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I. THE FOOD-PROCESSING INDUSTRIES: CURRENT SITUATION AND PROSPECTIVE ASPECTS

The food-processing industries bind together a very large number of manu-
facturing activities concerned with processing, preparing and packaging raw
materiais of plant, ilivestock and fishery origin fcr humar food and animal
feed.

The most complete readily available statistics on the food-processing
industries with a very wide international country-by-country coverspe are
those published by the United Nations.l/ These data fall under the heading
"Manufacture of Food, Beverage and Tobacco," a division of the United Nations
International Standard Industrial Classification of 4.1 Economic Activities
(1s1¢), major groups 311, 312 and 213. There are, thus, ten groups of food
manufacturers,2 four under beverage industriesé/ and one group covers animal

feed.

l/fearbook of Industrial Statistics, 1978 (United Natione Publication,
Sales No. E.10. XVII.10) Few York, 1930.

g/'I‘hey are as follows: slaughtering, preparing and preserving meat;
manufacture of dairy products; canning and preserving of fruits and vegetables;
canning, preserving and yrncessing of fish, crustacea and similar foods} manu-
facture of vegetable and animal oils ana fats; grain mill products; manufac-
ture of bakery products; sugar factories and refineries; manufacture of cocoa,
chocolate and sugar confectioneries; and manufacture of food products not
elsewhere classified. The latter includes, inter alia, eggs, spices and
coffee-~processed products,

éﬁThey are as follows: distilling, rectifying and blending spirits;
wine industries; malt liquers and malt; and soft drinks and carbonated water
industries.




It is to be stressed that this is a "classification of kinds of economic
activities and not a classification of goods....“é/ Hence, the statistical
data obtained from its application may in some tases be under-representative
of the utilization of individual primary food products, or may not permit the
ready and easy breaking down by individual processes or products within groups.
In the present study, maximum use is made of this data, and especially the
estimates of the size and geographic distribution of the global food-processing
industry. It is recognized, however, that while the data published in the

Yearbvook of Industrial Statistics are the most extensive and comprehensive

estimates available, substantial gaps exist in the present statistical material.
In fact, as noted in a recent United Nations studyyi/"there are no reliable
estimates of the vaiue of world output, value added, etc. for food-proces-
sing industries at levels most useful for this study, e.g., meat processing,
wheat milling, etc., wven though such data zre available for many industrialized
and some developing countries."

In future work it would therefore be desirable to be able tc obtain data
permitting to identify and quantify better than at present, inter alia, the
size of the industry, the types of processes it employs and its inputs, i.e.,
plant, livestock and fishery food products, and the outputs it supplies.
These and other aspects, e.g., packaging, should be considered so that develop-
ments could be monitored and expected needs of countries more carefully iden-
tified.
4. Current situation 6

With an estimated world value added of $US 227.5 billion in 1978 and a labour

force of 26.6 million, the food-processing industries hold a very important

part in many developed and developing countries' overall industrial base,

A/&nternational Standard Industrial Classification of All Economic
Activities (United Nations publication, Sales No. E.68.XVII.3) Series M.4, Rev.2,
New York, 1963.

5/United Nations Centre on Transnational Corporations, 'Transnational
Corporations in Food and Beverage Processing,” United Nations, Naw York,

1981, p.3 .

é/&n 1977 the estimated world output of processed “rod aza beverages
(obtained npdating the 1975 data provided by the United Nations Centre on Trans-
national Corporations, ibid., pr 5 and Technical Annex 1) was $US 741 billion.




and econcmy as a whole, as illustrated in Table 1$L

In fact, although the size of the industry in absolute terms varies widely
from country %o country, i.e., Cepending on the basic agricultural resources
available and the diversification achieved in national industrial production,
in practically all camses food manufacturing is a leading industrial sector.
Thus, as stressed by anOECD study, "in seven industrialized countries, includ-

ing the United Kingdom of Great Britain and Northern Ireland and the United

States of America, the sector's contribution to the value of industrial pro-
ducticn was greater in 1978 than in the case of imdusiries belonging to the
transport equipment sector that is nonetheless of prime importance in the

ma jority of OECD member countries.“g/

Admitiedly the relative importance of food processing diminishes with
industrialization, but in several countries the food-processing industries
have yet considerable potential for growth both in relative importance and
in absolute size. Thise is particularly the case of most developing countries
where for several decades to ccme food-vrocessing industries are likely to
remain the largest singles industrial sector.gl In fact, the food and beverage
industry, though declining ra2latively, remains a key sector in all countries,
as shown by the ratio of the value added by it to that added in total manu-~
facturing.lg/ On the 1573-1977 average, as indicated in Table 2, 10 per cent
of the global value addeil by all manufacturing activities in the developed

lﬂrhese data should be irterpreted as indicating only orders of magnitude
and directions of change since in some cases they are not strictly comparable
between countries and the compariscas may be influenced by the years chosen
in so far as there are cyclical and year-to-year fluctuations in the variables.

é/Organization for Economic Co-operation and Development, Impact of
Multinational Enterprises on National Scientific and Technical Capacities,
Food Industry, Paris, 1979, p. 32.

S
J/E.A. Asselbergs, Situation and Prospects of the World Food-Processing
Industry, Food and Agriculture Organization, Rome, 1972, p. 13.

19/&8 generally reported in United Nations industrial statistice, value
added can be aefined as the current value of gross ocutput less the cost of
materials, fuels and other supplies consumed, services purchases and work con-
tracted out, evaluated at approximate factor cost or market prices.




Table 4- . n> yorl: no4 nroc2osict liusiyy
Average arnual
C Share within manufacturing E/ growth rate of
Value added industries in 1970 and 1978 Employment value added
(109 $Us) (Percentage) (Phousands of workers) (Percentagu)
Area 1970 1978 1970 11978 1970 1977 1970 - 1978
World 167.5 227.5 13 13 22,23%0.2 26,587.3 4.0
Narket sconomy
developed countries 103.2 133.2 12 10 8,631.7 8,717.2 3.7
Developing oountriet’/ 23.5 35.8 23 22 9,350.1 13,214.9 6.2
Africa 1.2 2.6 24 25 860.6  1,149.3 1.7 N
Latin America 13.1 17.9 - 21 19 1,878.9 2,546.4 4.6 !
)
psia?/ 9.2 15.3 25 22 6,610.6  9,519.2 7.5
Centrally planned
countries 40.8 58.5 16 13 4,248.4 4,655.2 4.6

Source: Caloulated from figures in the United Nations, Yearbock of Industrisl Statistics, Vol. I., 1978,
New Jork, 1980 and other data supplied by the United Nations Statistical Office, “New York.

U
%/ Market economy countries only
I
LY Exoluding Iesrael and Japan
y World totals do not consider China and the other Asian centrally planned developing economies.




Table p. Value added in agriculture, manufacturing and food orocessing, 1961-1965 and 1973-1977

te: The data in the table understate the share of the develoring countries and overstate slightly that of the

opel ocountries deocause the number of the former countries not supplying statistical data is larger than that
But the relative order of magnitude of developing industry in the world total is not likely to change
apypreciably even if the data were ad justed.
amd their ocontribution to the world food industry is small.
bve oomsidered as fairly representative,

of the latter,

Value aidded Jrowth rates: A. Total; B. Arnual Ratios

Groups of Years ' Food and _ . Fsod and  Foul/ ;?Oa/

csountries Agriculture Manufacturing Ybevarages  Agriculture Manufacturing Ybeverages Agri- %;nu—

(villion 1975 US dollars) (Percentage) ::i; tu;T;;

~ “Market economy 1961-1965 158.8 726.2 88.5 A. 120.0 173.0 154.09 0.557 0.122

countries 1973-1977  *30.5 1,254.9 137.1 {B- 1.5 4.7 3.7 072¢ 0205

Centrally planned 1961-1965  108.4 145.7 26.0 (Ch. 119.0 266.0 194.09 0.24C  0.178

7 econonies 1973-1977 129.3 387.8 50.6 {B. 1.5 8.5 :.7_) 0.¥1 0.130
- Developing
countrios

Higher inocome 1961-1965 24.9 37.2 6.9 A. 147.0 213.0 168,07 €.277 0.185

1973-1977 36.8 79.2 11.6 {B. 3.2 6.5 4.4} 0.315  0.246

Nedium inocome 1961-1965 32.1 17.6 5.1 (CA. 151,0 213.0 174,07 2.1  C.:30

1973-1977 48.5 37.5 8.9 {B. 3.5 6.5 4.7} 0.182  0.237

Lowsr indome 1961-1965 40.5 13.5 1.6 (A. 131.0 126.0 150.09 0.035  0.119

1973-1977 53,1 17.0 2.4 EB. 2.3 1.9 3.4% 0.04% 0,141

411 developing 1961-1965 97.5 68.3 13.5 {A. 142.0 1906.0 170.09 O0.lsc  0.198

oountries 19731977 138.4 133.6 23.0 (3. 3.0 5.8 4.5} 0.166 0,172

Source: The Data Base of the Regional and Country Studies Branch, Division for Industrial Studies, UNIDO.

The non-reporting developing countries are mostly very low-income countries
The sample includes sixty developing countries and should
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market economy countries1—1—/ orizinsted in the food and veverage sector. 1In
ihe cenirally planndd sconcmy courtriests it was alightly higher (13 per
cent). In a sample of 60 develcping countrieeg/ for which industrial value
added fjgures are available, it varied greatly from cne income sub-group to
another; for the group as a whole it was 27 per cent. In Africa il was very
high, amounting to 25 per cent, thus occupying a large share ¢ the tiny all-
manufacturing sector.

In the developing countries as a whole and particularly in the poorest
among them, food processing—though with some exceptions—has remained at
low levels and has seriously lagged behind that of the developed countries.
A salient feature of the mentioned sample of 60 developing countries ¥s, in
fact, the small value added in food processing. Another salient feature is
the food-processing industiry's stagnation at a dismally low level in the
poorest developing countries, i.e., the group of countries representing the
largest share of the world's population.w

The food-processing industry is, thus, geographically maldistributed.
In 1978, as indicated in Table 1, developed market (58 per cent) and cen-
trally planned economies (26 per cent) economies taken tcrether had more
than 84 per cent of world fcod and beverage processing. The 60 developing
countries included in the sample accounted, instead, for about 16 per cent
only of the aggregate value added in food and beverage processing. There-
fore, as indicated in Table 3, the first positions in the ranking by country

ll/ Australia; Austriaj Belgiumj Canada; Denmark; Finlandj Francej
Germany, Federal Republic ofj Greecej Ireland; Israelj Italyy Japanj Lux-
embourgs Malta, Mauritiusy Netherlandsy New Zezland; Norway; Portugalj South
Africa; 8pain; Sweden; Switzerland; United Kingdon of Great Britain anrd
Northern Ireland and the United States of America.

[a) .
-1—‘-/ Bulgaria; Czechoslovakia; German Democratic Republic; Hungary;
Poland; Romania; and the Union of Soviet Socialist Republics.

13/1atin imerica (Argentina, Barbados, Brasil, Chile, Colombis, Dominican
Republic, Ecuador, Guyara, Haiti, Hondurss, Jamaica, Mexico, Nicaragua, Panama,
Paraguay, Peru, Puerto Rico, Trinided and Tobago, Urugway, Venesusla); Africa
(Algeria, Angula, Central African Republic, Congo, Egypt, Ethiopia, Ghana,
Ivory Coast, Kenya, Nadagascar, Nosambique, Nigeria, Rwanda, Senegnl, Sierra
Leone, Sudan, Tunisia, Uganda, United Republic of Cameroon, United Republic of
Tansania, Zaire, Zimbabwe and Zambia); South Asia (Burma, Cyprus, Democratic
Kampuchea, India, Indonesia, Iran, Iraq, Pakistan, Philippines, Ssudi Arabia,
Singapors, Sri Lanks, Syria, Thailand and Turkey}; East Asia (Republic of Korea);
Oceania (riji).

1-4/ This dismel finding is partly explained with the small growth rate of
agriocultural production that amounted to 2.3 per cemt per year (in terms of gross
output), for which per head food production declined. However. at the same time,
focd processing inoreceed slightly (3.4 per nent per year) probably because of
increased imports and increased services deminded by the growing urban sector.




Table 3.

-7 -

Share of major producers in the
world food processin~ industry - value added
(1977)

Country Perccntage
United States of America 23..
USSR 17.5
Japan 7.2
France 6.2
Germany, Federal Republic of 5.8
United Kingdom 4.6
Cerman Democratic Republic .2.7
Canada 2.4
Brazil 2.3
Italy 2.2
Netherlands 1.4
Spain 1.4
Mexico 1.3
Australia 1.3
Belgium 1.2
Bulgaria 1.1
Switzerland 1.0

Base, UNIDO.

Source: Repinnal and Country Studies Branch Data




in the growth of value added in food manufacturing ir 1365-1977 are held by

the market economy countries and, to a iesser exient, by the centraliy-planned
economies. In particulzr, as of 1377, ‘he world's largest producers—see Table
3——were, in order of magnitude, the Uaited States of America (23.9 per cent of
total value added in food processing), the Union of Soviet Socialist Republics
(17.5 per cent), Japan (7.2 per cent) France (6.2 per cent), the Federal Repub-
lic of Germany (5.8 per cent), the United Kingdom of Great Britain and Northern
Ireland (4.6 per cent), the German Democratic Rspublic (2.7 per cent), Canada
(2.4 per cent), Brazil (2.3 per cent), Italy (2.2 per cent), tbe Netheriands
(1.4 per cent), Spain (1.4 per cent), Mexico (1.3 per cent), Australia (1.3
per cent), Belgium (1.2 per cemt), Bulgaria (1.1 per cent), and Switzeriand

(1 per cent). Together, these countries accounted for 83.5 per cent of the
total. Among these countries the emergence of Brazil has been the most =pec-

tacular.

1. Production
These general trends in production conceal wide cdifferences in the per-
formances of individual countries and sub-sectors. In order to better identify

these variations, data was compiled for production in physical units (thousand
metric tons) over tha period 1970-1977 and more recent years, wherever posnible.

Thus, among ma jor meat products (pork, poultry, beef and veal), the bulk of

the output appears concentrated in a very few countries (Argentina, Brazil,
China, the Union er Soviet Socizlist Republics and the United States of America).
The meat-processing industry is chiefly important for pork, which is the raw
material for the manufacturs of bacon, ham, sausage3 and la.rd.1 Thic indus-
try represents more than 9 million tons of products a yaar,lé/ with high growth
rates (see Table 4). The share of the developing countries is only about 10

per cent in this sector, but the prospects are not negligible in countries

where no religicus or other injuncticns limit the conswwotion of these products,
because of the extensive possibilities for raising pigs and the good processing
coefficient of pork, which makes it possible to produce at relatively low

cost. Canned meat ies also chiefly the product of the industrialized coun-

1§/Lard is classified in the fats industry. Production of lard was
3.9 million tons in 1977.

1§/Since figures for the United States of America were not available,
the production of pork-butchery products (ham, etc.) and sausages is greatly
urderestimated. ‘




Table 4. Principal branches of the world food-processing industry

Production Average Annual Share of Developing
Branch (thousands of tons) Growth Rate countries
(percentage) (percentage)
- 1970 1977 - 19701977 1870 1971
Neat processing
Bacon, bam, eto. 1 425 1 549 1.0 3.3 8/ 3.8
Sausages b/ 2 758 4 109 5.8 29.4 30.3
lard 3 627 3 941 1.1 20.8 28.5
Neat premerves 1 705 2 113 2.9 5.1 5.5
Dairy prodicts g/
Cheese b A7 10 484 2.7 30 14
Butter 5 949 6 972 2.0 21 22
Condensed Vilk 4 618 4 59 ~0.1 14.5 18
Dried Nilk 3 851 5 725 5.1 5 1
Cereals .
Wheat flour 121 424 130 444 1.0 29 18
Nacaroni and noodle products 5 956 T )16 2.9 12 16
Bread 4/ _ 48 293 50 979 0.7 n.a. n.a.
Biscuite ¢/ £/ 3 888 4 900 3.4 16 20
Oilseeds ,c_/
Pala cernels 1 309 1 542 2.4 100 100
Ccoounuts 25 844 34 649 4.3 100 100
Sesame seeds 2 196 1 974 -1.5 100 100
Castor beans 807 921 1.9 92 92
Groundnuts 16 887 18 877 1.6 90 88
Safflowar seeds 885 g/ 1 101 3.2 70 8/ 75
Cotton seeds 21 7638 24 396 1.6 60 59
Rape seeds 6 673 10 186 6.2 46 35
4.2
Soyabeans 53 024 80 232 6.1 32 35
Olives T 493 9 345 3.2 20 27
Sunflower 9 902 12 705 3.6 18 19




Table 4. Princi al branches of the world food-processing indusiry, continued

Production Average Annual Share of Developing
Branch (thousands of tons) Growth Rate countries
(percentage) (percontage)
1970 1911 1970-1977 1970 19717

Fishery Produocts
Fresh, refrigerated and 6 470 8 130 3.3 3 b/ 10
frosen fish

Dried, salted and smoked fish 3 150 3 240 O.é 38 34
Frosen and dried crustaceans 730 1 140 6. 46 52
Canned fish and crustaceans 3 790 4 570 2.7 13 14
Oils and Fats 1 250 1 10C -1.8 29 20
Neals 5 540 4 440 =3.1 49 28
Fruit and vegetable processing
Jams 1 506 1 643 1.3 9.2 17.0
Concentrated fruit and
vegetable juioces h/ a2 Na B n. 3. Na&. n.a.
Canned fruit 5123 5 088 -0.1 9.0 10.0
Canned vegetables 11 253 14 137 3.3 2.¢ 3.6
Deep frosen vegetables h/ 2 873 4 380 6.1 Nn.a. n.a.
industr
Raw centrifugal sugar T1 292 86 960 2.9 54 55
Refined sugmr 47 654 57 060 2.6 25 27
Chocolate industry o/ 3 758 4 770 3.5 n.a. n.a.

Coffes and ooffee products c/

Coffes extracts, essencs 193 288 5.8 35 36
and conoentrates




Table 4. Principal branches of the world food-processing industry, continued

Production Average Annual S$hare of Developing

(thousands of tons) Growth Rate countries

Branch (percentage) (percentage)

1970 1977 1970-1977 1970 1977

Beverage indusiry

Wine 30 500 28 641 -0.8 13 12
Beer 64 310 79 461 3.1 12 15
Malt 5 864 8 397 53 .o .o
Distilled alooholic beverages j/ 4 097 5 400 4.0 21 27
Soft drinks j/ 27 158 37 060 4.5 29 30
Mineral water j/ 9 074 12 730 5.0 9 6

Sources: Calculated from figures in United Nations, Yearbook of Industrial Statistics 1977, Vol. 1 and 2, Yearbook

of Industrial Statistics 1978, Vol. 1, Food and Agriculture Organization of the United Nationa, FAO Production Yearbook 1972,

Vol. 26, FAO Trade Yearbook 1975, Vol. 29, FAO Trade Yearbook 1978, Vol. 32, FAO Production Yearbook 19]8, Voi. 32, FAO

Yearbook of Fishery Statistics 1977, Vol. 45

a/ Partly estimates.
Figures exclude the United States of America and several other major countries,
Pigures are for the years 1970 and 1978,

Figures for the Unites States of America are rnot available.

Estimate for Japan.

Figures refer to 1971.

Very approximate estimates.

No reliable data are available.

Partially available data, figures for major producer countries are missing.

"\‘\'('{QQ'{‘&'\K’

Figures for the United States of America, France and several other courtries are rot available.

3 T




tries, because ‘he share of the developing countries in production is

only about 5.5 per cent. ILivestock slaughtering and meat packing

arnd distribution is carried out under uneccnomic and unsanitary ccnditions in
the poorest regions of most of the more advanced as well 2s most of the poorest
developing countries. This results in the incomplete utilization of the
edible parts of the arimal carcass and offalls and in the loss of a large

part of the by-products. However, the food-processing meat inaustry of the
Latin American region produces about 20 per cent of the world's trade in

beef; in addi*ion, there is also much processing into corned beef and other
meat products mostly for export purposes.1—7j

The major processed dairy products——aside from pasteurized milk (for

which no figures are available)—are cheese, butter, condensed and dried milk
ap described in Table 4. In spite of some reasonably successful programmes
in India, Kenya, Mexico and Nigeria, in most other developing countries the
situation for milk supplies is poor and getting worse. There are several
reasons. The gerious drought in the Sahel region of Africa and flooding in
Bangladesh affected these areas. The major deterrents, however, have been
the direct effect cf government policies, e.g., making prices unatiractive

to investors, and the indirect effect of the rise in fuel cos¢s. Thus, also
because of the low yield per farm, the cost of 3etting up 2 milk aseembly

for processing and distribution is very high. To process the milk to dry
powder form during surplus or high producticn periods and to store for re-
constituting in low production periods requires large capital investments.
Similarly, the marketing of safe milk for consumers requires many supportirg
services—processing planta storage facilities and outlets——because of the
r=zid deterioration of mi . Wwara climates;lé/ Where the distances between
the areas of production amu wisiribution centres ias gruat, coliection points
with cooling units, refrigerated transport and rasteurizing plants are re-
quired. These are all high in capital costs that are too great to be borne .
by the many small producers. Hence, while a large portion of the milk (which

-1-7-/A. Valdads and G. Nores, Growth Potential of the Beef Sector in latin
America: Survey of Issues and Policies, International Food Policy Research
Institute, Washington, D.C., 1973, p.

1—§/R.E. McDowell,"State of the Dairy Industry in Warm Climates of Less
Developed Countries,' World Agriculture, Paria, January 1981, p. 11-12,
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could be available) is unavailable milk and milk products are relative luxuries
in developing cm.m‘l:ri.ea.‘|

A new type of dairy industry is, however, emerging in the developing
countries. This involves the local production of re—constituted evaporated milk
using isports of skim milk powdsr and butter oil. These are reconstituted
together, homogenized, canned and sterilized. The preiuct, when properly
prepared, is quite indistingnishable from that made by evaporating liquid milk.
A considerarle advantage of the use of separated milk powder over whole milk
powder is that it lLias a much better storage life and does not need cold stor-
age conditions. In Ghana, for example, the very large market for evaporated
milk is now supplied in this way. Thus, although there are e*ill heavy imports
of evaporated milk in the developing countries, this is an area where the
development of the food-processing industry might be considerab.e. Another
possibility is the production of "vegetable milks™ prepared from vegetable
fats {coconut oil, for example) and proteins (soya, grouninats),-z-g-/ emulsi-
fiers and stabilisers. Milk and eggs are also increasingly being replaced
by vegetable protein and lactoserum in the industrialized countries for making
bread, pastry amd choco.ite, because these products have better properties
than conventional products for the industry.

Among the main sub-sectors of the cereals industry, wheat flour (see

Table 4) ie one of the most important food products in terms of basic needs
satisfaction and in total volume. About 130 million metric tons were pro-
duced in 1977 (about half of this by Italy, 'the Union of Soviet Socialist
Republics and the United States of America), but this was only 7.4 per cent
greater than 1970 production. In comparison world population g-ew 14.2 per
cent, so that per capita availability of wheat flour has been dropping.
Wheat flour is used mainly in bread-making and in other flour confectionery
processes. For bread-maki. g, most developing countries have to rely on costly
(hard) wheat imports from temperate countries. Flour mills have, therefore,
been set up at the ports where the wheat is imported. Bread is an extemsive
processing indusiry with botk large, automated plants and small bakeries
with very littie machinery. The need to replace some of the imported flour

12/111 India, for exnmple, ghee (clarified butter) is twice the price of
its substitute based on vegetable o0ils, vanaspati.

29/ Keith H. Steinkraus, "Guideline for the Productior of Sovbean Milk and
Soybean Curd at the Viilage level," Food and Nutrition Bulletin, Vol. 2, Fo. 2,
P. 29.
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by non—wheat flours is increasingly recognized by several developing countries.
Tke food-processing potential of secondary cereals (especially of sorghum and
millet) is still largely unexplored, although research on this subject has
established that it is commercially possible to incorporate into flour for
breadmaking (as well as for biscuits, pasta and beer) up to 30 per cent of
non-wheat flours.gl/ Although not a cereal, the food processing potential
of the cassava tuber is alsc promising.gg/ For instance, with regard to the
production of gari, a carbohyrate staplie food that now can be done by special
machine.gé/ The d2velopment of breadmaking production in the developing
countries is subject to the following major constraints: an uncertain supply
position, storage problems (because grain stocks are badiy attacked by insects
and rodent pests), new milling techniques, the marketing against products
made (under better conditions) in the developed countries. However, in most
cases, the equipment is available locally; heat energy is supplied often by
burning wood and the ingredients other than flour—yeast, sugar, salt, editle
oils--are available locally or by import. Still in its early stages, with
the possible exception of the Latin Americe— regions, is the production of
secordary products, e.g., starch, corn oil, corn syrups, glucose, now becoming
increasingly important for the fcod-processing industry as well as for the
chemical industry. In this respect, rather than exporting "cassava chips"
for processing abroad, there is, for example, scope for the production of
starch from dried cassava tubers.

Among cereals in the developing world, rice milling is probably the
largest single food processing industry, especially for the vast populations

of Bastern Asia where most of the mee output of rice is produced. The

products of milling are typically about half the original paddy weight as whole

gl/G.R. Howat, Global Preparatory Meeting for a Consultation or the Food-
Processing Industry, UNIDO/EX.60, Vienna, &-12 January 1979, p. 30.

gg/Knoun also as manioc, mandioca, yuca and tapioca in various parts of
the world.

g--3-/(."3.:*1 is exclusively a West African foodstuff. It is estimated that
more than 70 per cent of Nigeria's anmual output of cassava is processed into
gari, which ranks as the most important staple food in parts of the country,
contributing in some southern and coastal districts an estimated 60 per cent
of the people's total daily intake of calories. Cristopher G, Baron (edited by),

Technology Emplo and Basic Needs In Food Processing In Developing Countries,
Pergamon Press, 135%, pP.101,
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kernels, 10-20 per cent as broken kernels, 10 per cent as bran,gi/ and the
remaining 25 per cent or so as husk. Further preocessing of milled rice can
lead to the manufacture of rice starch. This has variouc rood uses and nor-
mally the broken grains are used in its manufacture. A more recent develop-
ment is ihe use of broken rice grains for treatment to produce liquid glucose
syrups. Some of this processing is done in the rice-producing countries, but
a lot of broken rice is exported to Japan for this purpose. The development
. of the rice-procassing industry by the multi-stage millsgi/;nd for secondary

rroducts (such as glucose syrups) faces the following major constraints:

(1) lack cf entrepreneurs willing and able to purchase the mills and install
them, (2) an uncertain supply situztion, because farmers are unwilling to
carry paddy to distant mills, (3) high energy consumption, although some heat
energy can subsequently be obtained frem the hulls, (4) difficulty in matching
some types of multi-stage milis for ihe HYV rice because of the shape of the
grain.

The oilseeds and oilseed products sector has already attained the Lima

target of 25 per cent of world production located in developing countries.
The aim, thcrefore, is to expand their share as much as possible—up to 50
per cent of wer.d output should derive from developing ~cuntries by 2000-—
according to some predictions. There are many varieties of oilseed, and
many products that can ve manufactured from them. The dominant oilseed,

however, is sovabean, which in 9970 and 1973 accounted for 30 per cent and

35 per cent of total oilseed production by volume. Other items of imperiance
include ..conuts, cotionseed, grcunanuts, sunflower and rape seed (see Table
4). The processing of oilsceds gives twh typee of proaucts: vegetable oile
and fate, and cilmeal. Soyabean again dominates oils and fats, with 22 per

cent of total wolume in 1978; and also oilcakes and meals with 64 per cent in

EA/Rice bran is petentially highly rtritious, containing both the oily
germ and varying proportions of the vitamin containing seed-zoating, put it
needs further treatment to be of value as a human foodstuff. A% present much
of it is used as animal feed, though the o0il is extracted tc some extent in
Japan and the United States of America. It is estimated that the rice-bran
0il could contribute more thaan 5 kilograms of edible o0il annually %o the diet
of each of the world*'s rice—eaters. But it the processing of the bran does
not take place immediately after its separation, ths oil is rapidly degradec
due to the activity of enzymes present in the bran,

22/Hith the introduction of muiti-stage mills, it is posrible to obtain
a yield from paddy up t» 70 per cent. In addition they separate the bran and
the hulls, which can be used for heat energy in the mill.
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in 1978. The scope for more extensive and intengive processing of oilseeds

in developing countries is considerable, largely due to the fact that develop-
ing countries themselves can provide most of the ircrease in anticipated demand
as well as supply. The major issue of importance for the production of oil-
seeds are: the high degree of geographical conceniration; the dominance of
sayabean; an increasing substitution beiween vegetable oils. Soyabean is a
typical case of high geographical concentration, because the United States

of America is by far tke dominant producsr (62 per cent of the total produc-
tion in 1978). Similarly, Canada is the world's leading producer of rapeseed,
India of groundmuts, Malaysia of palm 0il, the Philippines of copra, the Union
of Soviet Socialist Republics of sunflower seed, and the USSR, the United
States and China of cottonseed. The dominance of the world's leading pro-
ducers is, however, increasingly challenged. Argentina and Brazil, in par-
ticular, have made great efforts to erode the near monopoly held by the United
States in the field of soyebeans. Thus, by 1978, Argentina and Brazil have
increased the developing countries' stake in soyabean-o0il productiom to 21.1
per cent (in respect of 1.5 per cent only in the mid-1960s ). Moreover, their
diversification efforts have not stopped here. By planting many hectares to
sunflower, these two countries plan to attack the other quasi-monopoly held
by the centrally planned economies, that produce two-thirds of all sunflower
0oil in 1978. Meanwhile, the Ivory Coast is straining to catch up with the
big producers of palm oil(Malaysia and Indonesia) and of copra Ehilippines). The
oil palm—which yields two types of 0il, palm oil (from the fleskLy part ol the
fruit ) and palm-kernel oil—ia, in fact, very profitable and gives

the highest 0il yield per hectare. In thic respect, the dominance

of soyabean oil is also challenged by the expansior of the palm oil industry
in Nalaysia, which now contributes more than 10 per cent of the world's edible
oil market. In fact, the olein fraction obtained with new technological pro-
cesses, which fractionate the palm 0il into the solid portion, stearin, and
the liquid portion, olein, has recently been introduced in U.S. margarines in
larger quantities and has become a close substitute for soya bean oil for use
in margarine and cooking 011.36-/ Modern technology thus enables manufacturers
to substitute one oil for arother, and the demand for a particular oil can be
affected, since it is inevitable that manufacturers will select the cheapest
and most readily available cil for using in blended product. This is a par-

36-/ N. Varmakulasingam, Study on the Fats and Oils Situation in Nalaysia,
|UFIDO/APCC /C.3/80, 25 September 1980, p. 22.




ticular problem for many of the developing countries because of the concen—

tration of a single product on which the oil-seed economy is based and the
limitation of their stock and storags capacities to keep reserves against
rapid changes i the prices of various oils.

The manufa-ture of ojilcakes represents the world's major source of indus-

trial protein for the animal-feed industry. The pattern of oilcake produc-

tion reflects thai of oilseeds with soyabean largely dominant in the

global supply position with ite low oil, high cake content compared

with most other oilseeds. The bulk of the remainirng production is accounted
for by cottonseed, groundnuts, rapeseed, sunflowerseed and copra. Linseed,
palm kernel, sesameseed and safflowerseed are of relatively minor importance.
Developing countries produce only 27 per cent of world oilcake supplies (in
mactual"® tema).g/ This compares with respective figures for the developed
countries of 49 per cent and for the centrally plamned countries of 24 per
cent. These figures emphasize not only the role of factors converting oilseeds
tc oilcakes, but also the flow of oilseeds from developing countries for crush-
ing mainly in developel countries. However, although the United States is
still dominant (44 per cent of the world total in 1977), Brazil has also suc-
ceeded in raising considerably its share (13 per cent of the world total in
1977) of world production. It is thus these two countries that largely
influence the trends within country groupings of world oilcake production.
Although developing countries already process a high proportion of their oil-
seed production, there remains enormous scope for expansion, especially through
improvement of oilseed processing methods that would not only increase oil-
extraction rates, but would also improve the quality of the oilcakes produced.
For example, oilcakes with a high residual 0il content have poor keeping
qualities, can have an adverse effect upon livestock performance and represent

a waste of often much needed vegstable oil. A very high percentage of develop-
ing countries oould, in particular, benefit from improved techniques. This

2—7/’!‘116 level of oilcake production is estimated by taking into account
ag far as possible the crushing and extraction rates "actually" attained and
also makes allowance for any export/ilport of oilseeds available for crushing.
In addition, this calculation makes allowance for oilceed /cake stock changes
and estimates tend therefore to be more representative of the output of domes-
tic oilseed crushing industries,




need not necessarily be associated with more sophisticated procussing tech-
niques. Modern mechanical and chemical processing methods are now surprisingly
widespread, but they are often associated with lower productivity parameters
than in developed countries. The reasons for this situation are many but can
be summarized by saying that the emphasis in development programmes (often
funded by internatiocnal aid prograsmes) has tended to be on the establishment
cf an industry per se without sufficient though* or sufficient resources being
allocated to ensuring the contimuation of the operational aspects of the indus-
try. The result is that industries in many developing countries are often
characterized by underutilized capacity or a relatively poor level performancse.
The spucific reasons often relate to the scarcity ol managerial or technical
expertise, a lack of working capital for spare parts, etc., and eventually an
inability to finance the replacement of aging equipment. A change of emphasis
in development programmes towards the improvement or upgrading of existing pro-
cesging facilities could have a major impact on the oileeal processing indus-
try in many developing countries by both increasing absolute output and the
quality of the end products.

Although production data for world fisheries are incomplete and do not
agree well,géfit is estimated that about 70 per cent of the world fish catch
(70 million tons) goes to the industry. Of that total 23 mill_on tons (47
per cent) were used in 1,77 (see Table 4) for the mamufacture of fruien fish,
canned fish, and dried or smoked products; the remainder went to the meals
or fats industry. Large-scale fishing of the oceans is virtually confined to
the developed countries, especially Japan and the USSR, which employ sophis-
ticated and expensive technology in their long-range fishing fleets., Impor-
tant exceptions include some developing countries, e.g., the Republic of Korea
increasingly equipped with processing large tonnage facilities. Over the
period 1970-1977, with the exception of frozen fish and crustaceans, the
share of develcping countries has markedly decrease., especially for the
meals and fats industry (mainly because of the much reduced anchoveta catches
in Chile and Peru). However, the principle of 200 mile exclusive economic
sones (EEZs), established by the United Nations Conference on the law of the
Sea, will provide new opportunities for coastal states to develop fish

Q/ The difference between the United Nations figures and tanse of FAO

are as much as 1:2.




rasources, gain more control over the income generated by the fish industry

and respond to the urgert need for conservation, e.g., by way of joint ventures
with foreign collsboration in deep sea fishing, as well as in further prcces-
sing. T.is is particularly important in certain areas (the deep sea area
around the Indian coast, West Africa, etc.),with large and rich fishing
grourds, and in certain sub-sectors, e.g.,tropical tuna, where developing
countries claim a greater share of the fishing irﬂustry.gz/ Fish farming,
using lakes and ponds with locally available technology,;g/ can also pro-
vide a valuable additional source for the development of fish processing in
the developing countries, especially if pilot projects~—~intended as part of
integrated schemes—are successful.

Divided into several segmer's, fruit and vegetables are another important
field of food-procassing. The United States of America and most of the other
developed countries are by far the largest producers especially in the pro-

cessing of vegetables that increased more rapidly than that of fruits. A few
developing countries, have, however, rapidly emerged. Thus, in the fruit
sector, the output of frozen concentrated orange juice, which is the main
processed item and is produced in developing countries, mostly in Brazil,
reached 460,000 tons in 1979/1980, overtaking Florida as the largest world
producing area. Similarly, the processing of other fruit are expected to con-
tinue their expanding trend. This is particularly the case of canned pine-
apple (especially in the Philippines and in Thailand), of frozen strawberries
(especially in Mexico), as well as of delicious and rich in rutrients fruit
juices made of pineapples, oranges, guavas, lime, papaws, mangoes, etc. The
processing industry has been most successful in supplying products for the
domestic market requiring the least packaging, e.g., banana and guava pastes,
or in supplying concentrates for export, e.g., oranges, where again the cost
of packaging is a small percentags of product value. It has been least success-
ful in the export of processed fruits in consumer size packaging. In fact,

the availability and cost of appr~priate packaging is the ma jor single obstacle

-22/Lnn Soott,™'he Third World Reclaims Tuna," South, December 1980, p.

}-(ySa.ni D. Macabalang,"How to Multiply Your Profits by Raising Pish in
Captivity,"” Small Industry Journal, Institute for Small-scale Industries,
University of the Philippines, October /December 1980, p.
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preventing the fruit and vegetable industry from taking off to its full poten-
tial in the developing countries. The crucial importance of this cost item

to the industry's development is due to the fact that retail-size packaging
costs—nmetal cans, labels and cardboard boxes—make up between 40 and 50 per
cent of the ex~factcry costs; then, they are more important than raw material
input prices in determining the competitiveness of a country's fruit-processing
industry.3—1/ Fruit input costs are another obsticle in the way of a modern
fruit-processing sector in the developing countries. Owing to the low yields
per hectare fruit input costs are often too high by international standards

and in some cases the price paid by plants for the fresh product input is
considered unremunerative by farmers. This is, of course, a problem not
limited te fruit and vegetable processing, bui related to the general con-
ditions of production in developing countries.y A further important ob-
stacle is the high cost of transport in gemeral, both inland and for exports.
Firally, there is a compromise to be studied in each cas=s between the fraction
of production that can be marketed fresh and the fraction that will be processed,
particularly from the point of view of energy (transport, storage and packing).
The developing countries' share in the world sugar industry in 1977 was 55 per

cent for raw centrifugal sugar, and 27 per cent for refined sugar. The latter
figure may be explained by two factors: the consumption of raw sugar in many
developing couniries and the import of raw sugar for refining in industrialized
countries without beet-growing areas. In fact, refining takes place mostly

in importing countries, while the extraction of raw sugar is concentrated near
the cenires of production of cane or beet. International sugar price fluctua-
tions have had an impact on processing capacity expansion, the high world mar-
ket prices of 1974-1975 generating a widespread effort to expand production

-3—1/ OECD Development Centre, Tropical Fruit-Processing Industiries, Paris,
1976' ppso 199‘2&.

3—2/’1'110 industry's crief problem is undoubtedly relations with agricul-
ture, which must be extcumely close because of the great delicacy and perish-
ability of the products. It is essential that the factory hes its own produc-
tion area. The farmers associated with the factory must be carefully managed
and must grow varieties that are suitable for the processing their products
will undergo. This is particularly important for the fruit industry because
of the interval that elapses between the planting of an orchard and the time
it starts producing.
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and processing. However, as a result of low prices and unfavourable market
prospects since August 1976, expansion plans have been reviewed and pro jects

for new mills cancelled or altered. In addition to a tendency towards increased
self-sufficiency in the developed countries, demand fur imports is falling
because of increasing concern in medical and political quarters in the OECD !
countries about nutritional imbalances resulting from excessive consumption

of refined sugar. Hidden consumption of sugar in soft drinks, biscuits, con-
fectionery and pasiry products is today receiving much publicity. Another
factor potentially limiting sugar processing is the increasing competition

from nther sweeteners, especially high fructose corn syrup.él/ Since the

fiscal year 1977/1978, sugar consumption in the United States of America has
declined largely because of the inroads of this sweetener into “he sugar mar-

ket. It has to be stressed, moreover, that sugar factories are gemuine heavy

induetries that many countries in the developing world are unable to acquire

at present. Research on limiting the size of these complexes is in progress ;
and the methods envisaged include the following: a return to plants having a
capacity of 800 to 1,200 tons of cane a day (the prevailing levels during
the Second World War), while at the same time benefiting by the achievements
of modern technology and the design of mini-sugar works that promote the
development of traditional Indi n technology with even lower capacities
(approximately 600 tons of cane a day). Another line of research consists

in making better use of the molasses by-product of sugar production. This
by-product contains n~n-crystallizable sugar that can be consumed by cattle
or converted into alcohol. It is also possible to use them for the cultiva~
tion of protein-rich micro-organism %o serve as animal or human (as in the
case of Cuba) food or capable of secreting metabolites that are of value in
the chemical and pharmaceutical imdustry. Moreover, recent work shows that
it is possible té extract non-crystallizable sugar by means of ion-exchange
resins. The result is a liquid sugar that may be used in the same way as

the already mentioned corn isoglucose. But this technology is much simpler
and wore standardized than the one that must be used in *he case of corn.
Sugar cane, on ihe other hand, seems to have a potential field of develop-

ment as an energy crop in the producing countries, i.e., in the production

éé/hecently it was announced that fructose syrup is being substituted
for sugar in the well-known soft drink Coca-Cola.

. e ] st e — - s




>f alcohcl as a fuel for venicles in non-oil-producing countries.

Although five developing countries (Ivory Coast, Nigeria, Ghana, Brazil
and the United Republic of Cameroon) account for nearly 80 per cent »f world

production of cocoa beans, the cocoa industry is mainly localized in the con-

sumer countries of developed regions. In recent years, howsver, some develop-
ing countries, e.g., Brazil, Ecuador and the Ivory Coast, have started to pro-
cess the highest percentage of their production of beans (49 per cent, 33 per
cent, and 26 per cent, respectively).

The chocolate industry, which in addition to cocoa, incorporates other
raw materials such as sugar and milk, resulted in 1978 in a world production
of about 4.8 million tons. The main producing countries are the United States
of America, with over 50 per cent of the total production; the Federal Republic
of Germany with 406,000 tons; the Netherlands with 150,000 tons; France with
221,000 tons; and Japan with 116,000 tons. The chocolate industry is a highlwv
concentrated business since a few M™ICs account for more than 80 per cent of
the total turnover. The developing countries' producers of cocoa beans ac-
counted in 1978 for about 6 per cent only of the world chocolzte industry.

The average annual growth rate, over the perird 1970-1978, as indicated in
Table 4, is, however, higher in the developing countries than in the market
economy developed countries. Similarly, the developing countries' share for
intermediate products is much higher (approximately 35 per cent and 12 per
cent, respectively, for cocoa butter and cocoa powder). Progress, however,
could be even faster if the producers were assured of stable and worthwhile
prices—as they have been demanding for so long. It is estimated *hat in
1978 about 288,000 tons of extracted, essence ¢ W concentrated coffee was
produced with an av .age annual growth rate of 5.8 per cent. The share of

developing countries in 1978 was 36 per cent. In recent years processors
in developing countries such as Brazil and the Ivory Coast have also pre-
pared dehydrated soluble coffee by the heat-drying or freeze-drying (lio-
philization) process. The manufacture of soluble and freeze-dried coffee
is, houever, particularly costly and ths technology is controlled by a small
number of TNCs (in particular Nestle and General Foods).

Beverzges is a very heterogeneous industry. It includes two large
categories of products: non-alcoholic beverages (mainly mineral waters
and soft drinks, with fruit and vegetable juices beiug attached to the
industry processing these commodities) and alcholic beverages (wine, beer,
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distilled beverages). There are no special manufacturing processes for these
beverages in the developing countries because the industrial techniques re-
quired are the same as in the developed countries. However, the manufacturing
cf containers and packaging materials raises a number of problems relating

to the capacity of bottling and canning lines, which tend to grow and become
more complex, and to product presentation. If the domestic market is limited,
the profitebility of packaging and canning units may be reduced. There is,
thus, a need in developing countries for the mamufacturing of alternative con-
tainers and packaging msaterials, e.g., plastic crates suitable for containing
soft drinks and beer.3—4/ Another ms or problem, in addition to the develop-
ment of gquality-control mechanisms, is the ability of using raw materials
substitutes. In this respect, in many developing countries there is a thriving
soft-drink industry'}jj —at present dominated by franchise-holders and based

on costly import concentrates, which, especially in fruit-producing countries,
could manufacture and preserve fruit extracts and concentrates ag substitutes
for imported raw material concentrates and as more economic bases for competitor
products of the developed countries.

Bqually important to the beverage sector of many developing countries is
the enhancing, vis-3-vis imported products, of a wide variety of locally pro-
duced (hygienic) iufusiona-%éé.g., vervain in ‘lorocco, mate in Argentina, orange
iree blossoms in Algeria and Morocco, hibiscus in the Sudan and in Thailand,
mullein in Egypt, rose petals in Morocco and in Pakistan, which ars highly
recommended not only for their taste but also for their considerable mutritional

value,

24/ UNIDO, The Development of Soft and Alcohdlic Drinks Production in
Irag, ID/G.328/6, 21 November 1980, p. 6.

-35/ For instance, the Egyptian soft-drink market is wnorth an estimated
$US 182 miilion per year and accounts for 24 per cent of the total Middle
Bast market. World Drinks Reports, 12 November 1980.

3—6/ Hygienic infusions should be distinguished from what the trade calle
medicinal infusions, although clear distinctions are difficult to make. The
term "hygienic infusion" is generally used for the flavour natural drink that
ie considered part of a healthy diet and is mainly marketed through general food
outlets. International Prade Centre UNCTAD/Gatt,"A study of the market for
herbal /medicinal plant infusions in France and the Federal Republic of Germany, "
Geneva, October 1380, pp. 1-2.
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2. Foreign trade

Table 5 provides world trade in processed food products, within
world market economies and for 29 major sub-sectora.ﬂ/ Worlad

processed food imports in 1977 amounted to $US 72.7 billion, of
which the developing countries imported $US 16 billion and the developeZ coun-

tries $US 56.6 billion. World processed food exports in 1977 amounted to

$US 71.4 billion, of wiich the developing countries exported $US 23 billion
and the developed market economies $US 48.3 billion. The bulk of the world
processed food trade (respectivelv 71.9 per cent of .otal imports and 67.7

per cent of total exports) is, thus, directed towards the dev:loped market
economies. The share of developing countries' imports over the period 1970-
1977 has increased considerably both in absolute value (from $US 4.2 billion

to $US 16 billion) and in relative terms (from 17.8 per cent to 22.1 per cent).
The increase of processed food imports appears concentrated in Asia (with $US
8.3 billion in 1977) and in Africa (with $US 4.4 billion in 1977), while the
share of Latin America's imports decreased (4.2 per cent in 1977 as against

4.7 per cent in 1970). In 1978, the developipg countries accounted for almost
90 per cent of total world imports of wheat flour. The developing countries
also absorbed a rather high share of dry milk and cream and of evaporated

milk, condensed milk and cream imports (55 per cent and 34 per cemt, respectively
in 1978). This situation is particularly disquieting because cereals provide
by far the largest caloric intake in the diets of developing countries. As for
milk products, the upsurge of imports has been due to several circumstances:
the influence of nutritional theories favouring animal protein intake, the con-
centration of population in cities and the existence of a clases of well-to-do
consumers who could afford milk. The poseibility of increasing local milk
supplies by "toning" fat-rich buffalo milk with powder surpluses in exporting

countries at concessional terms must also be borne in mind.

e-7—/5.11 food commodities entering intermational trade have undergone at
least "first-stage"processing. This does not qualify them as "proceesed pro-
ducts,” a term that is applied to products that have undergone further stages
of processing. This is the reason why in this document the emphasis is on the
development of trade in twenty-nine major sub-sectors of the world market econo-
mies. Because of the heterogeneity of food products and of the processed em—
ployed, the dividing line between "unprocessed" and "processed" products is
arbitrary. Lack of perfect correspondence among the various statistical classi-
fications and national tariff nomenclatures also contributes to the difficulty
experienced in applying consistent criteria in compiling statistice differen-
tiating between products at different stages of processing.




