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FOREWORD

This report summarizes the results of a study directed by a Michigan State
University research team and carried out jointly with Colombian agencies. The
MSU research team was composed of members of the Department of Marketing in
the College of Business and the Department of Agricultural Economics in the
College of Agriculture and Natural Resources.

This is the fourth report in a series on marketing in developing communi-
ties that has been published by the Latin American Studies Center at Michigan
State University. The other reports in this series are Tisted below:

Food Marketing in the Economic Development of Puerto Rico
Market Processes in the Recife Area of Norntheast Brazil
Market Processes in La Paz, Bolivia

The Michigan State University research program which began in 1965 has
been carried out under two interrelated contracts financed by the U.S. Agency
for International Development. The first contract, A Comparative Study of Food
Marketing Systems in Selected Latin American Countries (AID/TCR-786) was con-
ducted for the Technical Cooperation and Research Branch of USAID, Washington.
It had two interrelated goals: 1) to provide developing countries with infor-
mation to assist in the design of improved food marketing systems; and 2) to
formulate a more adequate conceptualization of the role of marketing in the
development process. The second contract created the Latin American Market
Planning Center (LAMP) at Michigan State University (AID/1a-364) which operated
through the Latin American Bureau of AID, Washington. The LAMP Project expanded
the scope of the program to include not only food marketing but also the mar-
keting of technical farm inputs and selected industrially produced consumer
goods.

For a general overview of the Colombian project and a summary of the major
research findings and the recommendations, the reader is directed to Chapter 1,
pp. 1-8 ; Chapter 7, A Summary Diagnosis and Chapter 8, On Implementation,
pp. 1-5.

Throughout this report the basic monetary unit is the Colombian peso. The
official exchange rate in February, 1969, when much of the research data were
collected, was 16.90 pesos for one U.S. dollar.
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A panoramic view of Cali, a fast growing city of over 800,000 that serves as
the political and commercial center in the Cauca Valley region. The statue
in the foreground depicts Sebastidn de Belalcdzar, the Spanish explorer who
founded the city of Cali in 1536.
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CHAPTER 1
INTRODUCTION

PIMUR--Proyecto Integrado de Mercadeo Urbano Rural

The primary objective of PIMUR was to conduct diagnostic studies of mar-
ket coordination in the Cauca Valley region and to formulate recommendations
to improve resource use efficiency and stimulate economic growth. Secondary
objectives were to train Colombian personnel in the technical aspects of eco-
nomic studies and to contribute to a better understanding of market coordina-
tion processes in economic development.

The discussions which led to the organization of the PIMUR project origi-
nated in response to expressed concerns of civic leaders in Cali who were
confronted with major decisions on changing the urban food distribution system.
A decision had already been made to remove the Galeria Central as a first step
in the improvement of a large area in the center of the city. The Galeria
Central has served for many years as the hub of the food system. In further
discussions with representatives of local agencies, the National Department of
Planning and the U.S. Agency for International Development, it was determined
there was a need for a broad study. While emphasizing the urban food distri-
bution system, researchers would deal more comprehensively with the problems
of the regional food production-distribution system and its relationship to
the development of the region. Thus, the scope of the study was extended to
the broad problems of economic integration of the rural and urban areas ,
focusing on Cali and its principal area of influence. Although the study was
to be carried out in the Cauca Valley, it was anticipated that the problems
identified and some of the suggested solutions would have relevance to other
regions in the country.

The PIMUR project staff was assembled in October and November of 1968.
The staff consisted of a small contingent from Michigan State University and a
larger group of Colombians, most of whom were relatively recent university
graduates. (See Acknowledgements, pages ix-x , for detailed description of
the task force.) The project was carried out within a period of one year, which
placed stringent time constraints on the research activities.

The research procedures and methods of operation drew heayily on the exper-
ience of a Michigan State University group which had conducted similar studies



in Brazil, Bolivia, and Puerto Rico.] Initially, activity was concerned with
preparing a detailed work plan based upon a review of previous studies, con-
sultations with public officials, and reconnaissance-type interviews with con-
sumers, farmers, industrialists, and others. This was followed by detailed
personal interviews with individuals chosen through systematic sampling pro-
cedures to be representative of various segments of the marketing system. A
total of 3800 interviews were completed. The survey data were transferred to
IBM cards for analysis at the Empresas Municipales computer facility in Cali.2
However, due to the massive amount of data and the limited capacity of the
facility, considerable analysis was shifted to the Michigan State University
Computer Center.

