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ABSTRACT

AN ANALYSIS OF RURAL FOOD DISTRIBUTION

IN COSTA RICA

By

Michael T. Weber

The distribution of food supplies in rural areas and

related marketing costs are potentially important, although

relatively neglected variables in agricultural development

research. Residents of rural villages and towns purchase

nearly all of their food supply. Very few "subsistence"

farmers actually home-produce their entire food supply. And

as farmers become enterprise-specialized, the economic and

timely availability of a purchased food supply to complement

perquisites from individual farms becomes increasingly

important as an input into a more modern and productive

farm-level transformation process.

In this study, work on a rural food market design and

evaluation project in Costa Rica provided the opportunity to

examine rural distribution processes. Major goals of the

analysis were to develOp a conceptual framework for studying

rural distribution as a component of regional and national

food systems and to bring about a better understanding of
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Michael T. Weber

underlying micro-marketing behavioral relationships

Operating in rural areas.

In Costa Rica, a county government development

institute-~Instituto de Fomento y Asesoria Municipal (IFAM)

--was established to provide long-term credit and technical

assistance to local government units. Projects to build or

remodel county seat public food markets were quickly pro-

posed to IFAM. The fieldwork portion of this study focuses

on food distribution in two of the rural counties for which

market projects were prepared. A market structure-conduct-

performance framework of analysis was used as a research

tool for looking at a "rural distribution subsystem" unit of

investigation. Primary data were collected among core

subsystem participants: urban and rural consumers, retailers,

and wholesalers in each county. These data were analyzed

for the purpose of (l) predicting and evaluating the impact

of proposed public market projects in each county and (2)

conceptualizing alternative reforms to solve existing prob—

lems and improve performance of overall county food distri-

bution processes. A financial and economic or social benefit/

cost analysis of proposed public markets was also done.

Findings of this diagnostic were that there are

Fuwblems with the physical state of repair, general opera-

tion, and traffic congestion surrounding county seat public

markets. Yet functions of these markets are declining and

food merchants operating in them represent only one portion
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Michael T. Weber

of a more complex and dispersed retailing system servicing

county residents. A large number of small—scale grocery

outlets were identified in rural areas, and rural families

were found to procure as much as half of their purchased

food supply in them. Larger—scale retailer-wholesalers

located in county seat central business districts were also

found to be important components of the local distribution

subsystems.

Major conclusions from the financial benefit/cost

analysis are that the proposed new public market facilities

would be poor investments. Internal rates of financial

return were estimated to be less than 5 per cent on base-run

calculations. From the economic benefit/cost analysis of

primary and secondary (or dynamic) impacts of the proposed

projects, it was also concluded that the investments were

.not advisable. Few socially desirable services could be

realistically expected, both in terms of achieving narrow

goals of improved productivity from market retailers and of

achieving broader goals of improved performance from overall

county food distribution processes, particularly from re-

tailers outside public markets in rural areas and central

business districts of each county seat.

A review of IFAM and individual county seat government

DPOJect develOpment and loan procedures concluded that IFAM

ought to strengthen the analytical capabilities of project

analysts and to be more attentive to establishing the



ecormnnic, financial, and administrative viability of

specified projects.

Recommendations were formulated in four major areas:

1. Changes were suggested in the Naranjo and Puriscal

market projects to solve existing problems with

low-cost facility improvements and operations rule

changes.

2. It was suggested that IFAM's market loan policy

be altered to encourage counties to consider a

a broader range of marketing projects than just

public markets and that IFAM strengthen short-run

capability to supply technical assistance, both

on specific public market and more general rural

food distribution problem identification and project

design.

3. It was suggested that IFAM revise agency operational

procedures for the project develOpment and loan re-

view process. A problem identification, project

design, and final preparation process was recommended

with specific steps to follow in each stage. The

basic goal here is to develop and apply IFAM's

technical assistance at strategic times, so as to

influence the type of project request which eventually

is considered for financing.