Table S

"orld }arket econcmies :

Development of trade in processed food;productss/

e+ o - e (o e —————

Imports Avarage Exports Average
1970 1977 annual 1970 1977 annual
Vealue Share Value Share g;:fih Value Shars Value Shara ng:ﬁh
(mllion US$) (%) (mllion USS) (%) gy (nillion uss) (%) (mllonUs$) (%) "y
)
- Ceveloped market economies 19,745.1 82.2 56,631.1 7.9 16.2 15,420.8 67.6 48,1384.0 67.7 17.7
. Develcping market economies 4,263.9 17.8 16,098.3 22.1 20.9 7,2385.8 32.4 23,040.4 32.3  17.6
' Africa 1,094.4 4.6 4,465.3 6.1 22.2 1,794.5 7.9 4,607.1 6.5  14.4
Asic 1,964.8 8.2 8,309.9 11.4 22.9 1,874.9 8.2 7,984.8 11.2 23,0
Latir America 1,140.7 4.7 3,042.3 4.2 15.0 3,618.9 15.9 10,150.4 14.2 15.9
Ocea!ﬁ.a 6400 003 280-8 004 23.5 9705 0c4 29801 0.11 17-3
world mzrket econ Ties 24,009.0 100.0 72,729.4 100.0 17.2° 22,806.6 100.0 T1,424.4 100.0 17.7
Scurce: Calculated from figures in the United Nations, Yearbook of International Trade Statistics, editions 1974 and 1978, Vol. 2,
New York, 1979. |
. N
3/ Tae following processed food items have been included for the calculation of trade in processed fond products: \f
Cli Xeat fresh, chilled, frozen 048 Cereal, etc., preparations 081 Animal feeding stuff
012 Neat dried, salted, smoked 052 Dried fruit 091 Margarine, shortening
Cl3 Ycat tinned, nes or prepared 053 Fruit preserved, prerpared 099 Food preperations, nes
022 ilk ard cream 055 Vegetables, etc., preserved, prepared 111 Non-elcoholic beverazes
023 3utier 061 Sugar and honey 112 Alcoholic bevereges
- €24 Cheese and curd 062 Sugar preparations non-chocolate 411 Animal oils and fats
C31 Fish fresh, simply preserved (72 Cocoa 421 Tixed vegetable oils, soft
C3X2 Fish, etc., tinned, prepared 073 Chocolate and products 422 Fixed vegetable oils, non-soft
046 “heat, etc., meal or flour 074 Tea and mate 431 Processed animal vegetaule oils, etc.
047 Meal and flour non-wheat 075 Spices
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The chere of developing coumtries! erxports aver tha period 1970-1977 is
stagnant and even slightly decreasing. Developing csuntries! exports, however,
rose in absolute value from $US 7.4 billion to $US 23 billion over the same
period of time. The importance of processed food exports appears concentrated
in Latin Americs (with over $US 10 billion) and Asia (whose share in total ex-
ports appear substantially on the rise). Africa, irstead, accounts both for
a considerable decline in the share of total exports (6.5 per cent as against
7.9 per cent between 1970-1577) and the most moderrte average anmual growth
rate (14.4 per cent as against 23 per cent of Asia and 16 per cent of latin
America). A product-by-product analysis shows that among developing countries!
food exports in 1977, three products, namely, butter; wheat etc. meal or flour;
fixed vegstable oils (non-soft), maintained roughly their share ( 2 0.4 per
cent) within total world processed food exports as compared to 1970, while
14 products, meat fresh, chilled, frozen (11.8 per cunt of total exportsj,
meat dried, salted, smoked (1.1 per cent), meat tinned n.e.s. or prepared
(24.7 per cent), milk and cream (2.2 per cent), meal and flour non wheat
(12.6 par cent), sugar and honey (64.8 per cent), cocoa (80.5 per cent),
tea and mate (87.7 per cent), spices (85.8 per cent), animal feeding stuff
(39.2 per cent), food preparations n.e.s. (8.6 per cent), non-alcoholic
beverages (5.1 per cent), animal oils and fats (3.7 per cent), alcoholic
beverages (6.2 per cent) showed a decrease and 12 products showed an increasing
share in total world market economies' processed food exports. The 12
products with an increasing share were: dried fruit ( 47.7. per cent of total
exports), simply preserved fish (38.5 per cent), fixed vegetable oils (34.4
per cent), fruit preserved and prepared (30 per cent), tinned and prepared
fish (23.5 per cent), preserved and prepared vegetables (19.1 per cent),
proceesed animal vegetable oilc (17 per ceat), chocolate products (16.3 per
cent), margarine (10.9 per cent), sugar preparations (10.2 per cent), cheese
and curd (1.9 per cent) and cereal preparations (8.3 per cent). The
developing countries, moreover, almost completely dominate the world ¢ . ‘'r
of spices, tropical beverages and fruits. On the other hand, the dev-. .
countries have a quasi monopoly in livestock products, especially milk
products and some meats (0.g. pigmeat mostly traded among dsveloped couniries).

Por all other commodities there is some degree of competition betweon

the two groups of countries. For most of them the deveioped countries bave a




Table 6. Developing countries: Selected processed food products with an increasing share in

total world market ecoromies' orocessed food exports in 1977 as com-

pared o 1970

ST™C

Product

World market economies' exports

Developing countries' share

1970 1977 1970 1377
(million US dollars) (percentage)

024 Cheese and curd 700.4 2,486.5 0.8 1.9
032 PFish, etc., tinned, prepared 552.6 1,510.0 13.7 23.6
048 Cereal, etc., preparations 541.0 1,993.4 5.8 8.3
052 Dried fruit 233.2 676.2 40.2 47.7
053 PFruit, preserved, prepared 814.5 2,302.7 25.5 30.0
055 Vegetables, etc., preserved, prepared 548.3 1,819.4 14.2 19.1
062 Sugar preparations, non-chocolate 174.8 610.4 7.4 10.2
073 Chocolate and products 277.1 1,213.6 2.1 16.3
091 NMargarine, shortening 167.0 520.5 7.6 10.9
421 Fixed vegetadble oils, soft 811.5 2,742.3 27.4 34.4
431 Processed animal vegetable olls, etc. 219.6 739.6 12.5 17.0
031 PFish, fresh, simply preserved. 1,568.8 6,095.1 26.5 38.5
Source:

Calculated from figures in the United Nations, Yearbook of International Trade Statistics, 1374 and 1978
editions, Vol. 2, New York, 1975 1639,




Lle o i ; ) g :

Average a.nnuaJr

Share of developing

World growth rate countries
Products .
Quantity Value Quantity value

Thousand tons Million US dol. (Percentege) (Percentage) (Percentage)

1970 1978 1970 1978 1970-1978 1970 1978 1970 1978

All cereals 112 117 187 731 | 8 537 29 983 6.7 37 42 42 46
Wheat flour 4 416 6 249 439 1 459 4.4 88 89 87 88
Preparations 5/ cee - 554 2 410 n.a. cee cee 35 33
Milk and cream, fresh 403 1 916 49 504 21.5 26 5 39 15
Milk and cream, dry 1.352 2 39 532 2 229 7.4 46 50 55 55
-| Hilk and creaméozzzﬁzzzted, 654 842 228 737 3.2 71 72 i 10 74
Butter 896 1 056 666 2 343 2.1 22 33 i 16 25
Cheese and curd 778 1 219 7155 3137 5.8 10 17 8 12

Source:

Calculated from figures in United Nations, Yearbovk of International Trade Statistics 1978, Vol. 2,

New York, 1979, and from figures in Food and Agriculture Organization of the United Nations, FAO Trade

Yearbooks 1975, 1978,1979, Vol. 29, 32, 33, Rome.

Note:

g/ Cereal-based preparations, SITC-048, market economy countries only.
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larger share of the market. Several developed countries, though not depending
heavily on food exports, are in fact large exporters. For commodities such as
wheat, coarse grain, dairy products, bteef and veal, lamb and mutton, Australia,
Canada, New Zealand and the United States of America are traditionally large
suppliers to the international markets.

If, as a whole, the developing countries have seen their relative trading
position grow worge with regard to other countries, there also exicts among them
a large variety of situatis.:s and disparities,

First of all, the degree of self-sufficiency, which can be measured by
the ratio of net balance of exchanges/production (index Iy: see Table 8 ),
shows that the food dependency of several developing countries is critical
and will still grow worse if serious measures are not taken to change the
structure of production and of foreign trade. Thus, Table 8, where forty-
five sample countries have been divided irto three groups according to their
almost degree of self-sufficiency or on whether their exports or imports are
dominating in foreign trade, indicates a relative importance of imports and
wealmesses in export structure.

It can be noticed that for "importing countries, the imports are danger-
ously concentrated on key products (cereals, dairy products). The same exists
for "exporting" couniries, where exports, limited in most cases to tropical
products {sugar, cacao),lhow a poor diversification. In the case of exporting
countries, Argentina is the unique case of a country displaying a rather weak
index of export concentration, thus revealing a fairly wide variety of exported
products.

Secondly, the degree of sensitiveness of developing countries with respect
to world market——measured by the ratio Max (Export: Import):(Production)—
underlines their vulnerability to the fluctuations of international markets.
In the case of importing countries, Algeria, for example, which imports more
than half its food consumption, or Indonesia, now first world importer of rice,
shows that even in optimiatic industrialization prospects, a situation of food
dependency may develop if adequate meacures are not taken., For the exporting
countries such as the Ivory Coast or Senegal, which unlike Argentina do not
possess a wide variety of exports, this dependency on the fluctuations of
international markets makes the situation even more prewvarious, stressing once
again the need fcr greater diversification of their processed products.
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lable 8, GCrouping of a sample of forty-five developing countries into "exporters," "balarced"
and "importers "
Apparent
Csuntry Year | Production| Izports | Exports|Consumption]| It X2 Hi Hx Major import - Next import Major export Next export
M1 (2 (4) | (5) ] (6) ((6) (1) (1 (1) {2)
J-~:rters:
¥ang Xong 1977 436.3 1061 271.4 1225.9 -1.81| 2.43( 0,087 | 0,383 | Fish (20) Meat (18.1) - Fish (48.4) Fro+ Veg.(25.2)
Awaat 1976 167.5 289.7 455.4 =1.72| 1.72| 0.117 hairy (20) Neat (18.3)
Liberia 1575 16.2 36.76 9.95 43.01 -1.46| 2.27| 0.282) 0.387 | Cereala (45.8) Sugar (11.2) Cocoa (44.5) Oils + Fats (27.4)
traq 1575 432.2 579.2 | 4.4 970.0 ~1.24| 1.34] 0.285( 1.000 | Sugar (43.5) Cerenls (15.3) Fr.+Veg.(100.0)
J:orian 1577 93.71 140.5 28.3 205.3 ~1.20| 1,50 0.075] 0.202 | Coreals 2).5) Lairy (16.1) Anizal Feed(29.2) | Fr. + Veg. (21.3)
K zera 1976{ 573.2 634.5 | 395.9 811.8 =0.42]| +.11] 0.110( 0.979 | Sugar {20.1) Fish (19.3) - Cocoa (98.5) Oils + Fats (1.,5)
Centnal African Rep.| 1976 19.25 8.1 0.1 27.25 | -0.42| 0.42] 0.282| 0.695 | Cereals (42.2) Beverages(19.2) Coocon (74.4) Aniral Feed (25.€)
Singapore 1977 563.7 833.9 | &2.2 780.4 =0.37| 1.47{ 0.066{ 0.172 | 0il + Fata (23.6) | Cocoa (14.2) Oils + Fats(31.3) | Cocoa {16.7)
S.ria 1977 453.¢ 170.5 33.96 590.44 | -0.30| 0.38] 0.215| 0.830 | Dairy (30.9) Sugar (22.3) Fr.+ Veg.(87.9) Cocoa (5.4)
Tazalia 1975 28.5 16.79 5.86 36.4) =0.28| 0.59] 0.277} ©.739 | Cereals (35.4) 01l + Fats(27.9) | Meat (79.1) Fish (20.8)
Inzozesia 1517 1243 901.9 | 633.4 1511.5 -0.21| 0.73] 0.691] 0.315 | Cereals (77.2) Sugar (11.8) Cocoa (32.9) Oils + Fats (20.5)
farziadesh 1977 182.6 83.2 54.0 216.8 =0.19| 0.48] 0.338) 0.551 | 041 + Fats (37.6) | Cereals (35.3) Cocoa (59.7) Fish (33.6)
Papua Yew Cuinea 1976| . 128.2 93.65| 7T2.18 147.61 | =0.17| 0.74! 0.101| 0.494 | Cercals (29.1) Meat (25.2) - Coocoa (57.7) Oila + Fats (24.3)
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Table 8. Grouping of a sample of forty—fi\'re developing countries into n"exporters," valanced" aud “importers,'" continued
i fountry Yeur PToQuotion] Impo;;;] Export-.eo:zs:;:rzn I 12 Am Hx ! Ka jor import Next {mport [V Ma jor export Yext sxoort
P (l)i-—&)——f«——(&---—-—-i LA (S) [ (8) | (6) . (1) (e (1)
; lanced: ! '
| coarus 1577 126.2 ' 57.80 ‘ 43.40 | 140.60 | =0.11| 0.46|0.050 | 0.46) "Antmal feed (19.7) | Meat (13.3) Beverases (58,1) Frutt « veo 029
" Yamaryela 1975 . 3,676.0 . 333.30 ‘ 41.87 I 3,967.4) | =0.08] 0.09 ] 0.154}1.000 Oils + fats (24.6) | Baverazen (19.8) |Cocoa (100.0)
“Teini4ad » Podbago {1975 223.2 100.50 ° 92.02 ! 231.68 | -0.041 0.4510.095]0.790 Cfereals (21.7) ! Datry (20.0) i Surar (84.7) Cocoa { 7.7
Tnicia 1977 4238 125.70 1119.50 :  450.00 | -0.01| 0.28 : 0.224 £ 0.367 Supar (33.7) | Dairy (21.6) lot1s + rats (50.7) | Frutt o va-(i,.
Cols=oiw 1976 2,629.0 116.00 i 119.80  2,625.20 ' 0.00L 0.05 0.258 ' 0.193 Oila + fate (41.9)' Cocoa (14.7) i Surar (246.9) Praae {13,019
Mieiurag )1975 210.0 31.50 42.17 I 199.3) _ o.osi 0.23 0.236 " 0.344 Ceroals {38.2) Dairy (15.5) im-r. (a2.7) | 74 ah (pe,1)
Payma=y |1976 352.2 59.45 80.55 ' 331.10 o.oo: 0.2} 0.095 0.373 Otle + fats (19.2) . Fruit + vor.(16.8) Fimh (44.4) l:m.r cay)
T~ in 1977 7,422.0 811.90 1 83.00 | 6,950.90 | 0.06+ 0.17 ,0.830 0.412 Otls + fats (87.8), Dairy (7.3) Cocoa (53.8) Animal feat (V1,0
ENTRE 1975 1,103.0 . 17.60 | 92.20 | 1,028.40 @ 0.07! 0.08 '0.562 0.735 Oils + fats (61.6) | Datry (31.1) Cereals {80.2) !?mtt R ST
Vavi o 1376 4,430.0 [ 136.60 4£78.80 : 4,087.80 - 0.08} 0.10 0,289 0.270 Dairy (38.6) | Oile + fats(21.8) |Fisn (40.1; PFruse o wme (2 0
“atacasca 1975 111.9 s8.03 57.69 | 103.14 | 0.08| 0.52 { 0.460 50.277 Cereals {57.7) Olls + fatm (20.4)|Supar (39.7) Clla o fase (20,0
Pacistan 1976 720.6 262.00  324.90 i 658.50 i 0.09 ¢ 0.45]0.503 0.731 0ila + fats (58.0) | Cocoa (26.7) Cereala (80,2) “isr (11,2)
Umiray 1975  885.2 25.39 .112.60 |  798.29 I 0.10 | 0.13 ] 0.526 5.0.660 Otlm + fats (%54.2)| Cocoa (15.0) Meat (75.5) Mim o+ fats (€.5)
! ! | )
Faru 1977 °1,756.0  ° 113.10 ' 330.70 ! 1,538.40 l 0.12] 0.1 10.329 0.49) '0ils + fats (41.3)| pairy (29.7) Antmal feed (55.9) | Supar (26.5)
Yemza 177 1,134.0 54.22 243,30 : 1,009.92 ¢ 0.15] 0.20 10.440 0.623 Oils + fatw (56.7)| Sugar (17.0) Cocoa (71.86) Trutt + var (15.7)
e~urlic of Xorea 1977 3,994.0 260.40 !872-90 | 3,381.50 ' 0.15 i—?-zz 0.450 ;0-717 _Sugar (50.4) Olle + fats (32.9)1F13h (79.4) Frult + vae, (3,0
- 1 i —_— { —_ e = A

Excludes exports of spices of 101.3.




Table 8. Grouping of a sample of forty-~five developing countries into "exporters," "balanced" and "importers,” continued
Apparent | 5y ) Ha | Hx or import Foxt import oF  export Next o
A Y e B f??"'L"rz?““ RN RGNt KO T |
T
kp?teru ) .
| Beuador 1576 | 665.5 3.1 161.% ‘541.7 0.19 | 0.24 10.3961 0.545 [0ils « Fats(52.3) | Miwc. {12.1) Cocoa (60.0) Pisn (26.3)
l Couta Rice 1975 348.0 35.6 105.8 278.8 0.20 | 0.30 | 0,059 | 0.385 |Cereals (19.5) An, M, (16.5) Sugar (46.6) Keat (31.2)
! Pocanican Republie N9TT | 1294 13.7 344.8 | 1022.9 0.21 | 0.27 {0.243]0.613 |0ilm + Fats() .0) | Fien (15.0) Sugar (67.3) Cocos ( 28.2)
! Bl Salvador n91S | 293.6 42.04 110.5 225.14 | 0.2) 10.38 | 0.120] 0,714 | Dairy (20.0) Cereals ( 19.8) Sugar (79.2) Pioh (9.%) .
Et:iapia n975 | 148.5 10.98 46.63| 112.85 |0.24 [ 0.3 [0.162 | 0.555 [Cerenln (25.6) Dairy (19.5) Pr.eveg, (66.4) [ 4n. P, (11.5) -
© Guatarala 1975 494.9 33.88 167.2 361,58 0.27 | 0.34 | 0.244 | 0.636 |Cereals (39.4) Pr.eVeg, (15.3) Sugar (73.2) Maat (17.7) -
| Ricaragua 1976 | 459.6 23.60 | 150.7 332,5 0.28 | 0.3} |0.156(0.288 |Miso. {27.7) Cereals (20.3) Sugar (38.8) Yeat (26.9) '
Ba-tados L915 46.41 45.9 60.5 3.8 0.31, { 1.30 | 0.092 { 0.822 |reat (24.)) Cereals (19.1) Sugar (87.3) Beverages (5.5)
PL:lippines 1977 | 2920 285.6 | 1138 2027.6 * | 0.31 | 0.39 | 0.206 | 0.430 |Dairy (33.3) An. M, (21.4) Sugar (42.0) O1leePute (36.4)
) S 977 | 205.3 54.49 | 128.0 131,97 | 0.36 | 0.62 {0.102 | 0.753 |Pisn (21.1) Cereals (17.8) Sugar (82.0) Pisk (7.8)
Sencgal 8975 | $18.3 100.7 225.) 293.7 0.37 | 0.54 |0.287 | 0.561 |Sugar (36.}) Cereals (31.2) OtlasPats (65.3) | An. P, (17.6)
Malowi 1975 83.88 15.39 62,14 37.13 | 0.56 | 0.74 |0.178 | 0.464 |Cerealn (33.5) Dairy (15.5) Cocon | 46.6) sugnr (41.3)
i Ivory Coast 916 | 544.8 128.0 459.2 | ,213.6 0.61 | 0.89 | 0,146 | 0.7 [Fisn (22.9) Dairy (22.7) Cocoa {(79.1) ProoVeg. (7.1)
!n.--.-mu. p975 {  315.8 60,03 | 260.0 115.83 | 0.63 | 0.82 | 0.041 | 0.972 [Coreads (32.7) |Dairy (15.6) Sugar (98.0) Coona (1.1)
ihmﬁu 91| 1659 1.8 | 1964.2 |- 253.4 1,43 | .19 [0.438 0.194't°m (54.3) . ProoVog. (20.1) | ®eat (32.6) nileePate (18.2)




Notes:

Table 8. Grouping of a mample of forty-five developing countries into "exporter", "balanced" and "importers" (cont'd)

(1
(2)

(3)

(4)

The data quoted are those available for the most recent year.

The production figures are an aggregatioun of ISIC 311/2 and 313 as reported in the Yiarboox of Industrial
Statistics, vol. 1, United Natinns, New York, and appearing on the data base of the Regional Studies Branch,
Division of International Studies.

The trade figures are drawn from the Yearbook of International Trade Statistics, Vol. 1, United Nations,

New York, and comprise the following SITC OI (meat and meat preparations;, SITC 0" (dairy products and eggs),
SITC 03 (fish and fish preparations), SITC 0422, 046, 047, 048 (processed cereals); SITC 052, 053, 0542,

055 (preserved or prepared fruits and vegetables); SITC 06 ( sugar, sugar prerarations and honeyi; sSITCc 7
less 0711 (coffee, tea, cocoa and spices and mamifactures thereof less coffee, green or roasted); SITC (8
(animal feed, excl. umnmilled cereals); SITC 09 (miscellaneous food preparations), SIT. 11 (beverages);

SITC 4 (animal and vegetable oils and fats).

I3 ( Bxporte-Imports)/Production
It is utilised in the grouwping of sountries into "exporters®,
"importers" and"balanced'as followss

I1<: =0.15 « The country is an "importer"
~0.15 {I1,{ 0.15 - The country ie"balanced"
: 1, > 0.15 = The country is an "exporter”

As is evident, this is a subjective classification relating a .
country's trade to its local production.

(5) I, Max. (Imports; exports)/Production

Used in evaluating the extent to which a country's food processing industry is censitive to
the world market

- ¢ -




Table 8., Grouping of a sample of forty-five developing countries into "exporter", "balanced" and "importers" ( cont'«)

(6) m=x (“n)' N ;
A3 @ - \fr
T N
i=1
1 = J x
where: Xj = The value of exports (imports) of sector i

N = The number of sectors into which the products have been
clasgified (11 )

T = The total value of exports ( imports)

This is the Hirschmann index normalized to produce values ranging from O to 1.
The index is a measure of the degree of concentration (near 1) or
diversification ( near 0) in exports or imports. The index discriminates more
sharply in the higher range than in the lcwer range.

(7) Major or next export (import)
The major exporting (importing) sectors are shown followed by their
percentage share in exports (imports).

-__——.‘T

- t~{ -




3. Consumption

regarding the overall level cf food consumption, the most important cb-

servation is the increasing internationalization of consumption patterns,

although national and regional "eating habits"” are still relevant. This tin-
dency, in particular, is evidenced by the substantial growth in developed :
countries of "American-style" processed fcod (frozen foods, hamburgers, sodas,
ketchup, cookies, etc.) and by the diffusion in the growing urban centres of
most developing countries of a pattern of consumption increasingly based (by
way of an imitation process centred on higher social prestige) on rice-wheat
meat.éé/ Such an interpenetration of the world patterns of consumption is ali
the more serious in that it initigtes and supports a basic tendency to devaluate
traditional foods and to encourage a consumption style that may prove inappro-
priate and even dangerous when generalized into the developing countries. In
fact, the diffusicn of the "American consumption model" leads to the justifica-
tion of an associated production system, that is of an agro-industrial model
based on mass production, often manufacturing highly processed "junk food,"
'(such as candy, gum and soft drinks) with expensive technolozies,ii/

that invariably displace inexpensive, labour-intensive technologies in favour
of imported, labour-saving machinery.

Such a model cannot be transposed to developing countries basically because
of its high energetic requirementsﬁg/ and also because it cannot match a com-
pletely different problematic, e.g., deﬁographic e2xplosion, underemployment of
the agricultural population, specific ecological conditions. Indeed, the pro-
duction models of developed countries consists in maximizing the productivity
of agriculiural manpower by massively using intermediats inputs and mechanical

equipment, disregarding raw material outputs and energy consumption. For most

333-/Riz Amer, "Jeune Afrique," no. i017, 15 July 1931, p. T4-75.
"The Modern Way," New Internationalist, No. 99, May 1981, pps. 12-13.

}2AThe investment cost per job can exceed $US 100,000 (beverages, o0il
ills, cereal processing, sugar, soluble coffee) and even reach $US 300,000
cereal storage). Mcdern agro-industries are, therefore, heavy industries.

UNIDO, "Draft Werld-wide Study on Agro-Industries: 1975-2000," Vienna, 1977,
p. 10. See also A, Revel and Ch. Ribaud, "Les Etats-Unis et La Strategie
Alimentaire Mondiale," C8lman-Levy, 1931, pps. 260-262.

49~/D. Pimentel estimated that in order to feed the population of India
(600 mi1llion inkabitante) with 3,000 calories per day per person, the food-
processing industries alone would require more energy than the whole country
consumes at present. See D. Pimentel, "IFood Production and the Energy Crisia,"
Revue Science, Vol, 1bz, 2 November 1973.
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developing countries, instead, the problem is to produce the necessary quantity
and quelity of food calories, while taking into account two main factors: the
uncontrolled demographic growth and the limited arable soil. Therefore, the
agro-food production has to be conceived in terms of persons to be fed by hec-
tare at a certain nutritional level, using local resources in the best way
possible (ecological and agricultural system and especially g\anzgwer), limiting
external resources and inputs, especially non-renewable energmes. The challenge
facing the food policy-makers in developing countries consists in achieving
the maximum productivity of the food chain, especially in terms of energy con-
tents, in order to increase the number of people fed by hectare. In this
respect, in addition to intensifying land productivity and making better use

of agricultural manpower, there are different ways and solutions to increase
tke energy production along the food chain: (1) to upgrade the quality of
protein in major cereal crops, so as to improve their nutritional value; in
some crope such as maize and sorghum, the quality of protein can be enhanced
genetically by manipulation of known mutant genes, while in other crops the
search for such mutant genes is still under way;ﬂ'/ (2) to replace, at least
partially, wheat with other materials ("composite flour programmes"), which,

in addition to reduce considerably import expenditure, can boost the develop~
ment of industrially pre-packaged sorghum and mill meals;ig/ (3) to substi-
tute the traditional meat chain with protein-producing planis (especially
leguminous crops with their own inbuilt bacteria fertilizing systems) or
economical animal production (aviculture, pigs fed with plant wasie, rabbit

and game, etc.) stressing, with mase- media campaigns ( especially oriented

to persuade urbanized consumers) the "superior" quality of foods made with
local resources;ﬂé/ (4) te draw production and consumption physically closer,
thus limiting tranaportation costsj (5) to cut down undesirable loases in
stocking, transportation and processing; (6) to use renewable local energies

(e.g., solar energy and biomass). In general, the attainment of such a target

él/'l‘he International Crops Research Institute for the semi-arid tropics
(ICRISAT) with headquarters in Hyderabad; India, is, for inetance, doing useful
werk to improve the genetic and nutritional quality of sorghum and pearl millet.
R. Jambunathan,"Improvement of the Nutritionsl Quality of Sorghum and Pearl

Millet,"™ UN University World Hunger Programme, Food and Nutrition Bulletin,
Vol. 2, Ko. 1, January 1980, p. 11.

ig/h.D. Forrest and G. Yaciuk, "Sorghum Milling: A New Agro-Industry for
Botswana," study submitited to the Seminar on Small and Medium-scale Agro-

Industries and Rural Development, Royal Tropical Institute, Amsterdam, 13-14
‘Novewber, 1980.

/
éljFor exnmple, Ghana's National kabbit Pro ject seems to be successful
in providing meat for Ghanaians.
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calls for a redefinition of food-processing models, bearing low energy profiles,

and rehabilitating basic, indigenous, low-cost food crops, proviced that their

productivity are substantially improygg.4§7' Appropriate food techrologies

should be conceived in such a context., In fact, there are numerous implications

for the development of food-processing industries; better balance between
manpower and equipment; maximum use of raw materials and their processing only
as far as the substantial food demand is met (nutritional needs, packaging

and agro-display); use, if possibls, of renewable local energies; implementa-
tion of small-scale pro jects, reduction of transport and stock losses; recycling
of waste, etc.

The criticism addressed to the "American model”" is not supposed to be a
refusal. The contribution and role of the developed countries (including the
United States of America), through technologies and firms, remain essential
in any case. However, one primary rule seems to apply: a large diversity
of policies and mean:s of production, especially for the food-processing indus-
tries, stands as counterpart to the diversity of needs and demands. In this
way, while even the developed countries can take advantage of the potential of
promising staples in the diets of developing countries, it might be pcssible
to orient the offer/ﬂemand dialectic and consider each homogeneonus segment of
demand. Thus, in the case of the demand of a poor rural population, several
elements (e.g., the social and religious traditions, the lack of consumption
or distribution networks, the local eating habits, the non-existence of a
qualified "industrial" manpower) point toward fcod policies centred on mndern-
izing and revalorizing the agriculture of self-subsistence as well as on opti-
mizing the utilizatiorn of local plants, animal and energy resources, the
improvement of local technologies, the building up of small stocking units, a
processing adapted to the needs and capacities of the local populations. On
the other hand, the grc.ing urbanization largely justifies a production model

Lased on modern technologies, large—scale productions made possible by masses

&A/fhus, for example, major intermational research centres in the develop-
ing countries are giving priority to the improvement of methods of processing
cagsava—a main staple food product with an annual world production estimated
at over 105 million tons in 1975, nearly all of which is grown in developing
countries—-which can be used to produce a range of enriched, convenisnt foods
(such as "gari" and "fufu" in West Africa, and “farina de manioca" in Central
and South America). Bede N. Okigbo, "Nutritional Implications of Pro jects
giving Priority to the Production of Staples of Low Nutritive Quality: The
Case for Cassava in the Humid Tropics of West Africa,’ United Nations University
World Hunger Programme, Food and Nutrition Bulletin, Vol. 2, No. 4, October 1980,
p. 8.




of consumers living in cities, by a modern system of distribution or by imported
goods made desirable by a sensitive interest in Western consumption goods; this
being done on certain conditions, namely, for example, that the imported products
be adapted to the nutritional needs of the population, that none be substituted
to traditional ones or devalorize these, that the useless added value be limited,
either in packaging and in sophistication, and that the local manpower network

and strong national integration be always considered and respected. Thus,
a principle of "combined strategies" emerges as particularly valid for the
development of fodd-processing indusiries and based on both the factual internal
food demand and z good linkage with other elements of the agro-production

system. Such a principle justifies the diversity of the actors and of the
modes of transfer of technology, emphasizing the key role to be played by

national institutions and authorities. These are indeed the only ones that
can conduct an extensive analysis of the food demand, that can determine
the objectives i» be assigned, that can decide on the combined strategies

and that can carry out a qualitative adjustment between the food offer and

demand (redistribution of revenves and social policies; price policies con-
nected with agricultural, food and imported products; aid to local new indus-
trids that creats employment; development of subsistence agriculture, and
access to credit for small processing units; information and training of the
populatinne on nutrition; undertaking of research and technical assistance;

control of diffusion of developed countries' influences, etc.).
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4. Strategies of the actors

The food-processing ard manufacturing industries display a wide range
of organizational types and sizes. They include the specialized crafismen-
butchers, bakers and confectioners—involved in both emall-scale and specialized
production and retailing as well as the regional, national and intermational
companies, often producing a wide range of focd and non-food products. In
this sector both private, co—operative and public fcrms of ownership exist;ﬁé/
The movement of concentration has led to the establishmenti of vast agro-indus-
trial groups that have an international dimension and exercise a powerful
influence on the world food system. These transnational agro-food compaenies
(TNCs) have the following characteristics:

1. very large economic and financial potential,
2. diversified activity within the group (agriculture, industries,
servicesj,
3. many overseas plants distributed throughout the world, and
4. sophisticated organization and management, with substantial
use of information science and very long-term planning,

The 100 leading firms produce, according to some estimates, 40 per cent
of world food indusiry output.ﬁé/ For nearly 30 years the growth of the THCs
has benefited from an extremely favourable economic situation with the follow-
ing features: a strengthening of agricultural policies focusing on agricul-
tural mass production (incresse in production and productivity, achievement
of uniformity of products, relative reduction in the prices of agricultural
commodities, growing intervention by producers and public authorities in the
organization of production and of markets), a rapid incresse in the purchasing
power of consumers, a concentration of demand f-r fovdstuffs, and an opening
up of international markets.

With the domination of trade routes Al/ and the elaborate use of adver-
tising techniques, it has, therefore, been possible for TNCs to maximize

iz/bNIDO,"Draft World-wide Stuily on Agro-Industries: 1975-2000," a sec—
toral study prepared by the International Centre for Industrial Studies,
UNIDO/ICI3.65, 12 December 1977, p. 41.

5E/OECD, Committee for Agriculture, Food Policy, General Report, Paris,
1980, p. 28.

QI/D. Morgan, Merchants of @rain, Viking Prees, New York, 1979, p. 234.
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profit at world level.—4—8-/ In the last few years, however, the economic con-
text has undergone profound changes involving:
1. an increase in z2gricultural production costs leading to

pressure on the prices of agricultural products,

n

. a slow-down in financial transfers in favour of agriculture,
. a weak increase in purchasing power and a slump in food demand,

an increase in threats of anti-trust ac'(:ions,4

N B W
.

. an increase in competition on international markets, whereas
the strategy of the TNCs does not coincide with those applied
by: (a) the major international brokers (who continue to rely
primarily on trade in unprocessed agricultural commodities);
(b) the major capital goods suppliers (ilfa Laval, Bulher,
Fives-Cail, FMC), which more and more enter international mar-
kets at the request of developing countries (c) a growing
number of "outsiders", e.g., the giant Japanese irading houses,
instruments of their country's foreign policy; Philip Brothers,
a firm specializing in the sale of a wide variety of industrial
raw materials, etc;-s-g/ and of "independents,™ e.g., the Italian
groups Ferruzzi and Parmalat, the Hamburg grain firm Alfred C.
Toepfer, etc; (d) the major petroleum and chemical companies,
which can be expected to attempt massive entry into the agri-
culturali%—)rffuction sector to fill their own needs for raw

materials.

5_8/ D.X. Fieldhouse, Unilesver Overseas, The Anatomy of a Multinational

1895-1965. Croom Helm, London, 1978. (Probably the best case study available

today of the way a multinational company operates in the Third World)

42/ In November 1980, a Pederal Trade Commission judge in Washington,
D.C., ordered Beatrice Foods Company to divest iteelf of Tropicana Products,
Inc., the world's largest chilled orange juice processor ( with about 30 per
cent of U.S. sales) because of its acquisition in 1978 created an illegal
anti-competitive concentration in the orange juice business.

29/ Mitsubishi and Mitsui alone have a turnover of over 30 billion
dollars, Ph. Brothers a turncve:s of over 10 billion dollars.

iO'/"New Agri-Energy Conglomerate: Occidental Petroleum and Iowa Beef,"
Olsen's Agribusiness Report, Vol. 2, Fo. 11, May 1981.




In the developing world, moreover, the effort to aclieve a degree or
self-sufficiency and the poor track record of large scale agro-industrial
projectsil/ has led a number of countries to rethink their attitude toward

large food companies,s—z/ notably with the political determination of ensuring

national ownership or control of food and raw material production as well as

with the determinaticn of seeking long-term agreements to enforce comprehen-

sive irndustrial development programmes. The UN agencies, furthermore, are

fostering the adopt on of new international codes, which can place sharp curbs

on how foods can be marketed.z-/ In fact, as emphasized by a siudy of the

UN Centre on Transnational Corporations,éi/ TNCs' operations appear to have

fostered import dependent processing and impeded improvements in indigenous |

staple food production and marketing, while their "get rich quick” attitude |

and their reluctance to ad just to local conditions have often led management 1

to make disastrous decisions. |
A growing number of TNCs do not seem capable of responding to these fun- i

damental changes in the world as well as to ad just to local specific factors

at work in developing countries (especially the weakness of purchasing power

of the masses, and the poor co-ordination between agricultural production and

food processing, which compels companies to commit themselves to agricultural

production and, therefore, to lose their mobility). Thus, for example, in

some cases CARGILL—the world's largest grain company—operates in a more

expensive way than its competitors, which may ad~pt more flexible approachres,

i.e., recourse to rented logistic installations rather than to owned silos, A

2/Sa.ra.h Potts Voll, A Plough in Field Arable, Western Agribusiness in
Third World Agriculture, University Press of New England, Hanover, New Hamp-
shire, 1980, p. 30 and pps. 138-139. See also R. Strohl,"Farming Failures:
The Fate of Large-scale Agribusiness in Iran," Agribusiness Worldwide, April/
May 1980; F. Crown,"White Elephant Tales: Venezuela's Cassava-processing
Plants," Agribusiness Worldwide, December/January 1981.

2/'1‘11119, one of the objectives of the SAM (Sistema Alimentario Mexicano)

is to give preference to development of nationaly-owned industries in those
branches that oroduce food basket items, mainly controlled by transnational

interests. The SAM: Objectives and Strategy, Simposio: Problemas Y Perspec-
tivas del desarrollo agroindustrial en America latina,Mexico, D.F., 29 September-
October 1980, p. 50.

mnbaby Foods in the Third World, New Code Could Curb Marketing,'" The
Financial Times, 15 December 1980. -

54/'l‘ransna.‘tiona.l Corporations in Food and Beverage Processing, United
Nations, op. cit., p. 106.




ships and wagons). In fact, while the era of conglomerates seems over,éé/
the large industrial sroups—more and more attliicted by a lack of entrepren-
eurial dynamisméé/-—appear ill-suited to meet the challenges of the diversity
of agricultural production conditions as well as of the conditions regarding
distribution, the low incomes and the technical and industrial infrastructure
existing in the developing countries.
To avoid bearing severe losses,jg/the large food companies are now
finding ways to:
1. reduce their "dependence" on developing countries and, faced -
with stagnation in Burope, to emphasize the potential (owing
to its stahility and size) of the U.S. merket,2
2. limit risks by reinforcing their sirongest sectors,
3. expand recently acquired non-food enterprises, such as eye care,
skin care, cosmetics, pharmaceuticals, as well as tighten their
links with the final market (notably the catering) und the dis-
tribution system (notably the wholesale trade),60
4. move to non-food areas, rethinking their relationships with the
upstream and downstream sides of the food industry, e.g., shift

towards the production of intermediate goods with an increasing

22‘La fin de 1'ére des conglomerats,"Le Monde, 23 December 1980.

zézLes firms geants vont-elles mourir faute d'esprit d'entreprise?,™ Entre-
tien avec Vijay Jolly professewrau CEI, Journal de Genéve, 17 November 1980.

51/Paacal Byé, "Analysis of the problem and outline of a survey among
large international food companies® (working paper), Grenoble, February 1980,
p. 2.

5a/ln 1980, Nestle, the second iargest world food comparny, suffered a
serious operating loss in Argentina. Earnings decline were reported in the
same year by several other large food compan:es.
Massey Ferguson, the world's largest tractor manufac-
turer, collapsed and Sasetru, one of the most powerful farces in the Argen- .
tinian market in general foodstuffs and supplies, was declared bankrupt on
5 February 1981.

! :EM; new recipe at Nestlé that mixes in planning," Business Week, 2 Feb-
ruary 1981.
QQ/G. Chersi, V. Bontosoglou, M. Padilla, R.L. Rastoin, M. Allata,

Les cents premiersAgg%?ggLégro—industriels mondiaux, extrait, Institut
Fgronomique Mediterranéen de Montepellier, September 1980, p.15.

|




- 43 -

interpenetration of capital in the chemical and agro-food
sector.

These new orientations—though bringing in new sophisticated threats
(especially with the development of competitive substitutes)sa/;—offer
developing countries the opportunity of choosing new partners that, differ-
ently from the ™Cs, appear to be more suitable to the conditions prevailing
in the Third World in terms of labour intensity, scale of operation, and
valorization of local food resources. We refer, in particular, to the inter-
national activities of:

1. small- and medium-scale manufacturing firms (export oriented,
dispusing of absolute technological novelties, acquired by own
experience, research and development) which, differently frcm
the ™NCs (striving after monolith stature), have consciously
opted to stay emall.62 Believers in industry co-operation,
they are often pooling their knowledge of food processing in
an organization of owner-managed firms (such as, for instance,
in Denmark the DAFOMA Group and the Export Group Association)
or in a consortium (such as, in Italy, the “"Consorzio Iniasiative
Oltremare," CI0O) working in similar or complementary fields.
This gives them invaluable versatility on world markets, while
retaining their small size that enables them to relate to a fac-
tory owner on a level not urderstood by most of the corporate

Ziants.

-éy&n 1974 production of high fructose syrup—liquid-only sweetener
developed by the Americans and the Japanese--in the United States of America
was 250,000 tons. In 1980 this figure had jumped to 2 million tons and pro-
jected production in 1984 in 4 million tons. If a way of crystalizing this
sucrose substitute is found, it will cause fFLavoc in traditional suger markets.

é-Q—/H.S.A. Olivier,"Relationship Between Transnationals and Independent
Rural Agro-industries,” paper submitted to the Seminar on Agro-Industries,
Amsterdam, November 1980, p. 2.

A
41/"The Spirited Optimiem of the Small Processor," Processed Preparsd Food,
No. 1, Vol. 150, 1981.




2. the well-established co-operatives of the developed and of

some developing countries, which, operating on the basis of

solidarity criteria (mutuci co-operation and self—help)fﬂ/
can provide tetter conditions for technical aid, financial
support, establishment of joint ventures in the field of
production, marketing, or extension \v:orlc.—é-sy
An example in this reepect is the installation of poultry complexes within
the framework of agreements between certain African nations and French agri-
cultural co-operatives that should allow the local production of chickens
at a lower price than that of impcrted frozen chickens and at half the cur-
rent market price of those in the main towns, Considering the increase of
exchang: rates and freight for the chicken imports, the country will thus
be kept protected from rises on the world market. Thanks tc a2 rational use
of locally produced food products (maize, groundnuts, milling by-products),
the poultry complexes should permit urban population to be supplied with
animal proteins at a lower price, all this while favouring the economic
independence of the country in relation to food products and economizing
currency on the balance of payments for foreign trade.
In other fields, co—operatives are helping developing countries install
and manage agricultural-industrial equipmcnt:

1. thus, the installation of cold storage warehouses permitting
these countries to develop their local production of perish-
able prrducts (fish, meat, vegetables) by limiting the deter—
ioration riske and by constituting some safety stocks in the
zones of heavy population concentration to buffer the periods
of surpluses and shortage.

2. or the installation of cattle feed plants that would allow the

countries to revalorize raw materials (maize, groundnuts, sugar
cane), to develop stock raising, to protect themselves against
breaks in stock supply and price rises of imported raw materials
and, lastly, to economize currency.

A further case, extending the previous one, is that of feedlots. The zones

of the Sahel and the Savannah are an important reservoir of beef cattle and

jM/International Co—operative Alliance, Co—operatives and the Poor,
report of an experts' consultation, Co-operative College Loughborough, 5-8
July 1977, p. 33.

SEVA. Goldberg and R.C. McGinity, Agribusiness Management for Development,
Ballinger Publishing Co., Cambridge, Massachusetts, 1979.
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sheep. These areas are currently under-used.

Intensive fattening units allow a better valorization of cattle by using
the sub—products of the agriculiural industry. The sector of intensive stock
raising is tied in with imdustries of animal feed production and with slaughter-
houses with culd storage chambers. Such a plan can be carried on in numerous
countries by using existing potentialities in a more rational mamner. Certain
exauples have already shown that it was possible to produce meat in agricul-
tural-industrial zones close to those of urban population at a price lower
than that of the market and competitive with imported meat sold locally.ﬁ/

—69/3. Rouch, Ph. Ducroquet, Report on Equipment Goods, International
Co-operative Trade Conferance, BECA (Bureau Economique du Comité Agricolse),
Paris, 1980, p. 11.




B. Prospective aspects

1. A systems analysis approach

The food-processing industries are part of an interdependent and dynamic

network of specialized activities (agricultural activity, processing elements,

up-stream industries such as chemistry and capital goods, transportation and
distribution infrastructures) concerned with the production-exchange-and con-
sumption of food. The oxistence of a chain of articulated "circuits" ("food
systems")—through which food is circulated, with varying amounts of storage
and processing on the way-—is not peculiar to the food sector of developed
countries, where more specialized activities reinforce interdependence links;
it is also an intrinsic reality of developing countries in which constraints
are stronger, resources limited, and the needs enormous and urgent. In such
conditions, an understanding of the food-processing industries requires an
understanding of the characteristics amd functioning of the food systems,
including the ways in which food systems are affected by changes in the eco-
logical environment, social milieu, political power, social forces, dominating
actors and, finally, the needs and objectives of the food demand.

Ignoring or underestimating the multiple interdependencies that exist
between the activities of a food system may easily lead to: (1) a lack of
cohesion between the real features of agricultural producticn and the neces-
sary qualities required for an input into the proocessing activity (qualities,
gauge, quantities, regularity of supplies); (2) the overlooking of the pri-
mary role of storage facilities versus first processing of agricultural goods,
thus entailing quantitative losses or bottlenecks that reduce the productivity
of the installations; (3) the introduction of structural transformation of
the environment (through, for instance, the setting up of food complexes of
high capacity that require sophisticated technology) which may risk destroying
the existing social and ecological balance; (4) exaggerated priority to food-
processing exporting activities, which may deprive the local population of its
basic foods; (5) the setting up of manufacturing units that do not fit into
consumption practices to realistic mutritional needs, to the undernourished
populations’ level of income, to the diverse food needs of consumers in rural
areas and city outskirts, etc.; (6) the establishment of food-processing
production units that, owing to exaggerated search for lower costs and com-
petitive markets, under-pay farmers for their agricultural goods, keeping

then away from economic and social progress.
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multiple interdependencies, a systems analysis approach is needed to under-
stand the structural and functional reality of national food systemsg-/, with
the view of implementing an effective integrated development (of the food pro-
duction, processing, marketing and distribution chain) as well as to lay the
basis for a world-wide global food system (designed in the direction of in-
creased productivity, resource protection, efficiency, and compatibility with

the evolving social,technical, and economic elements of each nation),

2. Major trends obgerved in the evolution of food-processing complexes in indus-
trialized countries

Doubtless with the exception of the United States, where
the concentration of industrial production is of longer standing, it carn
be seen that the development of the food industry is still influenced by
the nature of the agricultural systems upon which it is based.

The process of internationalization has, however, played an important
part in certain types of production ( products of secondary processing,
for example) or certain countriec (e.g. the United Kingdom, the Netherlands).
The economic growth recorded in most of the industrialized countries in the
course of 30 years has led to a slow shift of the food industries from the

areas of agricultural production to the areas of urban consumption.

6-Z-/'l‘he study of national food systems is a complex task that requirea
extensive and varied work of methodological quality, mostly because of the
relations between the different elements of the system; the natural hetero-
geneity of the food production; the imperious taking into account of national,
regional and even 1 -al characteristics; the need to integrate the purely
techno-economic stuay of production with social and political data. In this
respect, there are mumerous work® already published or in preparation. For
example, one can mention the modelization worka of the national or world food
systems, such as the MOIRA model (Model of International Relations in Agricul-
ture, North Holland, 1976); the "Food and Agriculture" programme of ITASA in
laxenburg, Austria, which deals with one of the top themes of research, presently
conducted by that organization; some intermational organizations such as FAO
or the CECD Development Centre, which at present conducts various research on
the theme "Ability for Developing Countries to Satisfy Their Food Needs,” giving
particular attention to the food demand in some well-determined countries.




