competitive conditions.; One essential characteristic in the
fairs is the large mass of shoppers during all the morning, thiS‘ -

: results in a large rate of sales for the individual sellers which
depending on the product have ‘as a routine to return home at 12 a. m.
or 1 p.m. completely sold out. In every "bairo of the city are

R LT R T

realized 2 and sometimes 3 ‘or more fairs per week. A
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The. establishment of ‘the first supermarkets in Sao Paulo
started in 1953 ~with.valid. statistlcs on supermarket numbers .
beginning‘1n~l966.'fDespite_the~still relatively small share of

this form of retail outlets in the state's: total food sales, . it
has’ recently grown in importance, as indicated in Table 2. From =
’1966ct0'1969.the number-of'such'establishments roseifrom‘280:tbv'

G50, e e e

Table 2. - Self-Service Retail Outlets for
“.. . Food in: the State of Sao Paulo- .
‘ 1966-69

Year  Number of
Gt el s 0wt Ouelets i 4
S R 2361“
1967 | . 274
wes 47
1969",, . e SRR S i %~4J745Q7j

‘Source: Associacao de Snpermefcados'deiSao Paﬁlo;H

- Of - the existing 450" self-services in” 1969 200 were localized
in: the state capital, the other 250 in the interior. The‘percentage
Lofjthefsupermatkets.in the’total number,of~foo§ retail putlets.incteased
vfrom'2.8‘percent in 1966'tov818 percent in-1969;:~:l" |
;?There is ground-fbr‘taising\the‘following«hypothesesfconcerning

the"food retailing system’'of Sao Panlo:‘ (1) the operational costs of
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the small retail'outlets,“especially~fair Vharracas,ﬁ omitting,the
costeofsholding inventories,.ischigher'compared to supermarkets but
they manage to survive and often. compete with advantage over the
supermarkets due to their considerable higher rate of turnover,

(2) the housewives buying ‘habits lead to lower prices in the fairs,
tending to, prevent a faster expansion of other forms of retailing,
(3) the,consumers,;patronage,of,the,street_fairs;in‘some»instances_
'reflect-therconvenience Qf,ShQFFQer?SQa@F?,FQ!thﬂéhpp?iﬁg placegor
hettervouality.food . but most often lower.prices and the repétitionv
of a. traditional practice are the main, reasons involved ..and (4) a
full substitution of the Sao Paulo street fairs by supermarkets would
resultrin?a substan;ial_release of production resources from its

marketingrsystem and probably a reduction of its marketing bill.. -

Wholesale . .

Most of the wholesale market for food of the city of Sao Paulo
is concentrated at one central part of the city although the market
‘~for fruits, vegetables, and other perishables has recently been
transferred to a modern terminal market at the-"baird'of Jaguare.alldv'
That central 1ocation makes it difficult for the market process b
concerning loading and unloading of the cargoes coming in or out of
the wholesale area. Furthermore as the trucks from or to the producing'
areas need to cross a large part of the city, a tendency for heavier‘

traffic conditions “is implied. o 'k’#‘L°f' B f*“?*rfgy
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The.nain-products»distributed in‘the>centralrmarget{arej

rice, potatoes, and beans which'are:basic food;staples,vand;onions.
' There are%also,a great deal:of.other nerchandises,.such as-processed,
foods-fmandiOCapandlcorn_flours,,canned foods, etc. It is. worthwhile
toHObServe‘that;processeo_products are mostly,sold.direct;karOmvche
processors'tovthe retail¢outlets.;i |

| Specialization_isiobserved‘among theHbusiness)firns, according
to products of similarpoharacteristics; some uork with grains and_ |
cereals,-some with,potatoes and onions, others_withhcanned‘products,.
and 80 on.. . The number;of.firns inieach‘categoryfgravitatestardund}u'
fifty; presumably the conditions to entry are: very diffitult,_for
most of.the-existingifirms are very old, usually having.been passed
from fathers;toﬁsons;ithe-huildings are. very oldyand small and there
is al&ays,aflarge amount_of.disposable merchandise in_ stock;. the
,‘handling'processes,are manual and nonevof_the;stores‘have platforms
for loadeunload,operations;;most of the firms have(large}capital_
assets, owning buying,postsiand-estahlishments,to process rice.and
other products in the producing areas. |

| »Thevsupermarkets, as a rule, have integrated‘the marketing channel,
buying directly from producers, thus the . sales of the wholesalers are
mostly to other forms of retailing, mainly to fair operatorsh

