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The most selicnt & orncn o~ fopiuze of *he tas’ tw- 10 three years hae been
the escalating raw mater.a. rrices, presursnre of new modus vivendi between the
developing countries and the .ndustriaiized world, and cleariy pregented in the
diagram below which relatss L) the price .indices for the twelve mogt typical
raw materieis on the worid marxet (eotion, sousabeans, coffae, cotton cakes,

maize, wheat, coprer, rulber, wool, lead, tim and kenzf) in 1973,
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Source: PFinancia! Times  Marzhés uropicaury

If these prices are related to 1952 ac bass year (i00), prices can be seen
to have inoreased tc 210,96 ir 193¢ wherw “rrimary” food products are concerned
these indices are even more rovealing. For # iong time, sugar was the 'siok man'
amonget the cabh crops. Ar (ats as 1570, warld prices ware far below the
production cosis even in rountries with the cheapest labour resources - a tom of
sugar cost only £30 & ton. Vet by the end of 1073, sugar prisces had rocketed to
£200 a ton, and the ~u:reni price im of the ~rder of £270.

In 1971, to cite ancther exiniple, soy.u heanr wers to be had at a regular
price of US$115-120 per tor wiilat carreri =rices are crearing up to US$270=-300




per ton. Palm kernels from .ligeria now cost £130 per ton as opposed to £60
some two years ago, whilst copra prices reached a 1973 high of 113D a ton as

compared with $}5 twelve months previous.

The original CTF price for cotton from ifrica (Central or West) was
F.3.95 per kg. and current prices now touch I8.70 per kg. Sisal, which has
suffered throughout the last t-n years, started out at £75 a ton (Kenya or

Tanzania) and now runs to £403 per ton, an increase of no less than 500 per cent.

An epoch has come to an end and a new one has started, and what has
happened to bring it about so suddenly? It could be that this is only a
temporary shift, or poscibly it heralds a new stage in the raw material/finished
goods relationship: in other words, a new stage in the relationship between the

developed and developing countries.

There is no doubting the validity of this claim: the first key tc thie

problematic iesue can be traced to the sudden imbalance between the supply and

demand of raw materials brought about mostly by the developing countries. 3

1. The primary reason for the lack of supplies lies in the international ;
monetary situation which has been completely upset and the resultant inflation |
which has caused people to take refuge in durables (gold!) instead of money.

2. The secondary reason is of a more political nature. The raw material
producers have learnt to exploit to their advantage their position as main

to exercise politico-economic pressure and assess anew the value of loans invested
in the producticn of raw materials as against those invested in more sophisticated
finished products of an industrial nature. }

}
%
|
suppliers of certain commodities to the developad countries, which permits them i
i
|

3. Raw material trade was based on international agreements (pertaining to
sugar, coffee, cocoabeans, copra etc.) in which the consumer countries played the
dominant role, allocating production quotas to the developing countries which
were always & little higher than the planned consumption. These continuous
artificially created surpluses ensured that prices remained low despite growing
consumption. In many sectors, this short-sighted policy has led to an

intolerable situation. Sugar producers in Jamaica have been subsidizing sugar




consumers in the United Kingdom despite the fuct that average incomes in the
latter country were US%3)0) as against U3200-250 in the former. Although sugar
production costs at the time were over US372 per ton, the premium price paid to

Jamaica for exported sugar was of the order of U5155=58 per ton.

Needless t~ say, at present none o' the internaticnal "agreements' are still

in force.

4. The fourth contributory factor was the lack of goodwill, the unwillingness
of the entreprenvurc in the developed countries to run the risk of establishing
joint ventures in developing countries, or even to invest capital and "know how"

in the production of raw or semi-processed materials.

5. At the same time, a certain degr.e of commercial tactice was at play.

Capital invested in raw material production offers a return only one to two years
later whereas capital invested in raw material processing to finished products
(margarine from palm oil, chocolate from cocoabeans, white sugar from brown sugar,
prime meat cuts from carcasses, spice extracts from black pepper, shoes and
leather goods from imported skins and hides, garments from wool) offers a tenfold
return per anmum. [urthermore, processing can be kept under complete legal and
managerial control, ensuring the owners up to five times as much intereet as in
the production of raw materials.

Consequently raw material production cannot keep pace with increased demand

and the prices of different raw materials have leapt to unprecedented heights.

This situation calls for a complete change of attitude with ‘reapect to
co~operation between developed and developing countries. Instead of antagonism
and fights (raising prices of finished products that are essential to developing
countries), the developed world should concentrate on *he rapid implementation
of joint ventures, thus contributing to the rapid development of raw material
production in the developing countries with an appreciable processing factor.