Industrial concentration has gone hand in hand with this shift. It
cannot be strictly attributed to the general spread of a movement towards
transformation of food-processing techniques. In fact, the food processing
industry is still characterized by a juxtaposition of production units
differing widely in size and importance, whose collective growth dynamics

are attributable more to their upstream ( supply of agricultural products)
or downstream relations than to the application of their own production

processes.

The prospects opened up to the tood-processing industry (internationalization
of markets, diversification of production) seem to suggest that intra—-agricultural
ties will be strengthened under the auspices of the large industrial groups
specialized in secondary food processing.

Until 1970, the food-processing industry developed at a more rapid pace thin

food demand. The broadening of its field of activity towards agriculture

(e.g. take-over of the processing operations performed by farms, deveicpm nt

of the animal feed industry) and distribution (e.g. gradual takeover of th¢
processing operations performed by the retail trade, development of ranges of
ready—to—cobk products) was the most salient feature. Its relations witl
agriculture became closer. The rigid integration governing the launchirg of

new lines of production (poultry and pig rearing, dairy farming or plant
cropping) gave way to a general shift towards quasi-integration. The food

industry appeared more and more as the compulsory market for agricultural

production. This phenomenon was doubtless less clearcut in plant-crop
production (cereals in particular), which contimied to maintain direct
links with international markets. The shift towards internationalization

then spread to other products and paralleled the shift affecting firms and
techniques.
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A decline in growth rates and the development of the economic crisis
began to affect the food industry in the 1970s. Even if it seemed, on the
wole, to resist these influences better than industrial activities as a
whole, the foed industry simultaneously suffered a drop in its average profit
rates and an accentuation in the disparities in profit rates among the
various food-industry branches. Concentration was intensified, in periicular,
in two areas, namely, primary processing, i.e. all activities in comtect
with agricultural production and the international markets for nmprocessed
commodities, and new products.

Since the 1970s, the following developments have been gaining impetus

in the agro-feod processing complexes of industrialized countriess

= The value—added generated by the food’;-m'ooessing industries ncw tands to de
greater than that generated by agricultural production,

= Industrial concemtration is contiming and gradually separating
food processing plants from their agricultural and rural environment.
The dependence of agriculture on the food industry is growing in
gtep with the increase in the share of agricultural produce procesged.

- Production t2chniques, hitherto based on a priority search for
economies of scale, are being transformed under the double impact
of diversification of agro-food production and of a decompart-
mentalization of the food industry itself (new techniques, new
equipwent, new agents).

— The shift towards internmationalication is spreading in the commodity
markets to semi-processed goods. The substitutability of agricultural
commodities is growing ( e.g. substitutions between maize and cassava).
The internstionalisation of techniques is taking place, inter alia,
as a result of the industrial redeployment policies implemented by
the capital goods firms.
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- The prospects open to the food-processing industry are no longer limited
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renewable origin, using biotechnological processes that are able to
satisfy basic immediate { food) and future (energy) needs. The agro~

food industries are affected by new technical and commercial strategies.

Underlying all these developments are three trends that may become more

pronounced during the 1980s:

— Une trend reflects the strategiee aimed at strrngthening rela*ions
with agriculture, and is the continuation of a long-standing develop-
ment. I-. covers the phenomena of integration of agriculture into the
the food irdustiry, international trade in unprocessed agricultural
commodities and the concentration of food-production units specialized
ip primary proczssing. It is based on savings ( economies of scale)
realized through the establishment of large-scale mass-production
units, but does not, strictly speaking, entail a change in food-
industry techriques.

- A second trend derives from tne strategies for the diversification
¢f food production. It is characterized by a strengthening of secondary
prucessing industries, an on-going review of the processing techniques
in use, and goes hand in hand with a decompartmentalization cf the
food industry as well as a growing influence of non-food firms on
the development of the complex.

~ A third trend is characterized by the ditfusion of new products
shaped not to the requiremeats of public needs, but to the require-

ments of corporate groups' growth.
These trends find expression in the developing countries through phenomena

of internationalization.

3. Major trends observed in the development of fcod-processing complexes
in the develcping countries

The increase in food demand and the obligation to satisfy "essential
needs", the cons:juences of the economic and energy crisis and the decline
in profit wates in the food industries in the industrialized countries,
the power conferred by the 'food weapon" and as a concomitant the striving
for agricultural self-sufficiency, are factors determining the directions

in which the food processing industry will move in future.
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For the momemt, this industry is marked by three phenomena:

- Low income, which is a determinant of food demand and limits

it to certain basic commodities;

-~ The phenomenon of ui-ba.nization, which leads to a gradual change
in the range of food products and thereby to a dissociation of

agricultural production, on the one hand, from food production,
. on the other;

- Dependence on food, as regards both the companies and the food-—

i processing techniques used.

The food-processing industry in most developing countries contimues to
be dominated by primary processing activities, the products of which are
appropriate to a low-income final demand.

The industry is relatively well developed in the following areas:
grain milling, fat processing, sugar refining and slaughtering and primary

processing of meat,

This global irend, however, conceals profound disparities and obscures
an internal growth dynamic based on a gradual change in the food consumption
pattern. The role played by the food industries in the homogenization of

consumption patterns seems to be expanding, and is based on the growing share
claimed by solvent urban demand in the markets of the developing countries.
It is a2 result of this demand that the food processing industry is
diversifying in the following fields: the beverage industry (brewing,

aietilling, non-alcoholic beverages), the meat and poultry processing
industries, the dairy industry, the confectionary and chocolate industry
and the canning industry. This role is also based on the priority assigned
in some countries to the export of unprocessed agricultural commodities
(soya beans, cotton, oil seeds, fruits, cassava, etc.), processed or
semi-processed products (0il, sugar, oil cake, preserves, butcher's meat)

to industrialized or semi-industrialized countries.

. These shifts produce a mumber of consequences which affect the

development of national agro-food complexes:

a. The dissociation between 1 agricultural production and food processing

is growWing, Furthermore, since the food processing industries have a

tendency to locate near the consumer markets and away from the areas of
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production of difficulties connected with transport, its increaging cost
and the perishable nature of inputs play a part in sccentuating this

phenomenon,

The dissociation can be either partial, thus excluding from the
agro-food circuit only traditional fcrms of agricultural production
(small multi-crop farms) and relying totally on concentrated agriculture,
vwhich can reduce the food industry's production costs; or it can be
total, where it appears preferable to rely on imports of unprocessed
or semi-processed commodities ( sutstitution of bread-grain crops for
local products; dairy products, meat, etc.) rather than to make use of
domestic agricultural production.—-/ There is thus a close correlation
between industrial and agricultural concentration on the one hand and
industrial concentration and food dependence on the other.

b. The dissociation among food production units is the most
conspicuous phenomenon. This observation needs to be related to the
fact that the urban food "production-consumption® pattern at first
developed parallel to the rural food "production-consumption" pattern,
but then supplanted it.

In the first phase, one can observe a juxtaposition of industrial

or artisanal apparatuses with mo irade or complementary relations amongst
theinselves. The differences observed btetween the apparatuses concern
their dimension more than the techniques used. A strengthening of the
larg~ processing units is to be observed, in particular in the basic
commodities ( sugar, flour, meat, 0il) needed to supply urban markets

and in export products (camed foods, processed meat). The production

of these large units is increasingly competing with that of smaller
procduction units situated in rural— or urban creas ( secondary processing).
In the second phase, the food industry is characteriged by the
superimposition c¢f industrial apparatuses belonging to primary processing
on the one hand and to secondary processing on the other, Their respective
growth depends essentially on that of relatively compartmentalized markets:
consumption influenced by the low incomes of the most disadvantaged social

6_8/ The economic importance of this as regards production and employment
is, however, essential in most developing countr.es.

fg/ These units seasonally process the surplus production of small
and medium-sigzed farms.
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classes or by the price level for agricultural products obtaining on the
international markets in the case of the former; consumption influenced by
the evolution in the incomes of the most advantaged social classes in the
case of the latter. There are few or no exchanges of products except in
cases where an artisanal sector carrying out both processing and distribution
makes possible a gradual change in dietary habits (bread and biscuit-making,
pasta, cutting and distribution of meat, collection and botiling of milk).

In the semi~industrialigzed countries and in fast-growth areas, the
development of the secondaiy processing food industries takes place more
often by a direct linkage with agricultural productionzg/ or the implementation
of policies for the import of semi-processed goods than by & strengthening
of relations within the agricultural sector.

c. National capital goods industries are not always in step with the
development of food processing industry demand in respect of machinery.

One should, however, distinguish among three particular ceses
reflecting the options and policies adopted with a view to satisfying basic
food requirements.

- The food industry is predominantly artisanal. It comsists of

small processing units located mear the areas of agricultural production

or food consumption. It is characterized by artisanai methods of production.

It employs a plentiful work-force. The techniques employed are transpositions
of agricultural or artisanal techniques. The productior operations are
primarily based on physical processes (crushing, grinding, hulling) or

on fermentation ( preservation of liquids and meats). The equipment consists
mainly of simple small mechanical devices comparable to certain products

of the agricultural machine industry ( fixed assets) and of hollow-ware

(vats, storage facilities, boilers). A national toolmaking and light mechanical
industry meets this demand in countries where an agricultural machine industry
specialized in the mamfacture of tools and simple machinery already exista.

The introduction of motorization (versatile engine) can, however,
increasingly favour the import of engine-linked machines and hinder the
expangion of the national industry.

10/ Through integration contracts (contract farming as in the case of
poultry farming, brewing, dairy farming and pig breeding) or quasi-integrative
practiques.

1/ Colombia, Thailand, Philippines, India, Pakistan, Senegal, Sri Lanka.
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-~ The food processing industry remains traditional but the increase in food
demand (domestic or foreign) leads to a rapid increase in the size of production
units. The on-going change in the techniques used ( adoption of cortimous-
operation processes) and the displacement and concentration of industry confront
the national capital goods industry with greater and greater difficulties in
meeting domestic demand. The development of turn-key plant censtruction in
primary food processing ( sugar mills, flour mills, slaughterhouses, canneries)
often deprives this industry of an important market shile in mcst semi-
industrialized countries the national metal-working and mechanical engineering
industries meet this demand, or are able to do so ( industrial hollow-ware,
mechanical apparatus for processing solids or liquids, storage and refrigeration
units, apparatus for handling and distribution). The capital goods industry
for food processing equipment grows less rapidly than the primary processing
food industry.

- The food industry responds primarily to an urban demand revolvirg,
arcund the products of secondary processing. It diversifies according to
the consumpiion patterns of the industrialized countries. The reference
gize is less important than the techniques employed. The proportion of
total installation costs accounted for by mechanical equipment tends to decline.
4. Development of food technologies

Hood-processing techniques have not developed at the same pace for the
various production operations. A tentative inventory of these developments
can be mdde so as to assess their impact on the organization of industrial

production:

&, lnnovations in storage and handling

Techniques have not developed much on the whole., Until recently, there
had been: an increase in storage capacities, mechanization of handling and
a general spread of cold-storage warehouses. Currently, the introduction s
of new techniques owes less to mechanical engineering than to chemical
engineering ( preservation in inert gases, for example), biological engineering .
( control of the biological properties of the products to be stored, storage

of semi-processed goods) and the introduction of automated and electronic

equipment in the control and regulation of storage conditions.
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This progress has, hcwever, made possible the general spread of
storage and bulk transport processes ( beverages, fats and all constituents

or ingredients that can be reduced to liquid form).

The predominant trend is towards savings achieved by setting up
large-scale units. Yet the dispersion of agricultural production units
and the low concentretion of the distribution apparatus may favour a second
wave of innovations linked to changes in packing and packaging technology
( packaging machines on the farm) and to the diversification of refrigeration
industry products (milk tanks).

b. Innovations in packing and retail packaggggzg/

The main innovations in the past 20 years have primarily concerned the
utilization of new materials (aluminium and plastics in the ferm of filwm and
hollow shapes). These new materials often combine a commonplace raw material
( cardboard, aluminium, tin) and a new material (polyethilene film, cellulose
film) to meet new requirements in respect of food processing or distribution:
combination of aluminium and plastic in a laminated film for semi-preserves;
cardboard/aluminium combinatior for deep-frozen products; cardboard/
polypropylene hybrids for microwave-~treated products, polyethylene/waxed

carton combination for '"tetra-pax" containers.

The linkage with innovations developed in food processing itself is

important for all new forms of packing.

It is much less clearcut in the case of traditional materials (glass,
paper, cardboard) which contimue to be used in retail packaging operations.
In this latter field, the essential feature of innovation has been the

increase in the technical capacity of packaging machines. Automatic and

multipurpose operation (packing, printing, gluing) is becoming widespread
in this equipment, which accounts for a growing proportion of the investments

made by secondary processing industries.

lg/ "In pr~king, & certain quantity of products, packaged or otherwise,
is brought together for protection and for handling in the primary/secondary
processing or secondary processing/distribution circuits.... Packing implies
the notion of wholesale trade. By contrast to packing, packaging applies
to quantities corresponding to the unitary purchase by the consumer."
OECD, Impact of multinational enterprises on national acientific and technical

capacities, Op.cit., p. 326.

-~
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‘c. Innovations relating to the processing of food products proper

Innovation has been progresing in two directions: improvement of
traditional food technology (cold, heat, vacuum, treztment with electricity);
and the general spread of contimuous processes.

The improvemenmt of traditional techhiques is based on one single
principle: the use of heat or cold for different lengths of time or in
different combination of heat, cold and vacuum makes it possible to develop

new processes vhich save processing time and water and improve the
organoleptic qualities of the products.

Along these lines, innovations in the following fields should be
mentionedsly appertization ( pasteurization of liquid foods, sterilization),
dehydration ( steam-injection processes, processes using spraying,
lyophilization), refrigeration techniques ( refrigeration, freezing, deep-freezing
( semi-contimious, mon-contimuous, quick-freezing, liquefied gas)).

Hention should also be made of irradiation techniques, which will be
playing an important role in storage processes, and the use of microwaves,
whose industrial applications, originally limited to thawing, are being
extended ( drying, ccoking of meat products).

The general spread of conmtimuous processes is closely linked to the
utilization of the above-mentioned techniques, and also to the improvement

of separation techniques (ultrafiltration of milk, for example).

They already have important applications in the following lines of
production: butter-making; cheese making; pasta; biscuit-making;
drying; deep-freezing of ready-cooked meals, meats and fish; brewing;
sugar milling; and malt production,

If contimuous processes are to undergo significant development, a
better mastery of physical and chemical phenomena and doubtless also the
development of a new range of productau/ will be required.

7_3/ The general spread cf these processes is, however, closely linked
to the development of energy pricea. Because of the costs, they can currently
be applied only to food products with high value-added.

14/ "Exaggerating, we can say that we do not know what is going on in the
non-contimious gystem, nor can we define the result we want to achieve. In
this situation, it is very difficult to call into question the traditional
method of production. We observe, particularly in conmnexion with the transgition
from non-contimuous to continmuous operations, that the quality of the product
is not exactly the same. A long process of adjustment will therefore be
necessary before we again attain the traditional quality level." J. Bimbenet,
Continuité et automatieme dans les industries agricoles et alimentaires, 1972.
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Still, the extension of these processes to all the focd-processing
routes is often thwarted by the lack of uniformity of the basic commodities
and the still very traditional nature of the food-processing operations

preceding them ( storage, pre-processing, separation).

The application of these techniques therefore often implies a
reorganization of the upstream (agricultural supply) and downstream sides
of the food industry.

d, Innovations relating to semi-finished food products ( operations of

separation, fractionation and fixation of the properties of products).

It is no coincidence that many recent innovations relate to these operations.
Indeed, the technical mestery of these operations again enables food
production activities to be redeployed upstream ( new relations with agriculture
and downstream ( contimuous processes based on agricultural intermediates;
recongtitution of food and non-food products).

The perfecting of these techniques does nmot fall solely within the
scope of the food companies' activities. It involves, more and more,
capital goods firms not specialised in food technology,lj/ chemical and

biochemical firms.

The food-processing industry, in fact, is gradually iosing its specific
know-how and its control over technological change, as it is already evident

in the development of techniques relating to agricultural intermediates,

such as:

- extraction techniques, where traditional pressure technology has been

- .

supplemented by recent chemical devices ( wider range of solvents);
- centrifuging techniques (widening of the fields of application to
certain golids with fluidised fine particles, as in flour millings); !

- filtering techniques (general introduction of the use of membranes;

ultrafiltration, reverse osmosis, in the utilization for dairy products 1
and, more generally, for all liquids);
. - electro-dialysis ( demineralization by filtering of electrically ioniged

minerals);
- chemical refining, using resins (utilisation in sugar milling at the

stages of docalification of the molasses, manufacture of liquid sugar
from low-yield and hydrolisis of lactose and fractionation into glucose
and galactose).

157 Tor example Hitachi, the Japanese elecironics mamufacturer, is working
on vegetable growing factories to be built in industrialised areas. Hydroponics
is used and a mass spectrometer measures the light and temperature needed for
maximum growth. Computers record the treatment for mass production.
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5. The emergence of agro-biochemistry and bioengineering

The increase in the cost of energy and raw materials of fossil origin

progress in respect of biotechniquesLs/ (i.e., industrial enzymology and micro-

biology) appear to give rise to an irreversible restructuring of the agro-

and the development of biomass processing techniques—and most especially 1
J
|
|

industrial complex along the following basic lines:

— natural resources: the resources of the biosphere ('"biomass") take .

precedence over those of the geosphere (geomass) by the very fact of
selection of techniques. The agricultural sector, though the p:in-
cipal supplier, becomes only one producer of biomass among others.

- intermediate products: the classical distinction between primary

and secondary processing of agricultural products no longer holds
good. The function of primary processing is to make possible preser-
vation and transport up to the subsequent stage of processing. It
can take place at the industrial level (i.e., ultra-filtration).
Agro-biochemical activity per se is the key phase in agro-industrial
processes. Nearly all biomass resources must pass through this phase
before they can be used in subsequent phases of production. The
development of downstream activities, i.e., end utilization, will be
based primarily on inputs from the agro-biochemical sector (enzymes,
bacteria, products of bio-synthesis, ma jor intermediate products of
biomass conversion). Lastly, the basic inputs of the agricultural
sector (breeds, seeds and plants) will be produced by the agro-bio-—
chemical sector (genetic engineering).

- end utilization of biomass, comprising the production of inpute for

agricultural production (animal feed, zoosanitary and phytosanitary
products and fertilizers), the production of human foods and all
other uses, including fuel and industrial materials :IU
It can be seen that the end utilization of biomass relates both to the
production of intermediate goods {i.e., upstream from agriculture, energy .
and plastics) and to the production of goods of end consumption (food products,
a proportion of energy production and the wood and leather industries, etc., o

1-6/ A study predicts that world-wide sales of products made by biotech-
nology processes may increase to around $27 billion by 1988-1990, compared
with current sales of about $25 m. a year. See "World Biotachnology Narkets
to Moasom in Yext Decade,” The Economist, 15 September 1980.

n/ Carol Pine, "Enzyme Engineering: A New Era for Agribusiness,™ Agri-
business Worldwide, April/May 198i.
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The phase of production of the major agro-biochemicazl intermediates is the

area most conducive to the development of biotechniques. It appsars all at

once to have become one of the essential factors ir the large companies®
strategy because it calls into play a growing number of branches of economic
activity and, as a correlate, deterwines their conditions for production and
trade (i.e., profit rates and conditions of competition). Furthermore, it
contributes to the restructuring of national production systems and to new
orientations of the internmational division of labour. The technological
achievewents of agro-biochemistry can bring immense benefits to the developing
world. "During the next five years it will be possible to grow better crops.

In the case of rice--which has no protein—a gene can be inserted to produce

a hybrid that tastes like rice but has a lot of protein.;ul/ Similar genetic
marvels will arise from the development of: (1) a virus-free "germ-plasa"

(that could double cassava yields), {2) plant strains with higher rates of
photosynthesis (which might lead to a type of superwheat), (3) new szlt-tclcrant
strain of plants (particularly for tomatoes) also tastier and better nutritionally,
(4) corn and wheat plants (that would endow them with their own nitrogen-fixing
capabilities, eliminating the need for fertilizer) , and (5) green plants
(such as "Euphorbia lathyris") to produce hydrocarbon-like materials of suitable
molecular weight and structure for fuels and industrial naterials:22/ However,
the dEveloped countries will tend to strengthen technological relations of
dependence with respect to all intermediate inputs, should the govérnments of
the developing countries not allocate adequate resources to build up nuclei

of local researchers and adopt appropriate measures (i.e., training their young
people in bio-technology) to develop agro-biochemistry and genetic engineering

as tools for indigonous creativity.

7 .
—B-/UNIDO,"Bio-’I\echnology Promises a Better Life for the Third World,"
IDO/F/68.

wlelvin Calvin, Growing and Engineering Hydrocarbons, a report submitted
to the Symposium on the Conversion of Starches and Sucrose in Puel and Chemical
Products, Bologna, 18-19 June 1981.

a-S-)-/"Gemﬂ:ic Engineering Aim for A Green Revolution,” The Economist, 15
Movember 1980.




6. Projections of supply and demand

It can generally be assessed that demand for processed food will largely
increase over the two decades to come, but with a different pattern among
developed and developing countries. On the one hand, developed countries as
a whole will see their levelling off in their per capita consumption persist
for cereal products (dimct consumption), dairy products, except for some
variety of cheese, yoghurt and cream -61'/ Therefore, growth in demand for
these products will mainly come from population increases, except for some
Bouthern and Eastern European countries where further rising income can still
provoke higher levels of consumption. However, the factors that will play
an important role in future demand, especially ihrough income growth, are:

(1) the diversification for diet (particularly from products of vegetable
origin) and of meat products, (2) processed food that can be stored for a

long time (prepared meat, frosen food, etc.) and, at the same time, (3) the fresh
fruit and vegetables for which the income elasticity is still substantially
high for developed countries (except for some specific products as bananas).

On the other hand, developing countries, especially those countries with
a high or a middle income, will have to face a rapid increasing demand.

Such a tendency will remain and even will be sirengthened due to population
growth, raise in disposable income and very high urbanization rates in many
newly industrializing nations. For low income developing countries, the demand
is also expected to grow rapidly, especially for stzgple products such as

wheat flour, dairy products, and meat.

The key question for developing countries as a whole, however, is to know
whether the supply of processed food will still lag behind the demand as
revealed by past trends.

It is to delineate betior this fundemental issue that a projection exer-
cise has been conducted for the food-processing industry as a whole under the
most optimistic hypothegis of the growth of the agriocultural uctor.ﬁz/

.BJ/ See OECD,"” Study of itrends in worid supply and demand of major agri-
oultural commodities,™ Paris, 1976.

M That is, the normative scenario which reflects the growth of production
in each developing country being accelerated o the maximum considered by WO
to be attainable within overall economic conditions consistent with the macro-
growth assumptions. F0,"Agriculture Teward 2000,", C79/24, Rome, July 1979.




Table 9. Projections of demand

and supply for all developing countries (in ‘1975 ‘U.S. dollars)

Average annual

Average annual
Yeexr growth rate Year growth rate YTear
1580 (percentage) 1350 (percentage) 2000
G2? (rillion US dollars) (a) 1,071,170.0 6.8 2,071,634.0 7.2 4,156,455.0
CD? per capita (US dollars) (a) 474.2 4.2 72,9 449 1,145.1
Populatior (millions) (a) 2,258.9 2.6 2,906,1 2.3 3,623.9
Dezand (million US dollars) (b) 81,116.0 9.5 201,169.9 9.3 491,444 .6
Dazand per capita (US dollars) (v) 35.9 6.8 63.2 6.9 135.4
igricultural GDP (million US dollars) (a) 199,537.7 3.3 275,742.5 2.9 365,970.2
Agricultural GDP per cepita (US dollars) (a) 88.3 , 0.7 94.9 0.6 100.8
Value added in food processing/value added {c) 0.130 0.156 0.203
in azriculture - :
Valus added in food processing (c) 25939.9 5.2 43015.8 5.6 74292.0
Gross production (million US dollars) (2) (¢) 65619.8 5.2 108916.1 5.6 188107.2
Gross production per capita (US dollars) (a) (o) 29.1 2.6 37.5 3.3 51.8
wotal deficit (million US dollars) 15436.2 92253.8 303337.4
Per cepita deficit (US dollars) 6.8 31.7 83.¢
as percentage of demand (percentage) 19.0 45.9 61.7

Notes:( a;
b

(

Trede Stetistics, United Nations, New York and from the data base of the Regional and Country Studies

Branch.

.F.0, Glotal Agriculturas Programming System (GAP), Basic data set as per 1 April 1983
Apparent consuvmption figures are calculated from figures in the United Nations Yearbook of Internatiocasl

{c) Data base of the Regional and Country Studies Branch, Division for Industrial Studies, _UNIDO.
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First, the demand for processed food has been projected up to the years 1930
and 200Q¢, through a global demand function having as variables the GDP and
the population., both reflecting the specific hypothesis of the FAO nomma-
tive scenario. The demand curve Las beer estimated through a mnltiple-step
approach ihvolving:
1. estimation of apparent coaswnption-&y for separate years and a sampie
of thirty developing countries;
2. calculation of income elasticities of demand of processed food;
3. curve fitting of those elasticities with the GDP as principal
variable.w the
Second, the pwospects for value added ot‘/'t'ood-processmg industry has been
derived from the FAO regional forecasts for agricultural GDP,muitiplying it by
the ratio "value added in food processing/va.lue added in agriculture" obtained
from a regression model using the GDP as the explaining variable. Estimated
regional "gross output/value added"” has been then used to calculate the
gross production figures,
Table & gives the principal resulis for the developing couniries as
a whole and shows a widening gap between demand and supply of processed food.

On the one hand, the demand per capita increases at the same annual
growth rate as the @P, i.e., around 7 per cent, which itself is largely
above the growth rate of the agricultural GDP (around 3 per cent over the
period 1980-2000).

On the other hand, the gross production (per capita) only grows at a
rate of 2.6 per cent (1980-1990) and 3.3 per cent (1990-2000), thus generating
a deficit of 45.9 per cent for 199C and of 61.7 per cent for 2000, Thus,
keeping in mind the constraints on agricultural production, the message con-
veyed by the above projections is clear: production of processed food must
be stepped up greatly and this mainly by an increase of the value-added gen-
erated by the processing industry.gé/ This would be obtained by the pro-
cessing of a wider range of commodities and an upgrading of their degree of

processing.

g}/ Table 8 shows how the apparent consumption <as calculated after
matching production and trade data with a reasonable approximation,

y Nethodological details can be found in the UNIDO Internal Note,
"Pro jections of supply and demand in developing countries for processed food,"
June 1981,

B-5/For the self-sufficiency of the developing countries as a whole, an
annual growth rate of the value added of the food-processing industry should
be around 10 per cent.
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Table 10 * Majcr agricultural cormodities, production and domestic dis-
appearance as food, annual growth rates, 1975-2000, in descending
order of production growth ratea/

(Percentage)

Domestir
Production disappearance
as food

Poultry 7.0 6.8
) Eege 5.9 5.8
Pork 4.6 4.6
(Total meat)y (4.6) (4.6)
Vegetable o0il 4.5 4.7
Citrus fruit 4.2 3.5
Other fruit 4.0 4.1
Maize 4.0 2.8
Vegetables 3.9 3.9
Beef and veal 3.8 3.9
Milk 3.6 3.9
Sugar, raw 3.6 3.7
Pulses 3.2 3.0
Mutton and lamb 3.1 3.8
Bananas and plantains 3.1 3.2
(Total cereals)g (3.1) (2.7)
Bariey 3.0 1.9
Rice 2.9 2.7
Other cereals 2.9 2.1
Roots and tubers 2.9 2.4
Cocoa beans 2.9 4.8
Coffee 2.8 4.0
Tea 2.8 3.6
Wheat 2.8 3.0

Source: FAO, Agriculture toward 2000, C 79/24. Elaborated from data
in Table 5 of the Statistical Appendix, pp. 245-248.

2/ Tétal disappearance equal 1o production plus or minus net external
trude balance, minus feed aid domestic use other than human food.

p/ Total meat, i.e. average :ate between “eef and veal, mutton and
lamb, pork and poultry taken together.

g/ Total cereals, i.e. average rate between wheat, rice, maize,
barlsy, and other grains taken together.
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Tt is of course difficult to agsess what would
the maximum feasible for the ratic "value added food processing/vsiue added
agricuiture for the developing countries", However, ratios exhivited by various
countries with a strong food-processing industry show that under vsrious eco-
nomic and technological conditions it can be fairly high and range beiween
0.5 and 1.§§/ This suggests, therefore, that there is still a zreat scope

for developing countries to increase the rate of processing of their agri-

cultural commodities and to improve the quality of their related ranufacturing
operations.,

There are in addition no grounds for expectirng that all foed iiput items
will continue to participate 1in the industry's processing in the same propor-
tionsas 1n the past. On the contrary, the very projection exercise shows that
this will not be the case., The projected annual rates of growth of production
and of domestic disappearance as food of the twenty-two commodities or groups
¢f closely related commodities presented in Table 10 vary within a very wide
range which extends from 2.8 0 7 per cent for productiorn, and is even breader
for domestic disappearance (i.e., consumption). The implicationson the food-
processing industry as such are that the hypothesis of caonstant technclegy
will be clearly untenable because of the necessary chenging composition of
its inputs. Over ten years the industry will be increasing its inputs from,
say, 100 to 182 for wheat,and from 197 for poultry, which will make it a very
different industry, /
In addition to this direct implication of the projections, the constant 1
‘technOIOgy hypothesis cannot :te defended on other grounds. The developing
countries' food-processing industry needs to be modernized and expanded.
Most of its equipment is still at a very rudimentary stage, in spite of
some "modern islands" of up-to-date machinery set up in soms capitul citiss,

Modernization and expansion would bring in more efficient technologies,

which are better adapted to the needs and conditions of a growing indus‘ry.

3ﬂsee Louis Malassis, Economie Agro-alimentaire, Bd. Cujas, 1973.




- 65 -

Productivity increases may stem from many sources, e.g. energy savings,
improved plant organization and location, loss reduction, better storage
equipment, increasing unit yields (e.g. higher oil or sugar extraction
rates) or recuperation of by-products (e.g. hides and skins from livestock
slaughtering). All these gains will increase more the gross product of
the industry than the value of the input, and hence constitute a higher
value added.

The growing per capita incomes, the increase in tlke number of people
gainfully employed in the secondary and tertiary sectcrs of the economy,
together with generally improved standards of living, will demand (and
the industry will supply) foods and beverages incorporating larger quan-
tities of processing services.

The expansion of exports from aeveloping countries will also require
increased levels of processing. The food-processing industries of the
developed countries will continue to supply their domestic and export markets
with food products incorporating a great deal of processing services., The
aeveloping countries will need to emulate ther successfully in their efforts
to maintain and expand their foothold in tne markets of the industrialized
countries. Moreover, the developing countries intend to obtain more favourable
conditions of access to the import markets for their highly prccessed products
and develop an adequate industry that would enable them to export larger quanti-

ties of value added in processing.
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C. Summa;x

1. The food processing industry — with an estimated world output
of US$ 741 billion in 1977 and a labour force of 26.2 million - binding
together a very large number of manufacturing activities, represznts
a very important part of the overall industrial base and ezonomy in many
developed and developing countries. In fact, although the size of the
industry in absolute terms varies widely from one couniry to the other,

food manufacturing is a leading industrial sector in practically all

countries, particularly is that the case in most developing countries,
where for several decades to come food-processing indusiries are likely

to remain a key sector.

2. The food-processing industry is geagraphicall ma:distributed.

Developed markeis (58 per cent) and centrally planned ecouomies (26 per
cent) jointly represent more than 84 per cent of the world food- and
beverage-procesasing. The developing countries account for about

16 per cent only of the aggregate value added in food- and beverage-
processing., In addition, the bulk of the world's processed food trade

is directed towards the developed market economies, with developing
countries' imports dangerously concentrated on key items (wheat and dairy-
products) and with developing countries' exports (limited in most cases

to tropical products) ghbwing a poor diversification.

3. The interpenetration of the world patterns of consumption also
supports a basic tendency to devaluate traditional foods, thus encourag-
ing a corsumption style that may prove imappropriate for the developing

countries - due to diffusion in the growing urban centres of most develop-
ing countries ¢f "eating habits" increasingly based on a diet which
characterizes the developed countries. In fact, the imitation of the
consumption patterns of the large industrial centres leads to an agro-
modsl of production often based on the utilization of expopsive inter-
mediate inputs and mechanical equipment which tend to displace inexpensive

labour-intensive technologies in favour of imported, labour-saving machinery.
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4. This situation is particularly disquieting. The degree of
self-sufficiency, which can be measured by the ratio oI net balance

of exchanges versus production, snows that the food dependency of

several developing countries is critical and will still grow worse

if serious measures are not taken to change the structure of production
and of foreign trade. Moreover, the agro-industrial model of production
operating in Some developed couniries cannot be transposed to develeping
nations, basically because of its high ensrgy requirements and also

because it cannot match a completely different get of conditions or
problems (e.g. demographic explosion, underemployment of the agri-
cultural pepulation, specific ecological conditionms, etc.), Indeed,
for most developing countries the probiem is to produce the necessary
quantity and quality of food calories taking into account two main
factors: the uncehtrolled ° demographic growth and the limited arable
s0il., Therefore, the agro-food pr.duction has to be conceived in terms
of persons to be fed by hectare at a certain nutritional level, using
local resources in the best way possible (ecological and agricultural
system and manpower), specially limiting external resources and
inputs, - non-renewable energies to be considered in tke first place.

5. 1To attain high production targets of processed foods correspond-
ing and satisfying the rapidly incrsasing demand, particularly those in
many newly industrialising nations; - a redifinition of food-processing

models in the developing countries is ¢f utmost importance, with a view

1o low energy profiles, to rehabilitating basic, indigenous, low-cost
food crops, subject to their productivity being substantially improved.
The solution - whilst individually suiting conditions in each country -
will have t0 be centered on the replacement of the traditional wheat-meat
ghain witk protein-producing plants (especially leguminous orops with

their own inherent bacteria fertilizing system), economical animal-busbandry
(aviculture, rabbit and game, etc.) and various substitutes foods of loocal

origin (such as "composite flour programmes”) stressing by way of convinc-

ing and appropriate media campaigns the "superior” quality of foods
hreduced op the basis of local rescurces.




In addition, appropriate teciunologies should be conceived so

as to foster a butter balance between manpower and equipment, the

maximum use of raw materials and their processing to the extent of -

meeting the substantial food demand (nutritional needs, packaging

and agro-display), to use - if possible — renewable local energies,

to reduce transport costs and stock losses, to adopt recycling of -
waste and to promote implementation of smail-scale projects,

6. Although the food processing models of some developed
countries cannot be transposed to developing countries, the contribution
and role of the developed countries for the development of the food-

processing industry in the developing couniries remains essential.

The diversity of the actors, however, that can establish fruit-
ful co-operation links with the national institutions and authorities
of the developing countries has to be emphasized. Thus, in addition
to the powerful influence of the traditional transnationals (TNCs)

there is a growing number of:

"outgiders” (e.g. the giant Japanese trading houses, instruments
of their country's foreign economic pelicy);
"independents" (e.g. the Hamburg grain fifm A.C. Toepfer); .
major capital goods suppliers (e.g. Alfa Laval, Buhler, PFives-Cail, w
2 F
small- and medium-scale manufacturing firms (export-oriented, often
disposing of technological novelties acquired by own experience, re-
search and development);
well-established co-—operatives, which, operating on the basis of
golidarity criteria can provide better conditions for technical aid,
financial support, establishment of joint ventures in the field of

production, marketing or extension work.

These new actors offer developing countries the opportunity of

choosing new partners which - compared to TCs - appear to be more

suitable to the conditions prevailing in the Third World in terms of
labour intenmity, scale of operation and in partiocular, valorization

of local food resources.
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7. A large diversity of means of production and of actors
thus represents & counterpart to the diversity of needs and demands.
In this way it might be possible to orient the offer/dema.nd
and consider each homogenous segment of demand. In particular,

in ihe case of the demand of a poor rural population, several

factors (e.g. the social and religious tiraditions, the lack of

consumption or distribution networks, the local eating habits, the
non-existence of qualified "industrial® manpower) point - towards food
policies centred on modernizing and revalorizing the agriculture of

sel f-subsistence. On the other han. the growing urbanization large-
ly justifies a production-model %ased on modern technologies, large-
scale production made possible by masses of consumers living in
cities, by a modern system of distribution or by imported goods
subject fo certain ‘conditions beipg considered (e.g. the imported
products be adapted to the nutritional needs of the population, that

none be substituted for traditional ones). Consequently a principle
of'combined strategies™ emerges as particularly suited for the
developnent of the food-processing industry based on both the factual
internal demand and a good linkage with other elements of the agro-

production system.
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I1. GROWTH OF FOOD-PROCESSING INDUSTRIES
IN DEVELOPING COUNTRIES

A, International obiectives of develonment

Food production, processing, distribution and consumption present
many international issues of g political, social, economic, scientific and
technological nature. Theese issues and the measures to deal with them
have occupied the attention of the highest multilateral formums on many
occasions and some of them are matters of permanent interest. International
action has played a major role in the definition of the growth objectives
of the three successive UN development decades launched by the General Agsembly
since the beginning of the 1960t's. In the field of industrial development,
the overall objectives of the Tkird UN Development Decade are closely
related to those of the Lima Declaration and Plan of Action on Industrial

Development and Cooperation of the Second General Conference of UNIDO.

At the UN General Assembly, the international community recognized
that "substantive progress should be made during the decade (i.e. the
Third Development Decade) towards food self-sufficiency and food security
in developing countries so as to ensure an adequate level of nutrition for
everybody. Agricultural production...should expand...so that it will be
possible to meet nutritional needs of the populations, to enlarge the base
for industrialization and the diversification of the economic structures,
and to redress current imbalances in world production" —Bl/a.nd that
#*Industrialization should be aimed at meeting in an integrated way the
overall requirements of the development of the national economies of
developing countries" §§/The Lima Declaration provides that "in view of
the basic complementarity between industry and agriculture, every attempt
should be made to promote agro-based or agro-related industries which,

‘  Qeals and Objectives, International Developmeni Strategy for the Third
United Nations Development Decade, United Nations General Assembly

ResoTution 38/58, Part 11, paragraph 28.
Ibid., Part II, paragraph 29.




besides arresting rural exdus and stimulating food production activities,
provide an incentive for the establishment of further natural resource-
based industrie s"-§2/

These universally accepted principles should inspire the drawing up
of national development plans, and the formulation and implementation of

policies, measures and programmes. Each developing country will undoubtedly

adopt its own strategy following the path most suitable to its own conditions.
These differ widely as do among others: (1) the levels of GDP

and ircome distribution among inhabitants or between regions, (2) the
ideologies inspiring forms of government and the socio-ecomomic organiza-
tion of production (vhether they are centrally planned or market

economy countries), (3) the endowment of natural resources and utilization
levels already reached, which includes the availability of arable land

not yet brought into cultivation and/or of the inputs to increase the
productivity of that already cultivated, such as water supply and irriga~
tion, energy, fertilizer production, etc., (4) available labour and its
skills, (5) growth of population and its distribution between rural and
urban sectors, (6) share of GDP arising from external trade,

(7) competition between domestic and exnort demand, (8) con-

centration of export earninge in one or more commodities, and

whether their current and prospective situations are favourable, as for oil,
or unfavourable. (9) what is each countrv's food oroduction

deficit or surplus with respect to its nutritional objectives and (10) the
volume of domestically generated investment funds and export earnines as
well as the level and type of expected flow of external resources as
financing or other assistance and of competing claims from the lood

sector and all others.

The variety of conditions exhibited by the developing countries
does not detract from their common need to strive to attain the highest
possible nutrition levels by encouraging agricultural production and by
moving the quantities of food required from producers to consumers by
marketing, processing and manufacturing food products at the lowest
poseible cost to consumers generally, but at farm—gate prices encouraging
continuing and expanded production,

82/ Lima Declaration and Plan of Action on Industrial Development and
Co-operation, United Nations Industrial Development Organization,
paragraph 5l1.
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Bven ihe fou daveloping countries experiencing a very rapid rise in
export earnings, such as the oil-exporting countries in recent years,
cannot afford to orient their food policies toward deliberately increasing
dependence on imports. The longer-term risks of a quasi-total, or even
only very large dependence on imports are too great to bte ta.kenl beyond
those that are unavoidable. Some can be avoided or reduced by developing
domestic agriculture compatibly with the climatic, geographic, hydrological,
ecological and other conditions relevant to plant and livestock
production. Most developing countries, however, suffer from chronic or
frequently recurring balance of payment deficits. For them, there is an
immediate need to obtain the highest possible levels of domestic produc-
tion, not only as a hedge against future risks; they would also need to
keep food imports at an indispensable minimum to prevent imports from
acting as a disincentive to domestic producers. Similarly, imports of raw
materials, packaging and labelling products, foreign technology and spare
parts required by the food-processing industry should be kept down to
mnavoidable minima, bearing in mind other drains on external resources by other
priority sectors of the economy requiring imports. Thus each countiry should
aim at the highest degree of food self-sufficiency compatible with its own

conditions.

B. The need to define national food nolicies
The growing contribution of food processing to the rapid industriai-

ization of the developing countries envisaged in the International Strategy
for Development requires a full mobilization of resources purposefully
directed.?-(-)/ Thus it demands the intensification of international
co-operation between developed and developing countries on a multilateral,
regional and bilateral basis in financial and technical assistance and

also the stepping-up of co-operation among the developing countries thea-
selves, The framswork of international trade also needs to be

reviewed and re-structured in order to assure expanded markets,thareby
increasing export earnings and incentives for the industrialization of
developing countries,

go/In order to simplify presentation, the main aspects of the developing
countries’ domestic action are dealt with in Part II of this '
paper, while the international co-operation and trade aspects are
dealt with in Part III, It is recosnised, however, that
domestic and international aspects of food production and processing
cannot be separated ho neatly when shaping development plans and
policies,

_—
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Tha achisvemant of the strategzy objectives in the food production and
processing sector requires both accurate planning and policy formulation'and
the relentless implementation of all aspects of a food policy. As

obgerved in an OECD paper, the Governments of many developing countries
have an agricultural policy but not a food policy.9-1-/1n all too many

cases, it could also be said that Governments have had an industrial
development policy hut no food industry policy. This situation is changing,
but in the preparation of development pl 2 there is still room for
further practical recognition of the key role of food; adequate priorities
should be assigned to unified food policies within the context of the
development of industry and agriculture, as well as of processing and
marketing, both wholesale and retail.

It should be "realized that neither industry nor agriculture can
proceed very far without parallel and balanced development of the other.
Growth of agricultural output is usually a critical determinant of the
rate at which industrialization can proceed, Conversely, insufficient
industrial support for agriculture and a lack of manufacturing facilities
to process agricultural output represent a major comstraint to output and
productivity in agriculture.™

However, with few exceplions even in the food-processing sector,
policies and development plans still do not exhibit the degree of syachron-
ized and balanced development which wuld have ensured more rapid progress.
The rural sector has continued to lack a dynamic and innovative force which
could have been represented by a vigourous food-processing industry,
adapted to and integrated with its agricultural environment. Some large
islands of modern, highly productive agriculture,specializing in crops

or export or around large citiss have emerged, In all too many cases., these
developments have been linked to the processing requirements of trans-
national corporations (TKCs), or the need of distant import markets for

primary commodities.

2_1_/ Adel A, Beshai, FPood for All: The Gapacity of Development Countries to
Meet Their Food Requirements, Country Bac und Paper: Egypt, Food
Situation on'mmrﬁrmoo , Development Centre, CD/RI, 79.1112.

9_2/ The expression "development plans” in the present paper covers also
"@&vernment policies" generally.

2}/ M.M. Aref, The Role of —Industries in the Industrialization of
Developing Co Tes, ' Marc 6.

_— =
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Mrot develoning enuntries surrently find themselves faced with the
dilemma: can the challenges of the 1980's be met by continuing to follow

past patterns of economic development or should new and alternative national

models be designed and applied?

Generally speaking, the former patterns have stressed an "imitative™
model of development and GNP growth rather than its distribution. These

two aspects have recently come »=i:.r severe criticism,

For instance, addressing the UN Coomittee for the New International
Development Strategy, Dr. Raoul Prebisch stated: "... We were under the
illusion that we could develop in the image and likeness of those centres
(i.e., developed countries), We now understand that...(it) was an
illusion which is rapidly vanishing, because we see that even in the
countries with the highest rates of economic growth social inequa.ities,
instead of diminishing, have increased. In lLatin America as a wiole - and
I believe that this occurred in other parts of the developing world - the
masses of the population, despite this high rate of development, were by-
passed and received a very meagre share, if any, of the fruits of develop-
ment... In our zeal to imitate the great industrial centres, we .mitated
their patterns of consumption, and this went to the extreme , with these
patterns of consumption applying to what I call the privileged consumer

society, because a relatively small segment of the population is involved."y

The continuation of existing patterns may intensify the problems of
centinued etagnation of the rural sectors, the urban population explosion
and the rapid escalation of food imports heavily concentrated on wheat
and dry-milk products. Both are typically temperate zone commdities.
Here the difficulties of tropical countries in equating production to
need in a balanced way are the groatest., The current patterns may also
lead to expanded TNC ownership of the food-processing industries of the
developing countries - a sector where TNC organization, management and
technology might not be indispensable, If unchecked, these expanded TNC .

inroads imply a wider transfer of the decision-making power in the
economic field outside the developing countries, with the consequent risks
of larger distortions in the countrie3' patterns of production, trade and ‘

technological development.

9y UN General Assembly, statement by Dr., Raoul Prebisch at the 13th
Meeting of the Committee for the New International Development Strategy, ‘
27 Pebruary 1980.
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These inherent dangers strongly suggest that in the essential
sector of food-processing industries, with its serious imolications for

the whole agricultural and manufacturing development, the develovine countries must
try to find and apply new alternativer to their present models of growth

on the basis of national needs, objectives and resources within a unified

food-policy approach.

C. Integrated approach to food-processing industry plamning

1. Integrated approach at couniry and within—country levels.

(a) The State's role and the planning process

At the national level, the most common way of unifying food produc—
tion and food processing policies is within the framework of a pluri-

annual national develupment plan.

In this case the unifying element is the definition of a specific
target for food development and the provision of co-ordinated measures
and programmes aimed at that target. Within thie framework, the growth
of the food~processing industry is viewed in relation to the target, its
composition by products and their quantities and geographical distribu-
tion, markets and social groups to be served. In particular, the neces-
sary links are reviewed, and, if the situation so warrants, strengthened
upstream between industry and agriculture (so that the development of the
two sectors is synchronized) and downsiream so that the links with dis-

tribution and consumption are adequately assured.

The links may be provided structurally as imn the case
of agricultural development projects embodying processing plants; or by
means of rules, such as by legislation providing incentivas ¢2
the co-operative ownership of the processing plants by the farmers; or
by procedures safeguarding producers vis-d-vis the industry in contract
farming; or by the establishment of a government agency with monopoly
powers in the sector. These alternatives are mentioned merely as examples
and in practice there may be a great deal of variation among thom,
The choice among these alternative options will undoubtedly be influenced
by the political and social conditions and preferences of each country.
These factors will also influence the choice of the ways im which owmership
and management of the processing industries mav be envisaged, and
by which the industry's downstream links with food marketing and consumption




- 176 -

will be assured. Adequate machinery should be established for the imple-

mentation of the measures and the attainment of the objectives .15—/

As a minimum requirement the plan should include a
chapter on fucd development as a coherent whole, listing the various
projects, reforms and measures to be undertaken in the various fields -
nutrition policies, agriculture, ‘ndustiry, marketing, exporis and imports
(agricultural inputs, food industry, domestic marketing, transportation,
financial and other invesiments, etc.) - in order to attain the food
objective. This should lead the political and planning authorities to
take an overall view of the adequacy of ‘he measures to be adopted and

the institutions to be provided.