Despite the transference of the fruit and vegetable wholesaling

to Jaguare in 1965 which greatly improved the higienic condition of

the distribution process, the wholesale-retail cost spread continued

to be a motive for extensive complaints. \,' “" : .
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Among the hypotheses that can be raised regarding the whole-
isaling system are: (1) the wholesaling s competitive structure
"and 1ack of knowledge have resulted in low incentives to progressive—
ness, (2) the operational costs’of this stage of the market are high
| due to the rudimentary technological processes used and small scale
of operations' (3) the processes used by the wholesaling firms
depend closely on the activity of the street fairs, their principal
customers, (4) the cost of procurement of the retail outlets is high
especially to the supermarkets which do not operate their own whole—
sale facilities, for as there areno full line warehouses, the orders
have to be sent to many different suppliers, (5) the splitting up of
the fruits and vegetables in the Jaguare market to an atomistic retail
system results in a higher market spread.

In: 1966 ‘more than 50 percent of the food ‘staples received in
vthe state capital came from other states, being the state.as a whole

a net importer of basic foods, even disregarding wheat that comes

almost entirely from abroad.»

Storage and Transportation

»cBoth.ofﬁthesefoperations are'characterized.by7the:smallfscale
operations in face of the large number of firms existent in the industrys ’
and the small size of terminals of concentration and dispersion in the -
physical distribution system. o
This observation is particularly pertinent in the case’ of grains

and cereals, since these operations are performed with the products
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ﬁacked in sacks of 60 quilos, Whilekbulk~trén;pdrtation and
handling could be an opportunity for cost r#&dCtiph{ o

- The 9téte of Sao Paulo has an éxtensiVe‘ﬁétﬁofk;Of.railroéds
but the movement of~food,'aé‘mérchahdi$e in;genétal; hé§1béeﬁ'made
in 90 pérqgnt‘by motpf'carriers. |

E'Wé‘raisé the hypdtheses that (1) the creation of centers of
concentration in»the'prodﬁcing areas, and Cénﬁérs df‘diébéféioﬁfin‘
the consumption areas, represented by multi~product'waiéﬁqﬁsés at
points served by raiirbadé will result in‘ldwer'OVeréli trénéportation
and storage costs; (2) the assembling of grains and qeréaié"1n the
producing areas élong'thef?ailroads daﬁ‘benefit,ffoﬁ both lower
fréighté and;lower"handling~c§sts ByIﬁd?iﬁg thé'products'inibulk_ﬂ

volumes.

Standardization, Processingfi
and Packaging

Rice;_beaﬁs,,pqcacoes and onions g;e5§;§triputeq_to the retailers
p;e§9m¢nant1¥.in large sacks of:ﬁo_qhilqsﬁ,Lihefp:odgcts.g:etla;eg“, -
Broken outiBf‘ﬁhe retaile:s\iﬁ sﬁall;volgmgg:and.packqd;aQCOrding_to
the>coﬁsumgfs;’réquiremenfsf; Ihéiprgces$4is:sim;lafkfgr’fyuits,
vegé;ablés,igﬁd eggs‘gxcep; tﬁ&t_ingﬁeadqu saqks;fapyiqbboxggiqf
wo§dga#¢ used. | | |

: Thé»sfandéréizatiqn inthgiPFOdths is,made agcordiqg to uses and
custdms--ﬂot#ing Official; For fruits aﬁévvege:ables, there‘arg great

variabilities in the size of boxes used, which makes difficult the . .
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workability of the price system.

Processed foods with the exception of meat and a large pro-.
portion of flours, are distributed under patented brands in consumer
size‘volumes, having the supervision of governmental authorities.

Milk is pausterized by a few large assembling companies and distributed
‘ daily in small glass bottles to the consumers.

| | For those products which are’ distributed in large packages——?
rice, beans, potatoes, onions, flours, fruits and vegetables, meats

and eggs, the standardizatiOn'and pre4packagingvin small consumer
‘sized”packages may resultvin reduced costs due to continuity“and'large
scale‘of operations;‘the standardization.permits'alsohthe workability ‘
of the price system, and‘finally the‘bulk transportation of'grains ‘

and cereals requires previous"standardizationfandfclassification.