Some of the developed countries have spontaneously taken the initiative
in the formulation and implementation of such policies. Japan is doing its
utmost by establishing new joint fishing companies, new soya farms, new mest=

processing factories, new sugar plants to ensure its future commodity supplies
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which are accepted as repayments of loans or capital irvested.

The Netherlands has helped t» 28tablish sugar plants in Cthiopia and France
and is establishing cotton growing companies in West Africa. The Federal Republic
of Germany has encouraged the product.on of cassava pellets for animal feedstuff
production in Brazii, Malaysia, and Thailand.

The appeal for co-cperation instcad of fighting is a very urgent one of
common interest. The international commodity agrecments will never re=-appear in
their old guise. In 1972 a merc six agreenents accounted for a total of US$6,291
million of exports from developing countries, in respect of cocoa, coffee, olive
cil, sugar, tin and wheat. At present, only one of these is still applicable and
its duration is uncertain. Yet, the question of finding an adequate substituto

for these agreements goes begging in the endeavours for co=operation.

In reality sueh intormational Mreements cannot be basged on
pelitical issues, but should have an economic and financial background. An
international agreement, if it is to be really appreciated by both parties, can
only be formulatod as a sum total of succussfully operating individual
agreements which serve as working models essential to a more gsneral framework.

The rapidly increasing gap botween supply and demand in the food and feed
sectors throughout the world provides a rare opportunity to approach the problems
sincerely.

This eituation could casily revers: the prescnt deterioration of relationships
betweun the poor and rich countiries of today, and bo taken as an incentive
towards closer co-operation. It is quite apparent that now, as never before,
the developed industrialized countries are in urgent nced of certain processed
foods which only the developing countries can supply, if they are provided with
the appropriate technical and financial assigtance in industrial development!

Industrial development, on the other hand, will not only contribute to the
production of commoditics presontly in short supply, but it will also raige the

purchasing power and generate the utilization of know=how and financial means
for further investment and economic development.
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R. Wolff, one of the world's best known sugar equipment producers predicted
in a speech (November, 1972 in Paris) that the world sugar deficiency would
reach 22 million tons by 1980, mogt of which could be (and would be) produced in
developing countries. He said that at least US$ 1,700 million would have to be
invested in new sugar factories and at least US$ 700 million in the recongtruction
of existing plants. He failed to indicate who would provide this amount of money
or who would produce the necessary equipment, train the technicians and workers,
or eventually plant the 500.000 - 700.00 ha of new sugar plantations, not to
speak of the irrigation, harvesting and transport facilities required.

The solution lies solely in close co-operation and common in‘erests. The
developed countrios should come to realise that the situation has changed and that
3 new epoch marked by partnership and understanding must start without .delay, the
necessary pre-requisites being:

1. It must be understood that any such partnership is based on the equality of
chance anc benefits, and risks must be shared;

2. Each project should be well prepared and complete, providing the partners
with enough data for a clear-cut decision. Equally essential is an objeotive,
well-slaborated feasibility study enabling both partners to come to a decision.

3. The capital know-how and training loans should b repaid in the form of
exported commodities at world prices.

4. An up~tp~date integrated agro-industrial approach should be adopted, proceeding
from market demand with the basic involvement of processing facilities and
streamlined agricultural production of raw materisls.

5. Broad-ecale co-operation between the partners in the field of agro~industrial
resesarch, manufacture and selection of food processing equipment and special
agro-industrial cunsultancy services whish would permit the joint eladoratica of
projects, irsining of staff, provision of management and repair and maintenance
services, as well as the reconstruction of agro-industrial enterprises.

Certain issues enumerated above, however, deserve closer study.




I. Partnership involving equal opportunities and risks

Many of the joint ventures hithertc were based on different restrictions
and limitations imposed on partners in developing countries. In slaughterhouses
in Africa and Latin America exporting cattle carcasses to plants owned by
developed countries in Europe or USA, carcass prices were so low that the
slaughterhouses in the developing country were just profitable. After a certain

period of time, the natural cheap cattle resources around the slaughterhousas

vere exhausted, whereupon the slaughterhouses were closed down or put at the disposal

of the domestic partner. Meanwhile, the meat processing plants owned by the
partners in Europe or USA had processcd these cheap carcasses into gophisticated
final products (sausages, prime cuts, steaks, etc.) and reaped enormous profits.
Joint ventures of this kind are neither helpful nor desirable.