The preparation of such a chapter at an early stage of major policy
formulation could also help in overcoming a basic constraint of au institu-
tional nature common in planning agro-industrial food development -~ that
of defining the fields of competence within a joint policy currently dis-
tributed among a good number of ministries and other governmental bodies,
e.g. the ministries of public health, agriculture, and industry (this
ministry is sometimes splii into ministries of heavy industry, light
industry and transport), foreign trade, commerce, budget and finance,
plus, at least, the national bank, among other governmental bodies. The
document to be drawn up would cut across all these compartments and hence /

its drafting would need the expertise of the various authorities concerned

and lead to an integrated formulatiom of food policy, and as clearly
stated in a recent paper,?-6/ it "would require a unified approach to be

”
dealt with by a multi-disciplinary team with one concept.

An exercise of this type could also identify possible "loose ends"
lefi{ in the plan that mignt constitute weal: links with, for instance,
input industries, e.g. those producing ferc¢ilizers and pesticides, or
supporting measures, e.g. the provision of credit, or transport, whole—

sale and retail marketing infrastructures.

35/An example of a national food programme is given below, the Mexican |
Food System.(Sistema Alimentario Mexicano, SAN).

96/W. Yoreira-Dias, Integrated Agro-Industiry Development, UNIDO/IOD 374,
19 August 1980. |




The need for incorporating muitidiscipiinary machinery in ihe govern-—
mental structures of the developing countries has already been identified
as a "priority area" for consideration by the Global Preparatory Meeting
for a Consultation on the Food-processing Industry, held in Vienna in
1979.‘?-7/Further consideration of this subject would require a view of the
overall machinery existing in developing countrias for the preparation of
national food plans and policies and the actual experience these countries
have gained with various co-~ordinating bodies of the types mentioned in
the preceeding paragraphs or similar ones. Im co—operation with the
interested governments, an appraisal could be made of the extent to which
they could benefit or would expect to benefit by the institution of

machinery of this nature.

An example of an integrated food programme supported by machinery
of this kind is provided by SAN (Sistema flimentario Xexicano, or in kng-
ligh, the Mexican Food System).SAM integrates food objectives from con-
sumption back to production and has an institutional set-up serving
objectives from agricultural production to retailing, through processing
and marketing., It aims at satis{ying the minimum nutritional requirements
of all population groups quantitatively defined by main foods znd per head
of population. It also encourages increasing production of staple foods,
e.g. maize, beans and other basic foodstuffs, so as to achieve self-suf-
ficiency in food by a given period, i.e. between 1982 and 1985. It plans
to attain these production objectives by opering up new lands and by
increasing mechanization and other inputs for rain-fed crops, to operate
more equitable income redistribution among the different social groups,
among the various regions of the country and between the urban and rural
segments of the population. The overall SAM project (composed of twenty
interrelated sub-projects, some ol them further subdivided) is carried
out, supervised and ob-ordinated by a central task force within the office
of advisors to the President of the Republic of Mexico.

Production incentives of various types include financial support
for participating farmers. Traditional agricultural production structures,
such as the sjido, the unique Mexican form of collective farming, will be
assisted to become more productive, while modern agri-business will also

- m "Global Preparatory Meeting for a Conaultation on the Food~-processing
Industry,” Report ID/WG.295/1, paragraph 23.
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be encouraged, SAN will pursue closer iniegration beiween agriculiure and
expanded and improved marketing and processing. The peasan* ejido pro-
duction enterprises and producers' co—operatives will be linked with state-
owned processing and marketing enterprises (with arraigements covering
commodity flows and prices, as well as financial, marketing, technological
assistance and extending to training). Cperating within the Syster, a
state agency (CONASUPO) will assure direct food distribution through ite
retail stores, administer consumption subsidies and carry out consumer

education campaigns.

(b) The State'e roale within recfonal develonment programmes

Within a regional development programme, the objective is usually
established in terms of production and productivity growth and of pro-
cessing facilities rather than of a food target. The development programme
usually requires the establishment of an area agency capable of identi-
fying cbjectives, the projects to achieve them, and co-ordinating their
implementation in the processing industry and food production sectors, so
that the two are closely integrated. One example of an agency of this
type is offered by the Industrial Development Institute of Minas Gerais
(INDI) in Brazil. INDI embodies the hignest professional qualifications
and has a very strong poiitical influence. The programme developed in tkre
State of Minas Gerais is complementary to the Brazilian federal policy
to booet agricultural expansion. In the Minas Gerais programme the latter
is given incentive by the development of the processing industrv. The
strategy adopted includes several stages which may be brought under two
headings: one is the formuilation of quantitative objectives for INDI's
action and the other is the identification of projects and the energetic
promotion of their financing and implementation. 1In the early stages, .
macro—econcmic studies are made of the resources or of the raw material
basig and of the consumer's demand for the products which the processing
industry can supply. By this evaluation of the potentialities of the
local industry /fagri-business situation, the most promimsing induatrial
gsectors are identified. This stage is followed hy the development of

integrated projascts, which frequently demand creative use of technology.




2. Machinery for project conceptualization

4s the cases of SAM and INDI indicate, an integrated approach requires
the establishment of adequate, pluri--disciplinary machinery for project
conceptuaiization and develooment. This need is enhanced in all cases
of relocation of food processing industry within integrated rural develop-

98/

ment programmes.—

Fcod industpy relocation implies that in planning industrial
Jdevelopment, the longer term advantage of installing new plants near
10 the actual and potential sources of domestic food production vill be

given due weight in the implementation of projects or programmes.

The choice between one option or the other will depend on
the relevant circumstances and conditions of each country, area or
type of industry. Projects would need to be adapted to local conditions
and sectoral programmes of rural development horizontally integrated
with national development programmes and vertically within the national
food processing and marketing in the urban sector. Among the food
processing industries the most favourable opportunities for relocation
to the rural sector would be those processing field crops (e.g. grairns,
oilseeds and pulses), or tree crops (e.g. fruits) and livestock products

(e.g. milk and poultry).

But even when economic and technological considerations favour the
setting up of a plant at a long distance from its sources of supply of
raw materials, or even completely outside the rural sectorggjthe industrial
development project should be considered in association with any necessary
adjustmeut in the agricultural sector so that it would be ronceived as an inte-

grated oroeramme. This, of course, would also include technoloev. transvortation
and any other factors of infra-structural growth or adequacy.

98/"In the context of integrated rural development Governments will

- encourage rural industrialization, the establishment and strengthening
of agro-industrial complexes.....and the ensuring thereby of increased
production of food and agricultural products and employment for the
rural population" UN General Assembly, loc.cit. para 95.

99/ A few cases might be mentioned as fcr instance plants demanding the
immcbilization of relatively large capital investments (e.g. vege-
table 0il or sugar refining) and plants reaching optimum scale of
processing at level requiring them to draw their raw materials from
wide areas, or necessitating several raw food inputs, e.g. sugar and
fruit grown in separate areas of the country.




—
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A successful industrialization programme demands policies and programmes
of incentives. Among them should be assistance of a financial and other
nature in order to favour the development of a local entrepreneurial class and
to prepare skilled workers. But above all, and particularly in the less
advanced countries and areas, there is a need for the strengthening of machinery
for project identification, preparation, evaluation and implementation.

At the earliest stage of project formulationm, "conception" depends above all
on intuition, managerial skill and knowledge of local conditions, but the
following stages of project preparation and evaluation are technical stages.

The skills required may be found in government agencies (central and local)
and in specialized bank institutions, such as national, regional and interna-

tional development banks.

This emphasis on adequate project initiation and preparation rtems from
the simple but fundamental observation that without initiatives no project
materializes, and that faulty preparation will lead to severe losses, feelings

of frustration and the failure of a project.

The history of rural and nonrural industrialization is full of examples
of failed prejects. Any economic undertaking involves risks and failures which
cannot be excluded altogether; there is no foolproof way to ensure against these

failures, but they can be reduced by strengthening project identification,

preparation and evaluation.lgg/

The lack of adequate appraisal, not only of internal consistency and
economic profitability but also of the project's links with relevant agri-
cultural precduction, roads and transportation, marketing, processing, etc. ,
may bring heavy penalties.

A complete feasibility study to reduce the risks of failure requires a
multi-disciplinary approach involving far mcre than simple plant design and
equipment. It also requires expertise of various } .nds, of which agricul-
tural and economic science, market management and econometrices might be onlya few
examples. A sound and thorough knowledge o local ccnditions is essential
to success.

These qualifications and specialized knowledge can hardly be found among

small- and medium-scale entrepreneurs, and they are particularly scarce in

1-lef’r'o,ject preparation in devsloping countries may need the assistance
of international co-operation. This aspect is dealt with in Part 1II.
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poor rural sectors. They must be lrought from the outside and this can only
be on the initiative of government or semi—official bodies.

It would be appropriate to query whether the standard procedures for
formal project analysis meet the requirements of an integrated approach to
food-processing development, or whether new methodologies and procedures
should be envisaged and developed. These doubts arise in many areas and
may be overcome when the concept of an integrated approach in food-industry
development has been clarified and defined at macro-economic and political
levels, At micro-economic level, a first definition of integrated approach
could be that of establishing full control of the processing plant over the
supply of its main inputs, or the consolidation of the plant and the agri-
cultural producing unit into a single concern, or any other way of strength-
ening the linkages between the two. In an attempt to develop norms and pro-
cedures to identify, plan and implement integrated food-processing pro jects
this criterion might be necessary but not sufficient. If it were sufficient,
a TNC development project would qualify as an integrated project. It
might or it might not. For instance, a TNC might qualify because of the
establishment of linkages between agriculture and processing at high levels
of productivity and private profits, but the project might not contribute to

the growth of the national integrated agro—food system as a whole or to
increasing the interdependence between the various elements of the system.

it might not contribute to the realization of food policies, e.g., if its
result is to draw resources into a non-priority food product and away from

a priority one (priority being assessed in terms of national nutrition policy
or income re-distribution policy favouring, say, staple food for the many).

3, Incentives to industrialization

Second only to adequate project preparation is the overcoming of credit
constraints and the difficulties experienced by a yet-to-be established indus-
trial concern in obtaining credit.

In spite of their low standards of living and productivity, growere in
rural areas are capable of producing savings and capital in the original sense
of the word, i.e., under the form of current production saved and not con-
sumed. This "capital" is in specific resources and the markets currently
facing the growers are in most cases not capable of transforming it effi-
ciently fnto furds to invest in local industrial ventures. 1In addition,

small- and medium-sized farme hardly represent acceptable collateral for
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long-term borrowings from banks. Thus, apart from projects with immediate and
high productivity that cannot be expected to be numerous, the usual case would
be that of projects not 'bankable" at full commercial terms in the eyes of the
usual credit facilities existing in developing ccuntries. Most developing
countries suffer from high inflation rates with exceptionally heavy interest
rates that, coupled with scarcity of funds for long-term investments, make
rather utopian the hope of banks financing industrial development ventures

in the rural areas, and the ability of the pro ject promoters to undertake

the servicing of a loan at full commeircial terms.

In most cases governments would therefore need to intervene by pro-
viding a loan facility at concessional, favourable terms through the banking
system or in other ways. This facility should be ample enough to provide the
furds needed for the approved projects of modernization or the establishment
of new plants and, in some cases, the necessary initial working capital. The
debt—service charge should be calculated so as to provide an incentive to
establish the industry and to assure its viability, which would imply adequate
periods of grace, subsidized interest charges and long periods of repayment.

The mobilization of domestic resources will not suffice in
most developing countries, especially in the poorer among them, to support
the global investment effort they will be called to make in the manufacturing
and agricultural sector. External financial assistance, multilateral, regional
or bilateral, will nced to be extended, particularly under the form of official
development assistance at concessional terms. This aspect is dealt with in
Part III .

The very lack of industrial tradition would also require the introduction
of training facilities for the managers and the staff of newly established
firms, advisory services (e.g., regarding machine repair and maintenance and
market information), and infrastructure (e.g., treated-water supply, elec-

trical power, road rnietworks and transport facilities).
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4., The contribution of the private sector

In additioa to the incentive previously mentioned, an improved "public
climate" is required to achieve a better understanding between developing
country Governments and the private sector with the objective of fostering
the private sector's contribution.

In this regard, in developing the food processing industry, the foremost

tool for developing country Governments is to apply the basic criteria used

in the private sector (especially on market accessibility: consistent raw

material supply; the availability of credit on reasonable terms, sujtable
technology, trained technical and manasgerial staff: locally manufactured

processing equipment and packaging material). Moreover, stricter regulations

for the public and parastatal enterprises {which can, of course, operate

in areas of the food system where long-delayed returns do not attract private
parties) should also be enforced to improve their efficiency and ackieve
substantial savings. On the one hand, this might be accomplished by bringing
their finances and general operations under close control of the ministries
responsible. On the other hand, persistent cases of irrespcnsible management
and financial quagmire should lead to reforw programmes which include

scrapping and denationalization of state comnanien.Egi/

A liberal investment code and tax regime would also gieally enhance
the contribution of the private sector, provided that it places the
domestically owned induscry in a competitive position versus foreign-owned

corporations. Thus the benefits envisaged by the investment code and tax

regime should give priority to foster the local class of managers and private
entrepreneurs, though also applying to the for:ign entrepreneurs who, along
with domestically owned industries, fulfil goals of fundamental importance
such as the attainment of self-sufficiency targets of the development plans

and programmes,

D. Elements of integrated food-processing industry dc 'elopment policy

1. Links with agrizultural production

(a) Need for agricultural production to adjust to industry's
requirements
In many cases available farm produce is inadequate to meet industry's

requirements as to quantity, quality and timing of deliveries and this militates

against the setting up of processing and manufacturing plants. Successful

10/ Robert Hecht, "Ivory Coast Scraps Most State Firms", African Economic
Digest, 4 July 1980.




ad justment of farm production is a key element of sound industrial development.
In some cases, the industiry to be established would process a product for which
the local agricultura. producers have no previous experience, as has been the
case recently in some Latin American countries with the introducztion of soya
bean and cassava, which has required the provision by tie industry of specific
assistance, extension programmes, training and price incentives. Though these
ad justments might be obtained more easily by medium- or large-sized farms,
this is not a reason for failing to associate small farmers in the process of
industrialization.

In most rural areas in developing countries, mixed farming by peasant
operators on small farms generally prevails. Except uear large urban
centres, these growers are not market-oriented. They are chiefly concerned
with satisfying their own needs and the demand of local markets. The
quantity of any product any farmer is willing to sell is therefore very small.
A continuation of this pulverization of production would make the processing
plant dependent on too wide an area of procurement of its raw material, with-
out giving it any assurance as to the quantity of the product obtainable.
Moreover, small scale mixed-farming, particularly when scattered over a huge
area, is not likely to supply quantities of products that are homogeneous
with respect to size, degree of ripeness, sugar or 0il or juice content, or

available at the desired rhyihm, suitable for processing.

In some cases, supplies could be made more homogeneous by selection, sep-
aration and grading operations at the industrial plant, but these have their
cost and the indusiry is likely to nass it back in a lower price paid to
producers, if it cannot pass it on to consumers. The imdustry needs both to
increase the volume of its operation and to spread the overhead costs over the
largeat possible volume of output, hence it needs to prolong the cropping
season by introducing early or late ripening varieties. Further, the pref-
erence for this or the other variety of fruit or vegetables may be dictated
by aspecis other than the technical ones of processing amd manufacturing and
be imposed by factors such as consumers! tastes and preferences, the level
of their effective demand, the nature, strength and aggressiveness of com-
petition. 1In no case can these be overlooked, particularly when the processed

product 18 intended, perhaps exclusively, for overseas markets.
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Production adjustments to the industry's requirements imply that
decisions that are agricultu... (for instance, how much to produce, of which
varities, etc.) must be centralized and the decision-making process trans-
ferred to the industry. This loss of independence will not be easily accepted,
particularly by small-scale farmers who must abandon an old for a new philo-
sophy of life and old types of economic activity for new ones. They will have
to abandon the traditionasl idea that only surplus production, i.e., what is
obtained over and above their own needs and those of the villages should be
marketed and processed. They will need to think of producing first fer the
market (in some cases distant markets)} as indicated to them by the industrial
firm, or the processing plant. This will imply the acceptance of decisiomns
made by the industry as regards the new crops, seeds, cultivation practices,
fertilizer and pesticide application, cropping time, etc. The more adequate
the incentives and the wider their own involvement in this process of trans-

formation, the more easily the growers will accept the changes.

(b) Means to achieve adjustment

The mere appearance in a local market of the demand by a plant would not
necessarily obtain the adjustments in the local agricultural production needed
to fit the requirements outlined above. Procurement through the market place
is practiced in some areas for products obtained from medium- #nd large-sized
farms that have been traditionally market-orierted: here production already
takes place on a fairly large scale and responds tc market indicationms.
Further, there may be a market - in come cases it i{s an auction marxet, as for
tea in sume major Far Eastern producing countires - where wholesalers bring
fairly homogeneous lots they have collected from the farmers. FProcursment
through the market has some limitations for the industry, among them the rie..
of fluctuations in prices and supplies. The farmers also may not favour i¢,

parcicularly if the industry is the sole or the largest buyer in the market.

The adjustments between industrial and farm production and within the
farm sector n. occur in many forms and degrees, as, for fastance, within an
agro-industrial concern or by contract farming or co-operative ownership of the
plant.

Fundamental determinants of the nature, =cope and extent of the vertical
integration between inductry and agriculturs are the types of sgricultursl
products dealt with. Many factors must be considered, such as the risks 1a
production and marketing, existing ard poteutial ziternativa outlete, the
feasibility of storage and trunsportatios, the axtracticn rats in processing,
i.e., the oil content of seade or the sugar content iu cane, the
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d:gree of ripeness for consumption as distinct from prccessing, as for some
‘rait, alternative types of fruit processing and the possible different unit
costs of processing at increasing scales of operation.

The ad justment of farm production may be achieved with the complete
integration within agro-industrial concerns of the agriculture and processine
activities. This type of "integrated agro-industrial complex approach
inrolves the "vertical integration of the whole production process of food,
or other agriculturally based consumer goods, frcm the field to the final
consumer'". \ith vertical integration "all stages of the process ard their
planning are managed, or perhaps owned by a2 single markei-oriented authority
having an industrial approach and applying a policy suited to market demands..."

There are some special circumstances that might sway plamners in ravour of
agro-industries. Cne is that or crops that cannct be consumed directly and
that have no alternative markxet except the processing plant. Independert
farmers might not be inclined to depend sxclusively on one outlet for their
produce, e.g., palm fruit for oil, or sugar cane. Another might be the case
of tree crops that cannot be easily accommodated withir mixed farming con-
cernslgj, or that have too low yields in these conditionéuuy, or that have
such long gestation periods before any yield is obtained that smail farmers
cannut consider using themigjx Finally, there is the case of certain fruits,
e.g., pineapples, or of vegetables, that mature earlier or later than those
of the impurt markeis in Burope or in the United States of America that are
produced exclusively or almost exclusively for export. In these cases, the
emall farmer might not be irterested in or capable of obtaining products up
to the qualities and specifications requested by the export markeis.

Though successful experience is available, armd this type of development
is of wide applicezion, there are situationa in which sther more flexitle

linas can he f{ollowed. In a receant consideraticn of inicgrated agro-industeizl

iﬁlk.h. Aref, Tne wole of Agro--industries in the Incuatrializatisn cf
Deve:loping Countries, 2p. <iil.

——ry

iﬂyﬁn flest Africa, for ingtance, cocog is mostly the product of
nixer, small-sized farwma, bul bananag for export have practically dissppearzd
as # product of mixed farming.

5941n the United depuiliv of Camaroon, bananas for exiport can oniy be
yroduced in laige estates because conirary ic vhat happens in other couniries
the plantation sust b2 rerewen zvery three years and tne land %taken cut of pro-
duction muat be falinwed for cnother two years befors heing brought wder pro-
cuction again,

iﬂi/This io typically the case of the Africam pelm ir ¥eat Africa.
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developmentmd , the question of some constraints, particularly for new invest-
ments in large plantation and agri-business ventures is raised. If the complex
is to incorporate agricultural production, processing, distribution, research
and development, in many cases the capital investment required would not be available
from local investors. Moreover, the administration of large agro-indus-
trial enterprises is very complex and many failures have been due tc this factor.
Among the more flexible approaches, coniract farming has geined favour as
one way to achieve agricultural production ad jusiments. The nature and scope
of the oontracts negotiated between the food—processing industry and the agri~
cultural producers vary greatly. In some instances, prices, quantities to be
delivered, forms and timing of payment, and other aspects of the contractis
are negotiated between the imdusiry and representatives of agricultural pro-
ducers in ways similar to labour-management collective bargaining.

Depending upon the degree of risk the industry might incur in obtaining
the supplies it requires, the contract may specify the maximum quantities each
farmer engages himself to supply or the maximum the industry is prepared to
purchase. In some cases, the price may be fixed at the time of planting and
tied to a production quota. In other cases, the price is not specified since
the government implements a price stabilization scheme amnd the industry pays
fixed governments prices or a target price. In most cases, quality grades
and approximate time of delivery are specified; in others the industry supplies
inputs (e.g., seeds, fertilizers, pesticides) or advances funds to meet pro-
ductior. expenses, or assures technical assistance to farmers.

An adequate price alone might not be sufficient incentive in directly
stimulating production; the local growers must be kept supplied in consumer's
goods and production implements at reasonable prices. Money paid to farmers
may operate as a disincentive to productivity if they do not find a way of
profitably converting food into consumption goods, farm inputs and some amenities
of life. O0fficial government supervision of the negotiation of these contracts
snd to prevent abuses is necessarv and it nust be adapted to the nature of the
contracting parties. The industry may be privately owned, a publicly owned
marketine board, or a co-operatively owned plant. The growers may be private

Lﬂﬁ/ﬂ. Moreira-Dias, op. cit., p. 5 .




fermers or representatives of a collective body in which the farm owners

have a direct interest, i.e. producers' groups of co-oparatives.

2. Links towards the consumers -

(a) Government price policies

Government price policies will play a very important role in

the orientations of food processing industry. With its increasing propor-
tion of poor inhabitants, the expanding urban population will continue to
exert strong pressure for price controls on most staple foods and
particularly for cereals. Governments will find it difficult to resist.
In most cases, policies will also need to be enforced to prevent inflation
from affecting wage rates too rapidly. In many developing countries,
statutory marketing agencies have been operating in this field, buying
from farmers and also importing from abroad at commercial or concessional
terms, undertaking or supervising the processing of the supplies acquired
and retailing them either directly or through controlled cutlets. There
are several varieties of marketing agencies of this type, with similar
basic characteristicafl-'gj

The statutory marketing agencies may adjust their prices so as to
transfer to either producers or consumers the gains of more efficient

large scale, non-profit seeking marketing and processing. Governments

lﬂ/ Examples of these organizations are: CONASUPO (Mexico), EMPROVIT (Ecuador)
IDEMA (Colombia) in Latin America; OPVN (Office des Produits Viviers du
Niger) nigerian National Supply Company (Nigeria), Yood Distribution
Corporation (Ghana), and the National Milling Corporation (Tanzania) in >
Africa; The Food Corporation of India and the Food Corporation of Sri
Lanka in the Far East.
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that can afford to subsidize either production or consumption use these
agencies as vehicles of subsidy distribution by paying

higher prices to producers and charging lower prices to consumers. The
deficit appearing in the accounts of the statutory marketing agency is
made good by the government out of its ordinary budget or other financial
sources. Income redistribution of this nature requires that within its
economy, the country has a relatively prosperous and sufficiently large
sector that can pay the cost of this subsidization through taxation or
other means. In the coming years, only a few developing couniries are
expected to exhibit these conditions, which may exist among the oil-expor—

ting countries,

In some countries when the domestic prices paid to farmers were
higher than those prevailing in international markets, the marketing agency has
sold at an average price, lower than the farm-gate prices bui higher than

the import prices, in which case it has protected the domestic producer without

excessively penalizing the consumer.

On some occasions in recent years, official marketing agencies have
balanced their budgets by keeping the prices to producers too iow, parti-
cularly in inflationary situations where adjustments for general rises in
prices were not made. Income has been redistributed away from the farm
producers and domestic production has been discouraged through these price
policie&?

b. Increasing marketing efficiency

An inmtegrated approach requires the strengthening of the indusiry's
downstream links and in most developing couniries, there is a great need to
improve the food marketing system that now constitutes a weak link betiween
agricultural production and the processing industiries, and between proces—
sors and consumers. Ill-equipped markets result in high costs of operat.on
and losses that are reflected on the consumer, prucessing industries and

agricultural producers.

lgy' "It ig typical for farmers to receive 50-80 percent of the farm~gate
equivalent of the export price of their major export crops and value
added of their non-traded farm products...", FAO, Agriculture: Toward
2“)0, |- 166. ”oCit.
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The level of economic development, consumer's tastes and preferences,
the pocio-economic structure of the country and the geographic distribution
of the population are among the main factors determining the most appro-
priate form of integration, from farm production to retailing outlets and
its adaptation over time. In most developing countries, governments will
be increasingly called upon to play a determining role in the organization
of central wholesale and retail markets in medium- and large-sized cities,
as well as to expand and improve assembly centres and local markets in
rural areas. Since wholesale markets and assembly centres benefit not only
producers and processors but also consumers with timely supplies of the main
foodstuffs a: the lowest possible price, their organization should be a public
function and call for public investment. Governments will also need to supply
in larger measure than in the past the necessary physical infrastructures, the
control and supervision of their functioning, the repression of malpractices,

the imposition of grades and standards anG, in some cases, price controls.

(1) Wholesale marketing

looking into the most suitable ways of strengthening food marketing
in deveioping countries, a marketing specialist of the Inter-American De-
velopment Baﬁﬂgy pointed out in a recently-published study that it is
"imperative for decision-makers in developing countries to obtain policy
guidance about alternative labour-intensive marketing technologies suitable
for serving rural and urban poor." These technologies apply to city whole-
sale markets, rural area assembly and processing centres, and other rural
outlets. The astrengthening of their organization and equipment should
receive adequate priority and be looked upon as an essential part of an

integrated approach to food-industry development.

In order to meet merchandising needs, well-organized and equipped multi-
community wholesale markets for perishables (fruit, vegetables, meats
and fish) and non-perishables (cereals and pulses) should possess proces—
sing plants for the treatment, selection and grading of foods and their
conservation (storage, regrigeration and, where relevant, controlled
atmosphere storage). This equipment would also reduce losses and permit
the utilization of by-products (the recovery and treatment of hides, skins

and feathers from animal slaughtering).

19’ Prank Meisser, "Food Marketing Technology for Developing Countries,"
Agri~business Worldwide, August-September 1980, pp. 1-5.
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The wholesale market would coastitute a vehicle by which incdustry
located in rural areas and operators in these areas' assembly centres
would distribute supplies among alternative consumers' markets, 30 as to

avoid short-term gluts in one, while there could be chortages in anrother.

Assembly certres should be enabled to respond to market indicators
with timely short-term adjustments of shipments and to transmit incentives
to growers to adjust their deliveries. Equipped for cleaning, grading,
standardizing, packaging and prrcessing farm produce, so as to obtain the
highest possible returns and tc reduce transportation and handling losses
they would not be limited to combining the deliveries from individual

growers into lots.

The development of a solid chain of assembly centres and wholesale
markets would also permit a greater participation of the rural sector in
urban markets, If assisted and encouraged, producers' marketing co—opera-
tives and their associations could develop in the areas feeding rural I
assembly and processing centres and through them, realize the vertical
integration of the food industry from agricultural proauction to whole-

saie distribution.

(i1) Limited supermarke. development

The scope for a generalized development cf supermarket-type food
retailing should be carefully analyzed because of its influences on the
type o processing required and on the degree of integration of production~
marketing-retailing activities., Within the better-off developing couriries,
there are some sizable richer--than-average strata of the population
cepable of patronizing supermarkets and supporting their growth. But where
this requisite condition exists, supermarket growth will occur as a natural
development of the economy, rather than being planned as a priority ob-

jective of development.

Supermarkets are essentially sellers of processed foods with rel-
atively high "value added” and import content. Against the background of
food production and processing conditions prevailing in most developing

> ~

countriaq’thcit vaunted superior efficiency in distribution seems open to
doubt. The supermsarket imposes a type of processing that the poor consumer
comnot afford amd does mot demand, while the city-district retail markets
sall the same feods but less processed. 1a thea case of foods that
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are noi highly processed, i.e., fresn fruit and vegetailes, pulses, roots
and tubers, the supermarkels in most developing couniries wili find it
difficult to purchase directly from farmers so as to obtain a price ad-
vantage over other markets. The daily turnover will not always be suf-
ficiently large to permit purchasing supplies directly and the scatte? of
farm production renders this form of procurement arduous. For staple food
and in countries where the marketing of basic commodities, i.e. cereals and
pulses, is controlled by an official marketing agency, there is no possib-
ility for a supermarket to procure supplies at more favourable terms. In
all these circumstances, the supermarket will in many cases find itself on
the same footing as other retailing systems. In addition, in competing
with the latter it may be handicapped by its capital-intensive structure
because of heavier overheads and higher variable costs in the form of

containers. wrappers, packaging and labteling materials.

From a social point of view in labour-abundant societies afflicted
by chrcinic unemployment ana underemployment, it must be remembered that
supermafket technology is capital-intersive and practically all inporteﬁ{QJ
and that the few items that can be produced localiy include some that are
covered by foreign patents or produced under license and subject to the

payment of & royalty in foreign curreacies.

lay' Freezers, low temperature @iéplay cabinets, wrapping and labelling
equipment, electronic scales, sorting equipment, electric and eleo-
tronic cash registers, etc.
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E. Food-processing industry development: fechnological &nd
organizational alternatives

1. The technological alternatives

(a) Some major features of the industry

In the coming years, the food processing industry will continue to use
many techniques that are widely available, most of them decades or even
centuries old.lll! This is one of the major features distinguishing it from
other industrial sectors even more dominated by TNZ owmership and control
of techniques; another is the predomirance of medium- and small-sized

plants.

The TNCs tend to introduce branded products and their own technology.
They supply developing countries with technological "packages" including
process, product characteristics, equipment and equipment design, techmical
assistance, training of persomnnel, etc. For various reasons these "packages'
may not be adequate. In most cases the technology involved is adapted to
the physical, social, economic, technical, and other conditions of the
industrialized countries and of their products usually in temperate zomnes.
In many cases the products of these zones are different from those of the
tropical zones where most of the develoning countries are. Morecver, the
output of the industries of industrialized countries is intended for
consumers who are far richer than thosz of developing countries - and hence
willing to purchase foods incorporating larger zhares of value added or
"coavenience value".lizl

In most developing countries the most important products of the
fcod processing industry will continue to be staple foods with little value
added. Their processing can, and usually doee, take place in small- and
medium-scale plants. Most of the larger scale plants are connected with
international trade, such as grain-milling plans in grain-deficit ccuntries,
or sugar-milling and oil-geed crushing and oil refining in exporting

countries.

111/ United Nations Centre on Transnational Corporatioms, op.cit., p.139,

112/ 1In a study on Latin American food-processing industrics, no less than
thirteen "gemmined' food-processing technologies have been identified,
all leading to better use of local products with low capital invast-
ment. Jorge P. Guzman and Robert H. Moretti, Draft Assessment of the
Current Situstion and Projection of the Food Agro-Industries iu the
Latin American Region, UNIDO/EX.63, December 1978. Consultant paper
prepared for the Global Preparatory Meeting for a Consultation on the
Yood Processing Industry, p. 29, None of theae technologies

interested the TNCs.
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The dispersion of the industryu’l into literally thousznds of plants,
while it may be an advantage in countries with little technological and
organizational experience may represen’ a constraint at project conceptu-
alization level. At this essential stage, the potential entrepreneurs
(be they individuals,or co-operatives or government agencies) will need
tke assistance of a body highly decentralized versus production and
capable of monitoring current consumption i1equirements. Without an adeduate
flow of well-conceived projects, the industrial growth
required by the expansion of food cdemand is .0t likely to materialize,

even if all other requirewments are met.

Another consequence of the industry features mentioned above is that
in planning the largest possible growth of the domestically owned food
processing sector, be it privately, co—operatively or government-owned,
governments of most developing countries will not be handicapped by the
need to obtain large-scale, capital-intsnsive foreign-owned and controlled
technology to the same extent as in other industrial sectors. Theywill,
however, need to identify the most appropriate technology. In commenting
on the requirements of the techmology to be purchased for a food industry
prceject in a Middle Eastern country, the market development manager of
an internaticnal food-machinery company listed the following factors te
be taken into account: 1. All machines purchzsed had to be simple to
operate as the available staff was of a low technical ability. 2. All
machines had to be reliable and have simple maintenance reruirements,
with local servicing if at z21) possible. 3. The supplier had to offer
training facilities and product knowledge should it be deemed necessary.
4, A reference plant had to be available for inspection. It was decided
that only tried and tested machinery would be purchased as the environment
was deemed unsuitable for development units, 5. The price had to be
competitive."]y

1_1} The dispersion concerns the plants and not necessarily the firms.
These may be highly concentrated,

114/ John Franklin, "Duel under the Sun", Fond Manufacture, April 1981,

pp. 46-47.




(b) Adaptation of technology

The appropriateness of technolegy is a dynamic concept depending on
the relation between the techniques anrd equipment employed and the
changing environmen®t within which they must 9e operated. Translated
into plainer language, an industrial plant employing a technology
capable of being operated localiy would promise to be more profitable
than another tha® is less suitable.lli/ The conditions
vary greatly between and within countries. In comtries that do not depend
on impoited tezhnology, the market may be trusted to guide the industry

. toward employing production methods, machines and equipment adapted to
local conditions. The developing countries, however, deperd mostly on
imported technology. Thus, they must build appropriate characterisiics

into technology developed elsewhere, most frequently in developed countries.

Thare are various ways to obtain this: one would aim at reducing
the foreign cost and the dowmestic maintenance charges by adapting
imported technology to the local gkilled manpower;
another would consist in rescuing "dcrmant'" technology from more economically
advanced centres, and a third entails scaling down the advanced technology
of these countries to less advanced conditions, Many governments and
industrial enterprises in developing countrieﬁ,moreovea have succeeded in up-

11
grading local technologys §

Preference should be given to technologies permitting the use cf
local materials and components for buildings, machinery and utilities.
This would permit the reduction of the "foreign cost' of the initial
investment, 2nd might reduce the need for future imports of spare parts%£z/

115/ The following paragraphs draw heavily on a drart on "The Food Pro-
cessing Industry in Poveloping Countries from the Point of View of
Technological Choice", prepared by G.A. Nuti, WNIDO consultant.

}12/ There has been considerable success in some developing countries
alon” these lines. In some countries like Argentina, huge companies
have been established for the manufacture of food processing

. machinary for domestic and international supply. In Brazil, most
of the food industry equipment is now designed and constructed in
the country., Usually the designs are of nriginal technology
adapted to Latin American conditions. Guzman and Moretti, op.
cit., pp. 33-38.

uz/ This implies the acceptance by the foreign contractors
of a contract providing such adaptation to local resources, and the
exiatence in the developing country of an axpertise capable of
including it in the contracts. This posseibility is completely lost
in "turn-key"-type contracts, where the foreign contractor is respon-
sible for a project as a whole and has no interest in checkir: local
opportunities that can be more economical from the viewpoint of the

"foreign" cost of a plant, but normallv much more d{fficult to
intecrate and sunervise.




Of course, this approach is only possible wher the technology to be
installed has been carefully analyzed to fit local conditions and harn
a rarge of complexity, at least in some main items, that local, skilled,

reorle can master%lg/

In the industrializea countries there existsa wide range of food
industry technologies that have fallen into disuse for non-technical
reasons. They have been abandoned because of the competition of other
technologies that meet the requirements of the prevailing very high-wage
environment. Though no general case can be made, it is possible that in
a lrwer-wage environment some of these dormant technologies would again
be economicalily efficient over the expected horizon of their physical

19

amortizations In this environment, these technologies could be more

efficient than inappropriate advanced technolecgies.

An alternative way of obtaining appropriate technologies would be
to adapt, where poscible, the current advanced technologies used in aevelop-
ed countriesg bringing their scale and complexity down to meet’

requirements of the new environment.

Two aspects of the adaptation of teciimologies should be specifically
mentioned: one concerns the production of branded foods as bottled and
canned products; the other the question of labour in capital-intensive

technologies,

When the production of bottled or cammed foods is envisaged, a
problem to he faced is the strict technical requirements of the con-
tainers, which would be the same for MC-affiliates or for any locally-
owned enterprises. Glass and metallic containers, capable of being

sterilized and remaining air- and water-tight for a long period of time,

118/ This might have an effect on plant location. In a feasibility
study, location choice is usually influenced only by transportation
costs in terms of raw-material input and product output for market
destination, But little attention is paid to the influence that the
choice of location may have on the technological choice., The lin-
kages of a project should be analyzed according to all their
input/output implications, e.g., also cost and poseibilities of
maintenance, spare parts, impor.ed raw materials, such as packing,
cans, etc.

112/ This i8s not *he case of second-hand machines and equipment. It
invelves the making of brand new machines, after re-studying the
bluve-prints of an economically obsolete but still technically valid
technology. If found feasible, the production could be undertaken
in developing countries.
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are products of high technology that only a few firms in the world posseéggbl
Much research has been carried out in an attempt to develop new packaging
systems, but no concrete practical results have yet been obteined. Hence,

this type of food technology is import-dependent.

The other aspect is the effect on employment of an industrial
investment. Labour is abundant in developing countries ahd therefore it is
frequently recommended that their industries should be labour intensive.
The number of new jobs to be provided by the faciory is quoted and
accepted as a standard of the social desirability of an investment.
However, in an integrated approach to development, this should nct
necessarily be considered the best standard. A better ore could be the
global increase of economic activity and hence of the number of jobs

created around and in the factory at parity of investment cost and

levels of efficiency in producticn. A capital-intensive turn-key factory
may well turn out to be so ill adjusted to its economic environment that
it may not create any new local employment opportunities, if most of iis
personnel has to be drawa from outside,as well as its maintenance and

other services.

One of the questions t::.  “iees is who would be in a position to
operate the adjustment of for -infustry technologies so as to make them
appropriate to the various e..viron...nts offered by developing countries.
It may be a company in the developed countries seeking to expand
its own market in technology transfers of this type; it may be an
entrepreneur in the devsloping countries responding to the incentives
giver. by his governmen%gl/ to set up an industrial food concern, or even

a medium-sized capital goods firm in a developing country. It may also

120/ Many difficulties have been met in attempts to produce these con-
tainers in small-scale factories in developing coun:.ries. Apart from
problems of the supply of raw materials in the case of tin-plate
ard aluminum, the main difficulties have arisen in the availability
of small-scale units capable of producing containers within the strict
tolerance limits required to make them air- and water-tight.

lgl/ Some ocountries, developed and developing, maintain programmes to
encourage domestic industrial devslopment. Methods and means used
and their efficacy deserve a separate study. In Guyana, for instance,
there has been a succeasful case of capital-goods-prcduction deve-
lopmer.t that is mentioned later in the present report. One of its
aspect is that in 1974 a government incentive scheme was set up with
the estab.ishment of a Small Industries Corporation, Under it, a local
entrepreneur could benefit from incentives under the form of a con-
cessional loan, the location of the factory site at a goverrment-
supported industrial estate and a two-year tax holiday.
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be a privately or publicly owned concern or an industry-development
ingtitute or a food-technology institute set up in the developing couniry
for this specific task.

(c) Alternatives to TNCs' sources of technology

In many industrialized countries assistance might be obtained from
the food industry. In these countries there are small- and medium-zized
food processing plants in operation that are still working at a profit
with simpler machinery than that installed in gigantic factories, Many
producers' co—operatives successfully integrate processing plants within
their structures. They have good experience in the field and their co-

operation could be elicited by interested developing countries%zz/

Side by side with large firms specializing in food-industry equipment
and machines, there are many medium- and small-scale firms in developed
countries accounting for a large share of the industry's output. Often
they are privately cwned and owner-managed and capable of executing
industrial food-development projects providing all the necessary services

1
with a limited staff, in addition to designing and equlpping whole plants%é/

;23/ A UNIDO Expert Group Meeting on the Role of Co-operatives in the
Development of Food-Processing Industries in Developing Countries,
Vienna, 22-24 April 1981, recognized that "collaboration between
wall-established co-operatives and developing countries is already
taking place in many instances and concluded that''this experience
should be used for further expansion of collaboration". It also
recognized that "some of the existing constraints connected with the
development of the food-processing industry in developing countries
could be largely overcome through increased collaboration between
existing co-operative crganizaticns and suitable partners in deve-
loping countries" and "when providing technical assistance to deve-
loping countries, UNIDO and other international organizations should
take into ccnsideration the willingness of well-established co-
operatives to collaborate with developing countries in supplying
expertise and consultancy services",

123/ In UNCTAD, "The role of small- and medium-sized enterprises in the
international transfer of technology" (TD/B/C6/64, Summary), Geneva,
22 October 1380, some basic criteria are suggested on how to
classify firms into the small- and medium-sized category. Adopting
these criteria and out of a limited sample survey, 30 Western Euro-
pean firms of this sample were presently operating in international
markets for food industry equipment and machinery. Among them, for
instance, a Danish firm that employed 160 personc 1 could supply
550 individual machines for food processing; an .talian firm with
only 20 dependents was a world leader for technology in cashew nut
shelling and processing. Some of these smaller firms had also
formed co-operatives of industrial producers, pooling their know-
ledge and equipment, undertalkding feasibility studies and implemen-
ting projects up to start-up stage. In some cases, they joined in
joint ventures in developing coun‘ries witih minimal participations.
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The "package" they can offer is admittedly smaller than that offered by
TNCs, but could extend to the start-up phase of a project and include
various forms of technology adaptation. The role of small and medium
firmes in this sector has not yet been adequately studied and agro-food
industrial development in the developing countries could certainly
benefit from such a study and the consolidated presentation of the type
of equipment and services they off%%é/ Among the largest and the techni-
cally most advanced developing countries, some have already entered the
stage of capital goods production in the food industry sector also.

They are therefore capable of assisting other developing countries. As
in the case of small- and medium-sized industries in industrialized
covntries, theii existence and ranges of machines, equipment and services
need to be better known and probably some internationally sponsored
channel should be used to this en&gz/Because of their size these firms
are not as well known as their bigzer competitors in world markets.
Their services could be made better known by the setting up of a "roster
of adapted systems of food processing”. This would consist of a list of
different possible technologically adapted systems, each including mixes
of different technologies at varying levels of complexity for processing
different foods. For each technology, the principles, processes and
engineering highlights would be described, together with references to
existing and previous applications in various countries and the results
obtained. Within each system, reference would be made to the degree of
complexity for each technology and thus an indication of the type of
socio-economic setting to which it would be adapted. The "roster"
could be completed with a listing of contractors in developed and
fieveloping countries capaple of supplying the types of equipment ligted.

12§  In recent years, there has been a remarkable increase in R&D

activities in developing countries in focd processing cechnology.
In Latin America in 1978, there were 43 institutions teaching and
carrying out research in food science, technology and engineering,
in Argentina, Chile, Colombia, Peru, and many other Latin American
countries. (Gugman and Moretti, op, cit., page 40).

12? "Latin American countries lack facilities for the dissemination of

gonuine, low capital investment technologies throughout the region.
A great effort is needed in co-operation with Latin American
countries, to increase information and documentation facilities".
"We should sirongly recommend the provision of written lnow-how
and production of cataloguee, increase of information facilities,
aggressive marketing facilities for " hese techniques".

(usman and Moretti, op. cit., pp. 31-32.
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Further, intermediate technology in food processing, fully adapted
to local conditions, can be generated in small couniries with little
initial capital. The essential factors are entrepreneurs capable of
seeing good business opportunities, technical skill to organize pro-
duction and market output and a government suvpport programme to help
overcore the early constraints. A report from the National Science
Research Council of Guyanﬁigéports a very interesting case of a local
firm that, with a 15-man staff including one design engineer, is capable
of setting up complete food processing factories, with food processing
equipment and machinery items totalling 250, involving some 44 engineering
designa, to process mainly pulses, fish meal, rice flour, spices and
fruit. Given the small size of the domestic food processing market,
most of the products are custom-made according to the individual demand
requirements by food processors. The technology generated comes from
two sources: adjusiment of technology from industrialized countries to
local conditions and the upgrading of traditional technologies to make
them more efficient. The firm is competitive with similar imported

equipment and machines and has begun to export to Caribbean markets.

In developing countries the adaptation and development of appro-
priate technology could be enhanced by the establishment or the
strengthening of ad hoc programmes of research and development carried
out ty official food technology institutes or relevant sections of
industrial development institutes. Among the other programmes that they
could undertake are follow-up studies on the global efficiency results
during the life of projects after the start—up phase has been completed,
in order to discover the constraints resulting in hidden costs not fully
appreciated at project evaluation phase. The knnwledge of these hidden
costs and their origin could jyield some guidance in the process of
technology adaptation. Further, the R&D institutes and similar bodies
could be related to some kind of "prototype orojects'" for priority
commodities, i.e., fruit and vegetable processing, oilseed crushing and
0il extraction and cereals storage and processing. The "prototype"
projects could be studied at the feasibility level employing different

126/ Dr. Frank Long, Capital Goods Production in a Small Developing

~ Economy. The Generation of Intermediate Technology in Food
Processing: A Case Study of Guyana, National Science Research
Council, Guyana, April 1980.
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"downscaled"and/or "dormant" food processing systems. These projects
should be in the rangs of small to medium industrial scale aiming to be
technically and economically efficient and labour intensive in and
around the factory. Small- and medium-sized firms of <he developed
and developing countries should be involved in the selection of the
food processing technologies and in the development of the adapted or
re-styled systems and machinery,
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2. Organizational &lternatives

In their development plans and policies, governments will increasingly
be faced with the need to establish priorities among the types of firms
constituting the food indusiry. The various options facing them may be
reduced to a few, namely foreign versus domestically owned firms, and

privately versus nublicly or co-operatively owned firms,

The nature of the food industry, the processes and technologies it
employs, the variety of its products, the size of the markets for its output
and the territorial scatter of production will undoubt-
edly influence the choices made., In most cases, the industry will presum—
ably continue to exhibit a variety of arproaches, types of firms and
technologies, The co-existence of large-, medium— and small-sized firms
will also continue. However, it is to be expected that with greater
emphasis on rural development, local food production and processing in small-—
and-medium sized firms will occupy a relatively increasing share. In the
evaluztion of specific projects, the criterion of efficiency should continue to

prevail in the choice of the size of firms or plants.

Most developing countries wili continue to depend on exports of some
food products, e.g. tropical beverages, vegetable oils, fruits and vegeta-
bles, to earn needed foreign exchange.” To meet the requirements of importers
in developed countries, they will have to compete with foreign suppliera
(frequently those of industrialized countries). The technologies to be
applied and the standards and characteristics of the products obtained to
supply these markets may differ even drastically from those demanded by
domestic markets. The size and type of firms required may differ from those

serving exclusively domestic marketis.

In most developing countries, the expected expansion of the consumer
market will offer investment opportunities for profit-seeking international
capital and management, i.e. the transnational ccrporations (TNCs). For
developing countries permitting foreign ownership of national companies,
this will represent one option for attaining one or more of the following

goals: increasing the availability of capital, management and technology;
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expanding demand and d:irect i1ndustrial use for local agricultural raw
materials; increasing export earnings by gaining access to overseas markets;

reducing dependence on imports by stimulating domestic food production.

These goais may also be achieved by other organizational alternatives
with different implications for development. The cholce
will be dictated by a widely differentiated sel of considerations, some of
which may not be purely economic., Each country will have 10 consider the
main issues presented by each option in the sectors involved, i.ec. whether
the procesging concerns the stapte food sector, the branded focd sector,

the domestic or the export market.