4. A final recommendation suggested future research

to develop alternative rural food distribution

reforms for Costa Rica and other developing

countries. Emphasis was placed on studying the

economics of rural retailing under existing and

alternative product supply arrangements with

county and regionally located wholesalers.
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CHAPTER I

PROBLEM AND OBJECTIVES

Achieving abundant and nutritious food supplies for

consumers of developing nations of the world involves

much more than Just expanding farm-level production. Sup-

ply must accommodate a demand not simply for goods, but

for goods in conveniently accessible locations, in desira-

ble assortments, of preferable qualities, and at particu-

lar times. DevelOpment research is beginning to recognize

that food marketing and distribution processes providing

these necessary services for large masses of urban consu-

mers must be considered in conjunction with farm-level

production activities as an integral part of the world

food problem.

Unfortunately, the importance of purchased food and

other marketing services for rural consumers is still

largely unrecognized. A serious myth that farmers do not

purchase food and embodied marketing services generally has

resulted from using traditional terminology of subsistence

farming (and even commercial farming concepts) to describe

agricultural production processes. Farmers throughout the

world obviously do raise food crops for home consumption.

But even low-income and commonly designated subsistence

l
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producers purchase in local markets and shops varying

amounts of a number of food products.

People with the simplest tastes demand a certain

variety and assortment of foods. Rarely are all of these

home produced or even produced within one given local re-

gion of a country. And other rural residents-~farm workers,

commercial farmers, rural town residents, etc.--purchase in

kind and in cash a majority of their food supplies.

Hence, even in subsistence economies exchange pro-

cesses occur, and as the process of rural area growth and

development begins to accelerate, small and large agricul-

tural producers are increasingly drawn into more specialized

exchange systems. Farmers not only sell but also buy

food, as well as other consumer goods and agricultural

production inputs. In fact, the economic and timely avail-

ability of nonfood consumer goods can act as an incentive

for farmers to adOpt output-expanding technologies to

permit them to expand commercial sales from which they

obtain income to purchase desired consumer goods.

Theconvenientayailability of apprOpriate agricul-

tural production inputs is an additional necessary condition

fbr stimulating this growth sequence. But food for the

farm family, particularly that portion purchased, is just

as nmch an input into the agricultural production process

ajs are land, seeds, fertilizer, and other inputs. Hence,

fury to facilitate the economic and timely availability of

a.riutritious rural food supply and related marketing
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services is a potentially important element to be included

among the set of critical variables in agricultural deve-

lopment research.

There has been little past research on this issue in

developed or developing countries.1 Thus, there is a need

for both descriptive and problem-diagnostic information

about rural residents' food supply habits and the marketing

system Operating to serve local demand for purchased food.

1.1 Problem Setting and General Study Objective
 

The field work and follow-up research for the present

study was an exercise in rural food distribution project

design and evaluation. It resulted from the author's par-

ticipation in an applied economic problem-solving effort

undertaken by a task force of Costa Rican technicians, with

assistance from faculty members of the Agricultural Econo-

mics Department at Michigan State University. One of the

jobs of this group was to conduct feasibility studies of

various public food market loan requests by Costa Rican

 

1The need for improved knowledge of rural distribu-

tion processes does not appear to be limited to Latin Amer-

ican and other developing countries. In his review of over

700 research efforts dealing with efficiency in various

parts of the U.S. marketing system for agricultural pro-

dumts, Ben French concluded that this is a neglected area

in the U.S., since there have been so few studies of rural

retail service operations, such as farm machinery dealers,

.farm supply Operations, and grocery stores. (See Ben C.

iFrench, The Analysis of Productive Efficiency in Agricul-

‘tural Marketing--Models, Methods, and Progress (Davis,

California: University of California, Department of

.Agricultural Economics, 1973), pp. 104-105.)
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county governments and to undertake related extension work

with national and county policy-makers.

Seriously inappropriate and ineffective agricultural

marketing projects and programs, "white elephants," are

often undertaken in developing countries. Research by the

Latin American Market Planning Center, LAMP, in Latin Amer-

ica concludes that there is a strong tendency to place

too much importance on providing physical "marketing" faci—

lities and too much emphasis on macro market analysis in

their design.1 Analysis is too often based on inappropriate

and/or incorrect assumptions about (1) underlying market

system problems, (2) desired solutions, (3) micro-institu-

tional and behavioral factors causing the problems, and

(A) expected results which proposed projects will have on

the behavior of causal variables.