2. Well-prepared objective feasibility studies

In order to enable the partners to agree on a viable project on equal terme
and in order to avoid mietakes, both partners should try to oo-operate in
identifying an objective consultant to prepare a good techno-economio study. Onm
the basis of the stuly, a fast decision can be taken and mutual confidence will
be ostablished from the first beginning.

The study should start with a market analysis and should, in general, be
export oriented. These are only a few developing countries which ocan afford to
build up commercially sized agro-industries exclusively for their own market.

The second step of the study should be the selection and specification of
all the processing and storage facilities necessary for the production prograsme
determined by the marlet. Finally, an important part of the study should be

devoted to the streamlined agrioultural production and the supply of raw materials

for the said programme. An economic interpretation should run parallel to these
teohnical specifications. Should the price, quality, quantity or assortment of
the programme fail to correspond to market expectations, the necessary changes
and recalculations have to be made in order to maintain a balanced, consistent
and bankable project.
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3. loans, royalties, credites and re-payments

The joint venture contracts for tha establishment of agro-industries should
contain acceptable conditions for the devoping countrics with respect to the
repaymerts of crodits and loans. The protlem of know-how isg often misunderstood
by the developing countries whereag thev readily pay for know-how at twice the
price if it is "invisible' i.¢ includ.' in the¢ price of cquipment ; they usually
feel they are at a disadvantage, if the supplicr of know how requests cagh
Payments or royalti:s.

Taking into consideration all that has bheen said above about the world
shortage of apecific commoditiss,there would be no objection whatsoever to half
of the repayments being effect;:d inkind on the basis of world prices. Tt would,
of course, be wrong to agree on some regional or bilateral conditions as wag
recently the case with sugar. Guyana as sugar producer and supplier to the
United Kingdom had agreed under the terms of the Commonwealth Sugar Agrecment to
supply sugar at a price of £61 a ton, and Mr. Forbes Burnham, Prime Minister of
Ouyana, is quite Justified in stopping delivery, wher. current werld prices are
over £240 per ton.

4. Integrated agro-industrialization

It il%m that when vstablishing export-oriented agro-industrial
production only integrated agro--induetry comes into coneideration. The inherent
advantages over other tradit ional and non~-integrated economic developments in the
field of agriculture and industry are s:lf-evident. The benefits to be derived
from such an agro-industrial development can be summarized as follows:

- irtegrated agro~industrial devolopment can be accomplished in only a few

years. In traditional rural development schemes, colorization schemes oy

Plain agricultural development schemes, a schedule cannot be clear-cut in
advance, nor can results be foracast:

- Integrated agro—-industrial projects are bankabla. Investments, as well as

production coste, revenue and net profite can be forecast. In all other
kind of developments initial outlays can only be conceived as irretrievable
lossee;

-
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- Integrated agro-industrial projects can be implemented in countries with
dafieront, v w4y y boectucnd s swic i sueotw o wnd ot very
different stagcs of national development.  An integrated agro-industrial
enterprise cor Yoo ocwr A by tho stovs, by private persons, sharcholders or

members of o co=operativ. .

- Tntegrated “gro=1ndugtry vwi.ii ;rene rate Ling==crim cmployment opportunities
more rapiily and cfrectively tiun any other investment in agriculture and
serves &s ~ model for neighbouring individuals, co-operatives or even the
state itself

- Tntegrated agro-industrinl enterprise. do not fall vietim to social
antagonism. they have urified management, obviating clashes of interests
and safuguarding tho optimum use of maturicls, capitul product. “m, transport

facilities, as well as many »wur

- Integratcd agro—industry nced not be perrancntly subsidized as it is self-
sufficiert and asnducive towarls the creatiosn of markets, domestic and
foreign. 'orizontal linkage with other integrated agro-industrial
enterprirus prescnts no protlems and joint export ondeavours, common
technical and research work «r oven increased specialization can he Bimply
uffected.

The characterization and structiure »f integrated agro-industry

The key to agro-industry's success lies ir the vertical integration of

production, whether this invil-.g wWrne ip of the means of nroduction, common
management, or the contiacting of common intercsts in merketing, processing and

agricultural prcduction.

This definition difrers wid:ly from thos. establishoed in recent literature
on the subject. Agro-industrics arc not merely industries haged on agricultural
raw materials nor does the term rofor to the suppliers of gsuch auXiliary matcrials
a8 pusticides, crtilizers, and agricultural machinery. Agro-industry is a much
wider concept involving .ac integration of market ing, processing and agricultural

production under a comprehensive managument respongible far the production,

harvesting, processing and marksting of the products by the most direct reans.
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Thus, from its very inceptior, agro-industrial production is a highly planned
streamlined process serving a common interest, i.e. the production of marketable

geods from minimum inputs t> obtain max’mum outputs.