(a) TXC develgpmen&zz/

(i) Main issues

The major issue raised by the increased participation of TNC opera-
tions in the staple food sector is the danger that they may continue to
foster import-dependent processing and thereby impede improvements in
indigenous staple food production, marketing and consumption. The expecta-
tion of rapidly rising imports of cereals, chiefly wheat, and milk products
in the developing countries underlines the relevance of this issue., In
order to check such import expansion that could become an intclerable
balance-of-payments burden for most countries, a reversal of current trends

would require the encouragement of procesaing and coasumption of locally produced

starle foods.

A related issue is that of reducing the dependence on imported wheat
rilling and baking technvlogies arnd .dapting them to process "composite"

flours (i.e. mixtures of wheat w2th millet or sorghum, etc.).

In the branded food sector, poteniial TRC inroads in developing
. countries! food industries may increase., In moet developing countries,
this sector already tends to be highly concentrated and dominated by
TRC affiliates dealing with processed milk, soft drinks, tropical beverages,
confectionaries, beer, branded cereal products, amargarine, powdered soups
and other products. These products are sold almost

127 Though some independent considerations bave been included, in
general the present chapter is heavily indebtad to:
UN Centre on Transnational Corporations, Transnational Corporations in
Food and Beverage Processing (UN, New York, 1980 and, in particular,
to_Issues Related to Transnational Corporations in Developing Food
Industries, Chapter III, pp. 117-173.
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exclusively in the host country. The potential expansion of TNC affiliate
operations threatens to create serious distortions in the utilization of
national resources within an overall integrated food policy. It is
expected to be commensurate with the expansion of urban population and its
GDP (which may represent the largest share of total GDP increase). If
this is allowed to take place, the demands of the medium~ and high-income
strata of the population, particularly in the urban sector, will be more
completely satisfied than those of the urban poor and of the whole rural

sector.

One major issue that has been raised concerns the priority to be
assigned to branded foods over staple food consumption, and to the "irue"
nutritional contribution the former can make to meet the country's food
deficiencies as distinguished from the "social status symbol” aspect

of some of these products. A second concerns the limited links of
these products with local agriculture and their dependence on imports of
raw materials, e.g. concentrated syrups for soft drinks, malt and hops
for brewing, or supplies such as tin plate and aluminum cans. A third
could be the appropriateness and costs of TNC technologies, and a fourth
concerns the effect of TNC competition on local enterprises and possible

adverse effects on the growth of domestically owned industry.

In the export oriented food sector, the issues raised will be
different and may be considered from two distinct viewpoints, namely
the impact on domestic production and marketing on the one hand, and expcri

performance on the other.

TNC operations affect the economies of their host countries differently
depending on whether the processing plants are integrated within large agri-
business concerns or whether they rely on contract nr open market procure-
ment. It is expected that for major export crops, government controls will
be continued, and in some cases extended to government monopoly control of
the markets (as is the case with marketing boards). When the marketing
boards either monopolize exports or effectively control export pricing,

TNC operations are not likely to raise serious general issues. DBut

these arise for commodities not covered bv eovernzent marketine

boards or similar agencies and in connection with the exporting countriest
increased participation in downstream commodity processing. The TNC may

be a dominating firm in the import merket for the derived processed and
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manutact.red food preducts. Here the size of the host country's share cf

the market , ays a major role: exporting countries with large share of the
internationz.i .-w material market are sometimes able to obtain better terms
from TNCs than sm.’ ler exporters. Moreover, they can better monitor their
performance both in t. - field of financial outflows (e.g. profits, interest,
capital, dividend remitta. "« and export pricing) and their success in
capturing the benefits of dow. *ream processing and marketing. But countries
producing raw materials often meev ‘th narrowing markets and difficulty in
penetrating dcwnstream marketing; cases -~ve been reported of concerted
industrial opposition to the entrance of non- ™s into import markets of

processed product%ﬁs

(ii) Need to evaluate longer term effects

Government priorities «id policies will certainly ale., vary according
to whether they deal with staple foods, branded foods or the export sector.
At least in so far as the first two are concerned, there is an overall need
for the governments of prospective host countries to develop methods and
procedures to arrive at an independent evaluation of the total outflow of
external rescurces involved in a potential TNC development project in any
sector affected and of the potential relationships of the project with the
country's socio-economic and food-policy otjectives., Governments should
be able to bring this independent evaluation to bear on negotiating a
prospective TNC development. In this way, they could evaluate not cnly the
cost§and benefits of the project itself, but also the longer term implica-

tions.

A study ¢f such evaluation methods and procedures might be very re-
warding in . ralistically weighing the advantages and disadvantages of
options ot’ ' than those offered by the TR and in designing adequate
national policies to curb any tendency toward undesirable effects on eco-

nomic development.

A study of these evaluation methods might be accompanied by a defin-
ition of model guidelines on TNC-invesiment in the food industries of
developing countiries. This would need to be preceeded by a review of
existing government policies and contractual arrangements betwaen TNCs
and host developing countries and their actual operation so that the
guidelines could be designed on the basis of clearly ascertained

'conditions.

12’ United Nations Centre on Transnational Corporations, op. cit., p. 153.
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Une question should be clarified immediately. Governments should aim
at assuring that in principle the TNC would not be favoured over a national

firm and that both are placed on equal footing as far as possible.

Particularly in the branded product sector, TNCs in a developing
country have several initial advantages over potential local producersl.zz/
They will normally aim at introducing products that have already gained
wide acceptance in other countries and are sometimes already known in the
prospective host country because of preceding imports. Presumably the THC
involved has already largely amortized the cost of developing the product,
particularly its advertising cost. Experience in the ;roduction process
and advertising may not .xist in the prospective host developing country.
Further, in most cases, the TNC affiliate may utilize with little or no
adaptation existing can or bottle forms, labels, slogans, scripts and pro-
grammes for radio and television advertising. A potential local producer
woulé have {0 begin from scratch to develop these at high mé‘eg/and would

require years to gain equivalent experience.

Another advantage is the proprietary control of production technology
imposed through licensing, servicing and management. The TNC sells to the
host country a "complete" package (conceptualization of the project, con-
struction of the plant, start-up and continuing operations, product adapt-
ation and change, as well as marketing and distribution of *he product).
However, the question may be asked whether by buying the complete "package"
the host country is not paying too high a price for the parts of it which
could be obtained elsewhere by buying them separately, and whether its
consumers are not paying an exhorbitant price for the food content of the

branded product because of "its presentation and packaging.”

129/ A detailed analysis might show that in a developing country a great deal
T of the "infant industry" argument applies not only to imports
but also to output of a TRC affiliate.

519/ The TNC scale of operations outside a develcping country is likely to
be geveral times larger than that envisaged in a developing country.
Thus the initial cost of developing and promoting a product has been
digtributed over a larger output. A local enirepreneur must face
proporticnately higher, if not more than proportionately higher,
initial costs for the same scale of operations as the TKC.
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A further TXC advantage lies in the benefits some developing countries
have accorded to TNC activities in order to attract foreign in.estment
capitai and advanced technology, special and more favourable treatment,
i.e. fiscal, foreign exchange and other benefits not available to the
domestic entrepreneur. In some circumstances, this has placed foreign—

owned corporations in a strong competitive position versus domestically

owned industry.

(v) Processing plants integrated within agro-industrial oohcerns

This fore of orgcnization is in many cases favoured, although
generally under national rather than foreign ownership and in some cases
under the form of joint-venture between public and private capital. In
recent years, the T®:s have tended to concentrate on food processing
industries, reducing their involvement in direct farm management and owner-

ship. In some developing countries, TRC participation in agro—industrial

concerns is, however, continuing with either majority or minority shares.

A few considerations are offered here on the advantages and disadvan-
tages of this type of agro-based industrial crganization. While these
are generally relevant, it is recognized that others, among thea
esgentially social and political considerations, may be more influential
in deciding on specific policies and plans.

The main increase in food production nseded in the
comang years is expected to be obtained more from higher productivity on
existing farms than from bringing new lands into cultivation. This is not
equally true for all developing countries, since among them there are a
good number that could obtain the same result by utilizing additional
arable land and in these cases, the large agro-industrial concern might appeal
to the planners as a valid option. The setting up of a huge single fagm of
several thousand hectares from the planning to the impler.entation stage is
a far simpler operation than setting up many new farms of a few hectares
sach., The former is an operation that has been planned and carried out
hundreds or even thousands of times in the world and there are many points

in common.

The human problems alone, raised by setting up and allocating to farm

families their own farms and co-ordinating their productic» and other plans
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are far greater than those invoilved in hiring labour and pianning production
on a large estate. Moreover, the entry into production of a simgle agro-
industrial development can be obtained more quickly than when thousamds of

farmers are involved.

Most of these advantages wou:d tend to be reduced, or even disappear,
when the industrial developmert : s to take place in areas already under
cultivation with established medium and small farms which must disappear
as independent producing units to be absorbed into the large agro-industrial
development. Thirs situation meets serious political and social o-nstraints
in addition to heavy expropriation and compensation costs., To thes:
constraints must be added those existing at the institutional and {inancial
investment levels of the simpler case of integrated agro-industrial concerna
on lands to be newly brought under cultivatior.

Agro-industrial ventures vertically integrating agricultural pro-
duction, processing and marketing, already exist and play a role in both
the domestic and export markets of the developing countries. In some
cages, they are favoured in planning food processing industries and have
met with success., An investigation of successful examples, the identifica—
tion of the constraints and of the means to overcome them could supply
valuable indications for the guidance of policy makers in developing

countries.




(c) Modular development

The management of large agro-industrial enterprises is complex and
their establishment requires heavy initiai capital investment. These
requirements have suggested the adoption of flexible approaches better
adapted to the conditions of the developing cruntries, among them the
modular growth of the agro-food industry, i.e. growth by additions of new
farms of processing units or product lines to a relatively modest initial

nucleus,

There are some very successful cases of modular development of
integrated food processing industry, as for instance the case of tke
Yougoslavian complex of Podra.vay. The success of this type of development
depends on the ability of the relatively small unit "piloting" the devel-
opment to ‘ransmit a dynamic movement to the peripheral "piloted™ units
- which may be farss or food-processing concem%?y

Eé}/ Podravka st=.ted in 1946 and by 1972 completed the process of integration
of small and fragmented farms and food production in its original communal
trea. Since 1972, it has extended its activities, diversifying

into an array of food and pharmaceutical products throughout

‘ugoslavia. The growth of Podravka is characterized by modular growth
with @& gradual building up of additional units and its modular type
of management. A central module concentrates on the general "architecture”
of the vhole complex with an highly integrated policy of agro-food development.
It develops overall production programmes, makes technological choices,
organizes systematical co-operation with "piloted" units (20 different
types of co-operation contracts), carries out research and development (most
of .he 800 Tood and pharmaceutical products have been created by the
central research department). It 2lso contyols the sales network and marketing
and staff development. The piloting unit produces directly only une ionth
but organizes nine tenths of the total output of the complex. The ;iloted
units maintain their managerial autonomy within the limits laid down by the
contracts, (For a detailed analysis of types of modular manag.ment, see
Jacques Kélése, L'Analyse Modulaire des Systemes de Gestion,l'd. Fommes et
Techniques, Puteaux, France, 1972. Detailea of the Podravka development are
found in Drigutin Feletar, Case Study on Agro-Industr, : Podravks, Yugoslavia,
Exonomski Irstitut, Zagreb, 1980, UNIDC consultant study).

1_33/ In order to simplify the presentation, it is implicitly assumed {hat
the "piloting u:it" incorporates processing plants and the "pilotuvd
units” are all agriculturel, It is not necsssarily so. Modular
developments may be designed with one piloting unit and two or more types of
piloted ones. For instance, these might be dairy farms, cereal farms, '
milk processing plants and animal feed plants,




To perform its tasks, the piloting unit must be designed as the true

"brain" of the project capable of managing the processing functions while
assuming its own growth and that of the whole complex. It will manage a
farm with the twin goals of experimentation and demonstration, though the
produce of this farm does not play a major role in the agricultural output
of the complex. This is obtained by the "piloted" farm%?—a/ those whose
production is brought within the scope of the complex - normally by means
of contracts so that they maintain their autonomy of management. The
management decisions which the piloting unit reserves for itself may
concern the year-to-year plan of production and the growth of the year-
to-year plans. As to the former, they may include those concerning agri-
cultural production planning (e.g. input.products to be obtained); the
relations with the piloted farms (contracts, allocation of produce quotas,
qualities, prices and timing of delivery and, in some cases, inputs to be
supplied by the piloting center, e.g. seeds or fertilizer or processing
by-products to be used as animal feed, such as whey, or advance payments);

131/ Actually they should be called cooperating farms. This expression is
avoided here to prevent confusion with cooperative farming and ooopera~
tive ownership of processing plants.
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processing operations (inputs, products tc be processed and their end use);
marketing of the processed products; and, of course, all the ancillary
functions and administrative routine. What would typify a "piloting” unit
would be its responsibility for assuring the gradual dynamic growth and
output diversification of the whole complex, the growth of the year-to- !
year plans. This must include provision for research and development to
innovate technology and products, as well as to expand and diversify pro-
duction. It must extend to market promotion and new and improved products.
These functions are supported by investment studieg, a decision making
center, and by provisions for the qualification of the personnel. Provi-
sion must be made for receiving as a feed-back the observations of farmers'
experience with new products, production methods and inputs,

cultivation and processing equipment; outlining of farm
production contracts; and establishing and maintaining adequate production

incentives with stable and renumerative prices.

Part of the success of the type of managerial decisions just described

depends on the human resources available and another part on the adequacy
of the information as to the development potential of the area and of

demand for the end-products obtainable. The socio-economic conditions
within which the complex is to operate, the types of processing operations
it undertakes and the markets it is to serve would largely influence the

aesign of a development project of this natur%?y

Hence, feasibility studies might best be executed after having
identified,not only the initial aspects of the project,but also its fore-
seeable expansion in the light of the possible allocation of managerial
and other responsibilities as well as of the types of links which may be

provided between the piloting and the piloted unit%?—s/

_1_3_6_/ This type of agro-industrial development could also help in overcoming
gome serious constraints to agro-industrial growth in areas of communal
and tribal land ownership — since it does not interfere with local land
ownership patterns.

133/ UNIDO. is about to undertake,in co-operation with the Brazilian
government,a pre-investment analysis for a amme of industrial
dueloE . This project aims at obtaining systematic information
upon which to base a re-orientation of agro-industrial development
policy programmes.
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A modular type of integrated agro-industrial development might offer
several advantages over a TNC or even a domestically-owned monolithic agri-
business concern. It could prove to be well suited for the implementation
of poiicies of industry relocation within integrai.’ rural development
programmes. The initial requirements of capital, technology and mana;-
erial skills would be smaller than those usually demanded by a monolithic
development scheme. They would grow with the growing success of the
undertaking.

Consideration should also be given to the different options open as
to ownersuip of the piloting unit. Purely capitalistic private ownership
might not be desirable in all cases. It could lead to mcnopolization of
the processing facilities by a private capitalist with consequent exploi-
tation of the piloted units. This could be very serious in cases of agri-
cultural products having no alternative market outside the processing
plant (e.g. sugar cane or oilseeds) or highly perishable products (e.g.
milk). In these cases, government supervision of contracts and their
implementation is an absolute necessity. Public ownership of the piloting
unit could be an alternative though it might deprive the unit of the
flexibility of action and independence of decision which are major ingre-
dients of success. Where a strong co-operative movement has already
established itself, co-operative ownership by the "piloted" farmers them-

selves would probably offer the best alternative.

In its initial stages, this type of development would most probably
limit itself to processing and marketing staple foods for domestic
consumption or export. In this sector, it will be definitely more
interested than a TNC development in the use of domestic raw materials
and technology. It is also better placed and more indicated to support
government policies of increased food self-sufficiency. Initially, it
would rarely be capable of equalling a TNC development in the branded
food sector. As it grows, however, there is no inherent reason why it
would not be able to diversify successfully into the branded food sector.
Any disadvantages which manifest themselves in the initial stages are
likely to disappear in the longer term. On balance this approach does not
seem to be inferior to a TNC development. In the longer run, when a modular

development has reached its maturity, it will have definite advantages.
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In addition to the advantages already pointed out, this approach offers
to the developing countries a p. spective of gradual mastery of the agro-
industrial production mechanism by sequential autonomous growth following a

nath of self-reliance.

(d) Co-operative development

The co-operative movement is viewed upon with favour from many
sides. It has been supported in many resolutions of the UN and its
specialized agencies in the context of overall economic development policies.
For integrated rural development, the International Development Strategy
recommends tanat "Government should encourage and support the establishment
of agricultural co-operativesw In a TNC or a domestic modular complex
the leading role in agro—-industrial development belongs to the industrial
sector. In agricultural producers oo-operativ]éyj this may be largely
retained within agriculture. But a distinction must be made between the
co-operative activities which may extend only to early processing and
wholesale marketing, and the role the co-operative could play when it

enters an advanced stage of processing and transformation.

(i) _Role of farm producers' co-operatives

In industrialized countries, co-operatives have been remarkably
successful especially in the collection, semi-processing and marketing of
their members! produce and in common ventures with other co-operatives and
co—operative-ommed industrial concerns. For instance, in the countries of

the European Economic Community, between 50 and 100 per cent of

136/ UN General Assembly, loc. cit., paragraph 95.

QJ/ In industrialized countries, some consumers' co-operatives have been
extremely successful in integrating from consumers' retailing outlets
back to agricultural production (by contract farming) and to
processing industry (by supply-contract and/or ownership -~ total or
part)ial - of processing firms, such as flour mills, spaghetti factories,
etc.).
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somc of the major farm products are handled, and to some extent processcs,
by co~operat1ves.£é§/

Although they now control a large share of processing in the milk and
meat packing industries and in the canning of fruit and vegetables, mc<t
co-operatives in industrialized countries first developed in the collection
and early stage processing field. Only later did some of them move into
industrial product transformation capturing value-added for their members
through further processing and marketing, but most remained within their
original sphere of actionm.

There are examples of success{ul co-operatives in developing countries%gg/

but there is stili plenty of room for furthar expansion and development. In
most cases, two distinct fields of action present themselves to policy-
makers: one is how to encourage the general establishment of farm co-

operatives and the other how to encourage them to enter the food processing

sector.

Genuine co-operative action results from the awareness of agricultural
producers of the advantages to be gained through joint action which confers
greater bargaining power in the sales of their products. Though this aware-
ness cannot be imposed from above, it may be encouraged by a capillary
government informatior service explaining, where possible with illustrative
examples,the objectives, their relevance to the well-being of the farmers
and how they can be attained. In addition, a legal fiamework of incentives,
technical assistance on how to take advantage of the provisions, and

assistance in the initial stages of the co-operative life are also essential.

138/ For example, 100 per cent of Ireland's butter, 83 per cent of the
Netherlands' fruit and vegetables, 79 per cent of the F.R. of Germany's
milk, 67 per cent of France's cereals, and 55 per cent of Denmark's meat
marketing (R. Demoitié, The Role of Co-operatives of the Developed and
Developing Countries in the Expansion of the Food Processing Industry,
Centre Interdisciplinaire de Recherches et de Technologies Appliquées
au Développement, Louvain, April 1981, p.3). As explained below in
mogt cases co-operatives do not process these products directly but
through processing firms the own or joint ventures.

139/ In many developing countries in Latin America, Africa and Asia there
already exist co-operative organizations eften associated with marketing
boards and similar government agencies. The whole Arabica coffee crop
of Cameroun, for instance, is marketed and processed for export by a
producers' co-operative. Co-operatives have emerged as a major compe-
titive force in certain sectors of the Indian agri-business systea.
Their network counts around 80 million members. Co-operatives
associations control a very large share of food processing, e.g.

52 per cent of the total national output of sugar and 60 per cent of
the ortanized milk market (V.B.L. Mathur, Role of Co-operatives in Food
Production, Procgssing and Marketing in Indis - A case study, UNIDO

Consultant paper).
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Once a co-operative movement is started, the question is how to assure
its viability and success. This requires qualified adminigtrative and
managerial skills and their adaptation to the tasks and functions of the
co-operative. Programmes aimed at developing the necessary qualifications
can be successful even among peasauts with no previous experience other than
that of managing small traditional farms. The adaptation of the co-operative
function to market demand and requirements is more difficult to attain. It
requires precise knowledge of their competitive advantage position versus
otker firms and of ways to improve it so that it can successfully displace
them from the market and offer increased material gains to the co-operative

members.

It does not follow that the further a co-operative moves into processing
and product transformation downstream toward consumers, the larger will be
the benefits for iis members. Its success here will depend on its managers®
grasp of competitive strategies, technological applications and marketing
ability in the advanced processing and product transformation business,

Some successful individual cases of co-operatives directly undertaking the
production and distribution of branded products or highly processed products

exist, but generally co-operatives have not entered this field direct] .

As has been pointed out ".., product transformation by farm co-operatives
represents an extremely interesting tool of co-ordination of agriculture
and industrial production. It deserves the greatest attention by the
authorities since it permits the simultaneous solution of the problems of
the harmonization of production processes and the re-equilibration of power
positions ... the maximum engagement in favour of co-operative processing
is very important for the development of agro-industry but it is equally

important to avoid the error of over-estimation of the contribution it is able

140/ *"Positive results have apparently been ovtained in cases of co-operation

with the private sector, based upon mixed-economy enterprises (joint
ventures) in which the co-operative : organization holds 51 per cent

of the shares and the 'outside' industrialists, its partners, the
remaining 49 per cent. Such type of association guarantees the required
level of technical know-how". R. Demiti‘,og.cit., p. 22
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to give because of insufficient understanding of tne conditions for

8SUCCE élsl‘—l/ .

Although limited in most cases in developing countries to early
processing, a sound co-operative movement can play a major role in
gradual market-oriented modernization of agricultures and as a linking
institution between consumers and farm production. Several agricultural
raw materials can undergoe first processing operations within co-operatives
for local markets or for further processing. These could include maize, rice,
cassava, sugar, fruit and vegetables, meat, milk and fish. In all these
cases processing technologies for supplying domestic markets are simple,
within the grasp of farm co-operatives and can be developed domestically.
BEarly processing of these products can contribute to the expansion of
local and other domestic market outlets, reduced losses and to the
recuperation of valuable by-products. For export crops such as cocoa
and coffee, farm co-operatives can go even further -in many developing
countries additional exporv earnings can be obtained through improved
selection and fermentation of cocoa beans, while a shift from sun-dried

to washed Arabica coffee add to farm income and export earnings.

(1i) Co—operative indugtry joini ventures

The extension of early processing activities within farm co-operatives
serves the main objective of co-operative action - enhancing the producers!’
bargaining power through actual control of supply. Beyond this stage,
the extension of the co-operative action to include "own" advanced
processing and product transforming action would expose the co—operative
to the costs and risks of an industrial enterprise for which it migzht
be ill placed. Thus, most co—operatives have preferred to buy or establish
a geparate food processing and manufacturing concern rather than owning
a factory or plant., It is also common for several co-operatives to join
in ventures of this type so as to spread risks further and reach larger

scales of operations.

lg Giovanni Galizzi, "Il coordinamento dell' industria alimertare con la
roduzione icola¥ Centro di Ricerche in Economia Agro—ilimentare dell!
Universitd Ca%tohca del Sacro Cuore, Milano, Mimeo, p.10. This point
is streassed also by other authors. For instance, Emile louch and Philippe
Dueroguet in Report on Cereals and their Derived Proteins of the Bureau
Economique du Comit& Agricole note (p.2]) that '"for cerea)s, meat and dairy
producte co-operatives in exporting countries have considerable control
at the coliection and local storage level, but lose control of the
marketing chain as they approach the national or foreign consumer."
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As partners in these joint ventures, farm co-operatives contribute
their agricultural raw materials. The industrial concern brings its
managerial, scientific and technological know-how coupled with its
commercial organization. The relations beitween the two sides are
normally regulated by contracts establishing the allocation of costs,
profits, losses and risks. The partners maintain their original
identity -~ farm co-operatives on one side and usually a limited partner-
ship or company on the other. As to the company's capital, the co-opera-

tives usually reserve a majority share for themselves.

With this type of association, the industrial company processes
co~operative produce but is also formally responsible for planning its
own growth and for deciding the production plan of its own end-products
and of its agricultural inputs. It decided on the most economic location
and the technologies to be adopted, All these formal decisions, however,
are strongly influenced by those having majority vciing power in the
company, i.e. the co-operatives. The co—operatives joining the venture

adjust their production to the requirements of their industrial concern.

There are several interesting consequences of associations of this
type. For instance, the partners may benefit from the sources of financing
specific to each. Through the co~operatives, industry may have access to
systems of agricultural credit; the co-operatives through their industirial
association may avoid limitations on their capital formation and gain
greater flexibility in action. With little capital immobilization, the
co-operatives may obtain the use of advanced processing industries
experienced commercial organizaticn and integrated industrial activities

downstream towards the production of branded products.

A strong co~operative movement forms part of the integrated rural
development policies which have commanded the international attention in
recent years. It is a precondition for the development of joint ventures.
These may gain ground in countries and areas where the co-operative
movement has already progressed and well established co-operatives have
acquired the necessary skills to take over industrial concerns, and this
alternative vption for industrial development in the food industry sector
may recommend itself to policy-makers. Thus, while farm co-operatives
would concentratr on the marketing of thelr members' produce and in some
lines of early stage processing, incent.ves should be provided so that
those among them capable of undertaking product transformation would not be

prevented by legal obstacles or financial constraints.
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F. Summary

1. In order to mobilize their resources purposefuliy, the developing
countries need to define national food policies integrating agricultural and
food-processing development. These policies should help stimulate food pro-
duction, overcome continued stagnation in rural sectors, reduce pressure of
population growth in urban centres, avoid the rapid escalation,particularly
of wheat and dry-milk imports, and check the inroads of foreign capital and
technologies.

2. Integrated approaches to national food policies would need to be
included in national development plans and in area developuwent programmes.

As one practical application of an integrated approach, a specific objective
for food growth during the planning period should be included among priority
objectives of national development plans, adequate measures should be envisaged
and machinery set up to supervise their implementation. The overall rational
development plan should include a chapter listing,as a coherent whole, projects,
reforms and measures to attain their objective. Its preparation would require
an inter-ministerial team. The need for multi-disciplinary machinery for this
purpose in government structures has already been recognized as a priority

area. A review of existing machinery of this type carried out in co-operailion

with the interested Governments could assist in identifying the role cf such

machinery in the integrated approach to food-processing industry development.

It could also lead to a better understanding of the contiribution it can give

to improved national planning of the integrated development of the food-processing

industry and be of guidance for countries envisaging its establishment.

3. Within a regional development programme, an integrated approach requires
the establishment of an area agency capable of identifying objectives, projects
and co-ordinating project implementation. Adequate machinery for project con-
ceptualization is a gsine qua non of success. Projects should be siewed within
an integrated approach to food prucessing and agricultural ad justment. One might
query whether current procedures for formal analysis meet the requirements of
such an integrated approach and whether new nornus and procedures should not
be developed. A successful industrialization programme demands policies and
programmes of incentives {e.g., to overcome credit constraints, to develop

local managerial and other skills).




4. Agricultural production needs to be ad justed to processing industry
requirements, which implies the partial transferemce of the decision-making
process of the agricultural sector to the industry. Rather than through the
market mechanism, this may be obtained by means of contract farming or by
agro-industrial development. Some advantages of the latter, depending on the
nature of crops dealt with, are discussed. It is recognized that there are
constraints at the institutional and financial investment levels to the adop-
tion of large agro-industrial concerns. Hence the scope for efficient co-
ordination between industry and agriculture and gradual development within a
modular approach are reviewed.

5« As to links towards consumers, some aspects and possible consequences
of consumer-oriented price policies are pointed out. A development of super—
market type retailing systems is considered as a non-priority objective within
the requirements of a food policy and compared with the contributinsn that
strengthened wholesale markets and assembly centres could make to agro-indus-
trial development.

6. In coming years, the food-processing industry will continue to use
many techniques that are widely available and in use in medium~ and small-sized
plants. The incustry's most impcrtvant products will continue to be staple
foods with little value added. Hence, contrary to what happens in other indus-

trial sectors, in the food-processing sector developing countries are not un—
avoidably depenient on TNC-type technology. Some developing countries have

alrealy progressed along these lines. There are many ways to develop appro-
priate technologzys reducing the foreign cost and the domestic maintenance
charges of imported technology; rescuing dormant technology from more economi-—
cally advanced countries; scaling down advanced technology or up-grading local
technology.

T. In developed countries, side by side with large firms specializing
in food-industry equipment and machinery, there are medium- and emall-scale
firms capable of offering packages extending to the start-up phase of projects
and including various forms of technology adaptation. Several develuping
countries now have industries capable of developing and adapting processing
technologies. Co-operative associations have also expressed their willingness

to collahorate with developing countries in supplying expertise and consultancy
services,
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8. The dissemination of information on sources of low—capital tech-

nologies can play a major vole in boosting developing countries' access to

non-PNC technology. This objective could be served by setting up a "roster

of adapted systems of food processing.” This would consist of a list of

different possible technologically adapted systems, each including mixes of

different technologies at varying levels of complexity for processing dif-

ferent foods. For each technology, the principles, processes and engineering

highlights would be described, together with references to existing and pre-

vious applications in various countries and the results obtained. Within

each system, reference would be male to the degree of complexity for each

technology with an indication of the type of socio-economic setting to which
it would be suitable, The "roster" could be completed with a list of contrac-

tors capable of supplying the types of equipment described in developed and-

developing countries.

9. Adaptation and development of appropriate technology could be enhanced
by the establishment or strengthening of R and D programmes. In their search
for new technologies, they might find it useful to rely on "prototype projects”
for priority commodities employing "upgraded” domestic technology systems or
tdownscaled"” or "dormant' imported technology systems. They could alsgo initiate
follow-up studies on the global efficiency during the life of projects after
the start-up phase is completed to identify constraints that are not apparent
at project-evaluation phase, but result later in hidden costs.

10. In their development plans and policies, Governments will increasingly
be faced with the need to establish priorities among types of firms in the food-
processing industry and to decide ownership patterms. The paper analyses the
TNC role, the contribution of modular-type development, the co-operative move-
pent and co-operative-owned industrial concerns (joint ventures).

11. As to a TNC-type of development, the paper explores the different
issues it might raise in the staple food sector, the branded fcod sector, and the
export and import sectors. It concludes by pointing out that Govermments should
be enabled not only to evaluate the cost and benefits of a TNC food-processing

project, but aleo its longer term implications. A study of such evaluation

methods and procedures might be very rewarding in realistically weighing the
advantages and disadvantages of the TNC options and in designing adequate
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national policies to curb MYy tendency towards undesirable effects on economic

developament.
12, A study of these evaluation methods mi ht be accompanied by a defini-

tion of model guidelines on TRC investment in the food industries of developing

countries. Th s would need to be preceded by a review of existing government

policies and of contractiual arrangements and practices between TNCs and host

developing countries, their applications, outcome and effects in the processing

industry of these countries,

13. Agro-irdustrial ventures verticaily integrating agricultural production,
processing and marketing are in some cases favoured by Governments in planning
food-processing industries and have met with success. An investigation of suc-
cessful examples, the identification of constraints and the means to overcome
them could supply valuable indications for the guidance of policy-makers in
developing countries.

14. As to rodular development by which a project expands with the growth
of a "piloting unit" and a number of "piloted modules,” i.e., indusirial and
agricultural units linked by contractuai obligations, its success is largely
due to the initial design of the piloting unit and its ability to carry out
its managerial functions. This type of agro-industrial development offers
several advantages over a TRC or even a domestically-owned monolithic agri-
business concern., It would have smaller requirewments for capital, technology
and managerial skills, It would grow with its own success and in its maturity
enter the branded food sector. In the longer run, a modular type developuent'
offers the prospective of gradual mastery of the agro-industrial production
mechanism following a path of self-reliance by sequential autonomcus growth.

15. A strong farm co-operative movement represents a valid tool for co-
ordinating agriculture and industrial production requiring the implementation
of adequate policies of incentives, as recommended in many resolutions of the
United Nations and ites specialized agencies. Although initially co-operatives
may be limited to marketing and early processing of their members' produce,
once they are well established they may enter further product processing,
transformation and the branded food sector through joint ventures. With joint
ownership with private or public capital and management, co-operatives can

bocome an efficient tool of integrated agro-industrial development deserving
incentives by policy-makers.
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I1I. IMPROVING INTERNATIONAL CO-OPERATION

A. Pood processing and the New International Economic Order

The international economy remains in a state of structural disequilibrium.
It is characterized by a slower growth rate accompanied by a continuing trend
of high infla’ion and unemployment, prolonged monetary instability, intensified
protectionist pressures, structural imbalances and uncertain long-term growth
prospects. In an interdependent world economy, these difficulties cannot
be overcome without resolving the particular problems facing the developing
countries. Foremost is the food problem, which is of increasing concern to
most developing countries. In this regard, in orduer to bring about effective
solutions, the development of the food-processing industry can be a decisive

factor. Its contribution seems particularly important: (1) to improve pro-

ductivity (by the prevention of wasteful after-crop operations, the preserva-
tion of foodstuffs, the amelioration of sanitary conditions, the optimum use
of raw materials, the planning of agricultural production and distribution),

(2) to favour regional develcpment (by creating activities in rural areas as

well as complementary industries and services upstream and downstream), (c)

to f = global growth (with the supply of foods ir sufficient quantities

at a «  ively low cost and with the increase of export earnings).

: t..» .ial development of the food-processing industry in developing
countri¢ . asfFimes, however, a modification of present conditions in the worid
environment. Pirst, the location of the food-processing industry corresponds
neither to the distribution of the population nor to that of the raw materials.
Three quarters of agricultural production and processed food are carried out
by two fifthe of mankind. Thus, even for moat commodities (cocoa, coffec,
tea) exclusively produced by developing countries, the food-processing indus-

try is overwhelmingly loccated in the countries of the Northern Hemisphere,
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The introduction and development of food-processing units where the raw
materials are produced should therefore be encouraged, raising the share of
the developing countries in world industrial production in accordance with
the Lima Declaration a.d Plan of Action. This involves, as stressed by the
Industrial Development Strategy (IDS) of the Third United Nations Development
Decade, the transfer of financial, technological, managerial, personnel and
other resources to developing countries, including the provision of the neces-
sary training and expert services, as well as the redeployment of industrial
capacities on the basis of the principle of dynamic comparative a:lva.nta.ge.M

The establishment of a well-structured import food-processing industry,
especially for those developing countries that have to rely on imports of
key staple foods, such as grains and dairy products, also needs to be encour-
aged. Industrialization of grain processing, in particular, represents a
step forward because, in addition to generating employment and income, it
allows the obtainment of savings from importing bulk grain iiistead of flour,
the improvement of the balance of payments and the utilization of technological
advancement.

Second, the present structure of international trade is distorted: the
developing countries account for about a third of world exports of processed
food (estimated in 1977 at $U3 71.4 billion), and the OECD countries account
for 78 per cent of imports. Thus, the prospects for processed fooa exports
are sreatly affected by the orientation of the demand of the developed coun-
tries, e.g., very slow rate of growth and very high caloric consumption, espe-
cially in the form of meat, eggs and dairy products. In the very sectors
in which developing countries have a quasi-monopoly of exports (for climatic,
geographic and ecological reasons), demand for imports ie therefore expanding
only very sluggishly: between 1 and less than 2 per cent per year for cocoa,
coffee and tea. Imports tend to grow more rapidly for low calorie foods,
such as fruit, or for foodstuffs, such as coarse grain, soya meal and cassavu
pellets. On the other hand, the demand for processed-food imports of developed
countries is reflecting not only the slow growth of their domestic consump-

142/ United Nations General Assembly, International Development Strategy
for the Third United Nations Development Decade, op.cit. , para. 73.
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tion, but also the increase of their domestic production taking place behind
protective barriers.m/

In order to find solutions to these problems, recognition of the develop-
ing countries' full rights and true equality in decision-making in interns-
tional economic affairs is essential. In addition to recourse to colleciive
self-reliance, the correct way to settle the pressing food problem is for the
developed countries to sit together with the developing countries for all-
round consultation, break the present impasse, explore and adopt effective
measures to narrow down the gap between the rich and poor, and establish a
new international economic relationshin that is equitable, rational and based
on equality and mutual benefit. In particular, a framework of international
co-operation needs to be established—within the overall context of the Inter-
national Development Strategy (IDS) of the United Nations Development Decale—-
to work out long-term industrialization plans and programmes leading to rapid

modernization and expansion of the food-processing industry in the developing

countries and allowing for efficient long-term co-operation on a sectoral basis

between complementary partners of varying technological capability (engineering

companies, equipment suppliers, Governments of the countries concerned).

Such a long-term co-operative effort obviously requires a prior understanding
of the potentialities of each country, the actors and their sira:egy. Consul-
tation can therefore take the form of a discussion at diplomatic level, sub—
sequently resulting in a governmental agreement as the basis for a develop-
ment contract. Finally, the various partners concerned could negotiate the
whole of the contract either separately or taken c¢verall. However, other
approaches remain possible, either (1) on the basis of industrial partners
wishing to co-operate between themselves and attempting to convince their
respective Governments of the need to create a basis for co-operation or

(2) on the basis of contacts between a developing country and enterprises of

various nationalities. In these latter approaches, government-base agreements

M}/ Tate and Lyle's closure of its 300,000 ton-a-year Liverpool refinery
is seen by many ACP nations, which adhere to the Lomé Convention, as a first
step in the campaign by the EEC beet sugar lobby to erode their position vefore
the sugar policy is reviewed in 1982, "Problems Arise With ACP Sugar as Tate and
Lyle Closes Refinery," African Economic Digest, 30 January 1981, p. 15.

144/United Nations Industrial Development Organization, "Long-term Contractual
Arrsugements for the Setting up of Capital Goods," Global Preparatory Meeting for
the First Consultation on the Capital Goods Industry, Warsaw, 24-28 November, 7980,
ID/MG.324/5,
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145/

On internaticnal trade the IDS prescribes that the developing countries!

remain necessary to guarantee the development contract.

global exports of goods should expand at an annual rate of not less than 7.5
per cent, thus implying a larger contribution from the food-export sector
because of its importance within the trade of developing countries. Tnerefore,
the IDS specifically provides that the developed countries should exert their
best efforts to: (1) improve access to their markets for exports of agri-
cultural products on a stable and predictable basis, (2) accord developing
countries the opportunity to expand their agricultural exports through con-
tinued and accelerated liberalization of agricultural and trade policies;

(3) adjust those sectors of their agricultural and manvfacturing economies

that require protection against exports from developing countries, thus facili-
tating access to markets of food products; (4) avoid adverse effects on the
economies of the developing countries while formulating and implementing their
domestic agricultural policies.ll}é/ The attainment of these goals calls for
appropriate trade expansion on a long-term basis. Thus, on the pattern already
established by certain aspects of East/West industrial co-operation and the

Lomé Conventior, framework agreements for development and co—operation, reflect-

ing clearly the responsibilities and obligations of the parties concerned,
as well as the penalties attached to non-fulfiliment, need to be established,
The general principles embodied in these agreements should provide secure
guidelines for the parties concerned, e.g., long-term credits, buy-back
arrangements, marketing, training of personnel, investment guarantees, risk
insurance, etc.) as well as trade facilities (e.g., relief from customs
duties, temporary admission and drawback procedures and outward processing
traffic), especially for the products resulting from production co-operation
contracts in specific sub-sactors.1 Purther, since the IDS emphasizes
that "specific attention will continue to be given to the impact of food
trade on the le -els of food production,"lig/it will be necessary to deal
with ;he problem of agricultural protectionism.

142/ United Nations Industrial Development Organization, "Concepts and Pro-
posals Concerning New Contractual Agreements for Setting up a Capital Goods Indus-
try," Global Preparatory Meeting for the Pirst Consultation on the Capital Coods
Industry, op. cit., p. 41. '

146/ United Nations General Assembly, ibid,, para. 60.

151/ United Nations Industrial Development Organization,"Issues to be

Covered by the Second Meeting of the Ad Hoc UNCTAD/UNIDO Group of Experts on
Trade and Trade-related Aspects orf Industrial Collaborstion Arrangements,”

ID/WG.337/6, Vienna, 24 April 1981,
148/ United Nations General Assembly, ibid., para. 94.
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B. International co—operation at tie service of a self-reliance policy

Developing countries that must depend on developed countries for
sales and concegsionary grants for food totalling several billion U.S.
dollars are in a very vulnerable position. Commercial supplies, even
unavailable at certain periods ( such as 1973-1974), are subject to highly
unstable world prices that frequently extoll exorbitant foreign exchange
earnings to developing countries. Concessional supplies, moreover, can
be unreliable,

The sovereignty of dewveloping countries must, moreover, be pre-—
served in the face of any use of food as a political weapon. In this
—~egard, although a policy of complete independence from all forms of food
imports is a long-term undertaking, the solution to the food-dependency
proolem, as underlined by a resolution of the United Nations General
Assembly: must begin at the national and regional levels. Important
:pitiatives can, thus, be taken by fostering international co-operation
at the szrvice of a self-reliance policy, eapecially by intensifying intra~
developing countries' food trade as well as by implementing innovative
regional integration arrangements and specific programmes of mutual aseis—

tance in the take-off of food-processing industries,

149/ United Nations General Assembly, Situation of Food and Agriculture
in Africa, 23 Jamary 1981, A/RES/35/69, p. 2 and p. 10,




- 127 -

1. Intensification of co—operstion among developing countrias

There are several main lines of co-operation among developing countries.
One concerns food trede, the other mutual assistance in developing their
food industries.
a. Becent trends in inter-developing sountrieg food truiaiy

By 1979, some 24.6 per cent of exports from developing countriea were
destined to other developing countries' partners, while 27.4 per cent of
imports originated in the developing world. In the 1970s, intra-develop-
ing countries trede has been growing rapidly at almost 28 per cent smmally.
But it still remained a small sector within world trade, 6.1 per cemt in
1979. In quantitative terms, while manufactured products were the most dynamic
sector, the share of food decreased to 26.2 in 1978.

However, intra-developing countrics food trade grew more rapidly than
trade with developed areas, as chown by the following quantum index of

trade (1970 = 100):

Developing countries food exports to:
1971 1972 1973 1974 1975 1976 1977 1978
developed oogntriu 99 106 112 96 97 114 112 110

developing countries 114 125 133 150 167 155 144 148

In value terms, in 1978, food items amcumted  to about $US 10
billiom of whiok 6.3 were of intra~regional trade and the rest inter-
regional trade.

Commedity-wise ocoffee, rice, sugar, maise, vegetable oils and
animal feeds had the largest share of food trade, While ocountry-wise

Brasil, Argemtina, Thailamd, Nalaysia, Singapore, Spain, India, Sri-Lanka,
the Republic of Korea and Pekistan wsrs the largest participents in this trade.

750/ Amoug other sowrces the present section drews upon UNCTAD,
m.miWM.l by mein ITC s_and regions,
1

c.1/48,
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Those trends seem to indicate that there is no definite bias
against trade amcng developing countries or, rather, if there m it
is in the process of being overcome, This might be particularly
desirable giving the present wvulnerability of developing countries to
protectionisa in developed countries and the slow growth in their demand

for sany food products of the developing countries,

b. The development of regional integration arrangements

The reasons for the relatively low volume of intra-trade are
varied. In the first instance, many developing countries had historic
trade links with different metropolitan countries that, to a considerable
extent, have been maintained, given the sigze of their markets.

Moreover, a mumber of regional common markets, such as the Latin
American Free Trade Association (LAFTA), now superseded by the Latin
American Integration Association (LAIA), were created essentially as free
trade associations and oould not always develop optimal regional productive powers
and self-reliance. In some instances, for example in Latin America, major
benefits have accrued to foreign corporations and investors because in pro-
testing their domestic industrial markets such arrangemente have sometimes
supported the earnings of the local branches of foreign companies rather than
murtured the growth of domestically-owned capital and induatry‘.z-/
In addition, trade liberalization within regional co-operative zgreements
has been often concentrated on manufactured products. Instead, many agri-
cultural and processed-food products have often been excluded from the pro-
cess of trade liberalization. For those included, tariff-cutting agreements
have lefti out crucial non-tariff barriers, such as quantitative restrictions,
import licensing, state trading monopolies, costly and lengthy legal pro-
cedures for registering consumer products, etandards, exchange controls and

different levels of import tazxes.

“U" E, Lasslo with J. Kurtsman and A.K. Bhattacharya,

Regional C ‘ion
Developing Countries: The New imperative of Development in the 1 8,
E%o P

n, Pergamon Press, p.14.
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A similar approach, i.e., mere tariff concessions based on a coymplex
and time—consuming caae—by—casepfoﬁedurgj‘z:/rhas been adopted by the GATT
Protocol Relating to Trade Negotiations Among Developing Countries, which,
since it is open to all developing nations whether or not they are members
of GA , could improve food trade co-operation between developing coun—
tries if ways and means to overcome effective obstacles to trade and trading

opportunities would be identified and implemented.

Al=o in finance, regional co-operation is inadequate for the task of
enhancing collective self-reliance and spurring development. The existing
regional development banks, such 28 the Asian Development Bank and the Inter-
American Development Bank (I_LDB)EA-{ are essentially extensions of the indus-

trialized economies, designed to firance continued export—orientation rather

than self-reliance for the developing countries,

Institutional problems also limit severely the marketing potential of
agro-based industries among developing countries. However, in this respect
it is interesting to stress the considerable progress made by the members of
the Cartagena Agroement, whereas a central office of marketing information,
supplying intelligence on prices and supplies of the principal agro-based
industrial commodities, has been established. Similarly, an ASEAN Emergency
Reserve for Rice is being set up with stocks amounting to some 50,000 tons,
which might be the precursor for more extensive arrangements to establish a

regional Food Security Reserve against possible critical trends in global food

152 po1r J. Langhammer,"Multilateral Trade Liberalization Among Developing
Countries,” Journal of World Trade Law, Vol. 14, No. 6, November-December 1980.

15—3-/ Eighteen countries have joined the GATT Protocol: Bangladesh, Brazil,
Chile, Egypt, India, Israel, Korea, Mexico, Pakistan, Paraguay, Peru, Philip-
pines, Romania, Spain, Tunisia, Turkey, Uruguay and Yugoslavia. Greece, a
participant up to 1980, withdrew because of its accession to EEC.

15—‘-/1113 is funded 50 per cent by the United States of America, which
retains veto power ovur all loans, the hiring of personnel and general policy

initiatives.
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suppliosléé(
c. Mutual assistance in dwolom food processing industries

Complementarity in food production and food prccessing between develop-
ing countries has, in fact, to be encouraged by appropriate policy instiru-
ments. The potentialities for more significant increases in regional trade
for processed foods between developing countries seem substantial. Although
countries in a region often produce similar raw materials, they are usually
proceased into different consumer products that could be traded to mutual

advantage. Also, food manufacturers in one country could purchase semi-pro-

cesped products from other countries.

In particular, complementarity could be encouraged by adopting produc-~
tion re-ad justment measures in addition to trade liberalization, through
the launchirg of a sectoral strategy. An interesting example in this con-
text is the Regional Food Plan of the Caribbean and Common Market (GARICOM&lEéz
whose major aim is to identify and prepare appropriate national and regional

food proj:cts to be undertaken by a specially created commercial corporation

- (Caribbean Food Corporation) with financial and technical assistance from a

development bank (Caribbean Development Bank) that is also fostering co-opera—
tion with and participation by a number of non-member states and internmational

inatitutions.