' Agricultural ‘Inputs

To our knowledge,‘Sao’Paulo/still does not have any descriptive
study of its marketing system for agricultural inputs, the initial
research need is for a systematic and meaningful description of such
system. Production and distribution establishments need ‘to be N
analyzed in their relative importance, technical processes,inumber,
location, size, types of serv1ces offered, costs, prices, buying and
‘selling policies and practices, market structure, and vertical
integration_arelobject of the preliminary descriptive study..

| hPresumably,-the(breaking up of the‘subjectuinto more specific !

topics is useful,xto,which the followingtseparation,'adopted_by Riley
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. for theﬂCaucarvalley (35), could be used: (1) improved seeds,
(2)‘fertilizers,‘(3)'pesticides,v(&)‘farm machinery,‘and-(S) feed

concentrates .

‘Public Policies

The governmental controls more directly related to the‘market
of agricultural products which apply in Sao Paulo; fit into the |
following areas: (1) price support and price controls; (2) quota
for imports and exports, (3) construction and operation of storage
and transportation facilities,'(d) construction and fiscalization
of district markets or shopping centers, (5) establishment and
‘fiscalization of systems of measurement and standardization
'(6) authorization of the entry of new firms (with no restriction .
’ 50 far), and (7) fiscalization of the food industry regarding com-
position and quality of the products.‘ S '

There is thus already a tradition of partic1pation of the -
government in the market system which can be oriented and enforced
toward an eftective competition in the sector, providing for higher

rate of growth both in the market and related sectors.ﬁ'

" The Research Proposal

PrOblem'Area»and
Justification

The research proposal-displayedAherein focusses on the food
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'distribution system that serves theisﬁo Paulo ﬁetropolitan_gompléx,
wﬁere18;6 million_b&t of the state's 18.0 mil}ion-inhabitants_live
’(3§).Z,Spécifically,fthe central concerns of tﬁe:study.are:. (1) to
vévaluate the effect of specific reforms‘on{the:préééntfwhblesaling
forjfbod'staples,,(Z)lto determine g,éet.Of vholesale;distribution .

centers defined with.reference'to number, size1andllocétion of the
fixed facilities Which,minimizesbche-distribution.cost,1and (3) té'
éxaminé the,effééc.of_épecific market»réfo:ms“onithg_State;s gconomic
development.

~ Since 1965, when the_ﬁholesaling of fruits,,vegetablgs.éﬁd
other producﬁs'was transferred.to the "baifo"‘of;Jaguaréi“;OEalized
at-thgvhgriphetyvof the-city-of_Saq Paulo, the:e has been,cbncern :
of‘the.pﬁblic,éuthorities‘ana~the private seqtoriwith_a similar .
tfansfgrence'for\the partiof‘the-wholesaling,;hat”s:illirémginstat.the _
bcehtgr of.the‘éity.% A;Fecen;;fedefalwlegiélatiop providedﬂfor»ﬁhe -
construétioh of,whélésale;distribution-éentersrip:all stéte_capitals
of -Brazil, which should:be met by reéearchriéathié:dipection.

- -The:favorable effects that an inéreased}efficiency»in‘this ;
marke:ingJSegmenp would,have»oﬁ-other sectérsrof the eédnomy;
includiﬁg‘agriculture_where~fhe;fatmers.should receivé better‘prices,
apd a consideration.of this study as part of é‘mofé:éxtensiﬁé_program
of-researchainjthe stace’s;égriculﬁural‘ﬁarketing,,é;e‘fprghe:'justi- '

fication: for the choice of this pfoblem area..

_Reséaréh Approacﬁﬁ v: e

The research on marketing and economic déveiopment, conducted by
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Michigan State University over the last five years in-Puerto’ Rico,_
Bolivia, Northeast Brazil and’ ColOmbia (22 33 34 35), implicitly
point out to the need of a preliminary description of ‘the marketing
system toward_identification‘of major’problems, asea~firstﬂstepvin
studiesrof this nature; ,Althoughfsome\characteristicsfofithe‘Sao