The PIMUR staff prepared 16 technical reports which served as the basic
materials for this summary. The technical reports provide a much more detailed
description and analysis of specific components of the regional economic system
than is reasonable to include here in the summary report. The depth of analysis
varies, reflecting, among other things, the varying emphases on different topics.
Primary emphasis was on the urban food distribution system and the related
vertical production-distribution systems for selected food commodities. Al-
though important to the comprehensive diagnosis of market processes, relatively
less emphasis was given to studies of the manufacture and distribution of
agricultural inputs and consumer goods and to food processing, packaging and
residential construction.

A 1ist of the Technical Reports follows:

No. T  Some Aspects of Market Integration of Rural Trading Centers in
the Cauca Valley

3

No. 2 Production, Distribution and Use of Packaging Materials for
Agricultural Products in the Cali Area

No. 3  The Distribution and Use of Technical Agricultural Inputs in
the Cali Area

1These studies have been summarized in the following publications:
C. C. Slater, H. M. Riley, Kelly Harrison, et. al., Food Marketing in the
Economic Development of Puerto Rico, Research Report No. 4, Latin American
Studies Center, Michigan State University, East Lansing, 1970.

s Market Processes in the Recife Area of Nontheast Brazif, Research

Report No. 2, Latin American Studies Center, Michigan State University, East
Lansing, 1969.

C. C. Slater, Donald Henley, et. af., Market Processes in.la Paz, Bolivia,
Research Report No. 3, Latin American Studies Center, Michigan State University,
East Lansing, 1969.

2Code books and magnetic tapes containing all survey data have been placed
on file with the Corporaci6n Aut6noma Regional del Valle del Cauca (CVC) in Cali
and with the National Department of Statistics (DANE) in Bogotd.

3Cop'ies of the PIMUR Technical Reports have been provided to government
agencies, and selected university libraries. Copies can also be purchased
from the CVC. A1l Technical Reports are in Spanish only.



No. 4 The Production and Distribution of Selected Consumer Goods in
the Cali Area

No. 5 Food Processing and Distribution in the Cali Area

No. 6 The Cali Urban Food Distribution System

No. 7 The Cali Consumer: Incomes, Food Purchases, and Shopping Patterns
No. 8 The Transport System for Agricultural Products in the Cali Area
No. 9 Market Information and Communication in the Cali Area

No. 10 Laws and Regulations Affecting Market Coordination in the
Cali Area

No. 11 Grain Production and Marketing in the Cauca Valley

No. 12 The Cali Milk Production and Distribution System

No. 13 Slaughtering and Distribution of Beef and Pork in Cali

No. 14 Poultry and Egg Production and Distribution in the Cali Area

No. 15 Fruit and Vegetable Production and Distribution in the Cali Area
No. 16 An Economic Analysis of Residential Construction in Cali

This summary report highlights the special studies and integrates them
into an overall diagnosis of the existing marketing system. In each section
of the report there are specific recommendations related to the diagnoses.

The final chapter deals with implementation problems and strategies. The
balance of this first chapter will introduce a framework for diagnosing market
coordination problems. This is followed by a brief description of the geo-
graphic area studied. Demographic and economic characteristics of the region
are summarized, and Tong-range projections are presented as an environmental
framework within which we can consider future development problems and the
need for marketing services and facilities.

A Framework for Diagnosing Market
Coordination Problems

Market Processes and Economic Deve]opment4

Market processes are viewed here as the primary mechanism in coordinating

4A more complete review of literature and expression of views on marketing

and economic development can be found in the following publications:

1; Research Reports 2, 3, and 4, as listed in Footnote 1 on Page 2.

2) J. C. Abbott, "Marketing Issues in Agricultural Development Planning,"
in Markets and Marketing in Developing Economies, eds., Reed Moyer and Stanley
Hollander, (Richard D. Irwin, Inc., 1968).

3) N. R. Collins and R. H. Holton, "Programming Changes in Marketing in
Planned Economic Development," KykLos, Vol. 16, January, 1963. Reprinted in
Agrniculture in Economic Development, eds., C. Eicher and L. W. Witt,
(McGraw-Hi11, 1964).




production, distribution and consumption. From an economic viewpoint, market
processes include the exchange activities associated with the transfer of
property rights, the physical handling and transformation of products, and the
institutional arrangements for facilitating these activities. Market processes
are also seen as an integral part of the social system. The behavior of market
participants is conditioned by social customs and traditions which affect ex-
change relationships, attitudes toward institutional change and willingness to
adopt new procedures.

Our definitional concept of market processes is a broad one. We reject
any arbitrary classification of "production" and "marketing". We see the food
system as a set of interrelated stages of production activity. These include
the manufacture and distribution of agricultural inputs such as seed, ferti-
lizer, machinery and pesticides; the farm production activities; and the
assembly, storage, processing and distribution of food products to consumers.
Coordination of these activities is achieved largely through market processes.