Another example, with a much greater impact given the coverage of 50
countries with a total population of 388.4 million, is the Regional Food Plan
for Africa, which, to counteract the drastic decline of food production per
capita, aims at enabling member states of the Organization of African Unity
(0AU) to be self-sufficient in basic food products (grains, meat and fish)

within a period of 10 years. The Plan, in particular, attempts to tackle

*

155/ R.J.0. Wells, "ASEANIntraregional Trading in Pood and Agricultural
Crops, 'The Way Ahead," Asian Survey, Vol. XX, ¥o. 6, June 1980, p. 664.

tzy%.J. Philipps, A Framework for Developing a Regionsal Food and Mutri-
tion Strategy, Economic Commission for Latin America, Office for the Caribbean,
Development and Co-operation Committee, Latin American Institute for Social
and Economic Planning, Second Meeting of Planning Officials in the Caribbean,
Kingston, 29 May to 2 June 1980.
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adverse environmental conditions with special regard to drought, lack of
adequate financial resources, inappropriate techmology and inadequate socio-
economic and institutional stmctures.lw

Another importart factor is the provision of adequate financing, e.g.,

a specific "food facility," to overcome basic problems such as the poor
distribution chain (scarcity of cold storage, lack of transformation facili-
ties, etc.)z credit terms as offered by many major international companies,
absence ot promotional organization, rapidly increasing freight charges,
demarnd for health/hygiene standards as observed by traditional intermational
suppliers.

The OPEC Fund for International Development, in co—operstion with appro-
priate regional banks, e.g., African Development Bank, African Development
Pund, having identified food as & priority area, could play in this respect
a very imporant role in marshalling the capital required to establish a
specific "food facility" aiming at fostering food production and intra-trade
within regional groupings among developing countriea-:-y

UNIDO and other international organizations could help identify petential
projects as well as potential partners for implementation. Further incentives
would be the establishment of practical commercial settings and the possibility
of defining joint projects, i.e., joint ventures anml mmltinatiomal operations.

Thus, as an example of practical commercial setting, periodic meetings

of buyers and sellers of the main food commodiiies, particularly state trading

corporations, might facilitate intra-trade, especially if it could be demon-

strated that trade links are of mutual benefit. A trade negotiations body,
_oonfined initially to a few ma jor commodities, might be an appropriate forum

within regional groupings where buyers and sellers could meet for the exchange

AEEE—

1ﬂ/UI‘IDP, Conference of African Governmental Experts on Technical Co—.
operation Among African Countries, Food Production, Processing and Marketing
~ in_Africa, working paper, TCIC/AF/6, April 1980.

12 /1me OPEC Pund for Internationsl Developmenmt has already approved
grants to the Caribbean Regicnal ¥ood Plan and for the development of the
Red Sea and CQulf fisheries. I. Shihata,”Fhe OPEC Special Fund and the North
South Dialogue,” Third Korld Quarterly, Vol. 4, uctober 1979.
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of information and for carrying out trade transactions. Information could be

exchanged on such matiers as technical obstacles to trade, e.g., importers'

need for vegetable oils rather than oilseeds or crude oils, lack of suitable

storage facilities, commercial impediments, e.g., regular and reasorablyv

priced shipping facilities and adequate and reasonably priced insurance),

tariff and non-tariff barriers, and information concerning ad hoc and pro- N
jected requiremenits of certain products. In such a context, a wide range

of possibilities for transactions could be opened up on an ad hoc basis,

such as spot as well as forward contiracts, barter arrangements and specific

exchanges of preferences.

The possibility of defining industrial collaboration agreements,centred on

joint ventures(preferable with a minority share in equity)and multinational
operation. between companies in different developing countries,should be

considered, in order to:
i. utilize raw materials not likely to be developed on the basis of

single nation markets.
ii, integrate different production stages of regional resources and

enhance market complementarities;
iii. orgenize production lines 80 as to achieve economies of scale and
speciali- ‘ion, while providing a mutually acceptable allocation
of procuctive facilities amd pooling of markets;
iv. expand a.nd/or develop new intra—trade flows as a basis for building
new production capacity to meet domestic and export demands, increas-
ing or saving foreign exchange earnings, developing indigenous tech- .
nology and reducing dependence on foreign markets;
v. strengthen the bargaining power of developing countries in their
trade relations with developed countries through the enhancement
of their processing, marketing and dis%ribution capabilities.
Thus, for instance, the Latin American Economic System (SELA, with
headquarters in Caracas), an institutior created in 1975 by all Latin

American countries, including Cuba, is promoting joint ventures in the com-

mercialization of key products. Up to now only sketchy material has been
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available on the activities of developing countries' enterprises, both private
and public, who are engaged in food multi-country operations within the Third
World. But recent studiesls-g/ show that the growth of multinational produc-
tion enterprises between developing countries is being accelerated owing to
active investing operations carried out by Hong Kong, India and the Republic
of Korea,on the Asian side, and Argentina anl Brasil, on the Latin American

side .@

¥ew Third World multinationals, both private amd rublic, show in partic-

ular signs of having acquired several of the features necessary for success-—
ful international corporate activity, e.g., significant technical command,
ability to put together investment and technology packages attractive to
would-be-recipients, some capacity for after sales servicing, and the germs
of relationships with their home country governmenis that would allow them
to receive greater support from the latter. Thus, for example, the Philip-
pine producer of San Miguel beer has conquered the Hong Kong beer market
v'.rith its promotion and good product. Singapore firms have established strong
positione in soft drinks in oriental markets. Inca Kola, a Peruvian firm
with headquarters in Ecuador, has penetrated in California and New York,
appealing largely to the local immigrant latin market jﬂ/ In most cases,
brand name is not the preferred competitive weapon of the Third World multi-
national. Price is the usual fighting tocl. In fact, even in product lines
dominated by heavy advertising in the industrialized countries, there seems

to be a corner for & price fighter.

159/ K. Balakrishnan, MNCs from LDCs: The Case of Indian Joint Ventures
Abroad, Mineo, Ahmedabad, March 1980.

160/, Peter O'Brien,”The Internationalisation of Third World Industrial
Pirms," Widtinational Business, No. 4, 1-80, p. 3.

161/ louis Wells, Jr., *Third World Multinationals,” Multinational Business,
¥o. 1, 1980, p. 15.
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To effectisely penetrate international markets, avoiding the middlemen,

the organization of specific commodity groupings to co-ordinate production and

marketing is another example of formulation of joint approaches between
developing countriol.1—62/ Thus, the Bogota Group, a cartel of eight Latin
Ameriocan coffes organiszations consisting of Brazil, Colombia, Costa Ricé.,

El Salvador, GQuatemala, Honduras, Mexico and Venesuela, first met in Bogota
in August 1978 to co-ordinate production amd marksting of about 60 per cent
of the world's coffee, At times the Group has been succeusful in raising
prices in a declining market by intervening in the New York and London coffee
futures markets with finances provided by a $US 140 million price stabiliza-
tion fund. Their method of operating is as follows: wherncver coffee spot
prices rise, those holding coffee for current sale and delivery ("spot market
coffee”) typically sell less and hold more for lster sale, anticipating that
the higher futures prices will induce correspondingly higher spot market prices
later. The reduced volume of coffee available on the spot market then drives
gpot prices up. The process is reversed to lower prices. Thus artful buying
and selling of futures contracts makes up the backbone of the Bogota Group's
price support efforts. During a two-week period in October 1979, the Jroup
oxhibited its strength by sending prices from limit down to limit up. How-
ever, when the boom in coffee prices was over, prioces fell in spite of the
Group's support efforis. While some critics stated that the Group was dead
due to the crash in prioces, it was also stressed that the Group ocould adopt
a more ocautious approach as well as strengthen its organisational framework.
Thus, in June .1980 the Bcgota Group established an international trading arm,

fan Cafe, S.A., with capital of $U3 500 m‘llion. This new organisation's

Mnonnis NoGrath,"Commodity Cartels: Can They Work?," Agri-Business
Worldwide, December 1980/Jamuary 1981.




- 135 -

more formal structure may make it more atiractive for oiher coffee exporters

- = erimg semaane

to join and add new capital.

Further examples of specific commodity groupings

are listed in the following table:

Fewnded
Whe's involved

Production of
members

Parcent of world
production

Strategy

Source:

" GEPLACEA

{sugar)
1975

21 nations, Including
Latin American and
Caribbean couniries,
with the Philippines as
observer.

29 million tons (1978)
31.3 percent

Exchange of informa-
tion on production,
marketing and new
technologies.

- Sugar prices continued

to decline after the
the group was formed,
but, as a spokesman
said, had the group
not been formed,
prices might have
dropped even lower.

Commodity Groupings

Union of Banana
Exporting Countries
{UPEB)

1974

Central American coun-
tries ied by Panama,
Including Costa Rica,
Honduras and Guate-
mala.

3 million tons
5.5 percent

UPEB demanded a cuty
of US$1.00 per 40 lo.
(18 kilo) box of
bananas exported by
United Brands, Stan-
*d Fruit and Del
Monie, the 3 multina-
tional firms that con-

trol the Central Ameri- -

can banana market.

The group feil apart
when one company
refused to ship
bananas, and the larg-
esi banana exporting
country, Ecuador, re-
fused 10 Join the
group.

" Bogota Group

{coites)

1979

Brazil, Colombia,
Mexico, El Salvador,
Honduras, Guatemala,

Venezuela, Costa Sica.

2.8 miliion metric tons

- 59 percent

Creation of a formal,
international trading
arm with Initial capital
assets of at least
US$500 million.

Al times has been
successtul in raising

prices in a declining
market.

Coconut Cartel

September, 1979
The Philippine
government.

J.4 million tons of copra
worth US$1 billion. (1979)

More than 80 percent of
world trade.

The government has orga-
nized the 54 coconut oit
processing companies into
a government-sponsored
cartel. Each company can
become a subsidiary or an
affiliate of the govern-
ment’s United Coconut

Oil Mills. Those that don‘t
Bnk with the government
concern will lose state
support and the right to

“expand. Farmers will own

at least 50 percent of
United Mills.

Not yet known.

D.¥cGrath, Commodity Cartels: Can They !lork ?yAgriBusine ss World-Wide
Dec.1980/ Jan. 1981,
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A less common form of co-operation among develcping couniries in ihe
area of trade and marketing that has contributed to the development of agro-
based industries has been that between non-regionally associated countries.
One of the most relevant examples of such co—operation used to be the agreement
for trade expansion and economic co—-operation betiween Egypt, Yugoslavia,
and India, signed in 1967, that emphasized reciprocal expansion of trade
among the three countries through tariff concessions for a large number of
agro-based industrial products. 1In this direction, there is substantial
scope for strengthening bilateral/trilateral collaboration between OPEC
countries and those developing countries already disposing of considerable
business strength in the area of food processing. Thus, for example, the
State Bank of India is promoting Indian business in the Middle EBast. Opera-
tions are diverse. But in the field of food processing, the Indian food
industry should be in an excellent position to reap the advantages of its
competitive prices and its geographical proxinit;.—sy'l'he opening of a UNIDO
office in the Middle East could conceivabiy help non-oil developing coun-
tries to promote their food exports in the oil-rich states, which today
import massively from partners as far away as Australia, Japan, New Zealand,
and the United States of America, and attract potential investors who are
actively seeking invesiment opportunities.

Similarly, with adequate assistance to overcome infrastructural ob-
stacles (scarcity of storage and transportation means), Sahelian countries

1
can promote the export of frozen meat to the Middle East and North Africa.y

16¥
India pushes on contracts to pay 2£f 0il," The Middle East, Feb. 1981,
p. 61.

']
164"Im:ex'national Trade Centre, IINCTAD/C'A'I‘T, Market Opportunities in the
Near East and North Africa for Meat from Sahelian Countries, report on « misaion
by Mr. D.W. Yanly, meat marketing advisor, October 1979, ITC/DIC/171, p. 1.
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The establishment of a strong line of industrial extemsion work between

the R and D institutions and the food industries is also esseniial both to
the identification of worthwhile R anc D programmes and to ensuring that the
results of such programmes are put to effective use. In Latin American
countries a number of well-established research institutions, especially

in Argentina, Brazil, Colombia, Guatemala and Mexico, can be considered for

strengthening and development into regional centres for food technology

development, information and training, to serve the needs of a group of

neighboring countries. Similar institutions can alsc be organized in Nigeria,
Tanzania, and Sudan to serve the African region. Developing countries of
Asia already possessreputed institutions such as the Central Food Techno-
logical Research Institute (CFTRI) in India. A food technology centre is
being organized in Indonesia. Thailand, the Republic of Korea and the
Philippines have also developed food technology centres. The functions

of regional centres for food technology development, information and

training should,in particular, be addressed to:

i. stimlating within the industry the i.cceptance of the idea tha*t food~

processing enterprises should be technologically self-sufficient,

ii. improving the quality and quality control of products made by the

industry,
iii. research and develop new waye to process local produce, and

jv. asaist in the development of new enterprises that utilize the

findings of research and development.

UNIDO should encourage the use of these centres by other deveioping
countries as a basis for strengthening technological co-operation among
developing countries. UNIDO should also promote the active re-launching
of the World Association of Industrial and Technological Research Organiza-

tions (WAITRU) to strengthen collaboration between R and D institutions in
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Gm—801Ving airi vechnology deveiopmeni, including research and develop—
ment work on specialized equipment already identified by the developing

countries.

There is also need for inter—country co-operation mechanisms in the

supply of spares, components and machinery, particularly taking intr cor-

sideration the development of indigenous manufacture of machines, which
have already been established in some developing countries, especially ir.
the field of rice milling, oil-seed processing, sugar refining, etc. Ir
this context, UNIDO, within the framework of a proposed Catalogue on Kamu-
facture of Spares, Components and Machinery , could give particulars ¢f
the most reputed firms within regional groupings and, more in general, of
the whole spectrum of machinery development in developing countries, emphasis—
ing their technical availability for collaboration and their supporting facili-
ties.

UNIDO, moreover, could pave the way io agreements for co—operative R
and D programmes, i.e., arranging visits for an exchange of experience and
other forms of co—operation in various aspects of the food-processing indus—
try, which in addition to encouraging indigenous creativity and the develop—
ment of the stock stream of technology are ofien the only way for meaningful
work in some of the field of advanced and nonconventicaal technology.

There are, in addition, possibilities for fruitful areas of technical

assistance among developing countiries to advance knowledge and, particularly,

to share experience of food processing. Thuns, for example, between Brasil,

represented by Funda.fao Tropical de Pesquisas e Tecnologia, and the Government
of the People's Republic of Angola, & plan of technical oco-operation, under

the general co-ordination of UNIDO, has besn elaborated with the view
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toward:
i. making a recuperution of the Angolan food inmdustry possible within
the shortest possible time,
ii. making foodstuffs of better quality amd quantity available to
the Angolan population,
iii, making the best use of the resources existing in the country,
. iv. utilizing the human and material resources existing in Brazil
in order to achisve the aims in question,

v. training the Angolan personnel in Brazil.

To attain the above-mentioned objective, since it is impossible to attend
to the needs of all imdustrial units in Angola, the proposal has been sub-—
mitted to UNIDO that one unit of each sub-sector should be selected to serve
as example and, at the same time, regarding quality control, maintenance
and social assistance to the staff members 1-§5/ The following advantages
could then be obtained:

i. a great economy of time and resources, avoiding the necessity of

a gZreat number of foreign personnel and making possible a better
selection of higher qualified personnel,

ii. assistance toward the efforte of the Angolan Government to form
a working force, and

iii. a better control and assessment of the remults obtained during
the execution of the programme.

UNIDO, through the "soclidarity ministerial meetings,™ which were con-
. vened to explore ways in which invited developing countries can co-operate

in the industrial development of the meetings of host countries, could for-

6
1—éjmr the sbove selection, certain parameters have besn considered.

See UIIDO, Co—oporation Between Brazil and Angola in the Food-Processing
7 75/712, 15 November 1979. p- g
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mulate ad hoc programmes of experience-sharing in the area of the foud indug-

try.

2. Strengthening the machinery for project identification, preperation,
evaluation and implementation in the developing couniries

For the many developing couniries, particularly in the lower income
categories, project identification and preparation, notably feasibility
studies, is a major bottleneck in the way of implementing industrial invest-—
ments,

The lack of adequate project preparation and evaluation, not only cf
internal consistency but also of the project's links with relevant raw
materials, etc., may bring heavy penalties. Many survsys carried out by
UNIDO in developing couniries have revealed that "la-~ze resources had been
used to establish industrial plants that were not being properly operated
due to various factors, especially the inadequate supply of raw materials.
In many cases modern slaughterhouses were producing at ten to fifteen per
cent of their capacity due to the lack of animals to slaughter. PFruit- and
vegetable-processing planta were not operating for more than a few months
per year due to the shortage of raw materials, inadequate quality of fruit
and vegetables caused the production of low quality products. In some
cases, the established plants were too modern and too large, and in cthers
they were small and obsnlete. For one reason or another, the great majority
of the food-processing plants operating in developing countries, except
those under multinational enterprises, were operating at a loss."ﬁ/ Thus,
it is vital that the machinery be strengthened to determine the areas in
which worthwhile possibilities exist and translate them from mere ideas into
workable projects, as well as to determine whether the returns from such

projects would justify the required investment. In this regard,

1—66/H. Moreira-Dias, op. cit., p. 1.
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there is a dire need for assistance from regional and international agencies
to establish in the developing countries "projects bureaux"lé:q whereby the
various govermmental bodies frequently involved in multi-sectoral-oriented
projects join forces and provide the necessary facilities in order o
elaborate and evaluate feasibility studies for new food-processing industries,
either as private companies or with Govermment participation as public
enterprises. These "projects bureaux" could be assisted by "planning units",
marmned by technically competent officers from all the ministries concerned,
aiming at building maximum flexibility into projects design and development

monitoring methods that can alert project management toc the need of emerging
correctiona.léy

Regional and internaticnal agencies, on the other hand, could encourage
the strengthening and establishment of new regional and subregional food

laboratorieegy, which, in addition to elaborating and evaiuating feasibility

studies for new food-processing industries, can provide a wide range of very
useful services, e.g., technical assistance to existing food-processing
industries, control of the quality and safety of food produced by local food
mamufacturing enterprises, establishment and enforcement of standards. To
overcome the inadequacy of an integrated framework in the pipeline of projects,
e.g., piecemeal approach, lack of information or expertise, regional and
international organizations can, moreover, assist the developing countries

in the identification of suitable projects through the strengthening of

167/ Statement by S.L. Bangura, Governor of the Bank of Sierra Leone,
New African, April 1978.

168/ A. Ayazi, G. Perrin, De Brichambault, A. MacMillan and R. Spirks,
Simple, Flexible, Decentralized, An Evaluation Checklisgt for Rural
Development Projects, Ceres, November-December 1978.

169/ Food laboratories should be more than just laboratories in the
common sense. They should become the mucleus for all responsibilities
of the Government with regard to foods to the publiz, namely to the
consumers, on one side, and, on the other side, to the processors and
traders, ensuring a supply of safe and wholesome food. UNIDO, Food-

rocessing Developi Samoa, Technical rt: Assistance to the
Food-processing laboratory, 15 August 1979, W?W?E?ﬂg, p. 37.
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inter-agency co—operative programmes of the fielding of missions (of

individual staff members or teams of experts). In this regard, the World
Bank/UNIDO Co—operative Programme ( CP), although a great deal smaller than

the similar programme between the Ban< and FAO, provides a useful framework

in identifying and preparing industrial projects in the developing countries.
Through an increase in commitment from both of its supporting organizations,

the World Bank/UNIDO Co—operative Programme could hope to expand its role

also in the area of food processing, especially in specific sub-sectors,e.g.,
vegetable oils, sugar, and cashew muts. However, despite the proposed
improvements, the deficiency in project preparation capability in the developing
countries would still call for urgent solutions; a more determined effort could
originate from the UNIDO proposal of a new Industrial Project Preparation
Facility (1m).l79/ Such a proposal, which already has identified the
development of small-scale, agro-based industries as a priority area, would
provide the means to prepare industrial projects for implementation, thereby
offering special assistance to the least developed countries as well as
promoting co-operation between developing countries. In particular, the work
of the IPPF would imply:

i. the collection and preparation of project ideas or profiles,

ii. the evaluation and selection of project ideas to be further
pursued, and
iii. the preparation of pre-feasibility and feasibility studies.

Industry consultanc 171 is a further, vital instrument to conceive real

projects relevant to each country, especially in the area of the food=pro-—
cessing industry whereby a clear understanding of how to implemeni the project
is acutely needed. Technical co-operation among developing countries,

e.g.y to ensure that opportunities for access to internationally funded
investment projects are made available to consultants from developing

countries; to support the creation of rosters, consultancy networks and informa-

17¢/ UNIDO, Industirial Development Board, sal ror an Industrial
Project Preparation Pacility, 11)/3/251 un.m's' s 23 Warch 1981,
171/ The term "industrial consultancy” is used to represent the full

range of economic, techmological, engimeering, financial and
management services required for industrial developwent.
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tion banks at sub-regional and regional levels; to encourage the adoption

of more suitable criteria and procedures for selecting a consultancy firm;

to develop training methodology and joint programmes; to develop and arrange
for application of suitable techniques and tools for internal management of
consultancy practices, including control of costs, time and quality, con-
tracting procedures; to exchange information about techno-economic data,
suppliers of technology and equipment in developing countries, the method-
ology of project formulation and evaluation; to support the creation in sub-
regions or regions of adequate conditions for fruitful co-operation such as
common codes and procedures, harmonization of legal and administrative prac-
tices, etc., could be the most appropriate means.

Due consideration, however, should also be given to develop, within each
country, rosters of experts, including individuals normally associated with
such institutions as universities and research institutes; to establish or
strengthen professional societies and consultancy associations; and to make
judicious use of affiliations with other firms, local ard foreign.

Suitable actions should also commit the Governments to:

i. make full use of local consultancy capabilities, e.g., when a
foreign firm is engaged, a local consuliancy organization should
be charged with the prime responsibility for the pro ject, unless
totally impracticable,

ii. establish incentive schemea, including tax concessions,

iii. establish suitable credit policies to make working capital avail-
able to local consulting firms and to ensure that clients of
financial institutions employ local consultants whenever possible,

iv. promote linkages between consultancy institutions and universities

to stimulate improved preparation for consultancy careers, and
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research and developaent institutions to stimmulate researcn of
use to consultancy.

International institutions and organizations should be urged to adopt
procedures to encourage greater use of consultancy firms from developing
countries, In this regard, UNIDO and other international zgencies could
promote awareness of opportunities of locally available industrial con-
sultants through appropriate meetings, the preparation and up-dating of
manuals for the use of consultancy clients and consultancy staff, the pre-
paration and updating of rosters of consultancy organizations indigenously
owned and operated, In fact, in several developing countries the use of
the expertise of locally trained scientists and economists to prepare feasi-
bility studies, especially in the area of the food-processing industry, may
reflect developing countries' needs more accurately than foreign agencies
pretend to do, with very expensive studies frequently characterised by poor
mastery of the available data.lly

Regional and international agencies, in addition to organizing investi-
ment promotion meetings, which bring together project promoters and sponsors
with potential partners, play an important role also in providing developing
countries with accurate information on the products and the partnars who may
be involved in setting up food-processing projects. Such a role can be
strengthened through the provision of data banks. Thus, the Invesiment
Co-operative Programme Branch. (ICPB) of UKIDO is now establishing a computer
data bank of information on industrial investment projects and potential
partners. This information aystem, called INPRIS, will allow project pro-

moters and sponsors in the devaloping countries to search the data bank
for suitable potential partners for their projects.

172/ UNIDO, Pinal Report of the rt Group Meeting on the Role of
Industrial Consultancy in Developing Countries, ID/WG. , 6 July 1978.
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C. The management of interdependence
The international system, although still fragile and frequently complex,

has become very interdependent. More and more, local and sectoral problems
can only be solved through international solutions. Above all, the achieve-
ments of economic growth in one country depend increasingly on the performance
of othnrs.u}-/

Interdependence, however, should be a positive process based on the re-
arrangement of international relations, the building of a new order, guided by
the principle of equal rights and opportunities, aimed at fair compromise to
reduce uselass controversies as well as to promote the inter-locked welfare of
nations. Such a more realistic concept of interdependence can effectively fa-
vour the take-off of vital industries in the developing countries, such as food
processing. In fact, in this field industrialized countries need to export
machinery and equipment, technologies and know-how, while developing countries
need to create or develcp an industry that by providing income, employment and
foreign exchange earnings enables a move from the subsistence sector into the
money economy, thus becoming & major element in the economic growth process.
In this regard, the real problem is the management of various degrees and

forms of interdependence in key areas of the international system, such as:

1. international trade, to favour growth and diversification of
developing countries! exports;

2. export promotion, to define pragmatically actions of co—operation
between developed and developing countiries;

173/ "North-South: A Programme for survival," a report of the
Independent Commission on International Development Issues (londom, Pan
Books, 1980), p. 33.

e e e
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3. import substitution and procurement, to establish a well-structured

food -processing industry that will facilitate import-substitution and
enhance developing countries' expertise in food purchasing from abroad;

4. industrial corporate and contractual arrangements with the TNCs

and other integrated organizations; .

5. technical assistance and transfer of technology, with emphasis

on training programm:s and the selection of appropriate types of .
equipment and machinery;
6. financial arrangements, to start qualified and original projects,

to channel greatly needed equity investment, to find new sources
of financing.

1. Protectionism, possible multilateral cp-operation to favour growth and
diversification of developing countries' food exports

In the developed countries with market economies, protection against
food imports has two aspects: one is characterized by tariffs and by non-
tariff import measures,such as various forms of quantitative restrictions,
and the other is characterized by measures on imports, exports and the domes-
tic market aimed at stabilizing but actually supporting domestic producers!
prices.

The first form of protection may be applied in isolation, the second
usually accompanies the first one. Thus in the case of commodities that do
not compete with domestic produce, e.g., cocoa, coffee, tea and spices, pro-
tection is extended only to the domestic processing industry. It is most
frequently achieved by means of escalating tariffs. The import duty on the
raw materials is frequently zero or very low, For products at the next
stages of processing, it rises sharply. This technique can be found in prac-
tically all import duty syetems. By affording very high levels of protec-
tioniem to procesging industries in the importing countries, it corcentrates
their location in these countries.

Agricultural protection is an extremely complex matter including an

entire array of measures in addition to protection to the processing
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industry.u-d-'/ 1t normally resulis Irom measures enacied in domestic markets
to support prices and incomes of the local agricultural producers held to be
among the less-favoured social groups and most vulnerable to external competi-
tion, This apparently purely domestic objective of internal income redistribu-
tion has serious implications for international markets,

The countries of Eastern Europe with planned economies carry on import trade
by means of State monopolies, Import duties on products from developing coun-
tries are rather low or even mull, However, since national development plans
regulate imports and exports, the amount and rate of increase of imports from
developing countries are pre-determined by the state trading organizations.

In this respect, according to some anthors,lli/ there is some existence of a
bias in centrally-~planned-economy countries' favouring imports of commodities
at the earliest stage of processing that is similar to that discernible in
developed market-economy countries. |
The implications of agricultural protectionism concern not only
access to the markets of the developed countries, but also access to
international markets in general. One of the major contradictions of
aconomic life today is that in order to support economically a social

group, whick within their rich economy may be considered as less-favoured,

some of the developed countries have been unable to design measures which
dc not adversely affect the economic well-being of larger social groups, and

by any staniarde for poorer groups of agricultural producers in the

~ developing countiries.

The levels and methods of price supports vary very widely between
ocountries and also commodities. In addit.on to the traditional array of
tariff and non-tariff measures, a variable levy system has bemn dominating

the scene, particularly in Western Furope. Support programmes of this

1_1_4/ For a brief and accurate description of agricultural protectionism,
-ee UNCTAD, The influence of protectionism on trade in primary and
processed commodities, the results of multilateral trade negotiations
and areas for further international co—operative action, TD9B7C.17§0’7/Add.2
Geneva, August 1980; UN World Food Council, Seventh Ministerial Session,
Report of the United Nations Conference on Trade and Development,
wc;1§8173, Rome, April 1981; FAO Commodity Review and Outlook, New
Protectioniem and Attempts at Liberalization in Agricultural Trade,
Pp. 10-122,

175/ See, for instance, A.J. Yeats, Trade Barriers Facing Developing

Countries (London, MacMillan, 1979), p. 56.
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iype are operaied mosi exiensively in EBC bud
policy in Sweden and Switzerland also. Variable levy schemes may result in high

levels of protection, just as all the more traditional schemes based on measures

or imports. Table 11 shows pre-Tokyo Round of Multilateral Trade Negctiations

nominal and effective tariff rates for selected processed—food products as well .
as the estimated total effective protection afforded by tariff and non-tariff
barriers in the European Economic Community, Japan and the United States of
America. Table 12 lists EEC non-tariff barriers on agricultural imports,

The high levels of protection revealed by the data in the above two tables
have encouraged domestic production, reduced imports and concentrated processing
in regions that were traditionally large net importers, transforming them inte
large exporters. This has been the case of the EEC for wheat, dairy products,
sugar and meat, and of Japan for rice. These exports surpluses cannot be
exported at the domestic prices that are higher than international prices, i
hence they are exported with the assistance of government payments, Commer-
cially exporting countries, including developing countries, have not only seen
possible markets closed to them, but also the emergence of competing exports
at depressed prices. So long as agricultural price-support policies can rely on
sufficiently large financial means, there is no way for the economically
weaker exporting countries to counteract effectively the competition of
the richer countries, except by reducing their output whir’xﬁ;ficea in

international markets cease to be remunerative for them.

The longer term effects of price support policies may be favourable
to the countries applying them. Contrary to what usually happens in the
case of industrial protection, it may contribute to increased productivity
of the more dynamic sector of agriculture (while contributing to main-
taining a relatively inefficient sectop). This apparent parsdox is due

116//1¢ should be noted that the industrislized countries can redistribute
large sums from the richer sectors to agriculture. The contrary

night be true for developing countries, and particularly the smaller
and the poorer ones,




Table 11,

Trade effects of the Tokyo Round tariff outs for a

cultural products
S m on

values in

Ruropean Economic Comsmnity Japan United States
Isports from Imports Iroa Yaports Tros
_ Product group AveTage developing countries Average | develo t Average t
WE_tapif{ Projected MFN _tariff Projec < Projected
Pre | Post 1976 LChange Pre | Poat| 1976 change Pre [Post | 1976 shange
MRAT
1. Presh msat 10.1 9.1 179.8 1.0 to 1,1 9.3 8.0 174.3 2.6 5.0 3.4 181.8 3.1
2. Prepared msat 21.8 | 21.8 181.8 0.0 18.9 | 18.8 4.5 - 6.8 4.9 184.2 2.7 to 2.9
I
1. M ri'h 13.8 12.9 1‘306 -2.4 to "'3.8 6.0 4.2 1 m." 2007 0.0 0.0 616-6 0.0
2. Prcp‘!'.d fish 2204 22.4 129.2 0.0 15.0 14.9 85.0 "002 1.9 1.5 112.8 004 to 0'5
FRUIT
1. Presh fruit 15.0 | 14.8 957.1 | =0.4 10 =0.8 38.7 | 26.0 205.1 - 2.0 1.2 %07.7 1.3
2. Preserved fruit 21,3 | 20,1 20,0 | -5.1 to =5.8 28.1 | 24.7 3.6 0.8 13.7 | 11.6 144.0 3.6
VECETABLES
1. Fresh vegetables 9,2 9.1 T744.5 | -1.8 to -2.8 7.5 T.4 130.0 0.1 17.9 | 16.4 151,3 0.7
2. Preserved veg. 20,6 | 2¢.5 174.6 0.1 20.6 | 20,4 54.3 =0,1 12.1 | 10.9 98.8 0.8 to 0,9
SUGAR 6
l. Rav sugar 0.0 0,0 439, 0,0
2. Refined s 0.0 0.0 16.2 0.0 35.4 | 35.4 435.5 0.0 6.6 6.6 |1 023,7 0,0
}. &w prapu'lt‘.onl 24,0 21.0 ‘04 0,0 ’1.7 52.5 205 001 6.6 509 1‘06 -
COFFEE
1. Green 0. roasted 7.0 5.0 |2 879.0 35.4 0.0 0.0 337.9 0.0 0.0 0.0 {267T1.8 0.0
2. Coffes extracts 18.0 | 18,0 80.1 0.0 25.0 | 17.5 6.9]0.4 to 0.5 0.0 0.0 129.5 0,0
[ 7Y
1. Cocoa beans 3.0 3.0 T720.3 0.0 0.0 0.0 61,1 0.0 0.0 0.0 358.1 0,0
2. Powder and butter [ 12.2 ;12,2 144.7 0.0 52 4.9 31.9 =0.1 1.6 | 0.3 196.7 2.5
30 Chocolate 2700 27-0 709 0.0 29.0 27-4 5-6 0.0 605 605 507 ooo

Souroa: UNCTAD, The fafluemos of prutectionism on trade in primary and processed commodities, the results of

ral trade nejoTiaHons and areas for further international co—operative action, ’I'D7§7C.17201’/Add.2,

multilate:

p. 23.
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Table 12.

Non-tariff trade barriers faci

cultural exports ic

the Buropean Economic Cosmunity

SITC Description Non—tariff 4rade resiraint s/

011 Meat, fresh, chilled or frozem HS, PHS, DL, GQ, R, MP, ST, VL, SP

013 Meat in airtight containers HS, PH5, R, DL, VL, SP ,
022 NMilk and cream VL

032 Fish and fish preparations SP, Q, BQ '
041 Wheat and meslin unmilled VL, SP

042 Rice VL, SP -
043 Barley unmilled VL, SP

044 Maize unmilled VL, SP

045 Other cereals unmilled VL, SP

046 Meal and wheat flour VL, SP

047 Meal ard cereal flour VL, SP

048 Cereal preparations VL, SP, ST, HS :
051 Fresh fruit and nuts BS, GQ, BQ, SP, R, SR, DL, SR |
052 Dried fruit DL, HS, Q |
053 Preserved fruit BQ, @, HS, DL, GQ, VL, SP

054 Preserved vegetables Sp, BQ, DL

055 Vegetable roots and tubers Sp, HS, BQ, GQ

061 Sugar and honey VL, SP, PHS, L, HS, BQ

071 Coffee SPp

072 Cocoa 51

073 Cocoa food preparations Ssp, HS, BQ, LL, DL

074 Tea and Haté sp

099 Food preparations, n.e.s. SspP, L, BQ, DL

112  Alcoholic beverages R, SP, H3, ST, DL, LL

422 Pixed vegetable oils SP

431  Processed oils SP, R, DL

a/ Restrictions applied in whole or
to these symbole is as follows:

in part to the SITC group. The key -

PHS, HS =~ prohibitions due to health and

sanitary reasons or health and sanitary regulations; SP = special import
preferences for States associated with the EEC; Q = quotas (method unspeci-
fied) or bilateral quotas; GQ = global quotas; DL, LL = discretionary or
liberal licensing of imports; L = inport licensing (method unspecified);
VL, XP = variable levy or other minimua import price restrictions; R =
restrictions (method unspecified) cr special seasonal restrictions; and

ST = State trading.

Source: UNCTAD, The influence of protectionism on trade in primary and
proceassed commodities, the results of multilateral trade negotiations and
areas for further international co—operative action, TD/B/C.1/207, Add. 2.,

Geneva, August 1980.
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to the fact that productivity and farm sizes within agriculture are not
wiiiorm. Ceriainiy of future prices reduces production risks greatly.
Once already technically efficient farmers are not longer exposed to
crippling price uncertainties and assured high income levels, they are
induced to adopt better production methods and practices. Moreover, the '
stability of their income makes them more eligible for loans, technical
and other assistance. This is another incentive t modernize. In part
this increased productivity may be dependent on the continuation of the
high price supports, but in part it is a definite and permanent dynamic
consequence of these policies. This effect is financed in part by the
consumer or the taxpayer of the countries concerned; in part, however, 1t

is gailned at the expense of competitors.

In the eyes of the developing countries, the outcome of all trade
negotiations carried out so far cannot fail to appear far below expecta-

tions. For products of tropical zones competing with those of the

temperate zone (among which oil seeds, oils and fats, sugar) which re-
present around 60 per cent of developing countries' food exports, the
negotiations have left untouched in the developed countries national
agricultural price support policies, even those which include the most

restrictive market access measures.

Thus, more detailed preparatory work will be needed for any new
attempt at liberalization. Agricultural price supports are essentially
social welfare programmes in favour of the farmers in developed countiies.
The array of import restrictions and export encouragements they seem to
require is the consequence of the way in which price support is granted
and the level at which it is granted rather than an unavoidable necessity
of the welfare aspect of the programmes. Bearing this in mind, prepara-
tions for a reaewal of negotiations on trade liberalization would need
to identify the types of price support policies having the least harmful
international effects and requiring a minimum of import-control or

export-support measures.

Progress in this direction could be made by proceeding along sector
and sub-sector food product lines. To this end, fruitful multilateral
co-operation could be achieved in studies tc ascertain by sector and sub-
sector the immediate and longer term "injury" to other countries' export

and industrial development interests by these apparently purely domestic

programmes. Such studies could be accompanied by an appraisal of these




- 152 -

~TRADE IN AGRICULTURAL PRODUCTS

Tabls 11, ! )
(1977 US$ Million)
Product Categories Total Duty-Free Dutiible GSP Products
EC
E‘?‘ood Products? 6,748 1,373 5,375 1,585
Major Productsb 6,029 1,219 4,810 1,381
Intermediate Products® 683 147 536 195
_ Minor Productsd 36 7 29 9
Other Agricultural Produc?se 7,786 1,389 6,397 1,884
A1l Agricultural Products 14,534 2,762 11,772 3,469
Japan
Food Products 4,178 1,134 3,044 382
Major Products 3,187 979 2,208 271
Intermediate Products 984 153 831 110
Minor Products 7 2 5 i
Other Agricultural Products 469 130 330 170
A1l Agricultural Products 4,638 1,264 3,374 554
Us
Food Products 8,601 6,193 2,408 1,089
Major Products 7,869 €,038 1,831 957
Intermediate Products 678 116 562 125
. Minor Products 54 39 15 7
Other Agricultural Products 1,619 1,070 549 342
A1l Agricultural Products 10,220 7,263 2,957 1,431

Source: UNCTAD secretarjat calculations.

3products falling in CCCN chapters 2-4, 7-12 and 15-22 are considered
to be food products. A few animal food items are included in these chapters.

bImports exceed $25 million annually.
Clmports are in the range of $1 million and $25 million annuclly.
dImports are less than $1 million annually.

®products falling in CCN chapters 1, 5, 6, 13, 14, 23, and 24 are considered
as nonfood agricultural products.

fProducts falling in CCCN chapters 1-24.
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programmes' costs and benefits to identify the sector or sub-sectors of
the food 1ndustry where modifications of the programmes would meet the
least resistance while reducing or eliminating their international
effects.

Exercises of this kind could contribute to making developed countries
more aware of the repercussions of their internal policies on developing
countries. They could, then, take them into account when plaining their
policies. Moreover, these studies could provide essential inputs for
progressive trade liberalization. The movement away from present types
and high levels of price support should originate within developed
countries now applying them. Their co—operation would be needed in any
multilateral consideration of their situation. Modification of these programmes
might stimulate an awareness of their costs and benefits, of the injury they
inflict on the legitimate interests of other countries and of the existence of
equally efficient altermnative forms of support. Among the latter are systems
of direct income payments limited to the less-alvantagei farmers (usually the
true object of price support policies) and to define quotas of domestic produc-
tion. Domestic income supports may be considered as domestic affairs, but their
international effects and the injury they can cause to producers and exporters
in other countries are certainly open to international examination. Within
any multi-lateral consultations, ample ¢ime should be allocated to the possible
adverse effects of certain forms of protection on the development of the food
industry in developing countries.

A more general question would arise in the course of such en examination,
i.e., whether acocess to import aarkets should be on an NI basis, or on a pref-
srential basis in favour of the developing countries. Opinions are not unani-
mous. Within the international development strategy the latter method is
favoured. There are strong arguments in favour of this view., Improved access
to existing import markets und the opening up of new ones would require the
setting up of new industries in developing countries. Vis-d-vis the older and
well-established industries in the developed countries, which can also rcly on
a large domestic market, these nev industries would find themselves in a defi-
nitely diudvﬁtwou oompetitive position. A preferential systeam of access
to import markets would assist them in overooming this initial disadvantage.

For ncn-competing ocommodities, such as cocoa, ocoffee, %ea and spioes,
there has already been some moderats movement towards liboraliution,1

IU/ ¥ithin the Tokyv Round of Multilateral Trade Negotiations particularly
signifioant reductioms for eoocoa, coffee and tea (34 per oent) were agreed upon.
@AT?, The Tokyo Round of Multilateral Trade Negotigtiony, Geneva, January 1980, p. 37.




Table 14. Comparison of nominal and effective rates of protection for processed agricultural products in the

Buropean Economic COmmunity;_Eipan and the United States of America, in percentages

European Economic Community Japan United States
Tariff Rate Effective Nominal Effestivs Nominal Effective
Product Nominal Effective protection g/ protection protectiior. 2/ protection protection E/

Meat products 19.5 36.6  165.0 (90)e/  17.9 69.1 5.9 10.3  (5)
Preserved sea foods 21.5 52.6 52.6 (50) 13.6 34.7 6.0 15.6  (20)
Preserved fruit and vegetables 20.5 44.9 14.7 18.5 49.3 14.8 36.8  (35)
Dairy products

Cheese 23.0 58.8  276.0 (180 35.3 174.7 1.5 34.5 sog

Butter 21.0 76.5 327.7 (900 45.0 417.17 10.3 46.7 70

Condensed and evap. milk 21.3 44.3 334.4 (400 31.7 153.9 10.7 29.6 50)
Orain and grain products

Corn milling 12.0 21.8 82.1 25.6 68.7 4.3 0.0 (15

Rice milling 16.0 70.3 105.9 15.0 49.0 36.2 327.6 (320

Prepared foods 5.6 0.0  =50.0 (-20) 0.7 -21.2 6.2 1.4 (o

Flour and cereal preparations 20.1 48.9 94.7 23.8 75.4 10.9 34.8 (70 |

Bakery products 12.0 0.9 0.0 20.9 17.3 1.9 0.0 (-10) .
Prepaied and processed foods 4

é&lea and dressings 20.1 25.9 25.9 21.9 59.8 9.4 -26.9 (-20) §

Roasted coffee 15.2 35.7 35.7 35.0 1371 0.0 0.0

Cocoa powder and butter 13.6 76.0 76.0 15.0 125.0 2.6 22.0

Niscellaneous food products  12.0 6.7 6.7 28.6 58.2 2.7 0.2 (5)
Vegetable oils

Cooonut oil 11.5 132.9 132.9 9.0 49.2 9.4 16.3

Cottonseed oil 11.0 79.0 198 25.8 200.3 59.6 465.9

Groundnut oil 1.3 139.7 139.7 14.2 96.5 15.0 6.7

Soyabean oil 11.0 148.1 148.1 25.4 268.3 22.5 252.9

Rapeseed o0il 9.0 57.2 57.2 151 22.3 20.8 60.9

Pala kernel oil 10.5 141.5 141.5 7.2 49.2 3.8 29.2

§/ Includes levies and other special charges.
b/ Effective tariff protection.
c/ Data in parentheses include other non-tariff barriers.

Souroce: Adapted from A.J. Yeats, "Effective Protection for Processed Agricultural Products: A Comparison on Indus-—
trial Countries," Journal of Economics and Business, Fall 1976, Table 1, p. 35, and UNCTAD, The influence of protsction-

ism on trade in primary ard processed commodities, the results of muliilateral trade negotiations and areas for further
international) co-operativs action, TDZB?U.T, 207, Add.2, Ueneva, Rugust 1900.

L] » . °
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particularly under GSP schemes.llg/ This sector contributes 40 per cent of

is threatened by slow growth in
demand in developed countries, Larger export earnings should mostly
arise from diversification into further processing. International trade
in this sector would benefit from a detailed study conducted in a multi-
lateral forum on all the major factors and affecting its constraints from
the consumers' to the producers' markets which prevent developing
countries from taking advantage of import liberalization., It should
include consideration of matters such as the nature and prospective
developments of demand, reasons for the maintenance of residual trade
restrictions, particularly for the various processed productis, the
desirability from the developing countries' viewpoint of GSP or MFN type
liberalization, the factors, other than trade restrictions, affecting
entry into the markets of the developed countries (e.g. wholesale and
retailing structures, TNCs control of the marketv;, differential trans-
portation costs for raw materials and processed products and any other |
factors affecting the iocation of the industry, such as capital require-

ments and costs of production and necessary technologies. Such an

integrated sector study carried out with goverrmental co-operation could

provide a sound basis for attempts at further liberalization in this

sector; 1t could also be of guidance to interested developing countries,
multilateral, regional and bilateral financial and technical assistance
agencies 1in their activities in favour of industrial development.
Experience would also be acquired in developing a methodology of inte-
grated studies on sectoral trade liberalization which could provide

valuable guidance in tackling the problems of other commodities,

11§/During the 19708 the OECD countries and five Socialist Countries of
Eastern BEurope all introduced a system of preference in favour of
developing countries, These schemes are called the "Generalized Ssytem
of Preferences" (GSP), although they consist of independent national
(regional in the EEC case) preference arrangements rather than a single
scheme, Food products were excluded from the schemes ab initio, except
for items specificaily included, because extensive preferences in the
food sector would have interfered with national programmes of agricul-
tural protection. Thus, GSP has remained decidedly skewed against food
products, although over the years, the developed countries have enlarged
their arrangements and extended them on the insistance of the developing
countries, to include additional items. In addition to limited
commodity coverage, GSP does not on the whole favour imports of products
at "further" stages of processing, because, this favourable development,
is hindered by the operation of rules of origin for eligibility of
preferential treatment, safeguard mechanisms and the US "competitive"
need limitation.
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Quite apart from trade expansion and diversification, occasioned by
liveralizalion, muiililaieral wusuliaiions wuld lead tu impruved uiiliza—
tion of existing trade opportunities by developing countries more
generally. This might be achieved through studies of potential trade
flows and their development. These could include a review of the factors
affecting production and processing costs, techmology, industry location,
transportation, natural obstacles and man-made barriers to the growth and
diversification of developing countries' export trade in specific food
sectors and the means to overcome existing constraints through inter-

national co-operation.

To ensure more stable earnings in future yearsassistance could also
be given through the International Monetary Fund!'s rarely used scheme to
extend credit to countries whose export earnings plummet. The Brandt
Commission has sensibly urged that loans should be based on need, not the
size of quota., It has also called for the IMF's fund to be trebled to
US § 12 billion. Similarly, the EEC's Stabex scheme should be enlarged
and liberalized still further. UNCTAD's common fund is far too small to
take on the world's commdity market. Where it could be helpful is in
its second window which will be used to finance measures such as research,
marketing and improving the competitiveness of individual commodities.
However, contributions to these more intelligent forms of finance are
both voluntary and small (US $ 350 million).

Other schemes - characterized by pragmatism - to aid the commodity
producers and exporters of the developing countries, less grandiose than

commodity pacts, are more likely to work.

One approach is the conciusion of special agreements granting
reduced tariff rates or reduced levies, according to the market situation,
thus removing parti 1y eome impediments to trade. This is, for instance, .
the case of the agreements concluded by the EEC with Uruguay and Argentina
for the supply of manufacturing beef. An escape clause provides for the
suspension of the reduced tariffs and levies in case of special difficul-
ties in the European market. A not dissimilar approach for spe:ific
commodities subject to strong competition, such as processed fruit and

vegetables, has been the arrangemants for imporfs from developing countries

under duty-free quotas. This, for example, is the case of the agreements
concluded between the EEC and ASEAN countries for imports into EEC of




| canned pineapple. Another approach involves elements of market-sharing
| such as the United States scheme for processing strawberries imported

from Mexico.