Paulo marketing system are already known, permitting to raise a

‘series. of hypothesis regarding its efficiency, ‘a particular diagnostic:

study for the purpose of- the present research is: required.\.
‘JOururesearch.app?oachtimplies certain market reforms’ whichfare'
based on the.following hypothesis: (l)ithere exists/aﬁgiveniset(s)
of-location‘and:sizeafor thefmarketing»facilities that minimiaes~-
the total cost of distribution; (2)’withinjlimits, an increase in the
' size of,the eaistent marketing facilities and a simultaneous reduction
in their‘nUmbers,will'result'in,lower‘diStributiOn coStS° and (3) the
<switch from a single or few products to full line merchandising in the
existent system, in general, will result in lower distribution costs.
These hypotheses are, to a large extent based on the principle of
nuss—merchandising, a style of food distribution successfully adopted
in developed nations, and recommended in the recent LAMP studies in |
Latin America (22 33 34 35). s o o
Theoretical systems are pragmatically designed,‘considering
their practical feasibility in face of the real market conditions
and’ permitting to compare the present with alternative forms of
organization, as a means for providing reliable indicators of how ‘}

the marketing system might be 1mproved.
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The synthetic or building block method is used to obtain the
necessary cost information (37, 38), as- the information required for
such procedure.is more‘easily*obtainable in.the Sao Paulo case; -
the basic 1inear programmingtransportation model with an extension

to include variation in the size’ of the fixed. facilities might ‘be
‘used for sub-optimization analysis of the systems.
Finally, ‘the market changes that may " be- recommended on’ the basis
_ of the systems. analysis are related to economic development with
regard to (l) cost efficiency; (2) resource release_to other sectors,
(3)hrate~of:enployment; (4)fproductivity per worker, (5) consumers’
income, (6) prices received by the‘farners and (7) denand creation

forvthe output oflother‘sectorSQOfﬂthe_econbmy.'

biagnostic:Study _

The diagnostic study ‘refers to' the: following aspects
Wholesaling.i Types of wholesalers operating in the system as.
to group of products sold; vertical integration, and the products'
'zones of»origin; ﬁDetermination'of the.total“volume of foodtdistributed
hy the wholesaling inuonegyear!period;;byvgroupéof products;of sinilar
marketing’serviceSrrequirement° modes'of'transportation,.handling'
and storage; rates of turnover. 4 |
Retailing. Participation of: the different types of retailers
in’ the system as‘'to group of’ products sold and vertical’ integration,‘

. ¢
rates of turnover.:
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Supermarkets._ Relation’of‘the:exiatent.superparhets,with-p'
¢ demographic‘cohcentration,‘(gl,inCOme;per capita,_(3)vtraffic -
accessibility, (4) competition by supermarketshahdaother,formsVof
retail‘Optlets;(S) pricesf—a;departure‘ofpthe_supermarket{s'price
irpm'itsutrade.areals‘averagevprice,‘andv(Q):ethnological groups.
‘_Urban Area; ‘Study'ofzthe\recent_trenda, curredttstatus and
future,prospects_of3thevgreater‘SaooPaulovarea Withv?§59§°t to
(1) demographic density; (2)»income per capita, 3). traffic conditions
and real estate supply, delineation of Specific zones regarding the

retail trade characteristics.

The Cost of Marketing

ThetEristent System.’;Alsampleﬁsurvey of retailera and wholesaler‘sI
'uaed for.theidiaéhostic'study are to provide also inforﬁation for
‘preparing cost sheets for each indiVidual product or‘each group of
_products of similar characteristica.v Overhead including real
estate s opportudity .cost, and general expenses not‘allocable to |
» particular merchandises, .are- allocated proportionally to the producta
on the- basis of their participation in .the total sales volume and
rates of turnover. . . |

The variousuoperationscand'inputa requiredtin the market,prqcess
‘are carefully listed{ahd‘priced and,’tiﬁallyethe;auhmatioafof:the:,-
variouS'costfitems,_proyideaisdcoessively,the cost ofumarketing:for
each individual firm in the sample and the cost ofimarketing_id:thEu

sample which is expanded for the entire population.
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The Conceptual System. - The system analysis discussed in the

ncxt»section requires'the"determination,of the in-plant coSt functions
and the transportation cost" per unit ‘between each potential distri--
bution center and receiving areas mainly, the cost functions vary
vw1th the factor price differentials among the various location sites
and technology; and the transportatiOn cost'varies with the mode of
transportation:used,~the economic order quantitiesg(E.O,Q.); the dis~
tance, traffic'conditions,‘the’number of delivery points,'and use of
carload oriless-than-carloadi"Thesexcost”datafarejamputed'by

means of economic-engineering procedures.