We also attempt to emphasize the role of marketing in a dynamic economic
system where change is continually occurring through technological and insti-
tutional innovation. This leads to concern, not only for efficient resource
use in a static framework, but for technological and institutional changes
which greatly increase production possibilities with existing resources. These
changes should be considered within an overall economic development framework
so that employment and income consequences can be evaluated. However, due to
limitations of data and analytical tools, comprehensive evaluations of con-
templated technological and institutional changes are necessarily rather crude
conjectures of the results of particular reform programs.

Market processes increase in relative importance as a community develops.
Increased specialization is fundamental to rising levels of productivity and
income. As near subsistence agrarian societies shift toward industrialization,
the proportion of population in urban centers increases. Likewise, as incomes
rise, food and clothing preparation shifts from the home to specialized pro-
cessing and distribution firms. As modern technology is introduced into agri-
culture, farmers find it profitable to purchase industrially-produced inputs
such as fertilizer, pesticides, and machinery. As a result of these changes,
marketing activities become a larger proportion of total economic activity.
Farm production declines as a percentage of total economic output and the
satisfaction of food needs becomes increasingly dependent on the effectiveness

SFor a theoretical discussion and an empirical example, see Chapter 11
and 13 of Market Processes in the Recife Area of Nontheast Brazif, Research
Report No. 2, Latin American Studies Center, Michigan State University, East
Lansing, 1969.



of market coordination. At the same time, the consumer's food costs include

a growing percentage spent on market services. Thus, the functions of special-
ized intermediaries and physical distribution activities become important con-
cerns for development planning.

Food production and distribution makes up a large proportion of economic
activity in less developed countries. Hence, increased productivity and re-
duced real costs of food can have a significant impact upon levels of living
and the economic growth rate. In Cali, about 42 percent of total household
expenditures are for food. However, due to the unequal distribution of in-
comes, we find that most of the families are spending considerably more than
one half of their income for food. When divided into quartiles based upon level
of per capita income, it was found that the poorest quartile spent 82 percent
of its income on food while the second poorest quartile spent 63 percent. For
these Tow-income families, a reduction in food prices would result in signi-
ficant increases in real purchasing power, thereby affecting overall economic
activity.

The dynamic effects of reducing food prices can be illustrated using
actual family income-expenditure relationships derived from the PIMUR consumer
study. If we assume that technological and institutional changes in production
and distribution of foods could reduce Cali food prices by 10%, what effect
would this have on demand for additional food and for non-food products?

Table 1.1 compares the peso expenditures before and after a food price reduction.

TABLE 1.1  ESTIMATED EFFECT OF A 10% REDUCTION IN FOOD PRICES ON THE
DEMAND FOR ADDITIONAL FOOD AND NON-FOOD PRODUCTS

Expenditures per Capita per Month
After 10% Reduction in
Level of Family Present Food Prices
Income Per Capita

Food Non-Food | Food Non-Food
I $ 75.19 $ 15.43 | $ 70.44 $ 20.18
11 112.27 64.65 105.09 71.83
I1I 161.08 178.86 14932 190.62
v 294.02 769.59 267.85 795.76
City-wide Average 152.30 227.12 140.68 238.74

3See Table 1.7 for information on classification of families by Tevel of
per capita income.

SOURCE: Calculations based upon data from PIMUR, Consumer Survey, 1969.



For all income groups food expenditures would decline while nonfood
expenditures would increase. For the lowest income group, nonfood expendi-
tures would increase by about 30%. The overall average increase in nonfood
expenditures for all families would be about 5%. Thus, it is clear that a
reduction in food prices would have.a significant stimulating effect on demand
for nonfood products. Furthermore, while total per capita food expenditures
are less after the price reduction, consumers would be buying a larger volume
of food than before. For all Cali consumers the 10% price reduction would
mean that the same diet could be purchased for 10% less (i.e., $137.07 as
compared to $152.30 before the price change). But some of the savings of
$15.23 would be allocated to buy more food. For all consumers, an average of
$3.61 more would be so allocated. This would permit the average consumer to
buy 2% more food with a total outlay of $140.68. Because their income elas-
ticity of demand for food is higher, a 4% increase in food volume would be
purchased by consumers in the Towest income group.

The above adjustments could only occur if supplies of food and non-food
were perfectly elastic, or if sufficient time elapsed for production to respond
to increased demand. In a competitive economic system, the dynamics of change
could begin with reduced food prices brought about through market improvements.
This would increase real purchasing power, forcing prices back upward at retail,
which, when reflected back to farmers and manufacturers, would call forth
expanded output. When this increased output reaches the market, prices would
decline toward a new equilibrium resulting in lower consumer prices, and higher
levels of output for both food and nonfood products.

This example serves as a realistic illustration of the effects which might
result from increased pr