Another approach is the use of a conference, attended by the re-
presentatives of governments, industries and trade unions of the countries
involved, with the object of improving the market situation by agreeing
on such things as restricting direct and indirect subsidies, providing
for the exchange of information on production and marketing and by dis-
cussing the problems of market access and the possibilities for expansion

on the markets. L

In fact, the likely form of any future agreements seem to be the
creation of centres for consultation and information exchange among
producers and consumers, under the general co-ordination of specialized
international agencies, without any planned interference with market

mechanisms, |

In this respect, UNIDO, in collaboration with OECD (for developed
markst-econemy countries) and COMECON (for centrally planned economies)
could play a role in co-ordinating the positions of food-processing indus-
tries in developing and developed countries for specific sub-sectors.

Other useful indications can be provided by the analysis of the
international trade flows of machinery and equipment. Unfortunately,
foreign trade data, although more disaggregated for OECD countries (where
the overwhelming part of the industry as well as of the trade flows are
concentrated), do not provide adequate elements especially oweir
utilization. The work that UNIDO has started in this field,” therefore,

should be deepened with the view of obtaining a more comprehensive under-

standing of the specific problems and perapectives in machinery and
equipment for the agro-food industry. In addition, the convening of a
symposium on food processing machinery and equipment, with the participa-

. 179/0ECD, Processed ﬁicultural Products and Agricultural Adjustment,

Paris, y y P. 44.
180/B. Xhindaris, UNCTAD %Fuunts! Doubts Orow About Commodity Pacts,
The Pinancial s, .

181/INITEC (Wmpress Nacional de Ingeneris Y Techmologia), Analisi de
is Pars la Industria QF;-uiuntarit, pert 11T dedrid,
y A study on behalf o . |
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tion of manufacturers, traders, experts, could be a useiul device to acceler-
ate UNIDO's role in an area of overwhelming importance for the food system
of the developing countries.

2. Export promotion pol.cies
The fostering of processed-food exports s essential to meet basic import

needs and, above all, to promote a process of growth aimed, in particular, at

the rapid develcpment of the food industry. 1In this respect, it has been esti-

mated that in the area of food exports, developing countries could achieve

$US 7 to 12 billion as an annual additional gain in foreign exchange.l82/
Growth potential for exports seems, in particular, tc be considerable

for those products that:

1. give the idea of real and natural foods, responding to dietetic
requirements, e.g., canned fruit packed in their own juice with no
sugar added, and appealing to the healthy needs of an increasing
number of older citizens, e.g., bio—foods,lgl/

2. combine natural nutrition in easy convenience items, e.g., deep-
frozen products instead of canned products,léé/

3. are considered specialties and gourmet items, e.g., snails and smail
products, shrimp and lobaters, frogs' legs, etc.,

4. are considered by the trade as new flavours that can be marketed on
a large scale, e.g., tropical fruit salads,

5. appeal to ethnic minority groups that are willing to pay even higher
prices (o obiain ramiliar .004 items,

6. are intended for consumer packaging, e.g., hygienic infusions that
are used to make the drinks the trade refers t&gﬂ—/ or that can be

exported in bulk, e.g., spices and spice mixtures,

1—éé-:-a-/lllic‘l'l\l),"'I‘he processing before exports of primary commodities: areas
for further international co-operation,® TD/229/Supp. 2, 28 Karch 1979, p. 31.

163 / Bee products, for instance, offer developing countries substantial
openings in international markets for quality supplies. International Trade
Centre, UNCTAD/GATT, Major Markets for Honey, Geneva, 1977.

1§4J’The fish products sector, for instance, is one group where prospects
for increasing exports from developing countries are good in frozen fish, while
for canned fish entry into developed country markets will be difficult, except
for exporters with known and accepted products. The development of Exclusive
EBconomic Zones (EEZ) is likely to lead to considerable expansion of trade in
marine products from the developing countries.

192/ Although small quantities of consumer-packed hygienic infusions are
imported into the OECD arsa from developing countries, the trade has up to now
been intereated almost exclusively in importing the plant material because the
industry claime that each packer packs for a specific clientele and provides it
with the flavour it expects from a particular brand. ITC/UNCTAD/GATT, A Study
of the Market for Herbal Medicinal Plant Infusions in France and the Federal

Republic of Germany,
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T« are utiiized by ithe large and expanding institutional and catering
sectors, e.g., hotels, restaurants, hospitals, canteens, etc.,
whereas less promotional investment than the retail market is re-
cuested, and

8. are subject to less rigourously controlled import schemes, e.g.,

semi~processed fruit and berries in the form of pulp or half/hhole
fruit and berries, and where the growth of international trade is
still relatively promising, ¢ ., minor meat such as game and horse-
meat.

Thus, aB indicated by an ITC surveyjégy mainly concentrated on items with
a relatively high added value, a number of examples prove that developing coun-
tries can succeed in stepping up sales to major markets. However, if the ex-
port of processed food products is to play its full part in development pro-
grammes, coherent export measures have to be formulated.

Different from the case of the domesiic market, the basic requirement is
to base the export strategy on a consumer-ccriented marketing approach that is
aimed at meeting the international markaeting requirements. Traditional pro-
duction-oriented approaches and the icea of treating supplies for export as
an "expert surplus" would not be successful. Production must be geared to
exporting;EiL/ Technology is to a large extent influenced by the international
marketing competition, currently operating very sophisticated equipment. 1In
this area, therefore, large-scale sophisiicated factories should be considered
as appropriate to the destimination market, even if it is being operzted in a
developing country with different social and economic environment.

Such a different approach on technology requirements for the domestic
and the intermstional markets does not mean that development in the oxport
of traditional products is exceedingly difficult, provided that certain basic
conditions are met, e.g., supplies are good and prices are kept within reason,
and that well-planned publicity campaigna, targeted to key buying sectors,
are effectively undertaken.

186/ International Trade Centre, UNCTAD/GATT, Trade Promotion and Bxport
Marketing of Processed-Food Products, Future Needs and Challenges for Develop-
ing Countries, working paper prepared for UNIDO in relation to the working

group on food processing, Geneva, August 1980.

187/ 1In the Philippines in the industry for the production of dessicated
coconut, mostly exported to the United States of America, the processing that
has to be made in sterile rooms to fulfill U.S. relations for dessicated coconut

preservation can be achieved only by large sophisticated and automatically con-
trolled processing equipment.
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Table 15, Examples of export take-off for selected processed
food produccs from developing countries to 18 OECD
countries, 1974-1978

Import value Principal take- ]
SITC products into 18 OECD off markets in
markets decreasing order
Suppliers {US$ million) of 1978 value
1974 1978

SITC 032.01: Preserved fish
Fiji 0.24 7.43 CAN, UK
Ghana - 0.00 2.95 B/L, DK, FIN, NL
Solomon Islands 0.13 2.75 JAP, UK
Indonesia 0.07 0.54 JAP

SITC 053.3: Fruit, jams, jellies
Chile 0.00 0.1 JAP
Republic of Korea 0.00 0.11 JAP

SITC 053.5: Fruit or vegetable juice
Thailand 0.01 2.24 USA
Chile 0.00 0.74 USA

SITC C53.61: Prozen fruits, without suga:
Thailand 0.33 13.78 X JAP
Malaysia 0.00 1.47 ! JAP
Turkey 0.04 1.03 FRG, UK

SI917 053.9: Canned fruit, nuts
Malawi 0.01 1.02 FRA
Costa Rica 0.02 0.88 USA

SITC 054.61: Frozen vegetables
Dominican Republic 0.00 0.53 UK
Morocco 0.03 0.31 FRA, JAP

SITC 073.0: Chocolate and products
Ivory Coast 0.00 8.93 FRA
Philippines 0.00 0.67 JAP

SITC 099.06: Yeast, baking powder
Philippines 0.00 14.52 JAP
Brazil 0.00 0.79 USA

SITC 111.02: Nonalcoholic drinks .
Singapore ) 0.00 1.00 JAP

Source: UN Statistical Office (UNSO) Series D on magnetic tapes, processed
in ITC Exporient data bank (Profilimport programme); International
Trade FORUM, April-June 1980.

Country abbreviations:

B/L - Belgium-Luxembourg FRG = Pederal Republic of Germany
CAN = Canada JAP = Japan

DK = Denmark ‘ NL = Netherlands

FIN = Finlans UK = United Kingdom

FRA = France USA = United States
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One example, in this respect, is the vanille programme that Madagascar
has sponsored in the United States of Lmerica;ggi/ Natural vanilla was a
dying ingredient in the United States of America eight years ago. Artificially
flavoured products were dominant and consumers were not conscious of the dif-
ference. But given consumers' interest in natural products, the launching of
a publicity canpaign with a packaging symbol called "Vanillamark" obtained
great success, The Vanillamark was not only eagerly accepted by the companies
8till using natural vanilla, but many other firms recognized its promotional
potential and decided to switch back to the real flavour. Within a few years,
U.S. impoirts of vanilla started to reflect the impact of so many Vanillamark
products. Unfortunately very substantial price increases after the programme
began tended to work against the campaign. Then, budgetary cuts reduced its
activities. And most recently the lack of supplies sent prices out of sight.
A programme of trade promotion and export marketing, sponsored for at least
several years, can only succeed if goods meeting consumers' needs can be
supplied to export markets on a reliable and regular basis. Thus, a multi-
disciplinary approach to planning will be necessary to emsure integration of
‘agricultural, industrial and marketing plans. But the secret in building
demand is to make consumers aware of a particular product because in a fierce
competitive market, i.e., in the average American supermarket, there is a
bewildering array of 8,000 products; only those items that make themsalves

continually evident will survive,

To fulfil such a task, paid advertising is rather cost1y1§2/. But there
are other less expensive ways, i.e., the possibility of carrying a certain
amount of publicity messages, considered to be educational material, through
specific sectoral organizations, i.e., the American Spice Trade Association.
The cost of publicity campaigns is thus limited to a public relations
agency, which provides creativity in the preparation of the information
for media. In addition, publicity is more believable because it is the
specific sectoral organization that is recommending the product. Another
possibility is to rely on collective efforts. Thus, for example, in 1959
the Coloumbian Federation of Coffee Growers decided that to make an impact
in the world coffee market, they would have to reach the consumer directly.
The Pederation believed its coffee was superior to other coffees, but at

that same time Brazil set the pattern for coffee pricing. The PFederation
188/ Marshall W. Neale, Spice Promotion in the United States, International

Prade Yorum, Geneva, July-September y Do 12.
Today in the United States of America, a million dollars is a
small budget for a national advertising campaign.
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adopted a lvgu and a ficltional spoxesnan in "Judn vaidez"; Colombian oo
now brings a premium price and there are 100-per—cent—Colombian coffees on
the mar<et today where none existed 20 years ago. The premium that Colombian
coffee brings is illustrated by comparing 1977 export figures for Brazil and
Colombia. In 1977 Brazil earned $US 2.3 billion in exporting 28 nillion
bags while, in the same year, Colombia earned $US 1.5 billion in exporting
only ten million bags. And whilie Brazil's market share has eroded in recent
years due to new production in Asia and Africa, Colombia's share has held

steady.lgg/

Exporters in developing countries can increase their sales to major

markets also through the import promotion offices established by the Govermments

of the major importing countries as an initial contact point, especially in
order to take advantage of the Ceneralized System of Preferences (GSP).39—1/

The Dutch Govermment was the first to institute such an office in 1971 and

since then many other countries have followed suit. The latest import promotion
office to be established is the Trade Facilitation Office in Canada. Most of
these offices provide their services free of charge. Other organizations

assisting developing countries! exports include the ghambers of commerce.

In particular, African and French chambers of commerce, in addition to having
established new institutions, i.e., an advanced institute of overseas
technology in Bordeaux, a Mediterranean Institute for the Application and

Transfer of Technology in Marseille, have set up a permanemt conference to

purgie very useful goals, i.e.,, promote the sale of tropical products from
the ACP countries of the Lom& Convention by lowering costs of freight;
build-up co—prosperity projects through joint ventures and other forms of

co~operation; help create small and intermediate industries.

Diversification into non-traditional items is another suitable stirategy,

since one of the problems of many developing countries is the concentration
of exports on a very small range of products. Thus, for instance, developing
countries should try to export frozen snail meat, since it has a marcet value .

about three times as high as that of canned snails.lag/ Purthermore, frozen

190/ J.M. Fox, "How Chiquita Helped United Fruit", Agribusiness Worldwide,
F‘ebmm"'march 1980, po 170

191/ Under the GSP, tariffs charged on imports of products from the
developing countries are granted preferential reductions in tariffs, whereas
imports from other ~ountries are charged full, most-favoured nation tariffs.

192/ ITC/UNCTAD/GATT, Tecnopan '80, worki.g paper on export opportunities
and marketing for marine products Trom Latin America, Geneva, September 1980,

p. 30.
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snail flesh is granted duty-free access in most industrial countries' markets.
Consideration of markets for processed-food products must include markets

for by—products, since the economies of both are closely linked. Examples

of this linkage abound. The waste products of sugar refining are valuable

raw materials for the chemical industry. The by-products of meat production !
in slaughterhouses provides animal casings, bone meal and meat extracts;

the residues of citrus juice extraction make a valuable animal feed.

As well as product diversification, market diversification is a recommended

strategy since some developing countries for historical reasons export the bulk
of their produce to a single or to a few industrial countries. Thus, developing
countries whose exports go traditionally to one or to two major markets may
easily suffer from the impact of economic recession, currency changes and

other adverse economic conditions in their traditional markets.

However, it is important to stress that despite a revival of protectionism
trends, the developed market economies will remain the biggest most important i

markets for developing country exporters. Prospects in Eastern European

countries appear to be good in the medium-~ to long-term, as shown by the recent
trend of increased imports from developing countries. However, as purchases

are centralized through state trading organizations, a different sales approach
is required. In particular, new suppliers must become familiar with the
potential offered by long-term, intergovermmental framework agreements as well as
be prepared to adapt to specific market techniques, e.g., barter, compensation,
compensatory transactions, product exchange, product buy-back arrangements,
self-finances operations, etc., which can also include third parties, i.e.,

tripartite co—operation. 1

To support new food indusiries seeking export outlets, export incentives

are needed to offset disadvantages vis-B-vis foreign competitors (owing to
higher taxes and duties, costs of materials, transport costs and so on), as
well as to compensate for higher initial costs of penetrating international markets
and other reasons, i.e., on over-valued excharge rate, which may arise from

import restrictions.

193/ Meeting of the Ad Hoc UNCTAD/UNIDO Group of Experts on Trade and
Trade~related Aspects of Industrial Collaboration Arrangements, The Development
of East—West Industrial Co—operation, prepared by the secretariat of the

¥conomic Commission for Europe, Vienna, 25 February 1981, 1D/ WG.337/1, pp. 39-40.




- 164 -

kExpert incentive schemes can take various forms: export bomus, import
entitlement, exchange retention, duty drawbacks, refunding duties and taxes
on inputs, tax holidays for a rmmber of years, partial or total exemption of
profits on exports from income tax, deducting approved esxpenditure on export
promotion from taxable income. In setting up export incentives, developing
countries should, however, avoid competitive export subsidization and
authorities should examine whether the inducements provided are sufficient to

make an impact on export perfomamce.‘I

In this respect, it is useful to relate the positive experience of
Malaysian authoritie ! s who, in order to encourage the export of mamfactures,
including food products, to overseas markets, grant an Export Allowance, i.e.,
5 per cent for every dollar of the increase in the export sales of a taxpayer,
such an increase being the excess of his total export sales of the year in
question over the average anrmal export sales of the five or four immediately
preceeding years as the case may be, Other export incentives take the form
of deduction for expenses incurred for the purpose of seeking opportunities
for export of products manmufactured in Malaysia. Resident companies, if they
export 20 per cent (by value) of their total production and if they incur
qualifying plant expenditure for the purpose of modernizing the company's
production technigues, or to set up a modernized factory, are entitled to an
accelerated depreciation allowance of 40 per cent per annum in addition to the
irnitial allowance of 20 per cent. Under this concession, more than 90 per cent
of the eligible capital expenditure can be written off in approximately four

years as against about 20 years under the normal rate.

Another possible inatrument, which, jointly with other measures, may at
a given stage of develcpment have a positive impact is the establishment of
export-led food industries within industrial estates and expcrt processing

zones, which, in addition to removing complex bureaucratic procedures, offer
an elaborate package of incentives (tax concessions, factory space, utilities
and fully developed infrastructural services, duty free import and export of

goods, provision of labour at special conditions). Moreover, indusirial estates

194/ P.B. Satagopan, Export Incentives, International Trade Porum, Geneva,
October-December 1980, p. 5.

195/ Malacca, A Proven Profit Centre for Imternational Companies, The
¥alaccan State Development Corporation, 1980, p. 54.
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and processing zones frequently attract foreign capital, advanced technical
know-how and management skill in international marketing, so as to promote

partnerships in projects from which both developing and developed courntries
could benefit.lzé/

In this respect, the experience of Malaysia is agailn useful, which in
its seven industriel estates (including two free trade zones) has succeeded
in attracting several food industries, particularly in the subsectors of
instant noodles, preserved fruit, popcorn, cocomut o0il, animal feed, coffee
powder.

Govermment support for stimulating exports, other than through economic
and financial inducements discussed so far, can take the following forms,

among others:

i, collecting and disseminating information on foreign markets,
ii, undertaking surveys on foreign markets,
iii, training export management persommel,

iv., assisting in export product design and export packaging,

v. arranging for the production and distribution of product
brochures and catalogues,

vi. sponsoring participation in national and international fairs,
especially specialized fairs such as SIAL in Paris and ANUGA
in Cologne,

vii.. sending trade delegations abroad,
viii. 1inviting prospective buyers to visit local production facilities,
ix. opening overseas offices, and

X. giving awards for outstanding export efforts.

These services are generally provided to exporters through a central
institution, i.e., national trade promotion organization, which, in addition
to identifying the products that can be produced for export as well as target
export markets, co—ordinates the work of the various ministries involved. 1In
its activities a national trade promotion organization can count on the
assistance of international agencies, especially of the International Trade
Centre WNCTAD/GATT (on export promotion), UNIDO (on techmology selection),
PAO (on the more suitable varieties and on the co—ordination of cultivation
with processing), the UF Centre on Transmational Corporations (on policies,
laws and regulations relating to TNCs), the Economic Cosmission for Europe

196/ Yor the definition of "export processing zones" and "free trade sones",
see y Export processing somes in developing countries, working paper on
structural changes, no. 19, August 1980, p. 6.
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systems), the International Stancard Organization (ISO), etc.
Any country seeking to promote exports by providing incentives should also
try as much as possible to:

1. simplify bureaucratic procedures (on exchange control clearance,

customs and port procedures, authorizalion of overs:=as business
travel, etc.),

2. establish an effective system of quality control (to ensure that
goods are being manufactured in conformity with the needs of the
international markets;

3. give careful consideration to the role of export packaging, cutting
down costs (using alternative materials such as retort pouches and
plastics) as wsll as enhancing flexibility and functional design (to

ensure maximum shelf-life)m/,
4. establish and strengthen an information network in foreign target f

markets (to ensure the continuing collection of up-to-date trade

and marketing information).

197/ Thus, for instance, distribution of soy milk—one of the most
popular and successful foods for breakfast in oriental countries—in glass
bottles was limited owing to the fact that the recovery of bottles was costly.
Recently, however, a food company developed "soy bean milk with honey" in .
tetrapaks, which, because of the convenience, has found wide acceptance and
has become a multi-billion dollar business.
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3. Import substitution and procurement

Emphasis on potential increase in export flows cannot change the fact
that many developing countries will not only continue to be net importers,

but will also have to increase dramatically their commercial purchases in the

international market during the years ahead. It is therefore of the utmost importance

that developirg countries - instead of having recourse to special financing
to consolidate traditional importis flowslﬁ/- utilize the experience of

technically advanced countries to establish a well structured import-substitution

food processing industry, especiallv in key-sub-sectors such as grains and dairy

products. Tndustrialization of grain processing, in particular, represents
a step forward, since it allows to experience savings from importing bulk
grain instead of flour, to improve the balance of payments, toc utilize
technological advancement, to generate additional employment and income. In
this respect, industry experts consider Saudi Arabia grain processing

"revolution" a very useful exz—.mple.1

In addition to abandoning stone grist mills for modern roller milling
methods, the Saudis ( who used to import second clears - a co-produr~t of milling
a high patent flour - with much waste and spoilage when unloading and storing
the flour) constructed: (i) a flour and feed mill in Riyadh with storage
capacity for 80,000 metric tons; (ii) a flour and feed mill in Dammam, as well
as storage facilities for 80,000 metric tons; (iii) a flour and feed mill
and grain storage silos at Jeddah; (iv) a grain elevator with 20,000 metric ton
capacity at Quaseem. Both the Riyadh and Dammem projects were undertaken by
Ocrim, S.p.A. of Cremona, italy, a8 turmkey operations. Equipment manufacturer
for the Jeddah plant was Buhler Brothers Ltd., Uzwill, Switzerland. Two milling
units were installed at the Riyadh plant with accommodation for a third unit
to be inatalled at a later date. At Damman two units, with space for a third,
were installed, while the Jeddah plant is equipped with four milling units. The
mills all use Pillsbury's unique processing flow design. However, there is
little resemblance to the older equipment used by Pillsbury in their U.S. plant.
While the mills, powered by diesel—fueled electric generators, are not

considered innovative,engineers were required to design the plants to operate

198/ The proposal of an I4F Food Pacility,though designed to help low-income
countries when they experience umusual surges in the food import bills, would risk
to strengthen the traditional patterns of imports flows. A food facility providing
help to establish a well structured import-substitution food Process%mdustry would,
instead, be beneficial to both developing and developed countries.

129/ Denm.a A. Johnson, Pillsbury's "Involvement With the Saudi Arabian
Flour Mills, "Agribusiness Worldwide, October/November 1980.
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under extreme climatic conditions. In Riyadh, for example, summer temperatures
soar to 49°C with relative humidity as low as 5 per cent. To compensate for

the low moisture content, large evaporated coolers were installed. In Dammam

and Jeddah, the relative humidity is as high as 95 per cent during the summer.

At those mills mechanical refrigerators were installed to extract excessive
moisture. In addition to Buhler and Ocrim, several other U.S. and Buropean

firms were used. Construction and civil engineering work was, in particular,
sub-contracted to Howe Richardson Co., England, scales and metering equipment;
Schugi Co., Holland, fats and molzsses injection equipment; California Pellet
Mills, Belgium, feed pelleting equipment. Saudi Arabian King Khaled dedicated
the Jeddah complex during ceremonies in October 1979. The occasion officially
mar<ed the successful completion of the entire $US 261 million project,

which included intensive on-the-job training at various mills operated by
Pillsbury in the United States of America, as well as orientation sessions by
equipment suppliers jn the United Kingiom and Italy. Another exemplary undertaking,
again in Saudi Arabia, is the Al-Khary project - the Niddle Bast's largest
integrated dairy project owned by the Saudi Arabian Agriculture and Dairy Company
(Saadco), which awarded a seven-year management and technical contract to the
Swedish engineering and food-processing concern Alfa-~Laval, Development at
Al-Khary is in two phases. Phase one has already been completed with the
construction of facilities for more than 4,000 animals. Phase two is for
completition by the end of 1982, when the project will utilize a cattle of
17,000-18,000 heads. When it is fully operational the project will require a
staff of 180 persons of whom about 60 are skilled Western Europeans. Saadco, then,
plans to phase out the latter by 1985 when Alfa~Laval's management contract
endpm. When phase two is completed, Saadco's strategy is to set up a

dairy near Jeddah as well as one to serve the industrial conurbations of Dammam,
Dharan and Al-Khobar. A slaughterhouse is also to be built at Al-Xharj for
killing and processing Saudi-born bulls and culled dairy cows.

In addition to import substitution, developing countries also need
international assistance to remove major constraints on import procurement
(e.g. lack of qualified personnel, inadequate market information, time—consuming
tendering procedures, often not clear tender terms, exaggerated rigidity df
procurement methods and purchasing strategies). In this respect, the WNCTAD
secretariat is exscuting a WDR-financed interregional advisory pro:jec’o-z-gy

200/ Edaund 0'Sullivan, Biggewt Dairy in the Middle East, NEED, 13 February 1981.

201/ Alexander Bohrisch,"Improving Food Procurement by Developing Countries, "
Agxibusiness Morldwida, Pebruary/March 1981.
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particulary on grains ( wheat, corn, rice), sugar, vegetable oils and beans.

The objective of this project is to assist interested govermnment departments
and/or state buying agencies in developing countries in Asia, Africa, Latin
America and Southern Europe in improving planning, import management and market
information in connection with their food commodity imports and the efficiency
of food procurement in internmational markets. The principal areas of assistance
under this project are: (i) to evaluate import procedures, market information
and analysis, buying practices and freight; 1ii) to advise on import plamning,
alternative procurement methods, procurement preparation, tender/contract terms;
(iii) to advise on international market information, in particular alternative
sources of supplies, buying practices, quality control/inspectiOn, freight
contracting; (iv) to improve the co—ordination and operational contacts among
various govermmental agencies directly or indirectly involved in food commodity
imports; (v) to train governmental officers responsible for food commodity
imports. The project offers assistance through advisory services, organization
of training activities, import procurement seminars and the publication of a

handbook on international procurement of wheat and corm.
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4. The T™NCs and the alternatives to the traditional marketing networks

Most of the internmational trade in food processing is a highly concentrated

busiess. A limited number of international companies dominates world markets.

Grains and beans, including oils of the soya family, are mainly carried on by
firms that also store and ship: Cargill (the United States), Continental (the
United States), Bunge and Born (Argentina), Louis Dreyfus (France), André
(Switzerland ), Topfer (FRG). For sugar, with the exception of some interstate
dealings (Cuba~COMECOM or EEC-ACP couniries), no more than 10 companies (e.g.,
Sucres et Denrées, Philip Brothers, Tate and Lyle, Ed F. Man) control the free
trade flows. For molasses the main traders are Tate and Lyle (the United Kingdom),
Carib Molasses (an association between Cuba and the French trader Sucres et
Denrées), Van Ginniken (the Netherlands). For cocoa, Gill and Duffus (the
United Kingdom) is responsible for about 50 per cent of world cocoa trade and
is also involved in cocoa production. For coffee, more important than the
efforts of state organizations, such as the already mentioned Bogota Group,

is the direct buying made by roasters, often through international brokers.
For most teas the blending companies, such as Lyons and Lipton, have establishe

control of major markets. ZQQ/

Thus, most firms of the developing countries - particularly in
entering the Buropean, Japanese and United States markets - have to

utilize the established international marketing network of transnational

irading enterprises and of large, important firms often vertically

integrated (such as, for instance, Unilever by far the biggest of this
kind in the area of vegetable oils). As indicated in a study by the joint
CTC/ESCAP unit on transnational corporationsﬁgé/%here 18 overwhelming
dependence on TNCs to perform the export marketing of pineapple canned in
Thailand. Advertising acts as a barrier to entry by the product of wholly
Thai-owned firms inio the premium level of the brand-conscious United
States of America market. Through this market segmentation, Dole, Del
Monte and Libby's - all THCs ~ are able to command a price premium over .
other brands, Only a minor share of the output of wholly Thai-owned

firms is marketed under their own labels."

202/ Ph. Chalmin, International Commodity Trading Companies, Journal of
Wworld Trade Law, Nov. Dec. 1980, Vol. 14, No. 6.

203/ Economic and Social Commission for Asia and the Pacific, Transnational
Corporations and the International Commercialization of Pineapple Canned:in

Theiland, Joint CTC/ESCAP unit on tranenational corporations, working paper
No. 3, Bangkok, August 1979, p. 48.
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To lessen dependence on TNCs, virtuaily all developing countries
with important food export industries have established national marketing
agencies and/or fostered producer co—operatives capable of vargaining

directly with TNCs. National marketing agencies, however, do not normally

exercise a strong bargaining p-sition in assessing the worthiness of a

food-processing project for export marketing. Partly, this is a result

of inadequate information. Control of pertinent information is, in fact,

one fundamental reason that allowed the already mentionsd Bogota Group to
succeed in raising prices. Only they knew total supplies and marketing
plans. Another case in point is the marketing of soybeans from Brazil.
Both private companies and the government market soybeans and both have

to "register" their products. Depending on market conditions, the
government opens or closes the soy complex for export. This has a
predictable influence on world soybean prices., If it is known that Braziil
will not permit exports, markets will usually go higher. To capitalize on
this knowledge, COBEC (Brazilian Trading and Warehousing Corporation) has
its own man at the Chicago Trade Board. He has advance knowledge of
Brazilian registration and is able to use that knowledge 1in taking
positions on the Chicago market - the world's largest soybean futures
market. Thus, Brazil, although i* does not control all the world's soy-
beans, is able to conirol information and, therefore, to enhance signific-—
antly its position in dealing with the TNCs. A number of agencies and
organizations within the UN system can assist the national information
systema of the developing countries with a large stock of material on many
aspects of the food processing trade flows. The International Trade
Centre UNCTAD/GATT is, in particular, able to supply a developing country
Wwith the necessary statistical data to evaluate past performance compared
to competitors and to identify growth products and markets in international
trade, ITC also keeps in its data bank profiles of exporters, numbering
over 1,000 in developing countries and systematically collects and stores
information on importers in both developed and developing countries who
are interested in importing from developing country suppliers. This
system encourages a two-way flow of information between exporters and
importers. The UN Centre on Transnational Corporations and its Joint
Units - in addition to developing a comprehensive information system that
eventually will be linked with national information systems - is also

implementing an inter-regicnal project on primary commodity exports which

aims at increasing the gains of developing countries and strengthening
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their negotiating capacity vis-2~vis TXCs.

Other critical ingredients to bolster the bargaining power of govern—
ments of developing countries in their dealiug with TNCs relate, in part-

icular, to the evalvation of the merits of alternative types ¢f corporate

and contractual arrangements. An example is the "full disclosure" export

contract, so designed that developing countries can share ir. the proceeds
from the final sale. The full disclosure contract, in fact, enables the
producer to participate in a C.I.F. (Cost, Insurance and Freight) sale by
having an experienced trading firm handle all the logistics and documenta-
tion. Each party brings its strehgth to the venture and responsibilities
are set forth in a Memorandum of Agreement which itemizes the exporter's
cost to be charged against the final export sale price and the marketing
fee (either a certain amount per MI' or a percentage of the final sales
price) to be retained by the exporter. The trading firm's costs in some
instances are determined and agreed to by the producer before the sale

is made., Finally, all the costs and revenues of the transactions are
documented for all parties to see. Thus, for example, Josco Agricola do
Brasil was able to gain a2 major share of Brazil!'s citrus pulp exports
which approach 407,000 MI' and bring in over US $§ 60 million in foreign
exchange each year. Josco has also used this technique with sunflowers,
corn gluten feed, molasses, beet pulp, coffee by~products, brewer's

grains, cassava and several other productsﬁéEL/

There is therefore substantial room to carry out a policy of
economic pragmatism (based on realistic, flexible and selective evalua-
tion of international co-operation projects with the TNCs) rather than
pursuing a sterile atmosphere of confrontation, which, though sometimes
with justification, has been damaging to both parties. The goal of
bolstering developing countries in their dealings with TNCs should be to

20
proazwte co—operation for the sake of mutual self-interest: S(MJthe one

hand, TNCs should recognize that Third World governments are committed

EKBV It is likely that full disclosure contracts will be more extensively
used in the future, because there are three main benefits for the developing
countries! exporterss (i) to make the producer an established exporter by
putting his name in the export market; ( ii) to control costs all the way to
destination and fix certain variable expenses within the full disclosure
framework; (iii) to provide the producer with the opportunity to maximize
the net return since it is based on the foreign price. J. Freivalds,

'"Marketing commodities: New Types of Export Contracts," Agribusiness Worldwide,
April/May 1980.

2v)/ 1. Frank, Foreign Enterprise in Developing Countries, Johns Hopkins
University, 1980. V.N. Balasubramanyam, Multinational Enterprises and the

Third World, Trade Policy Research Centre, London, 1980.
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to fulfills

o
=25

the social and eennomie needs of their people and therefore
require to accrue substantially the retained value of their food exports
which, at present, represents less than hall of;zye retail prices obtained
in the markets of the indusirialized countries?o On the other hand,
developing countries should recognize that TNCs could make major contri-
butions to Third World development goals especially 1f their activities

are channelled into areas ensuring market access.

In this latter regard, it must be stressed that - since industrial
countries' consumers are heavily brand conscious — TNCs, having been able
to develop and promote brand names, enjoy a foremost advantage on the
premium market. Developing couniries, instead, in spite of some valuable
exceptions, being unable to mobilize the funds necessary for launching
extensive advertising campaigns through the mass media, can usually sell
their products only on the second market (through large supermarkets
chains and other low-price outlets). Morecver, although the basic
quality of the developing countries' products is sound, most of the
smaller Third World companies find it difficult to match the quality
standards of the TNCs, because the F.0.B. -rice for their product does
not justify the additional expense of performing more meticulous opera-
tions. A further obstacle is the cost of freight. Handling about two
thirds of general cargo and semi-bulk trade from the developing countries
are the foreign shipping conferences, Oligopolistic control is exerted
by these conferences through their wide membership and through a system
of loyalty rebates whereby an exporter is entitled to a deferred rebate
on some proportion of freight charges as a reward for dealing with the
conference. Breaking the loyalty tie by shipping with non-conference
vesgels is likeiy to result in suspension of the rebates on future
shipments with the conference, Article 12 of the UN Code of Conduct for
Linear Conference which will come into force in 1981 or 1982 should,
however, favour the containment of freight costs, because ii requires
that, in their setting, rates "shall be fixed ag low a level as is

feasible from the commercial point of view."

Therefore, with a more intengive bargaining process, it is wiser -

particularly for the least developed countries - to use pragmatically

the vehicle of the TNCs in the critical areas of shipping, distribution

206/ Economioc and Social (ommission for Asia and the Pacific,
Transnational Corporations and the International Commercialization of
Pineapple Canmed in Thailand, op. cit., p. 22,
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rather than embarking on expensive and difficult export
programmes. Such an orientation does not, however, exclude the strengthe-
ning of the international machinery which may sanction the TNCs (as it

has been the case for baby foods advertising) as well as the research of

alternatives to the existing marketing networks.

With regard to corporate and contractual arrangements between the
developing countries and the TNCs, the strengthening of the international
machinery on TNCs activities should focus on the establishment of guide-
lines concerning terms and conditions such as tie-in clauses, ierritorial
sales restrictions, grant-backs, the duration of agreements, principles
for computation of royalties and fees, use of trademarks and trade secrets,
training, the use of domestic inputs, technical services and other
contractual provisions. UNIDO in collaboration with other international
organizations (especially the UN Centre on Transnational Corporations and
OECDggléoould play a pioneering role in contributing to a system of
periodic reviews of corporate and contractual arrangements unpackaging
the foreign input provided by the TNCs, so that terms more favourable to
the developing countries are enhanced to the extent that the domestic

sector ig in a position to provide a countervailing force.

With regard to effective and potential alternatives to the existing
marketing netwcrks, it has to be underlined that, in recent years, private
companies as well as producer groups and governmental organizations have

set up their own integrated trad.ng firms. For example, Interbras, the

Brazilian state trading firm - in addition to carrying out state-to-state
trating and facilitate long-term agreements — provides a solid support
for the private sector by such means as the organization of export pools
of individual companies and co-operatives, For instance, Interbras has
succeeded in organizing 19 separate fishing boat operators and co—opera~
tives into one international marketing organization which is now the
largest exporter of lobster tails to the U.5.A., earning some

US 8§ 50 million in 1980. To implement such a collective marketing pro jec.,

jﬂZVOutside ihe United Nations one of the most important efforis is the
"Declaration on International Investiment and Multinational Enterprises"
adopted by the OECD members in June 1976, revised and further
strengthened in 1979. These guidelines constitute the firat set of
international rules addressed to TNCs and they reflect the recognition
of the major home countries that international action is necedsary in
this field.




Interbras has organized the fichin
pendable supply with a premium price), developed a brand identity in the
United States of America (to compete against other exporting companies)
and established a distribution network within the United States of

. 208 /
America {to offer a stable on-call supply).—/

Another example is provided by a Philippine state organization which
for the core of world exports of copra o0il tries more and more to limit
the influence of international trading companies by setting points in

consuming countries (e.g. Poland).

As already emphasized Third World multinationals are another alter-

native. Although in some sectors (e.g. trading in palm 0il) there are
already well established Third World multinationals (e.g. Sime Darby, a
Malaysian company, which manages some 70,000 hectares of land and over

200 subsidiaries in 29 nations fiib developing countries enterprises

are making their first attempis to create multi-country operations. They
do not yet possess the same integrated structures as the well known TNCs
but they do show signs of some capacity for after saies gservicing and

some markeving skills, so that their presence in international markets
creates an alternative in certain markets to the dependence on traditional
TNCs. The vast majority of Third World multinationals originate from the
newly industrializing countries (NIC). They have either grown as public
sector companies (especially in India, Argentina, Brazil and Mexico) or as
an operation between two or more developing country governments with the
aim of carving out a place for themselves in markets long dominated “y
the traditional TNCs. A third way is the expansion of private firms
using domestic capital. The most active investors are India, Hong Kong
and the Republic of Korea on the Asian side and Argentina and Brazil on
the Latin American, The process of expansion is usually a foothold via

the exports of products and technology, then establish foreign production

. jﬁ!?b Levy, A lobster Tale,"The collective marketing of Brazilian seafood,"
-Agribusiness Horldwlde , June/July 1980.

jﬁﬁ}Sales are near the US $ 1 billion mark and the company - which even
tried to take over the control of Guthrie - the British-owned Malayan
palmoil and rubber plantation group - is now seeking new areas of
expansion in Thailand, the Phllippines and Australia,
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facilities. In this respect, Brazil is particularly active in Nigeria
where more than 40 Brazilian firms are starting to assemble a wide range
of consumer items. The extent to which the firms can or want to expand
abroad depends on several conditions: their size, type of production
(e.g. possibilities for vertical and horizontal integration), market
option, government policies at home and abroad, and the nature of compe-
tition from established TNCs. The vast majority of Third World multi-

nationals are producers of consumer goods.

In the focd processing area, in addition to the examples already
mentioned, Third World multinationals have emerged in response to the
difficulties found in importing inputs (e.g. in India the restrictions
on imports of vegetable oils and on the use of edible oils for soap
manufacture has led Indian firms to develop skills in the processing of
oilg available at home; Indian firms have then carried the resulting
skills to other developing countries), in response to the envircnment
(e.g. an Indian firm has developed sun-fast dyes which it now produces
abroad for tropical markets; Brazilian firms are marketing equipment in
Africa claiming that they are especially designed for tropical conditions)
and in response to a scale more appropriate for developing countries
(e.g. a Pakistani firm ias designed a flexible paper packaging plant for
Zambia). With some exceptions (e.g. San Miguel beer, Inca Cola), few of
the developing countries multinationals have strong brand names., Thus,
co-operativ: arrangements with traditional TNCs are sometimes made,
whereby the multinational from the advanced country provides cheap
management, small scale technology and an ability ito operate smoothly in
a developing country. For some projects, the older multinationals may
turn to Third World firms to take up an opportunity that, for some reason,
does not attract direct action by the advanced country firm. Thus, for
instance, a European firm that supplies paper packaging technology
recommended a company in a developing country in its place to take up a
contract in another developing country in which it was not active. 1In
some projects, a closer co—operation may develop. Thus, for example, an
investor from an industrialized country required cartons for exports of
foodstuffs that it was processing in Africa. To olialn a reliable
supplier, it éought an Asian firm with which it had maintained a satis-
factory supply relationship in its Asian market. In Africa they

established a joint venture. Separate investments appeared unsuitable,
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given the fact that the Asian—owned firm (with import protection) would
probably be the only box supplier, and the user would be the only customerglg/
In collaboration with other international organizations (especially the

UN Centre on Transnational Corporations), UNIDO should collect data and
information on the activities of Third World multinationals and attempt

to identify areas of the food processing industiry in which marketing

networks to specific target markets can be improved to the advantage of

.the developing countries,

The co—operative organizations, particularly those of the developed

countries, are another group of "changemakers" offering great potential

- up to now only marginally exploited - to afford developing countiries to
play a more significant role in export marketsglldlthough their power of
control is mainly concentrated at the collection and local storage level,
several co-operatives already carry out very successful processing opera-
tions especially in the dairy, meat, fruit and vegetable sectors. In

the Netherlands and the HMordic couniries, for instance, dairy co-opera-
tives have establisted & substantial share in the dairy market including
processing products. The Yoplait - yoghurt and Candia - milk co—operative
trademarks are well known in France as well as in other countries., In
Japan co-operatives process very high quality milk and fruit juice and
have successfully marketed it directly to supermarket92121 the other
hand, clthough the vast majority are rather small business organizations
there are already "super—co—operatives"gl}‘hich carry out activities in
food processing as well as in fouu distribution and marketing comparable,

and even more important (on certain markets),than the large TNCs. Thus,

210 'Louis Wells Jr., Third World Multinationals, op, cit. pp. 15-16.

211 fohn G. Craig, Multinational Co—operatives, An Alternative for World
Development , Western Producer Prairie Books, Saskatchewan, 1978,

212 /international Federation of Agricultural Producers, Farming in the
Eighties: Interdependence or Domination, 24th General Conference,
Buenos Aires, July 1980, p. 23.

213/Such as, for example, Farmland Industries, Associated Milk Producers,
Agway, Land C'lake, Grain Terminal Association, Illinoie Grau Terminal
and Gold Kist (U.S.A.g, Saskatchewan Wheat Pool (Canada); Groupe
Grama and Union Laitiére Normande (France), Lega Nazionale delle
Cooperative (Italy); KF (Sweden); Agrober-Agro-Invest (Hungary),
_COREC (Brazil); AMUL, NAFED (India); Central Co—operative Unior
(Bulraria)
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for example, the Swiss market is dominated - in terms of sales - by two
co—operative organizations ("Migros" and "Co-op") which, in addition to
processing a wide variety of foodstuffs, dispose of very efficient chains
of supermarkets. Similarly, Coop-Italia (also endoved with its own
production facilities) is the largest food retailer ard one of the fastest

growing on the Italian market.

In fact, ‘o by-pass the traditional marketing netwcrks, specific

trading circuits zan be set up by the co-operatives. This can be done by

using multiform solutions, such as: (i) long- or medium-term trading
agreements between co-operatives of different countries, or between co-
operatives and a properly constituted government-sponsored body:glﬁél

(ii) triangular or multi-angular trading, bringing in var:i- :3 countries
and various commodities to facilitate arbitrages; (iii) creation of mixed
structures between Governments and/or co-operatives with international

capital.

The development of generally complementary trade links tetween co-

operatives of different nationalities should constitute the best way for

developing countries to enter foreign markets. The reciprocal advantages

would be to:

- eliminate the use of intermediaries by putting buyer. co-operatives
freely in contact with seller co-operatives;

- provide greater security and help to regulate the product markets
through the drawing up of medium-and long-term trading agreements;

- reduce the dangers of gpeculatiorn and the risks now being run;

- avoid dispersion and favour rapidity of intervention by having a

single negotiator in each conntry or group of countries.

Joint undertakings with commercial and industrial purposes could
thus emerge fulfilling, at domestic level, the requirements of an
integrated development of the food-processing industry in the developing
nations and, at international level, the requirement of an ensured
market outlet. Thus, for cxample, in soya beans the German co-operatives
have drawn up a system of collaboration with Brazilian production co-

operatives. They have set up in Brazil a German-Brazilian company which

gklihrect collaboration between a firm and a government is never possible;
there will always be an intermediary body acting for *the government
(either co-operative or a firm).
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I has bullt and 1s operating a soya-bean grinding unit, the fuil product of
which — oils and cake — is exported to the Federal Republic of Germany.
This co-operative strategy would, therefore, lead not only to the
setting up of specific trading circuits but to a comprehensive, inter-
national, industrial and social co-operative policy (facilitating, in
addition to distribution and marketing, the manufacture of equipment, the
subsequent maintenance and operation of the machinery, training of per-
sonnel), thus enhancing the creation or development of co-operatives in
developing countries as an instrument of planned economic and social
grovtn 212
The potential for triangular or multi-angular trading, bringing in
various countries and various commodities, could instead become a reality
with the development of multinational federation of co-operatives, which
could compete on more equal terms with the TMCs. Some international
co—operative organizations already exist. Thus, for example, Inter-Coop,

a consumer organization from about 20 courtries, carries cut joint
purchasing of goods and collaboratesin production, Another example is

the Liternational Qo-operative Bank - INGEBA - which, with members in

20 countries, functions as a merchant banker for the co-operative banking
system., Co-operative Fertilizer International (CFI), in addition, founded
by U.S.A. co—operatives and the U.S.A.-Canadian co-operative C.F.
Industries, has mude possible for the Indian Farmers Fertilizers Co-opera-
tive Ltd., through a joint venture, to construct and operate two very
large fertilizer factories, However, more active multinational federations
of co-operatives for specific types of activities, particularly in the

food~processing area, ould be established and developed.

The creation of mixed structures between the co-operatives and <the

more progressive trading companies and TNCs is another possible solution.
An example is provided by the Union des Coopératives Agricoles du Sud-
Ouest (UCASO) in France which decided to create a subaidiary, the Inter-
agra Company which, on behalf of French co-operative groups, intervenes
on the international agro-food market (cereals, milk, butter, meat, wine)
and has initiated assistance to developing countries, dealing with the

delivery of equipment and help in setting up production techniques.

215,V.B.L. Mathur, Role of Co-operatives in Food Production, Processing
and Marketing in India: A Case Study, Op. cit.
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Another example is the recent setting up of the American and European
co—operative group with Toepfer with the objective of concentrating
co—operative bidding and achieve vertical integration with diversification.
By means of this group, American and European co-operatives can take advantage
of pre—existing commercial know-how, and of a long established international
organizationﬂgl/ Such a co—operative international strategy requires
mobilization of financial resources, revision of protectionist policies,

use of efficient information and data analysis systems.

Another possibility is of using ™NCs expertise by signing management
contracts which would not give them financial power. This has been done
in the case of Swift's ( U.S.A.) fur a meat processing plant and with
Booker's to manage sugar factories and cane production, including small
holders out-growers schemes. Co-operative could well also provide such
management services: Swed-Farm, a swedish co-operative organization and
the Agricultural Co-operative Development International (U.S.A.), already

provide such services.

To be able to enter foreign markets, products must be supported by
considerable financial means. International financing insurence could be
provided by those banks and mutual insurance societies, members of the
International Co-operative Alliance (ICA). Tariff and non-tariff barriers
cause more difficulties for co-operatives than for multinational firms
because the former can seldom effect investment abroad and do not have the
capital mobility for the latter. The solution would be to lean toward
medium- and long-term contracts and create an inter—co-operative consultative
body..In addition to a system for providing information about markets and
on the commercial subsidiaries and networks already operated internationally
by co-operatives, there is a dire nced of adequate information on suitable
or potential co—operative trading partner. UNIDO, in this respect, in
collaboration with other international organizations, especially the
International Federation of Agricultural Producers (1FAP), which is promoting
a data bank project in the field, could envisage the setting up of an
"International Co-operative Exchange'" providing - with the assistance of

co-operatives in developed and developing countries — the necessary facilities

21§/ ®. Rouch and Ph. Ducroquet, Report on Cereals and Their Derived
Proteins, International Co-operative Trade Conference Roscow 1980,
Bureau Fconomique du Comité kgricole, Paris.
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for ensuring markets and enable transactions to get started on better terms
and conditions other than those offered by the TNCs.