A major goal of the present documentation and analy-

sis of the Costa Rican experience in project design and

evaluation is to bring about a better understanding of

Inflerlying micro marketing behavioral relationships oper-

ating in rural areas. This improved understanding could

then provide a better foundation on which to conceptualize

and study rural food distribution processes, and to design

prpjects to improve the performance of this portion of the

food system.

 

1Kelly M. Harrison et al., Improving Food Marketing

§ystems in Developing Countries: Experiences from Latin

§£E£13§_(East Lansing, Michigan: Michigan State Univer—

Sity, 1975), p. 87. [hereinafter referred to as The LAMP

Sunmary Report].
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1.2 Phase One of the Research in Costa Rica

The Opportunity for staff members of MSU's Latin

American Market Planning Center to undertake applied re-

search and extension activities in rural food distribution

processes came about through a recent technical assistance

contract with the National Institute Of County (municipal)

Government Assistance and Development (IFAM) in Costa

Rica, Central America. IFAM began operation in late 1971,

with the primary Objective of technically and financially

assisting county-level governments in carrying out reform

and development projects. Costa Rica has no state- or

provincial-level government, so its 80 county or cantonal
 

government bodies take on local and many higher level

public service functions. Fifty of these counties can be

classified as "rural." Approximately 60 percent of the

country's two million peOple live in these "rural" areas;

i.e., farm, village, and county seat areas.l

 

1There is a difficult definition problem here. Accord—

ing to U.N. definitions of rural (cities of fewer than

20,000 peOple are rural), Costa Rica has only 10 counties

with county seats classified as urban. Thus 70 of its 80

counties would have to be classified as rural. But accord-

ing to the definition of the Census Bureau of Costa Rica,

only five counties are strictly rural, and only five counties

are classified as entirely urban. The remaining 70 have

their county seats classified as urban, with the rest of

the county as rural. Yet many of these rural areas are

semi-continuous to urban areas and probably should be clas-

sified as urban also. And in contrast, many of the county

seat communities classified as urban are distant from the

major metropolitan region of the country and are thus "ru-

ral" towns or cities. More than half of the labor force

in the entire county, and within the county seat towns,

are either directly or indirectly involved in agriculture.

This definition problem will be treated further in the
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Upon beginning Operations, IFAM received requests

from some ten rural county governments to assist in finan-

cing the remodeling and/or construction of traditional

public food markets. These were to be located in county

seats; 25 of Costa Rica's 55 rural county seat towns pre-

sently have some kind of municipally-owned food market

where space is rented to merchants and farmers (primarily

to merchants) to buy and sell food and agricultural prod-

ucts. Often these markets are antiquated facilities; and

the physical congestion within and around them, and in the

surrounding central business districts, is growing rapidly.

County policy—makers‘perception of this problem was based

on a traditional view of market organization. It was gen-

erally assumed that new and/or improved markets would meet

present and future needs by first alleviating congestion

and developing county seat central business districts and,

second, by serving as market outlets for farmers, distribu-

tion nodes for wholesalers and retailers, and supply

points for on-farm, village, and county-seat-located con-

sumers.

Major problems facing IFAM were (1) how to identify

needs for, and appropriate designs of, new or improved

municipal market projects; (2) how to compare among these

projects and the other local-level infrastructure and

institution-building needs; and (3) how to begin to

 

research. In the meantime it is important to remember that

"rural" includes on-the-farm, village, and county-seat

populations.



 

c
U

I
?
)

figl

.r.’

(
I
)

 

D

out.

:

‘c.’-b‘pl-..I

‘I

A.tu..
(Stab.



institutionalize within IFAM the capability to carry out

adequate market project promotion and analysis. There was

also a high degree of urgency to develop solutions to these,

since IFAM had already committed itself (on the basis of

feasibility studies by local engineering firms) to finance

two markets. Together, these were to cost about $1 million

(U.S.), which represented at the time approximately 20 per-

cent Of the total amount of their loan portfolio. So

there was a critical question as to whether, as IFAM grew

and expanded its loan commitment, it should continue to

allocate such a large share of its resources to county

seat public markets.