Systems Analysis

Two theoreticalfdistribution systems.are conceptualiaed that‘
we:call system’aland.system B. The first system assumes changes :_
only in the number, size and location of the distribution centers;
no change in the existent retail system, while system B assumes
change in these variables both at wholesale and retail 1eve1

The conceptualization of two systems is made due to the fart
that market changes affecting the type of retail outletsvshould fit
primarily the consumer's needs, since the consumers.are the direct
users,of thesehfacilities; for instance'the»substitution of super- o
markets for other forms-of retail outlet for food requires first ofi
all a potential customer patronage for the new types of outlets.

In market changes affecting only the wholesale level however,_the

main concern is their effect on the cost of‘marketing, assuming no

change in product quality, losses or timeliness; compared[to the.
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-process(es) replaced.,< ‘
Suboptimization analysis toward distribution cost minimization
is applied to each of the conceptual systems using a linear programming
ransportation model making allowance for variation in the fixed
facilities cost functions from one location site to another' the
model used is recommended by Stollsteimer (39) These analyses are
aimed at providing answers to the following questions.v
f-;v "How many distribution centers should we have?"
- Y"Where should the distribution centers be located?"
- "How large should each distribution center be?" |
- "What retail areas should bevserved by each distribution
v center?" o N .
‘f—- "How 1arge‘should‘the retailifacilities.be?“

A»set'of answers‘to these questions'that minimizes the wholesale—

‘ ,retail distribution cost defines the suboptimal system for the area

'considered.: The term suboptimal is used instead of optimal because
since all variables on which the cost of marketing depends are not
‘included in the analysis, a better solution may exist to the problem.
| Market changes suggested by the analysis of the system A need |
to be carried_out simultaneously at the wholesale-and the_retail

levels;

For implementation of changes suggested by the system A's analysis,

the construction of wholesaling facilities with relative flexibility is

advisable, permitting their adaptation as, the retailing facilitiesj
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change over time in consonance with the consumer needs.

. The Systems Model

This section presents the algebraical model suggested by
Stollsteimer (39) for optimization analysis of a distribution
system allowing for change in location, numbers and size of the
fixed fecilities, adapted for our case,
The-modei presented herein applies'to both the A and B
marketing systems; it assumes (1)-change in iocaticn, number and
size of the»wholesaiing faciiities or'distribution'centers,'(2)
economies of scale in the distributicn centers; operation and.v
(3) distribution centers' cost functions varying‘with the location..
'The,applicetien of the model to System A and toﬂsystem'B
produces different results, because these two systems assume different
vforms‘of retail organization which influence the distribution.centers'
‘delivery costs; System A assumes a retail network identical to the
one'actually‘existent in Sao Paulo, ‘but for‘System B, some retail
'outlets are changed into supermarkets on the basis of the diagnostic

study. which shows -potential . areas for new installations-

To determine the total wholesale—retail distribution system cost,

and delivery costs, after performing the suboptimization analysis.

It follows the algebraical model: B R

the cost of retailing is added to. the distribution centers' operational'

SRR T T TR z
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Minimize
. J . : I J ci ':' e . -
(1) Tc,g'yle +LLX <|Ll/'
PR 373 i3 ij‘ N k
. (J’Lk) j=1 , i=l j=1

with resﬁect to plant numberS%(Jf:LL) and'ioeatiomai pattern

2 Co
Lk =1.. ﬁ(g) 2/ subJect to;

J. -

rX,, =X
J=1 ij i

= quantity of food to be delivered to retailing area i per consumption .

period, 1 year,'

I .

zx =X
ij j

= quantity-.of food handled at distributioh center j per consumption

period,
I J
£ L X _ =X
g=1 =1l

= total quantity of foodrtonsumet and handled,

X0 X, >0-and C >0
ij, 3 ij '

y The first term of this equation repreeents‘totai'hamolimg costs,
and the second term, total delivery or transfer costs with a.

specified number of distribution centers (J) located in a specified'~

pattern (L )

2/ The symbol (J) denotes the total possible combination of L items,

- taken J at a time.
F




In the above

TC = total handling and delivery cost;fr"
Pj;: unit handlingvcoscnin distributionjcentert“"
k '.fj(j =1.,,.J¢% L)'locateo‘at Lj':
' Xii = quantity of food shipped from distribution center:j:

" located at L. to retail area i,
' R

.”Cij = unit cost of shipping ‘food from distribution center j

- located at Lf

Lk = one locational pattern for J distribution centers among

to retail area i, -

‘ the (J) possible combination of locations for J plants
given L possible locations, -
L, =-a Specific»location-for an individual distribution center

3 |
G.=1. e 3 J).