This form of production involves either a high degree of specialization or
8 wide range of products, a characteristic feature being the utilization of all
by-products by other sections in the invegrated enterprise or association of

enterprises. A further advantage of an agro-industrial system is the close
relationsnip it establishes with the various markets,

The establishment of an agro—-industry does not start with an analysis of
agricultural production nor with the examination of the umutilized production
capacities in the relevant industrial branches. The only admissible first step
is an exact analysis of existing and potential markets at home and abroad,
whereafter un industrial survey is carried out to establish the profile of the
factories needed to meet the demands of the markets analysed. This stage is
then followed by agricultural considerations and the selection of agricultural
branches as raw material supplierg to the planned programme. Whereas this market-
oriented approach would inevitably reject certain items, rew products would be
introduced on the basis of improved utilization of by-products, land or human
resources and capacities. A second market analysis to he made would then confirm
the suitability of the programme selected and by means of regular checks, an
opt_mum agro-industrial development programme can be elaborated for both limited
and broader areas of application.

This close correlation be‘tueen marketing, industrial processing and
agrioultural production or importation of raw materials dccs not end with the
establishment of planning methodology. The brief summary below indicates other
major problems which could be discussed at a mesting or international consultation
on the promotion of agro-industrial development.

1. industrial develo nt planni

Agro-indus*rial development should be planned carefully in order to achieve-
- rapid, yet economic results:
- rapid rural development:
- large—scale colonization of virgin territories (including deserts):




- optimum utilizatior of capital-intensive irrigation facilities;
- solution of socio-economic and political problems

- best export results.

Careful planning 1s also necessary to avcid

- competition with ongoing economic or political measures
- dissatisfaction within existing industrial and agricultural sectors:
- economic failv :s.

Plarning could be effocted stepwise and limited to one region at a time.
Furthermore, it must be adapted to the political structure prevailing in different

countries, and a discussion of these specific problems would be most desirable.
2. -indugtrial engineering techniques

Agro-industry is characterized by the very close relationships in terms of
time, distance, economic interests and management between marketing and industrial
processing on the one hand and between processing and agricultural production on
the other. Such relationships constitute the most significant advantages of
the integrated process, yet to dorive maximum benefit appropriate techniques and
engineering must be applied.

It is an undisputed fact that in a fully integrated sugar-cane enterprise
agricultural production, harvesting activities and processing can be timed and
co~ordinated in such a manner as to engure minimum quantitative and qualitative
losses. In an efficiently integrated &3ro-industry, for cxample green peas can
be mechanically harvested, immediately chilled and transferred to the processing
line for canning or freezing within an hour and one half.

Furthermore, a fully integratod agro-industry clogely observes market
behaviour at all stages of the operation so as to be able to derive the greatest
long or short-term benefits. Consequently, particular importance is attached
to the discussion of appropriate techniques and the engineering approach to be
adopted in the distribution, processing and production sectors of agro—-industry.




3. Agro~industrial management

There are numerous management problems peculiar to agro=industrial
production, Special accounting systems are needed for the precige price
structures of each operation or group ¢ operations and f'r each management
unit in the production, processing and marketing sectors. .uch systars must
meet the requirements of the various participants in the integrated process,
contributing to the effectiveness of their contribution.

In most cases, profi.s are to be seen at the end of a long process, i.e.
on the markets themselves, nence the profit redigtribution gystems are very
new and hotly disputed on account of their importance to the individual
participants.

Other management problems should alsc be discussed, such aa:

- the establishment of common services in agro-industrial enterpriges;

- the position of quality control throughout the processing line:

- upgrading of participant ekills.

- private farmers and their co-operation with agro-industry:

- establishment of checklists und time schedules tnroughout

- the planning of talanced comprehensive 1nvestment programmes ;

- the introduction of computerized management systeme into agro-industrisl
enterprises.

4. &1&1&:1‘.& and rural develgg_mnt

This specific issue mhould be discussed at such a meeting because of ite
major influence upon the regional development of backward areas in need of
industrial and sgricultural assistance.