The LAMP project undertook a small technical assis—

tance effort (12 man—months of resident consultant's and four

man months of temporary consultants' time per year for two

years) to assist IFAM and other cooperating agencies in

studying and prOposing possible solutions to these problems.

A task force of local technicians from selected Costa

Rican public agencies interestedixlagricultureenuifood

marketing was formed and given the project title of Pro-

grama Integral de Mercadeo AgrOpecuario--PIMA. The author

served for approximately two years as resident consultant

to the project. During this period, the task force con-

ducted in-depth case studies of three county seat public

market loan requests and undertook related extension work
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with county policy makers.1 It also studied the need for

a food industrial-wholesale complex and related activities

to help rationalize the national food system.2 Based on

these background studies, the task force prepared for IFAM

a summary diagnostic, suggesting changes in agency policy

and methodologies of project evaluation for county-level

food marketing projects.3

The county case studies were based on survey data

collected from representative samples of resident farmers,

food merchants, and consumers. Given available resources

and time limitations, and with heavy emphasis on local

staff participation and hand data tabulation, analyses were

undertaken with a view towards (1) providing more accurate

factual information about market participants and processes

and their relative importance in rural county food distri-

bution systems, (2) sharpening the set of general municipal

 

lPIMA (Programa Integral de Mercadeo Agropecuario).

Analysis Sobre el Mercado Municipal y la Zona Comercial en

San Isidro de el General (San Jose, Costa Rica: IFAM, 1973).

, Estudio Sobre el Mercadeo de Alimentos, la

Remodelacion del Mercado Municipal y la Terminal de Auto-

buses en el Canton de Naranjo (San Jose, Costa Rica: IFAM,

197A). *[hereinafter referred to as the Naranjo Feasibility

Study]

, Estudio Sobre el Mercadeo de Alimentosgy

la Remodelacion del Mercado Municipal en el Canton de Puris-

cal (San Jose, Costa Rica: IFAM,197H). [hereinafter

referred to as the Puriscal Feasibility Study]

2 , Programas Para Mejorar e1 Sistema de Mer-

cadeo Agropecuario en Costa Rica Informe Preliminar (San

Jose, Costa Rica: IFAM,1973).

3 , Proyectos de Mercadeo a Nivel Cantonal:

Pblitica y Metodologia de Evaluacionpara elIFAM, Informe

iPreliminar (San Jose, Costa Rica: IFAM,19757.
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market project design guidelines and keeping the obvious

"white elephant" projects from being undertaken, and (3)

getting underway the local institutional growth process to

permit IFAM and other agencies to deal more effectively

with future loan requests.

These more practical goals were largely achieved (as

well as can be judged in the short run), particularly those

relating to education and to the design of more realistic

and economical projects. Publication of the three case

studies gave local consulting firms a much clearer pic-

ture of rural county food marketing and how county seat

public markets figure as one of many participating insti—

tutions. An architect on the task force gained valuable

experience in designing functional, low-cost facilities

for the cases that warranted new or improved market build—

ings.

1.3 Phase Two of Research: Longer-Run Focus on Rural

Distribution and Country-Wide Food System Development

The research and advisory experience in Costa Rica

was designed to primarily fulfill short-run needs of local

institutions. Resources were relatively limited and the

PIMA task force was pressured for recommendations on the

market loan requests. Hence, all the data collected were

not analyzed during the author's stay in Costa Rica, nor

were local agencies enthusiastic about supporting projects

to improve other dimensions of rural food distribution

<3perations (other than public markets). Notwithstanding,
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the eXperience focused attention on broader questions of

the longer-run structure, conduct and performance of rural

food distribution processes.

Fortunately, for beginning a longer-run and more

comprehensive analysis, the surveys carried out contained

more detailed data, especially those with farm-, village-,

and county seat—located consumers, regarding procurement

patterns and reasons for present shopping habits and

preferences.