Minimum Total Cost

The empirical application of the above model requires four
categories of data, which in our case are: -
(1).Estimated or actual amount_of food demanaed”of'ecnsumed in

“each retail'areaﬁ

) A transportation cost matrix (C ) which specifies the cost

1j

;of transporting a unit of food between each potential dis-

'tribution center site and each retail area.

o‘(3)'The operational cost functions for each distribution center:-

~ which’ permit the determination of_the operational cost of
any fixed total quantity of food at varying numbers of dis-

. tribution centers.
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(4) Specification of the-potential'distribuﬁioo.oenoér ~
locotions. o | -
.-This research assumes linear cost func;ions;for‘differeht

disf;ibucion centers and different.fonctions’among them;rvaryihg
_the cost fuﬁctioné‘ﬁigh the availability‘of connecting modes of
‘transportation with the‘aroaé of production'l/'and the supply of
labor;. Economies of scale are assumed for the operational costs,
being thevoperational cost per unio a»function of distribution

_center size and location.

Combined Transfer and Variable Distribution Center Cost. The

.example in Tablef3 illustfaoes.a transpoftation oost matrix, Cij’
a case of 4 retail ;;ade:areas‘and 4,distribution centers. for.one.
unit of food;;ﬁho;figuros within the table are the per:onit transfer
cosflbetween,each.distribu;ion center-ahd the-trade areas..

“Table 3. - Transfer Costs: aij | )

~Retail - Potential Distribution Center Location:
Trade o . S ik
- Area . R T 2 . .3 . 4
1 3 4 1 2
3 4 3 2 1
4 1 4 3 5

Noﬁo:«‘ﬂypo;hgtioal data.

1/' |

= The cost of transportation of food from the producing zones, though
not a component of the distribution centers' operational costs, is
included in their cost functions, as a factor which affects their
optimal location. ‘
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As we assume different cost-functiqns.fer:thenVarieus,dis—
tribution centers;;theislope:cqefficient of the distribution center
cost‘function;Aapplicahle to each’particular‘Site, mnst be added
te the respective:figure in the transportation cpst matrix (39),

: beforeIQetermining the_locational set which minimiees‘the’total;trans—
fer;costgf. | - | . |

| There7are,§ possible,combinations of . locations L IJ. For each
possible locational pattern or. set, Lk’ there is a sub-matrix,
This sub-matrix will

ijIL of;the,transportatiqn costﬁmatrix,

k i 130
be IxJ,withMthe‘entries in. each.of .the J columnsvrepresenting‘the1f,

transfer costs from a particular distribution center site to each retail

. trade.area. ﬁMinimum total transfer cost with.-J distribution centers

at a Speciﬁied,set”ofhlqcations'Lk.is equal to yector,xi;whcse7entries
:Xi‘represent:thefquantities gf:fqod.consumed.or:demandeq]at each. of .

'the'retailiareas‘ multiplied by the. vector C;; | Lk" Eorxeach veiue

of J there are ( ). values of (X ) | L - The minimum of these values
’ over'Lk_is a pqintiqnAthe_transfer:cost functioniminimized with respect
to distribution center location. 'This‘may berstated_as foilows:

| Min |

TIC |3'= L () E:

| L
k
Where
CTTC = total transfer cost minimized with respect to distribﬁtion‘

center location for each value J = 1‘{;;‘.:L:9'“h

(X ) = a (LxI) vector whose entries, Xi’ represent the quantities

of food consumed at each of the retail areas, and S .

e e o n o

e e T S
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Fij,quk s‘a vector whose entriesCij represent minimized
'unit transfer costs between each retail area and
B specified set of locations, Lk, for J distribu—
tion centers.

x'Operational costs. With constant marginal operational costs in

a given distribution center and a positive intercept of the distribu—
tion center--cost function, the total cost of handling a fixed
quantity of food will increase by an amount equal to the intercept
value of the distribution center--cost function with each increase

in plant numbers. This intercept is interpreted as the distribution

center s fixed costs.

