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Kelly M. Harrison and Kenneth Shwedel *

The world food crisis of 1975 has helped to focus attention
on what has been a long term imbalance between the rapidly rising demand
for food and the not so rapidly rising supplies, ecspecially in develop-
ing nations. In the course of the World Food (onference, the flurry of
lesser conferences and the subsequent rhetoricl’ there has been general
agreement that agricultural development must be given top priority end
that huge investments must be made in order to asveoid global catastrophe.
“"This entails a new determination to mobilize the smsll farm sector -
the farm femilies working on eight acres and lggs, the labourers and
landless men. A multiple effort is required".=’

But development literature has not yet adequately dealt with
the issue of efficient organization and coordination of the markets
serving small farm agriculture. Development plenners sre precccupied
with macro economic issues such as agricultural credit alloccations,
agricultural research, national agricultural price policy and education
and have largely overlooked the issues of market coordination which
determine how effective those macro economic peolicies will be in
achieving their lofty development goals.

Moreover, marketing has been regarded as a "second generation"
problem by development researchers, planners, policy makers and even

* Associate Professor and Research Assistant at Michigan State University.
We gratefully acknowledge the research support provided by the Costa
Rica USAID Miesion and the helpful comments of our colleagues Harold
Riley, James D. Shaffer and Alvaro Silva.

1/ Barbara Ward describes the activity vividly: "The whole world seeme
to be full of moving delegates, declarations, speeches, disclaimers,
corridors of rumour, endless shifte behind the sceneg...Like an anthill
that has received a violent kick, the great termitery of Flanet Earth
is all movement and confusion', in Hunger, Politics and Markets, The
Real Issues in the Food Crisis, Ed. Sartaj Aziz, New York University
Press, New York, 1975, pPp. 5-k.

2/ 17Ibid. pp. 2-8
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by farmers themselves.z/ Thie implies that the "first generation”
problem is to increase physical output. Yet, how msny times have
peasant farmers related their frustrations of having cbediently
adopted recommended technologies, thereby incressing production,
only to encounter depressed market pricez which might not even
cover harvesting costs?

We maintain that marketing is not a sgecond generation
problem. It is ss much a "first generation"” problem as plant
breeding, seed multiplication or production credit. And we
beiieve it iz important for development researchers, planners,
aid agencies and farmers to recognize that and act sccordingly.

To support that assertion we will draw on the empirical
results of a recent study of potato producers in Costa Rica. In
that study we hypothetized that small farmers are at a competitive
disadvantage because their products are marketed through zub channels
composed of =small scale, limited resource intermediaries who exert
little effort to reduce costs and risks through “active market
coordination". We further hypothesized that thie, coupled with the
existence of economies of gcale in marketing activities, creates
a situation in which the unit cost of szmall farmer products delivered
to the consumers are relatively high. Given the limited purchasing
power of consumers in LDC's, total consumption is limited by the high
delivered price of small farmer producte. I1f there exists a commercisl
or large farm component, their products will probsbly he markeled
through a mcre effectively coordinated sub-channel usging lsrger
scale marketing agents and thereby achieving markeling economies
of scale and "active coordination' economies. Hence, the demise of
small farmer agriculture, in epite of evidence that small farmers
can be as efficient in production as large farmers.

The gituation is compounded by the tendency of policy mekere
to over simplify in disgnosing marketing problems. One of two extreme
viewes will normeily prevail. They can be summarized ag follows:

(1) the market is functioning "efficiently” because there are many
buyers and sellers and there are no drastic price imperfections in

3/ As the 'green revolution" reached its peak there was much discussion
in the literature about second generation problems such as storage,
transportation and marketing. See for example; Walter P. Falcon,
"The Green Revolution: Generations of Probleme,” American Journal
of Agricultural Economics, 52:698-710, December, 1970.
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space and time,ﬁ/ or (2) market intermediaries are monopolietic parasites
who fatten themselves by exploiting farmers and congumers through
artificially contrived periods of market glut and scarcity.3’/ The
correlative policy prescriptions are: (1) ignore the marketing system
to concentrate on production problems or (2) devise elaborate projects
to eliminate middlemen by creating government marketing corporstionsg,
boards or cooperatives. But experience, at least in Latin America,
suggests that neither of these general policy positions are likely

foster the development of healthy and efficient marketing systems.X

The Costa Rican potato case further corroborates that conclusion.

In the remainder of this paper we will explore that Costa Rican
case, attempting to identify and describe the marketing arrangements
and related management practiceg which have improved overall market
coordination and performance while leaving small fermers st a competitive
disadvantage.