In addition, rural food distribution processes and

the role they play in facilitating agricultural speciali-

zation, social articulation, and general rural development

is beginning to receive attention from analysts in fields

of rural sociology, geography, and economic anthropology,

as well as from those in agricultural economics interested

in rural development. But there have been few conceptual

efforts to integrate this broad, yet functionally related,

knowledge into a readily useful framework for problem-

solving.

There is therefore, a need to carefully review,

.organize and analyze existing data from Costa Rica; and to

use it as a basis to design new, more sharply focused

analyses of alternative rural food distribution issues.

Equally important, from a dynamic food system reform point

Of view, there is a need to use Costa Rican and other

studies to better map out system-wide performance questions

and to suggest and/or design additional avenues of analysis
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ll

regarding alternative institutions and behavior linked to

these. Accordingly, the following are specific research

objectives:

(1) To develOp a conceptual framework for studying

rural food distribution subsystems as components

of regional and national food systems.

(2) To describe and analyze selected marketing

structure, conduct, and performance conditions

of two rural food distribution subsystems in

Costa Rica and in so doing to examine vertical

coordination and organization dimensions among

rural participants, and between key rural and

metropolitan distribution agents.

(3) To identify and evaluate a broad set of economic

and financial costs and benefits of improving

the performance of these rural subsystems via

proposed public market facilities projects.

(H) To develop improved procedures and an outline

of future research needs for identifying and

better analyzing critical elements of rural food

distribution reform programs and projects for

Costa Rica and other developing countries.

1.” Sources of Data
 

The author worked for approximately two years with

PIMA technicians in designing, carrying out, and extending

research results to relevant Costa Rican policy-makers. A

considerable body of knowledge relating to rural and large

urban area marketing processes was accumulated. Given

time, resource limitations, and the more dynamic problem-

solving expectation placed on the PIMA task force, large

primary data collection efforts were not undertaken. In-

stead, researchers were encouraged to maximize use of

secondary data sources and then to design more specific and

concentrated studies. Costa Rican agriculture has been
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generally well described in past research. Other marketing

studies were also available, although their focus was

somewhat static and largely descriptive. Nevertheless,

these were very helpful in effectively designing selected

purposive samples and making observations of critical

market processes and participants.

The principal secondary data sources for therural

food distribution studies included the following:

A. Studies by several local engineering firms of

public market feasibility in San Carlos, Grecia,

Naranjo, and Limon Counties. These are dis-

cussed in detail in Chapter 5.

B. Work by an IFAM Regional Study unit provided

information about physical conditions and infra-

structure in rural and urban areas of the Valle

de el General and Nicoya peninsula regions of the

country.

 

C. When Phase One of the research was carried out,

the 1973 Agricultural and POpulation Censuses

were Just being undertaken. Only partial and

preliminary data were eventually available for

the published Naranjo and Puriscal case studies.

Phase Two includes more data from this new

Censui, since it was Just published in late

1974.

D. Considerable use was also made of the Census

Bureau's 1963 and 1973 township census tract map.

The PIMA task force did undertake specific primary

data collection for the Naranjo and Puriscal county case

 

lDireccion General de Estadistica y Censos, Censo

Nacional de 1973: Agropecuario (San Jose: Ministerio de

Economia, Industria, y Comercio, 1974) [hereinafter refer-

red to as 1973 Costa Rican Agricultural Census].

, Censo Nacional de 1973: Poblacion (San

Jose: Ministerio de Economia, Industria, y Comericio,

1974) [hereinafter referred to as 1973 Costa Rican Popu-

lation Census].
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studies. Formal questionnaires and systematic sampling

processes were designed for an urban and rural consumer

and food merchant survey. Informal and semi-structured

case interviews and numerous field observations were also

completed with farmers, public market and other merchants,

rural truckers, rural bus owners and drivers, and rural

county government-elected councilmen. All of these, and

even the consumer and merchant surveys, were mostly pur-

posive in design; they were structured not to just des-

cribe and analyze each specific component of the rural

subsystems, but to also understand the dynamics of inter—

relationships among local participants, felt problems, and

possible policy alternatives.