Combined Transfer and Distribution Center Costs. The addition

of the total minimized combined transfer cost and distribution center .

variable cost with the respective cost function s intercept or fixed
costs provides the combined transfer and distribution center cost.
From the ( ) values of combined costs, the minimum is selected

as a’ point on the minimized total cost function.;

. Enforcing the Changes

| Among other findings,the‘present research should specify a
pattern:of'wholesale'distribution centersﬂwith regard to~location
sites, numbers, size and cost functions whose distribution cost-
is presumably lower than the existent system, defining also the "-”’;'

viabilit} of establishment of new supermarkets in specific areas of

e

i e 5. ST s e i P e
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greater Sao Paulo.

Devising an approach for introducing market changes in the
ekistent system is needed for innovations are never adopted in
‘a-flippant way, independently of how,modern and_positively oriented
';5 changesk issthe society in duestion::’ i s | |
o The cession of particular market projects to business firms ‘
interested in carrying out the investments or the establishment of
mixed corporations, which has already been used in various instances,
are among%the_main strategies available.( The provision of special
credit programsband technical assistance.may be used'to decrease the
‘ uncertainties and risk involved in the case of investments undertaken
by private groups.

A more rapid,rate of expansion of the supermarkets in Sao Paulo,
as a form of retail outlet has been prevented by two main factors
(1) the buying habits of the ‘housewives which greatly support the

street fairs and (2) the non-existence of multi-product warehouses,
'which'increaseS'the procurement'or order;costs_for‘those;supermarkets
unable:to‘integrate”the marketing‘channel. The market patterns in
the‘producingfsreas;'on‘the other hand, are‘to:a7éreateektent reflections
of.the‘prevalentfsystems‘in the‘urban‘centersj""
 some additional change strategies _which can be used are:
(lj"advertisinglaimed at changing the:consumersf buying habits;
(2)‘support-of”objective"training-programsdin.developed’natiOns to
prepare personnel in warehouse and supermarket affairs, and (3) favor :

1
- the. entry of international companies in this - sector of the national

o ST oL

i g T
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economy._,Incidentally,fweurecall'the revolution,invthe general |
marketing practices_introduced‘byﬁsears notfgnly_in Sao»Paulo but in
- several urban centers in Latin America through innovations introduced
on its own, greatly\affectingvthe,hehavior_and conduct;of_the,indige-
, nousbcompanies 40). . | |

‘Since ouriresearch findings are derived from sub—optimization _

procedures, it may. be possible that ‘there would be other combinations

of marketing facilities that would be equally good or even slightly e

better. Nevertheless, the findings should provide useful guides to
public and private investment programs that would significantly

improve marketing services and/or reduce distribution costs.

Summary and Conclusions

‘This chapter has presented the main guidelines for a research

on marketing and economic development in Sao Paulo.‘ The research

’objective, justification, empirical procedure, appraisal and enforce—_

.ment of the findings have been discussed

v Specifically the study focusses on evaluating the efficiency of
alternative marketing systems for the Sao Paulo metropolitan complex
and their relation to economic development.* The linear programming :
transportation model is:used as a‘basicntheoretical‘framework_for
analyzing the marketing system,-the cost'data_being obtained by
synthetic methods; o o o

The model used allows for”ohserving the effect of variation.iha
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N

the number of fixed facilities on the total marketing bill which may

L

help in inferences regarding a proper degree of competition that
should prevail. |

'i As the number of variables analyzed needs to be reduced for
-the sake of empirical feasibility,”the research’approach has some -
restrictions, nevertheless, it should provide reliable indicators of

how the existent marketing system might be improved

P4
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CHAPTER VI

R MARKETING IN ECONOMIC DEVELOPMENT

,//EONCLUDING REMARKS _3‘”" St

‘Economic growth is today a major: issue in nearly all: countries.
“:'The central concern in this paper was to- formulate a research
‘proposal onéagricultural marketing and~economic—development’for-~1

Sao Paulo, Brazil.‘ However, because marketing is a: component part

of the overall economic system, and: because the growth concepts ‘and .
principles involved-in market:or~anysother;segment;of the;economy
‘are similarvto”thosefinvolved-invgeneral~economic§growth,_some s
major fundanentalswofjeconomic'growth,werefdiscussedabefore sketching
the Sao Paulo proposal. ;;ve |

At .a given point -in - time, -a high-degree. of .specialization and

zdivision of labor;'high'incomerper capita»andfanlarge amount~of

lcommodities available for the majority of the:citizens; are some. of

the essential features of developed economies ‘as. opposed to under- \

,developed ones. : . ”}3~ lu{[_Jj‘ | |
Economic development. involves a process of change over time,

where new ideas and new. techniques of production supersede old ones:

at a relatively rapid ‘rate.. - Traditional societies--societies where»

L.