The Costa Rican Potato Sub-System

The information for this case wae drawn from of a year long
potato production and marketing study in the region which ,produces and
markets over 90% of the potatoes consumed in Costa Rica.l’ The recearch
methodology was derived from that used in geveral cther countriegs by
the Latin American Marketing Planning (LAMP) Center at Michigan State

L/ fThe following statement from a paper by John Mellor summarizes this
T  position:.. the private trade in general operates quite competitively
and at a relatively high degree of economic efficiency even though
resource productivity may be relatively low'. Performance of Private
Trade and Cooperatives, Occasional Paper No. 87 Technological Change
in Agriculture Project, Department of Agricultural Economicg, Cornell

University, December, 1975, p. 3.

5/ It is difficult to find a trained economist who would publish such a
position in a professional article, but such arguments by public
officials and private citizens (some of whom are "well trained
economiste") are regularly quoted in LDC newspapers and other popular
literature.

6/ For a summary of conclusions from marketing research in five Latin
fmerican countries. See Kelly Harrison, et.al., Improving Food
Marketing Systems in Developing Countries: Experiences from Latin
America. Research Report No. 6, Latin American Studies Center,
Michigan State University, 197h.

7/ The complete study will be reported in a forthcoming Ph.D. Thesis
at Michigan State University by Kenneth Shwedel.




FIGURE 1. Principal Components and Relationships in Food

Production~-Marketing Systems.
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system as measured asgeinst established goals. 1It, therefore, encompasses
pricing efficiency and efficiency of resource use (which are the standard
concerns of classical economic analyeis) as well as merket stability,
income distribution effects, employment effects, nutritional effects, or
any other important goals which society may establish for the food
production - marketing system.

The Setting

Costa Rica is one of the smaller countries in Central America.
It has a population of about 2 million with over 50 per cent living in
urban areas. The capital city, San José and its suburbs, contain about
38% of the country's population. But in spite of the high degree of
urbeanization, 46 per cent of the economically active population is employed
in agriculture. And another 15% is employed in businesses directly
related to agriculture (agribusinesses). Most Costa Rican farmers are
relatively specialized in the production of those few products which are
well adapted to their specific micro-climetic conditions. Similarly
most production ie sold in the marke} and 8 high percentage of total
production flows through San Joeé .20/ Thue Costa Rica is not highly
reprecentative of the poorer developing countries. This must be born
in mind when interpreting the results of this research.

Demand Factors

Potatoes are not a staple in the Costa Rican diet. Per capita
consumption is only 27 pounds, which ies quite low in comparison to potato
eating countries like Peru (230 lbs), Colombia (123 1bs) and the United
States (118 1bs). While potato Er%ces in Costa Rica are relatively high
(U.8. $12.50 per hundred weight)_i s, the low per capits consumption is
partislly attributable to the fact that potstoee are not an indigenous
crop. While some potatoes were cultiveted ss early se 1910, it was not
until 1935 that they were produced on a large scale. The high caloric
gtaple foods in the Costa Rican diet are rice, cassava, plantains and beans.

Potatoes are primarily an urban food. Nearly 75% of the production
is consumed in urban areas. The reasone for thie phenomenon appear to

10/ Kelly Harrison, James D. Shaffer and Michael Weber, Fomenting
Improvements in Food Marketing in Costa Rica, Research Repori
No. 1C, Letin American otudies Center, Michigsn Stete University,
East Lansing, Michigan, 1973.

11/ The standard measure for potatoes used in this case is the hundred-
weight (cwt.) - one hundred pcunds.
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be: (1) rursl marketing costs are high as are potato prices; (2) the
demand for potatoes is relatively income elastic; {3} upper income families
are concentrated in urban areas and especially in the capital city,

and (4) virtually all potatoes are brought to the San José market for
distribution.

Given the relatively high rate of urban populstion growth and
riging incomee, the total demand for potatoes should be rising substantially.
Nevertheless, potato production has not responded to the apparently rising
demand. Per capita consumption has remained constant &t 27-28 lbe. since
1967. The apparent reason is that during that time production and
marketing costs and potato prices have increased at a faster rate than
the overall consumer price index.

Evidence suggeststhat demand for potatoes in urban areas,
egpecially the capital city, is highly price inelastic. On the other
hand the demand for potatoes in rural areas is more elastic. This-
suggests a Kinked demand curve. (Figure 2). Upper income urban
consumers eat potatoes year round without greast concern for price
variations. 1In figure 2 we depict their more or less fixed demand
at X,. Middle and lower income urban consumers and upper income rural
consumers purchase more potatoes during the periods of abundant supply

Brice A
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|
I
|
| B
P2 |
!
Urban ! ' Rural ‘
o !Consumpt ic.ln '| Consumption ¢ DD
Cuanmyity
Xy X5

Figure ¢ Apparent Demand Curve for Potatoes

in Costa Rica.
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and declining prices (between Xy and xg). 2nd the mass of rurzl consumers
only consider potatoes when prices fall below PQ. Below that price level
demand is relatively elastic.