Another effective tool is the collaboration between the medium- and

small—-ecale firms of developed and developing countries. In fact, given

the opportunity and necessary support, small enterprises in developed countries
may prove 1o be exsmplary partmers for co—operation with equivalent enterprises
in developing countries whereby they can provide not only appropriate technology
and know-how but also the wide spectrum of industrial collaboration ( co-production,
sub—contracting, licenses and franchise) including marketing in international
markets and other supportive elements (i.e. fi;aarxcing, training, management).

In this respect, a starting example is the USID0 project for co-operation in the
area of food processing between small enterprises in the Netherlands and
equivalent enterprises ir. four developing countries (Chira, Sudan, Thailand

and Uruguay). Such a project could, in particular, be promoted by othLer
developed countries, under the general co-ordination of UNIDO, and extended

80 as to cover - in addition to the flow of technology - the whole aspect

of industrial collaboration including international marketing.

The role of small- and medium-sized firms in the food-processing sector
has not yet been adequately studied. Existing literature on the subject
is very scanty compared with the avalanche of books and reports concerning
the activities of the THCs. It would seem that almost all economists, taken
with their hate and love complexes with the TNCs, have forgotten that small and
mediun firms account for an important part of the productive struztures in
developed count..es and for an overwhelming part of the food industry in the
developing countries. PFrom a limited sample survey, mainly carried out with
direct interviews on the basis of a prepared questionnaire, coneisting of
about 30 Buropean firms operating in the field of food procesasing in international
markets, eapecially in the developing countries, it appears that small- and
middle=scale firms operate in highly specialized sub—sectors whereby their
contribution is unique. Thus, for erample, the firm "Zucca Rabarszucca"
produces feur million bottles of the world famous aperitif "Zucca™ which

18 obtained from & starch in the Kansu' region of the People's Republic of China.

Another small firm, highly specialised in the business of cashew mts,
in addition to providing unique technology and know how, is marketing the
caghev muts in Italy and the Pederal Republis of Germany, taking advantage of
the distribution channels already well established by a ocollateral import/export
treding firm.
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UNIDO could play a pioneering role in identifying the activities
of the highly specialized small- and medium-scale firms, so as to build
up profitable commercial and industrial operations for the specialized

food items of the developing ccuntries.




- 183 -

5, Technical &ssistance and transfer of technology

The expansion of food processing industries in developing countries
requires the creation of some form of mechanism for the transfer of

technoldgy from developed countries,

The traditional mechanism for the transfer of technology has been
technical assistance, which, in its many forms, has been provided by
multilateral agencies, national governments and private indusiry.
Originally conceived as a one-way process of transferring Western know
how to developing countries, it is now being viewed as part of a complex
network of actions aiming at the transfer of technology. This aprroach
to technical assistance has grown to include that part of itechnology which
is protected by patents held by irdividual firms, as well as the transfer
of technology linked to capital projects involving direct foreign invest-

ment in agro-based industries,

An increasing share of technical assistance in the last ten~fifteen

years has been devoted to training programmes. Since manag:ment in the

economic gector has to create the conditions for a domestic and foreign
trade policy geared towards production growth, employment and food,
UNIDO - in addition to a variety of field operations (especially in
activities which contribute in developing countries to the industrial
training infrastructure), seminars and study, individual fellowship
programmes - is attaching oconsiderable importance to training programmes
for managers, engineers and newly graduate technical personnel from
developing countries having managerial or supervisory positions in agro-
industrial or food~processing enterprises. Thus, since 1977, UNIDO - in
collaboration with several governments of the developed countries - is
organizing in-plant group training programmes for managers, engineers
and technical personnel from developing countries providing theoretical
knowledge and practical experience in organizational and managerial
aspects of agro-industrial complex and its enterprises., Siamilarly, a
number of in~plant training programmes are organized by UNIDO to be
inplemented in the developing couniries, using indigenous instructors
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with only minimal assistance from UNIDO. Thus, in 1980 in-plant training
programmes were implemented in Turkey on the sugar industry and in

Yugoslavia on the management of agro-industries.

Sincg training is now generally regarded as investment, the followilng
activitieszlz[ even in the specific msector of the food processing industry
~ could open avenues for possible future co-operation between developed/

developing countries:

a) To expand the access of developing couniries to training facilities,
a survey could be undertaken by UNIDO and the International Chamber of
Commerce (ICC) to assess in qualitative and quantitative terms the
existing institutions and establishment which are willing and can provide
training for higher technical and managerial personnel required for the
food industr ?1 By the same token it could identify industries (parti-
cularly small-and-medium size firms) which are willing to devise in-plant
training programmes, prepare training manusls, provide training staff,

technical personnel to bridge temporary gaps.

The information gathered could be disseminated to industrial circles
and finance in the developing countries. If required, UNIDO could include
such information in its guide entitled "Guide to Training Opportunities in

Indugtrial Development” which is published every year.,

b) UNIDO - in collaboration with UNICE (Union of Industries of the
EEC), WFEO (World Federation of Engineering Organization), WAITRO (World
Association of Industrial and Technological Research Organization) and
ICA (International Co-operative Alliance) -~ could serve as a "think tank"
to its members in order to contribute substantively to the objectives of
international co-operation., Tt could, in particular, devise a network
strategy to provide guidance and facilitate interchanges of information
between its members and the developed countries to encourage co-operation
in the field of training, starting with the key sector of agro-based

industries.

-glJ/Thone suggestions are extracted and adapted from & presentation given
by Mrs. I. Lorenzo, Head, Training Branch, UNIDO, Vienna at a meeting
of the International Chamber of Commerce in Paris on September 18th,

1980.

21§/In this respect, the ¥%xpert Group Meeting on the Role of Co—operatives
in the Development of Pood-Processing Industries in Developing
Countries held in Vienns on 22-24 April 1981, has already stressed that
“UNIDO and other international organizations should take int, oconside-
ration the willingness of well established co-operatives with developing
ocountries in supplying expertise and oconmultancy services.”




for training iinked to industrial co-operation, industrial promotion,
industrial information, technology transfer and, in particular, within
the framework of well-established co-operatives and small and medium

scale enterprises;

c) To improve - through joint UNIDO/ICC programs — the quality of
professional expertise in the chambers of commerce in developing countries,

starting with the key sector of agro-based industries;

- Organize group training programmes for the professional sta#f of
the secretariat of chambers of commerce in developing countries
on the common services that chambery of commerce can provide to

their members of the operative details of organizing a service;

- Arrange for individual fellowship for those who want to study a
rarticular aspect of chamber management such as building up
information systems, organizing a data bank, or compilation of

a directory;
- Prepare a manual of chamber services.

d) Encourage package contracts which provide for financing, transfer
of technology and know how, especially with the well-established co-

operatives and the small~ and medium-scale firms.

The selection of processing technology calls for sound programmes

of research, tests and modifications. In this respect, with regard to
the selection of technologies implying or permitting - as stressed in
Chapter II of this paper - the use of local materials and oompon?nts,
UNIDO with the Technology Information Exchange System (’I'IES)?igcould
study the practical possibilities of special international request for
tenders specifying, among the criteria for aliocating contracts, the

ratio of utilization of local reso;_ggc;s and spare parts, Similarly,

UNIDC's recently adopted programme=— for plant level co-operation for
the tranasfer of technology to small-scale industries in the developing

countries ocould play & pioneering role with regard to "restyling"

219/10 date, 25 countries have joined TIES. UNIDO publishes the TIES
Newsletter bi-monthly. ‘

29/ UNIDO, World Assembly of Small and Medium Enterprises, Prospects of
Co—operation between amall and medium size industrial enterprises
in developed and developing ocountries in the field of transfer of
technology, New Delhi, 12-14 Nov. 1980, p. 8.
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technologies and know how that once permitted to industrial countries to
develop. As mentioned in Chapter II of this paper, in most industrialized
countries there are many small and medium scale food processing plants
working with simpler (but profitable) machinery that can be utilized at
lower prices by their counter enterprises in the developing countries.
UNIDO* s programme, moreover, could be extended to the well established
co-operatives which usually have an excellen{ experience in an integrated
approach of the food processing industry. In fact, the exchange of a
vast range of food industrial technologies that have fallen in disuse

for non~technical reasons, could turn out to be a bargain business for
both developed and developing countries. On one side, developing
countries could adopt — at lower prices - technologies technicaily and
economically efficient. On the other hand, small-and -medium-scale
entrepreneurs and well established co—operatives operating in the
processing as well as in the equipment construction, could enter success-
fully a very promising international market, from which they are to-day

excluded by the sophisticated '"'packages" of the TNCs.
y

Such a course would, in particular, become a reality if the general
co—-ordination of such a potential market for "restyled" technologies
could be pioneered by an international agency, such as UNIDO, stressing
the fact that '"restyled" technologies and know how do not constitute
"gecond-hand equipments", but an effective alternative approach to meet
the pressing needs of the developing countries for a rapid expansion of

their food industry.

Before starting such an undertaking, for whose preparation UNIDO
could convene an international congress, a certain number of "prototype

projects"azz{hould be studied at the feasibility level, using different

EEQ/TheExpert Group Meeting on the Role of Co-operatives in the
Development of Food-Processing Industries in Developing Countries
held in Vienna on 22-24 April 1981 has stressed, in its recommenda-
tions that "UNIDO and other international organizations should give
active consideration to co-operatives'! experience in transfer of
technology and know-hnw including management."

EE?Very few data are currently available, but operational cost analyses
done so far (especially on rice milling, palm oil production, the
bread industry) are encouraging and further efforts should be put in
collecting more information on existing case studies, See for instance
G. Flynn and P.A, Clark, An Industrial Profile of Rice Milling,
Tropical Products Institute, London, December 1980; A. Goedhart, Sugar
and Palm 0il Production, paper prepared for the Seminar on Agro-
Industrie, 13-14 November 149CC, Royal Tropical Institute, Amsterdam;
E. Chuta, The Bread Industry of Sierra Leone, A Case Study in
Appropriate Technology, paper prepared for the Seminar on Agro-In-
dustries, 13-14 Novembor 1980, Royal Tropical Institute, Amsterdam.
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"gcaled—down" food processing systemr. These projects should be on the
range of emall to medium scale industrial (and not artisanal) plants,
aimed to be technically and economically efficient. Small-to- medium
gized firms - both from developed and developing countries - should be
involved in the choice of food processing technologies and in the
development of adapted or "re-styled" technolcgies for food processing
such as fruit and vegetables, oilseseds, cereals, seen in the framework
of an integrated approach with local conditions of infrastructure and of

agricultural production deemed to be necessary.

The feasibility cf these projects could, thus, help local entre-
preneurs and goveruments to make possible alternative technology choices.
In this regard, a3 already mentioned in Chapter II of this paper,
a "roster" of adapted systems for food prOcessingggi/ could be very
helpful in defining what is a really available - in practice - as adapted
technological system, at a scale compatible with environmental and

conditions of different countries.

Moreover, UNIDO — within the framework of the establishing informa-
tion system INPRIS -~ could also provide adequate indication of petential
partners (giving priority to the identification of highly specialized
small-and-medium scale firms and well-established co-operatives

of the developed countries, and, more in general, to those enterprises
suitable and willing to participate on a long-term basis in projects
in developire countries) as well as un-to-date information (with
emphasis on the company or institution at the back of the projects

in the developine countries) of interest to entrepreneurs

————————

22}/ Within the UNIDO's programmes of collection and dissemination of
information through the Industrial and Technological Information
Bank (INTJB).
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sesking investment opportunities. UNIDO, moreover - owing ito present

inadequate information - could also bring out a Catalogue on Manufacture

of Spares, Corponents and Machinery, giving particular of manufacturers,

as well as assist developing countries in preparing an inventory of
22 ;l

spares and ccmponents required; In addition, UNIDO could initiate

co~operative programmes in the field of food processing to establiah

twinni arrangements between national and develo nt centres in the
A

developing countries and related institutions in the industrialized
countrics in order to improve their effectiveness and enhance their
potential. Such collaboration would sirengthen the capabilities of
developing countries!' resgearch centres, especially by sharing work and

experience on the same problems at various levels.

T™he use of alternative renewable sources of energy - such as eolar,

bio-.788, animal and plant wastes and by-products - provides a very
important arca whereas development of new techrologies can be promoted

to the mutual advantage of developing and developed countries, Scientists
have already started testing systems which use solar energy to provide
heat for cooking, blanch. g and pasteurizing processes. These systems

are also being tested for cooling beverages and vegetables, and partially
freezing fish, meat and vegetables. Similarly, bio-mass programs include
improvements in cooking and heating equipment, and a number of techniques
employirg fermentation or photcsynihetic stages - accompanied where
necessary by chemical or physical treatments ~ are being tested to the
residuesgzzy UNIDO in collaboration with other international organizations
could thus encourage: (i) the establishment of pilot projects in devaloping
countries; (ii) the setting-up of a joint co-ordinate applied research
and development programmes between national institutions of developed and

developing countries in order to define appropriate technologies for the

Zgi/To this end, the first session of the regional consultative forum on
the vegetable oils and fats industry for Asia and the Pacific, held
in Djakarta on 23-27 March 1981, has already decided that UNIDO will
draft a questionnaire to suit individual couniry's requirements and
after due modification would proceed with the compilation of the
inventories specifically for the vegetable oils and fats industry.
UNIDO, Report of the First Session of the Regional Consultative
Forum on the vegetable oils and fats industry for Asia and the
Pacific, PC 4, 16 April 1981, p. 9.

225 R.P, Oulette, N.W.Lord P.N. Cheremisinoff, Food Industry Energy
Alternatives, Westport, 1980.
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production, use and conservation of renewable energy in food processing
development; (iii) the fostering of pioneering work in specific sectors
such as the use of vegetable oils as fuel, which, although not well
agdvanced to-day owing to the high costs of production, has the advantage
of being a very good extender for gas/diesel oil.ﬁé/ In fact, several
countries are interested in the use of vegetable oils as fuel for
strategic reasons. For example: Brazil (groundmuts and, perhaps later,
palm 0il) and Zimbabwe ( sunflowers). Brazil, in addition, has half ite
vegetable 0il crushing capacity idle at present and plans to use it as

soon as possible as a vegetable o0il program can be developed.

In the area of reduced energy consumption, moreover - since the
operation which needs most cnergy in food processing ( e.g. the thermic
process for heating, cooling, concentrating, sublimizing) cannot be

substituted by human labour - energy-savirgz programs need to be worked

out, especially on the pur "hase of machiunery designed to have a low fuel
consvmption, the use of heat pumps or heat exchangers (e.g. using the
heat from milk in bulk cooking tanks to heat water for dairy cleaning),
the installation of control equipment, the development of alternative
packaging materials (e.g. retort pouches made of polypropylene, aluminium
foil and polyester) to replace metal cans in the future.z—z-]-’/

Special attention should also be devoted to the development of non-

conventional technologies with the purposes of transforming unexploited

and neglected agricultural raw materials ("multipurpose native cropa")

into products with considerable matket potential both ir developing and

Zﬁ/ While alcohol blends very well with gasoline, it is not a very good
extender for gas/diesel oil., Initially the use of vegetable oils as
fuel caused gumming and smoke, but modern technology can now cope
with these problems, Seer International Federation of Agricultural

Producers ( IPAP), Parmers and the Energy Situation, 24th General
Conference, Buenos Aires, July 1980, doc., P 4730, p. 13.

2__2_L’ Processing times using pouches may be reduced 30 per cent to 70 per
cent and brine fill may be cut by 30 per cent, resulting in lighter
food packages. Producing pouches is also less energy-intensive than
mamifacturing cans. Transporting the emaller, lighter pouches, either
filled or empty, requireg substantially less energy than for cans.
However, although the pouch line has the smallest total energy
requirement, a thorough economic analysis of labor costs, capital
investment, equipment depreciation, money, maintenance and total

labor must be made before eadopting retort processing technol(gy on a
iarge scale,
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developed countries. In fact, despite their potential impact on local

food productiog systems, native crops are often considered of little
importance.~— Today, however, it is increasingly recognized that these
crops deserve particular attention in order to strategically meet global
food needs and provide industrizl raw materials of satisfactory characteristics
and of acceptable price. Thus, efforts now need to be made to: (i) collect
more in—-depth dataﬁ?%fonnation (on the farming systems in which these crops
play a role; their food and industrial uses; their costs of produc*ion and
prices; the required financial resources; the typical conditions of the
markets); (ii) establish comprehensive researck programmes between research
and sciertific institutions in developing and developed countries ( to develop
cultivated plantations, technologies unique in their nature and eccnomically
suitable; to asses the viability of processing, etc.); (iii) assist in

the setting up of original, pioneering plants.

In this connexion, UNIDO's role can be of great value, especially for:

., o . . . . 222’ .
the 1centification and evaluation of potentially wviabl projects;

the promotion of research at thc technological level;

the dissemination of such information as already exists in this {ield;

the undertaking of pre-prnject and feasibility studies for the

0
development of processing operations;gé—/

the training of selected workers from the aeveloping countries.

ggé/ As in the case of the soybean in futur: decades it may be today's
neglected native crops that are feeding the world and some of its
industries. Just fifty years ago, the soybean was a poor man's
crop, To be at that time a soybean advocate was to risk being
considered a fool. But in the 1920 University of Illinois researchers
established & comprehensive soybean programme which helped sweep aside
this discrimination, WNational Academy of Science, Underexploited
Tropical Plants with Promising Economic Value, Washington DC, 1975.

229/ See for examp.e, the investigation on "balanites aegyptiaca" believed
to be available in exploitable quantities in several areas of the
Sudan. UNIDO Contract 79/28, 15 July 1979.

230/ Industries Development Corporation, Pre—project study for the
developrent of a Jojoba Processing Technology resulting in the
egtablishment of a model plant in a developing country with a jojoba
potential, a study on behalf of UNIDO, Jamuary 1981.
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In addition, UNIDO can provide direct technical support to promising
projects and model schemes, aa for instance, it was done in the case cf
gpirulina — a blue green alga of exceptional value of high protein and
vitamin supplement ~ whereby UNIDO contribuied in setting up an original,
successful, pilot plant in Mexioo.gl‘-/

9_31_/UNIDO, The case of Spirulina, a review made by L. Skowronski on the
work of the 3osa Texamco S.A. Mexico, the Research and Productivity
Council, Fredericton, Carada, and individual international experts,
19 Dec. 1980.

1
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6, International industrial financial aspects

The recognition of the urgency of a very rapid increase in the
production capacity of the food industry requiree = given the acute
ghortage 'of domestic savings, particularly in the oilwimporting and
least developed countries -~ a subgtantial flow of external sources of
financing.

In this respect, the increasingly high dependence of industrial
financing cn private sources ~ owing to the relative stagmation of
official development asmistance and the limited mumber of food projects
financed by multilateral institutionnggj -~ places many developing couniries
in a very difficult position.

Private foreign investment can provide ail the finance necessary
for the various enterprises, or the local savers such as landlords, large
companies, big traders. However, even if politically acceptable, this
source of finance tends to be available more for the larger=scale projects

as well as concentrated on a small rmmber of upper~income countries.

Since, however, the major goal of an effective food industiry
development strategy — aim‘ng at increasing dramatically local supplies
presently imported (so & v g¢ erate net foreign exchange savings) as
well as at undertaking .ajills '/ new ventures « is to mobilize a large
mumber of countries as well as of protagonisis, very seriocus is t.e need

for increasing sources of financial means, as well as to find new ways
for lending monﬂ?—:s-}-/ .

232/ yMIDO, Report of the Clobal Preparatory Meeting for the First
Consultation on Ipdustriali Financing, Vienna, 23-25 March 1951, p. 6.
On the basis of existing information it is not possible to identify
commitiments of capital agsistance to the food processing industry.
Estimates for the funde available through international organizations,
such as the World Bank, IDA and IFC, show, anyway, that only a very small
amount of capital assistance is channelled to the food processing industry
in the developing countries (i.e. no more than 6 per cent of the total funds
available for agriculture and agro~industries, which include industries
other than food processing).

The World Food Conference, hsld in 1974, estimated that the anmal
external assistance for food production would need to increase to at least
US § 5 billion a year in 1972 prices or about U3 § 12,4 a year in 1979 prices.
See: Trade Policy for Dsveloping Countries, World Bank Staff Working Paper,

No. 353, August 1979, p. 15.
23}/ Exiiting credit schemes are often inflexible, which usually ends wp

channelling the bulk of grants and loans to mpecific class strata and a limited
pumber of countries with respectable collaterals.
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The International Fund for Agricultural Development (IFAD)
in addition to having established a rere atmosphere of North-South
co-operation between the two rich—country donors, has appeared in
this context as a response to the needs of small farmers and land-
less peatants designing projects (at concessional funds) geared
to introduce, cxpand or improve food production systems and to
strengthen related policies and imstitutions in food-deficit

developing countries,

UNIDO's proposal to set up an International Bank for
Industrial Development 234/ could also offer a response for
the needs of indusirial entrepreneurs, including food-processers

in the 0il importing and least developed countries.

The proposed Bank could operate as & vehicle for channelling
equity equipment as well as promote a package of services (i.e.
project feasibility, joint-ventures, export re-financing), all
operations of essential importance for the development of the

food industry, in the developing countries,

Loans on concessional terms cculd be provided in developing
countries for qualified projects to be especially carried out

in partnership with co—operatives and small- and medium-scale

firms, for which lack of finance in the implementation of integrated
food industry projects constitutes a severe obstacle.gw

23’ UNIDO, Industrial Development Board, Proposal for setti an
International Bank for Industrial Development, 1D/B/261/Acd.7, 10 April 1981.

235/ yxLpo, Ea_r\ﬁ Group Meeting on the Role of Co~operatives in the
FoodeProcessi D.

Development of Industries in Developing Countries, op. cit.,

p. 4y recommendation No. 3. See also the Report of the Global Preparatory
Neeting for the PFirst Consultation on Industrial " 1ancing, notably PD. 12=14.




- 194 -

In particular, emphasis on well prepared food industry projects could
attract the interest of a wide spread of potential Arab investors actively
seeking investment opportunity; such as the Arab Office for Development and
Financing, the Industrial Bank of Kuwait, the Islamic Development Bank,
the Abu Dhabi Investment Authority, the Al-Fuitaim TPrading Group.

Another approach is the conclusion of new co-financing arrangements to

help finance original projects, whereby the financial partners — in addition

to well established international asgencies and local development banks -
2
are new, small, well managed merchant/investment institution » independent

importing/expor‘ting companies, rational and regional development banks.

One example, in this respect, is the successfull tea venture SCRWATHE'
in Rwanda, which will double its processing capacity with loang providea
by the International Finance Corporation, the Overseas Private Investment
Corporation of the United States, the Banque Rwandaise de Developpement
and an equity inv-~astment provided by Teas Importers of the U.S., one of the

largest independent tea importing companie3 in North America., In addition

to benefitiing smallholders -~ who, without the new processing facilities
would waste part of rtheir crops, = the project, to be compleded in the last
quarter of 1981, is expected to result in net foreign exchange earnings of

US $§ 1 million a year.

A second example is a malt project, undertaken by Cervecerfa Boliviana
Nacional S.A. (CBN) financed by Corporacién Andina de Fomento ( CAF) ( the
regional development bank of the Andean Pact countries) and the International
Finance Corporation (IFC). The project - one of the largest presemtly being
implemented in Bolivia -~ in addition to benefit the Bolivian economy by
providing a competitive, reliable local supply of a commodity presently
imported, generating net foreign exchange savings -~ includes contracts with

farmers and farm co~operatives to assure growers of a market for the barley

they produce.

Another example is a US $ 9.8 million packaging project undertaken by
Packages Limited, a leading Pakistan package mamifacturing company, which
will increase its paperboard production and expand its conversion capacity
for tetra paper used for beverage containers. The International Finance
Corporation (IFC) is lending US § 2,1 million for the project; Pakistan
Industrial Credit 2nd Investment Corp. Ltd. ( PICIC) US 3 888,000; and

2__35_/ E. Meadows, Small Banks Stand Up tc the Goliaths, Portane, Jamary 26,
1981,
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American Express Banking Corporation of the United States US $ 727, 000.

A US § 1,5 million rupee debenture arranged by Investment Corporation of
Pakistan, US § 729,000 in customs debentures, and US § 3,8 million in
cash generation complete the financial plan. The project will allow a net
foreign emchange savings estimated at US $ 5,4 million a year si.ce

Packages Ltd. will make extensive use of residues and wastes for its raw
material supply.

Of great interest is also the participation of international financial

agencies in venture capital companies in developing countries. Thus, for

instance, the International Pinance Corporation (IFC) has joined a broad
group of investors in Brasilpar Comercio e Participagoes S.A., a venture

capital company in Brazil which will make equity investments in medium-sized

companies _engaged mainly in high—priority sectors such as the food processing

industry. Besides IFC, the sponsors of the project include leading Bragilian
entrepreneurs and institutions ( including even a leading supermarket chain)
28 well as several foreign organizations (Interdec, an affiliate of Riyadh
Development Corporation; Banque de Paris et des Pays Bas of France; Agiart,

a subsidiary of Assurance Generales de France).

The establishment of new financial institutions in the developing

covntries sponsored by local entrepreneurs and private investors, with the
assistance of intermediate agencies and international banks, is also very
useful, especiaily if addressed towards the expansion of new financial
services amd local firms which have limited access to existing financing
sources. Thus, for instance, "Sur Invest Corporation" has recently been
established in Montevideo ( Uruguay) by a group of entrepreneurs and private
investors ~ with the assictance of the Internaticnal Financial Corporation
and a Yondon merchant bank.~ tc develop new financing services, primarily
industrial equipment leasing and underwriting of corporate bonds and
equities placing emphasis on small and medium=egcale enterprises.
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E. Summary

1. The attaimnmenrt of the objectives of growth set up by the International
Strategy for Development of the United Nations Development Decade coupled with
the current very low level of development of the food-processing industries of
develaping countries requires the full mobilization of developing cr;untries'
resources, a redeployment of industrial capacities and a restructuring of
international trade.

2., In particular, and in addition to the intensification of international

assistance, a framework of international co-operation between developed and

developing countries as well as among developing nations needs to be centred

vn working out long-term industrialization programmes and industrial

collaborations agreements, allowing rapid expansion of the food-proceesing

industries in developing countries, These programmes and agreements should
provide secure guidelines for the parties concerned (e.g. long-term credits,
buy-back arrangements, marketing, training of persounel, investment guarantees,
risk insurance) as well as trade facilities (e.g. relief from customs duties,
temporary admission and drawback procedures, and outward processing traffic),

in particular for products resul*ing from prcduction co-operation contracts.

3. Initiatives at the scrvice of a self-reliance policy can be of great

significance especially through intensification of inter-developirg
countries food trade, implementation of immovative regional integration
arrangements and specific programmes of mutual assistance. Complementarity
in food preduction and processing among developing countries, in fact, has

to be encouraged by appropriate policy instruments. In particular, it

could be fostered by adopting production re-~adjustmeni measures, in addition
to trade liberalization, through the launching of sectoral strategy (e.g.
regional food plan for Africa). Another important factor is the provisicn
of adequate financing (e.g. a specific food facility) to overcome basic
problems such as the poor distribution chain (scarcity of cold storage,

lack >f transformation facilities, etc.), credit terms as offered by the major
international companies, absence of promotional organization, rapidly
increasing freight charges, demand for health/hygiene standards as observed
by traditional international suppliers. Further incentives could be provided

by the establishment of practical ccmmercial settings (e.g. periodic meetings

of buyers and sellers of the main commodities) and by the possibility of

defining industrial collaboration agreements (centred on joint ventures and

multinational operations between companies in different developing countries)
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as well as joint approaches (e.g. organization of specific commodity groupings)

to coordinate production and marketing. Another possibility is to strengthen

bilatera.l/trilateral co—operation between OPEC countries and those developing

countries which already dispose of considerable business power in the area

of food-processing (e.g. India can promote the export of a wide variety of
processed foods to the countries of the Gulf area). Further on, in addition

to greater possibilities of technical assistance (e.g. sharing experiences of

food-processing industries) and of industrial extension work between the

research and development institutions, there is considerable room for

inter-country co—operation in the supply of spares, components and machinery

egpecially considering the existence of indigenous mamufacturers of machines
and equipment in some developing countries, notabl in the fields of rice

milling, oilseed - procesaing, sugar refining, etc.

4. There is also a dire need to improve pragmatically the multilateral
management of various degrees and forms of interdependence in key areas

of the food processing industries. Thus, on the agricultural protectionism -

which encourages domestic production, reduces imports and concentrates
processing in regions once traditionally large net of importers — any new
attempt at liberalization requires more detailed preparatory work. To this
end fruitful, multilateral, co-operation could be achieved with studies

aiming at ascertaining by sector and sub-sectors the immediate and long-term
injury to other countries' export and industrial development interests by
apparently purely domestic programmes. Such studies could be accompanied by
an appraical of these programmes' costs and benefits to identify the sector
or sub-sectors of the food-processing :ndustry where modifications of the
programmes would meet the least resistence while reducing or eliminating their

international effects.

5. On industrial protectionism, which is affecting non-competing products

(such as cocoa, coffee, tea and spices), there has already been some moderate
movement towards liberalization, particularly under GSP schemes. Here again
the sector could benefit from a detailed integrated study conducted in a
multilateral forum on all the major factors (includirg TNCs! control of the
market, differsntial transportation costs for raw materials and processed
products and any other factor affecting the location of the industry, such

as capital requirements and costa of production and necessary technologies),

which prevent developing countries from taking advantage of import liberalization.
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P

6. Other useful indications could be provided by the analysis of the

international trade flcws of machinery and equipment with the view to

obtaining a more comprehensive understanding of the egpecific problems

and perspectives in machinery and equipment for the agro-food industry.

In this respect, the convening of 1 symposium on food processing machirery
and equipment, with the participation of marufacturers, traders, cxperts,
could be a useful device to resist protectiorism in an area of overwhelming

importance for the food system of the developing countries.

7. Most of the international trade in food-processing is a highly
concentrated business. However, most developing countries, rather than
pursuing a sterile atmosphere of confrontation, can utilize the established
international marketing network of transnational trading erterprises (as well
as of large, important, TNCs) carrying out a policy based on realictice,
flexible and selective evaluation of specific opportunities and co—-operation
projects. In particular, with a more intensive bargaining process, it is
wiser for developing countries to use pragmatically the vehicle of the

TNCs in the critical areas of distribution and marketing. In this regard,
international organizations could play a pioneering role in contributing

to a system of periodic reviews of corporate and contractual arrangements
unpackagirg the foreign input provided by the TNCs, so that terms more
favorable to the developing countries are enhanced to the extent that

the domestic sector is in a position to provide & countervailing force.

8. Such an orientation does not, however, exclude the strenghthening of

the international machinery which may sanction the TNCs {(as it has been

the case for baby foods advertising) as well as the research of alternatives
to the existing marketing networks. In this latter respect; in addition

to some integrated structuves ( such as state trading firms and Third World

multinationals), the co-operative organizations of the developed countries and

of some developing nations are a promising group of '"changemakers'" which
could afford developing ccuntries to play a more significant role in export
markets. In fact, to by-pass the traditional marketing networks, specific
trading circuits can be set up by the co-operatives (e.g. creation of

mixed structures between governments and/or co—operatives with international
capital; long— or medium-term trading agreements between co-operatives of
different countries; triangular or multi-angular trading bringing in various

countries and various commodities to facilitate arbitrages).
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Another effective tool is the collaboration of the medium— and small-

scale firms. In fact, given the opportunity and necessary support, small
enterprises in developed countries may prove to be examplary partners for
co—operation with equivalent fimms in developing countries whereby they can
provide not only appropriate technology and know-how but also the wide
spectrum of industrial collaboration ( co-production, sub-contracting,
licences and franchise) including marketing in international markets and

other supportive elements (e.g. financing-training-management).

9. Emphasis on resisting protectionism and gain market access cannot
change the fact that many developing countries will have to foster
dramatically both their domestic food-processing industries and their
commercial purchases in the international market during the years ahead.
In this latter respect, it is of the utmost importance that developing

nations utilize the experience of technically-advanced countries to

establish a well-gtructured import-substitution fbod;processigg industry

especially in key-sub-sectors such as grains and dairy products.

10. The expansion of food-processing industries in developing countries

also requires an increasing number of technical assistance programmes

focussing on training facilities for managers, engineers and especially

technical persommel. In this respect, it is suggested that international
agencies identify industries in developed countries which are willing to,
and can, provide iraining for technical and managerial personnel. By the
same token it is also suggested that international institutions encourage
package contracts whereby training is linked to industrial co-operation,

industrial promotion, industrial information and technology transfer.

11. The selection of processing technology equally calls for sound

programmes from international institutions. In particular, with rezard

to the selection of technolugies implying or permitting the use of local
materials and components, it is suggested that developing countries receive
adequate assistance to be able to specify in their tenders - among the
criteria for allocating coantracts - the ratio of utiliza*ion of local

resources and spare parts.

In conjunction with a roster of adapted systems, international institutions
could provide edequate indication of potent.al partners (giving priority

to the identification of highly specialized emall -~ and medium-scale firms




and well-established co-operatives, and more in general, to those
enterprises suitable and williang to participate on a long-term
basis in projects in developing countries) as weli as up-todate
information (with emphasis on the company ot institution at the
back of the projects in developing countries) of interest to

entrepreneurs seeking investment opportunities.

12. The recognition of the urgency of a very rapid increase in
the productior capacity of the food-processiny industry in

developing countries requires a substantial increase in the flow

of external sources of financing.

Bmphasis on well prepared food industry projects — especially
on the part of interrational institutions and organizations which
should devote a highe." share of capital assistance to the food-
processing industiry — couil aiiract tue isterest of a wide range

of potential OPEC investors actively seeking inveatment opportunities.

Anotner approach is the consiusiuvn of new co-financing arrange-

ments to help finance original projects, whereby the financial

partners - in addition to well-established international agencies and
local development banks — are new, small, well-managed merchant/invest—
ment institutions; independent importing/erporting companies, national
and regional development banks. Of great interest is also the_parti-

cipation of international financial agencies in venture capital companies

in developing countries which will make equity investments in medium-
sized companies engaged mainly in high-priority sectors such &s the

food-processing industiry. The establishment of new financial institutions

in the dovelopigi countries sponsored by local entreprensurs ard private

investors, irith the assistance of intermediate agencies and intermational
banks, is ai180 very useful especially if addressed towards the expansion
of new financial services and local firms which have limited access to

existing financing sources.
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LIONCLUSIONS AND EECOMNENDATIONS

The pote~tial for North—-South co-operation on the food-processing industry
sector is so great that achieving co-operation could set the tone for the
resolution of other basic North-South concerns.gél/ But it is an issue that has
defied resolutions through traditional approaches and mechanisms. What now
must be done is to approach the basic problem (i.e. accelerate the growth of
the food-processing industry in the developing couniries) in the context of the

major political and economic facts described in this paper.

By framing the resolution of the food-processing problem in the context of
what are the respective self-interests of developed and developing countries,
the available options are now clearer. By basing our recommendations on -
accepting new approaches and mechanisms as well as defining partnerships with
new protagonists, 1t should be easier for political decision-makers to adopt

effective policies and measures.

In any case, it is important that political decision-makers and their
negotiators resolve the food-processing issue for several reasons, amongst
others it is their common self-interest to do so. First, food-processing
prodvction and trade is concentrated in a few developed countries, and an
even lesser number of middle-income developed countries, while the international
aystem, although still fragile and frequently complex, has become very
interdependent; in fact, industrialized countries need to export machinery
and equipment, technologies and know-how, while developing countries need to
create or develop a food processing industry that by providing inccme,
employment and foreign exchange earnings enables to move from the subsistence
sector into the money economy, thus becoming a major element in the economic
growth process. Second, the dramatic, widening, gap between demand and supply
of processed and unprocessed foods of <ne developing countries as a whole --

- over the two decades to come (owing to population growth, raise of disposable
income, very high urbanization ratrs and larger participation of women in
growth of tertiary economic activities) - is causing an intolerable balance

of payments burden ard risks to produce political instability. Third, there is
a need to encourage investment of local entrepreneurs and new partnerc such
as the small scale mamufacturing firms and co-operatives of the developed
nations and of some developing countries; at the same time, while using
pragmatically the vehicle of transnational corporations in some critical

areas (i.e. distribution and marketing), there is & need - for the seke of
common self-interest- to supervise food processing projects involving the
participation of TNCs, so as to ensure that foreign capital and technologies

do not operate OF retard the development of a national industry.

231/ Dale E. Hathaway, "Food Issues In North-South Relations", The World
Economy, Vol. 3, No. 4, Jannuary 1981, pp.447.
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Areas for International Co—operation

Effective measures are needed to foster th2 substantial develop—-

ment of the food-processing industry of the developing countries.

1. Various paths and forms of co-operation can be opened for nego-
tiations between developed and developing countries. 1In particular,
developed countries could conclude with developing countries' long-
~erm industrialization programmes and industrial collaboration agree-
ﬂt_s, providing rapid expansion of the food-processing industry through
secure guidelines for the partners concerned (e.g., long-term credits,
investment guarantees, risk insurance, etc.) as well as special trade
facilities (e.g., relief from customs duties, temporary admission and
drawback procedures, outward processing traffic), particularly for
goods produced through joint ventures and cther forms of rulti-national

partnership.

2. Governments of the market economy countries do not normally get
involved directly with co—-operative agreements or long-term arrange-
ments related to specific projects. However, Governments of the market

economy countries can provide a very useful framework for long-term

industrial co-operation, in particular by encouraging long-term inter-—

enterprise agresments (leading to co-prusperity projects *hrough joint-
ventures and other forme of production co—operation) and participation
of co-operatives as well as small- and medium—scale industries in the

developing countries! food-processing projects.

3. Governmexnis of centrally planned economies are directly involved

in long-term contractual arrangements and carry out an increasingly

wide variety of nev forms of co-operation (e.g., buy-back agreements,
production compensation and barter deals). The centraliy planned
ecomomies already have industrial collaboration arrangements for various
types of activities and projects with over seventy-eight developing
countries. However, this long-term industrial co-operation is mostly
related to nor-food-processing industries and to large-scale projects.

A greater emphasis needs, therefore, to be placed on t:r food=processing
industry as well as en relatively smaller and medium-sised projects.
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4. The industrial and agricultural protectionism that developing
countries face in developed market-economy countries needs <o be

overcoms through new multilateral trade negotiations. In particular,

for non—competing products { such as cocoa, cc,fee, tea and spices),
which represent around 40 per cent of developirg countries' food
exports, the escalation of tariffs—in spite of some progress made
with GSP schemes, the Tokyo Round of Multilateral Trade Negotiations
(™) and, above al., the Lowé Convention (which allows the 60 ACP
suppliers duty-fres access to EFC markets)—needs to be further recuced.
Por competing products (such as oilseeds, oils and fats and sugar),
which represent around 60 per cent of developing countries!' food ex-
ports, alternative forms of support for farmers could be : vplored.
For example, limited support payments to the less-advantaged, detined
quotas of domestic production will permit the moving away frum present
types of very costly national agricultural price-support policieax.
In fact, as long as agricultural price—support policies are carried
through with sufficiently large financial means, there is no way for
econcmically weaker exporting countries to counter effectively the
competition of the richer countries, except by reducing their output

wvhen prices in international markets cease to be remunerative.

5. The expansion of developing countries' export earnings in developed
market economies can also be enhanced pragmatically. Examples or such
action are:
(i) Import promotion offices, having been established in most
developed market economy countries, could play a more active
role in stimmlating the export potential of developing countries
by supporting promotion campaigns and publicizing uew processed
food products of developing countries.
(i1) Extension of assistance to all developing countries for
participation in international specialized fairs such as the
SIAL in Paris and ANUGA in Cologne ( granted, for example, by
the EEC to AFC countries).
(ii1) New forms of co-operation with operational institutions
(such as between African amd Prench chambers of commerce, which




promote the male of tropical products by lowering the cost of
freight and encourage the growth of small- and medium-scale
industries with co—-prosperity projects.

With regard to centrally planned economies, recent trends of
increased imports from developing countries show that processed food
outlets also exist in these countries. State trading organisations
can strengthen their links with the national trade promotion agencies d
of the cdeveloping countriec to make new suppliers familiar with the
potential offered by long-term inter—govermental framework agreements
as well as make them prepared to adapt to specific market techniques
(e.g., barter, compensatory transactions, product buy-back arrangements,
gself-finance operations) that may also include third parties (i.e.,

tripartite co—operation).

6. Developing countries' pr-iorities and policies encouraging pro—
cessing a1 conawaption of locally produced foods as well as partial
repiocemen. of imported foods with domestic foods do not exclude
approprinte forms of co—operation with transnational corporations.

In particular, with a more intensive bargaining process, it can be
useftl for developing countries to use the vehicle of the TNCs in
the c.ritical areas of distribution and marketing as well as in con~
tribu’ing to fostering the production of locally produced staple and
branded foods. In this connection, intern~iional organisations could
play a pioneering role in stimulating a dialogue between developing
countries and the TRCs, aimed at improving the existing contractual
arrangezents for the mutual benefit of both parties concerned and in
order to ensure that such comtractual arrangements pay greater atten-

tion to the national food priorities of developing countries.
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7. There are many actors that can establish fruitful co-operation
links with the national institutions and authorities of the developing
countries. Thus, in addition to state trading firms and Third World |
miltinationals, co-operative organizations of the developed countries
and of some developing countries, as well gs major and small-medium-
scale capital goods suppliers constitute a promising group of new part-
ners. The increased co-operation with such non-TNC partners would allow
developing countries to play a more significant role in export markets
as well as to enhance the redefinition of food-processing models aiming
at rehabilitating basic, indigenous, low-cost food crops. Mechanisms
for stimulating such a development could be studied by international

organizations,

8. Furthermore, developing countries are also not necessarily dependent
on TNC-type technology. Several developing countries have now built
industries capable of improving and adapting processing technologies to
their own needs. In addition, there are many ways of developing appropriate
technologies, e.g. reducing the foreign cost and the domestic maintenance
charges of imported technology, rescuing "dormant" technology from countries
mora economically advanced, "scaling down" the advanced technology or up-
grading local technology. Co-operatives and equipment suppliers of the
developed countries are willing to collaborate, supplying expertise and
management services. The possibility should be explored of setting up a
roster of adapted systems for the food-processing industry that could provide
adequate indications of the different technologies available at varying levels

of complexity for processing different foods.

9. The expansion of food-processing industries in developing countries

also requires an increasing number of technical assistance programmes focus-
ing on training facilities for managers, engineers, and especially technical
personnel. In this respect, it is suggested that international ageacies
identify industries in developed countries that are willing to, and can provide
training for technical and managerial personnel. By the same token, it is

also suggested that international institutions encourage package contracts,
whereby training is linked to industrial co-operation, industrial promotion,

industrial information and technology transfer.
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10. A successful industrialization programme requires that the

Government provide adequate incentives to potential local tood producers.
Thus, there should be: assistance of a financial nature, training facilities
and infrastructures (e.g. treated-water supply, electrical power, road net-
works, transport and storage facilities). But, above all, and particularly
in less advanced countries and areas, there is a dire need for strengthening
the machinery for project identification, preparation, evaluation and
implementation., This need is enhanced in all cases of relocation of the
food-processing industry within integrated rural development programmes.

An integrated approach within a regional development programme will, thus,
require the establishment of an "area agency" or at least a "project bureau"
capable of identifying objectives, projects, and the co-ordination of their

implementation.

11. With the new protecticnist itrends directed mainly against developing
countries, initiatives of collective self-reliance should be pursued,
egpecially through intensification of inter-developing countries' food trade,
implementation of innovative regional integraticn arrangements and specific
programmes of mutual assistance. Complementarity in food production and
processing among developing countries - in addition to the launching of
sectoral strategy (e.g. regional food plan for Africa) - requires the
provision of adequate financing (e.g. a specific food facility), the establish-
mert of practical commercial settings (e.g. periodic meetings of buyers and
sellers of the main commodities) the possible application of industrial
collaboration agreements (centred on joint ventures and multinational
opera‘ions between companies in different developing countries) and joint
approaches (e.g. organization of specific commodity groupings) to co-ordinate

production and marketing.

Another possibility is to strengthen bilateral/trilateral co-operation between
OPEC countries and those developing countries that are already experienced in
the area of food processing (e.g. India can promote the export of a wide
variety of processed foods to the countries of the Gulf area). Furthermore,
economic co-operation among developing countries in the food-processing sector
needs further strengthening, for example in sharing experiences of food-
processing industries, and industrial extension woxrk between research and
development institutions, inter-couniry co-operation in the supply of spares,
components and ma¢hinery, especially in specific sectors, e.g. rice-milling,

oilmeed processing, sugar refining.
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12. The flow of finance necessary for a very rapid expansion of
developing countries' food-processing industry needs to be increased,
given the acute shortage c¢f domestic savings, especially in the oil-
importing and least developed countries. In fact, funds availatle
through bilateral programmes and multilateral lending au.horities, such
as the World Bank Group, seem to constitute no more than six per cent

of total capital assistance. It would thus be very useful to improve

ihe IMF food-financing facility (FFF) - designed to minimize the effects
of foreign exchange availability constraints by developing countries that
experience unusual surges in cereal import bills. This could be done by
including in the facility the means to finance specific projects whereby
developing countries utilize the experience of technically advanced
nations to establish a well-structured import-substitution food-processing

industry, especially in key sub-sectors such as grains and dairy products.

13. Developed mzrket economy countries could provide financial incentive
schemes to their co-operative groups, emall and medium-sized enterprises,
etc. which normally lack the necessary capital for implementing integrated
food-processing projects in developing countries. This would remove a
serious obstacle to the involvement of co-operatives, smali- and medium-
sized enterprises in food-processing projects of the Third World. These
incentive echemes could provide the equity investment necessary for a
rapid expansion of an integra‘ed food-processing industry, considaring

the socio-economic environment of the developing countries. Moreover,
these schemes could provide an impetus to those industries of the
developed countries that want to move South, stressing the development

of new services (such as industrial equipment leasing) and technological

innovations (such as energy-saving devices and application of solar energy).
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14. UNIDO should continue its studies concerning the world-wide
developments of the food-pr( ssing industry. These studies, however,

should concentrate on selected, sirateg.c, subsectors as well as on

selected developing countries in Africa, Asia and Latin America, with

emphasis on the 1dentification of potential partners, with the aim of
removing serious technical and infrastructures obstacles (e.g. rerads,
transport, storage facilities) which have hindered the development of

the food-processing sector in the developing countries.

In collaboration with other international organizations, UNIDO

could also prepare:

- A dita system to co~ordinate the collection of the necessary
statistics allowing an overall view of the food-processing
industry throughout the world; the area covered weuld involve
basic data (on production, consumption, trade, investment,
strategies of the actors, technological innovations) relating
to economic and technological aspects, so that trends and
developments could be monitored and expected needs of developing

countries carefully identified;

- An integrated sector study, aiming at ascertaining by sectors
and subsectors the most appropriate areas where protectionism
could be removed with the least resistance; such an integrated
sector study could thus provide a sound basis for attempis at

progressive industrial redeployment and trade liberalization;

~ A deeper analysis of trade and investment flows of capital goods
in the food-processing sector, to obtain a more comprehensive
understanding of the specific problems and perspectives in

machinery and equipment;

- Follow-up evaluation studies of the efficacy of specific projects
after the start-up phase has been completed so as to identify

constraints and suggest remedial action;
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~ A survey to asses (in qualitative and quantitative terms) the

existing institutions and establishment, which are wiliing and
can provide training for technical ard managerial personnel

required for the frod-processing industry;

A catalogue of manufacture of spares, components and machirery,
giving particulars of mamufacturers which would assist developing
countries in preparing an inventory of spares and components;
UN1iDO could consider convening a sympesium on focd-processing
machinery and equipment, with the participation of mamufacturers,
traders and experts in which potential co—operation arrangements

could be identified;

A practical hand-book on financial aid for the development of the
food-processing industry, giving details of the private and
public sources of finance as well as of procedures, terms and

conditions.