S TEE T T T

of ‘a few in relation to -the ! population 8 great majority-—are associated

the central policy decisions for the social systems’ are a privilege;

with economic underdevelopment, whereas, modern societies--societies
,where‘there exists~open,competition~among the differentusocial.classes-J

arefassociated»with,economic_developnent; In the;traditionalxand
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underdeveloped‘societies, individuals take their social positions
Ias given”andltend to be negatively oriented to change, mhile in
' modern and developed'societies}'manyvindividuals_strive:forvsocial

| mobility and are likely to be creative and innovative, supporting
v»conditions for their distinct rates of progress.

| Under the free play ‘of market forces, under real world condi-
tions, a tendency'appears»to.eiist'for widening of‘economic'dis?
parities among economic units, economic sectors, and among geographic
areas which leads to sharp economic and social inequities, and to
economic~underdevelopment.« Forwthatwreason,'the participation of a
governmental authority'in the economic—process, to maintain balance
of power?‘preventing the strong from becoming:too'strong“and(the‘
‘weak‘fromlbecoming too weak, isiindispensablelto?evolveftowards3v”
the-modern features of a developed'society. Such-governmental
'authority must.cdntain,representation*of>all'the'society?sfmembersg o
independentlyrof”economic power. ”Thus;fto‘a great.extent,‘develop-d
ment . includes equal’or fair”opportunitY'fotjthe human'beingsfwho“iv°i
interact among~themse1ves.'v‘v94 R el

~An economic system is made up of various sectors’ of activity,

yet today a widespread tendency exists for doing research on and in

a4

the individual segments of the economy in relation to’econom1c‘develop-

ment. Obviously; such studies may fail to informias;tofprioritieSTin
overall development policies for a particular economy, but for the
l

specific sector studies, their final recommendations are" presumably .

better‘than‘preconceived ideas since,they are;based‘ondrational -
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fact—finding.procedures.r.‘f AL ‘I\ﬁy\u Doand il

A given sector contributes to economicvgrowth if in developing
itself it provides opportunities for other sectors to- emerge and
’develop by releasing productive resources previously tied to it
~and/or- if it provides opportunity - for the nation to earn. foreign
‘exchange.

'Empirical‘researchfon_marketing'and‘deVelopment can benconf~'~v
7ducted by examining the (1) increase in productivity'of the resources
of productiondtied to the seCtor;H(Z)’demandvcreationzfor inpnts from
;other sectors,?(3) releasing3of"productive resourcesf previously . -
tied topthe seetor;{(é) stimuluS‘effect’on»the production‘sector of
the‘commodities noved through the marketing;channels;and'KS)»Stimulus
.effect onathe~consumers who7receive the’commodities movedfthrough
‘the- marketing channels.‘ff

' Historical and comparative analysis are very useful in developing "
a body,of,theories or'ideas,concerning what to expect_and what to do
at various stages of development and conditions regardingrthe.marketn
sector ‘of developing economies, Developnent of‘Supermarkets, self-

. service, decentralization, and vertical integration of the marketing
_channels, substitution of machines,for men. in market,activities and
increased salaries’for the labor force,ﬂhave-beenitneimain‘trends in-
recent\decades_in,marketing of agriculturalfproddcts.in developed
leconomiestp:;;v ! |
ThelSao'Paulo,society‘portrays many modern.characteristics‘and.’f

its economvvisﬂpresently movingvrapidly‘through-a-transitional phase
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.toward complete attainment of all the'features:found in the most
advanced contemporary societies. | B |

Despite the essentially commercial features of Sao Paulo's
‘agriculture, having about 90 percent of its output consumed off the
farms, the marketing system still contains many traditional*charac-
-~teristics. N o

Street fairs and small scale wholesale facilities often function

! .in buildings over one. hundred years old and most of the market

_processes represent a mark of traditionalism, even in the state
capital 8 metropolitan complex where approximately 8 million people
live, nearly half of the state 8 population.»’ |

‘ Chapter V. of this paper, a research ‘proposal: on. the Sao Paulo
'food marketing system, brought together the comments on marketing
and economic development in the preceding pages, and\represents a

start for: further research in this area.,“;;~nv-(rr
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