2s we will see, this demand situstion is simuitaneously a result
of existing organization and coordination arrangementz in the marketing
system and a cause for certain coordination changes which are in progreses.

Production and Marketing Factors

Most of the potatoes for Costa Rica are produced on the rich
soils of the Trazu Volcano which is located about %5 kilometers southeast
of San José. About one third of the national production comes from farme
of less than 10 hectares with less than 2 hectares planted tc potatoes.
The remaining two - thirds are produced on farms of more than 10 hectares
with more than 2 hectares planted to potatoes.

A distinctive marketing process has evolved over itime. Every
Sunday morning between 9 and 11 a.m. farmers who have potestoes ready to
harvest go to & certain street corner near the market pleza in Cartago,
the principal city in the production zone 1S They masy take a small
sample of 10-15 representative potatoes from their field. There they
meet with assembler - buyers to negotiate sales for delivery during the
coming week. The farmer and assembler negotiate a base price, quantity
and date for pick up at the farm. No money changes hands at the time
of negotiation or even at the time of pick up. The farmer is paid for
his potatoes the following Sunday morning. The final price received
by the farmer will depend on the quality of potatoes actually delivered,
the wholesale price received by the assembler and the assembler's
decision as to how much he can reduce the agreed on price without evoking
some kind of future retailation by the farmer. Emall farmer prices are
reduced more than large farmer prices because of their limited bargaining
pover.

After picking up the potatoes at the farm, the assembler takes
them to a washing shed where they are washed in large troughs and set
out in the sun to dry. He then re-packages them in bags of 100 pounds
and transports them to San José for sale in the wholesale market the
following morning.

Participant Characteristics and Coste

To compare small farmer production and marketing patterns with
those of large farmers, we asked farmers, assemblers and government agents

;g/ lLarge farmers normally go to the market every Sunday even if they have
no potatoes to sell. They seem to recognize the value of keeping
abreast of market conditions.



what they considered as small farmers and small sesemblers. The
predominent answer was that small farmers plant less than 2 hectares
of potatoes per year and small assemblers purchace and sell less than
16,200 hundredweight per year. We adopted those classifications for
purposes of our anslysis.

Swell farmers sell primerily to emal! asgemblers {71 per cent
cf all smell fermer sales were made to emall assemblers). Similarly
large farmers sell primarily (80% of their volume} to large assemblers.
We therefore concluded that within the region thare exists # emsll
production-marketing sub system and e large producticn-marketing sub-
system.

Table 1 shows & comparison of the two in terms of selected
socio~economic characteristice which were judged to indicate significant
differences in managerial behavior and performance. A quick review of
the table reveals what one might expect - participants in the small
production marketing sub-system have accese to fewer resourceg and are
more conservative in their attitudes and management prectices. In
addition, their economic performance is inferior to that of participants
in the large production-marketing sub-system.

Small farmer's yields and productio? costs per hundredweight
were not significantly below large farmers 15/ However small farmers
received lower average prices for their potatoes and thus had lower
average net profits.

Figure % shows the production cost functiong for smesll and
large farmers. It indicates that small farmers reach their minimum
average costs of U.S. $1.25/cwt. at a production level of T80 cwt.
or about 2.1 hectares. Large farmers on the other hand reach minimum
average costs of U.S. $3.53/cwt at a production level of 1585 cwt. or
about 4 hectares. Thus, small farmers have a production cost advantage
at production levels of less than 2.1 hectares and their minimum sverage
production costs at those levels are significantly below the minimum
preduction coegts for large farmers.

Eéf Production costs were calculated for both large and emsll farmers
using the following different sets of asssumptions about seed and
labor costs: (1) retail seed prices with a merket rate for family
labor, (2) retail seed prices with free family labor, {3) wholesale
seed prices with a market rate for family lsbor, (4) wholesale seed
prices with free family labor. The differences in average costs
between small and large farmers were not statistically significant
at the .01 level under any of the above sets of assumptions.
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Flgure 3. Average Costs of Potato Production for
Large vs. Small Farmers in Costa Rica,

Large

180 360 540 720 900 1080 1260 1440 1620 1800

Hundredweight



- 135 =

Figure 4. Combined Average Costs of Potato Froduction
and Assenbly for lLarge v&. OCmali Farmers and
Assemblers in Costs Rica.
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Large
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