Particular benefit could be derived from the examination and disoussion of
the conflicting opinions held on the influence the establishment of integrated
agro-industrial enterprises hags upon-

- the raising of regional economic standards-
- labour intensity;
- the bankability of projected investments:

- time needed to materialize such projisctg;




———

- 12 -

- pre-investment and production costs;

- infrastructural requirements.
It would be 1interesting to compare the agro-industrial approach with the

traditional rural development schemes hcaded by the concept of agrarian reform
and colonization.

5 Agro-industry and the co-operative system

The co-operative system 1e going from strength to strength and has already |
been adopted by numerous developing countries as an organizational struoture for
the development of backward regions or new areas. ‘

In some Buropean countries and elsewhere, co-operatives were set up by
private farmers with a view to rationalizing production, providing their members
with low-priced inputs, and improving current distribution and marketing
systems. The movement developed into larger associations and co-operative
organisations, which in turn contributed significantly to the establishment of
their own independent industrial enterprises and distribution networks.

This stepwise integration can of course be planned as a single operation in
areas where a co~operative system is more desirable than other forms of integrated
agriculture.

Planning an agro-industry on a co-operative baais as a possible alternative
to ownership of the land by the industry or co-operation with private farmers
has specific features which are worthy of presentation in a case study.

+ 6. The gubstantial structure as a criteriop for agro-industrial planning

The technological process of an integrated agro-industry has a very specifio
structure which is normally subdivided into the following six levels:




Level 1

Level 2

Agricultural production k Tmports or
of vagetable crops 7K_.,.___...‘:‘Lnpu'cs frca industry

[

7

Fre-processing df basic crops, Animal
N storage ' * feedstuffs

; d
| /
e

Extractive agro-industry‘/

Animal husbandry, feeding lots, eto.‘

—

‘

W,
riitrimtion and marketing |
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A group of interesting problems arising from this gtructure could be

discussed and studicd. such as:

1. 1Is the stepwise development of an integrated structure such as this

possible?

2. At what levels should one start, 1 or 6, and under what circumstances

is it preferable to start at level 67

3., How are the different levels interrelated” Undoubtedly levels 1 and 2
have to be cstablished together and it is equally clear that capital

flow can be more easily obtained for investments at level 5 than level 3.

4. At what level should central planning and management be introduced?

T. Higher formg of miﬁnutgial integration

An agro-industrial system is often not largs enough to take over a whole
colonigzation programme, ostablish factories and national marketing networks or
to compete in foreign marke:s as a serious supplier and exporter. Furthermore,
the merging of agro-industrial enterprises with different social structures
and production programmes from difforent regions, raises numerous problems
which shou'd be investigated and discussed.

The organization, structure and joint services are particularly interesting
at this stage of integration. Moreover, this is the most suitable stage to
a@sviss the feasibility of establishing extension =urvices for agricultural or
process engineering; special export services for finished and semi=finished
products; a joint banking system or common input production facilities
(pesticides, repair and maintenance shop for agricultural equipment, etc.).

8. Co-operstion with developed countrios in the ficld of agro-industrial
development

Particular attention should be devo’.ed to the problems of estadblishing an
agro-industry in a developing country wi.h the assistance of a multi-national
company or a governmental agency in a developed country.




The developed countries are endcavouring to co-operate with developing

countriee in the field of agr - -=industry for many rvasons.

- raw materials are produced ~nly in the developing countrice;

- production is competitive as long s the wuee levels of the developing
countries are maintained,

- traditional tuchniques can be improved (e.g. refining of brown sugar),

- certain products are in increasingly short supply in world markeis.

It is remarkable that, despite the beef deficiency no major developed
country, except Japan, has made any serious attempt to organize meat production
8o as to close this gap. Apart from the low prices imposed upon the meat
producers on domestic markets, the lack of sanitary conditions and many other
reasons, one of the major obstacles would seem to be the social and political

structure peculiar to this branch (butchers, large ranches, small private farms,

etc.) which would have to be changed, prior 'o agro—industrial integration.

Te major multinational companies and/or importers of agro-products in the
advanced world would like to identify forms of co-operation which would overcome
all these obstacles. Such alternative forms would be smaller mixed companies in
neutral territories or standardized agreements on financial and technical

co=operation on the basis of royalties or other quantifiable systems.

9. Intmtional agenciep and agro-indugtrial development

The activities of international and national aguncies and their assistance
in the field of agro-industrial ddvelopment should be reviewed and discrepancies
in approach, planning and implematation identified in order to formulate a

oonoise policy and define actions which do not overlap or lead to duplication.

Such papers could be presented by agencies with tho greatest interest guch as
‘UNIDC’ in close co-operation with other interested national and international
organisations.