Specifically identifiable primary data collection

actions for Naranjo and Puriscal Counties include the

following:

A. Utilizing business license records (patentes de
 

comercio) and preliminary field surveys, the universe of

retail and wholesale marketing agents was obtained. Cate-

gories and subcategories of these were derived, and approx-

imately a 50 percent overall sample was completed.1 Such

a large proportional sample resulted because of the small

number of merchants in each subcategory (whenever possible

a minimum number sampled per subcategory was three) and

1See Table A-1 in Appendix A for a complete listing

Of the universe and categories of merchants and the number

0f business surveys completed.
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in

because virtually all public market retailers were included

so as to carefully identify existing problems.

B. A retail food price survey was completed in 13

stores in each county and in two stores in San Jose. Actual

purchases were made of a selected market basket of basic

food items. This is described in Section “.62.

C. Using Census Bureau township tract maps, an area-

stratified, random sampling procedure was followed in

conducting surveys of rural and urban consumer food con-

sumption habits.l Approximately six percent of the house—

holds in Naranjo and four percent in Puriscal County were

sampled. Parts of this data were hand tabulated in Costa

Rica for Phase One of the research. During Phase Two the

data were processed on the MSU computer using the Statis-

tical Package for the Social Sciences-~SPSS——program.

1.5 A Chapter Brief

In Chapter II a conceptual framework is develOped for

studying rural food distribution processes as independent

units and as units relating to regional and national food

‘systems. It identifies in both functional and geographical

terms the participants and institutions who most directly

influence economic activities involved in the distribution

and consumption of the food supply and related marketing

services of a country's rural population.

1See Appendix A and Table A-2 for an explanation of

the sampling plan and the number of surveys completed in

each township.
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Chapter III briefly reviews economic conditions and

public policy forces for change in the large urban and

national food systems of Costa Rica. The purpose is not

to examine these variables in depth but to understand broad-

er and longer-run basic conditions which pervasively

influence the rate and direction of growth of rural areas

and marketing processes.

In Chapter IV is a descriptive diagnostic analysis of

two rural county food distribution subsystems. It examines

farmer and other rural consumer, retailer, and wholesaler

activities as an interrelated set in order to (l) predict

and evaluate the impact of proposed public market reforms

and (2) conceptualize and tentatively evaluate alternative

reforms to more effectively improve performance of rural

food marketing processes.

Chapter V identifies and analyzes county government,

IFAM, and private consulting firm behavior towards public

market and other potential reform projects. A financial

and broad economic benefit/cost assessment is made of the

proposed Naranjo and Puriscal projects (also a financial

analysis of the Grecia project).

The overall research activity is reviewed and findings

summarized in Chapter VI. Conclusions and recommended

improvements are also formulated in three key areas: (1)

Specific Naranjo and Puriscal projects, (2) IFAM's food

marketing policy, and (3) the county/IFAM project develOp-

ment and loan review procedure. A final important activity
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here is to suggest future research to develop alternative

rural food distribution reforms for Costa Rica and other

developing countries.
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CHAPTER II

A CONCEPTUAL FRAMEWORK FOR STUDYING

RURAL FOOD DISTRIBUTION

The purpose of this chapter is to develop a concep-

tual framework for identifying and studying rural food

distribution processes and problems. The goal is to expand

existing food system and subsystem concepts which have

focused primarily on large urban areas and their food

sheds. Hence, the chapter will first review past research

as it has approached food distribution and commodity mar-

keting problems. It will then develop an enlarged paradigm

of urban and rural distribution processes, and discuss the

importance of studying the demand for rural purchased food

and related marketing costs as variables in agricultural

development. Useful marketing and geography dimensions of

rural food distribution processes are then discussed.

Finally, the structure-conduct-performance framework of

analysis will be identified as the research tool for look-

ing at rural distribution subsystem problems. And perfor-

mance characteristics specific to these subsystems will be

discussed.

l7
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2.1 A Food System—Subsystem Research Focus
 

Economic growth and structural transformation in

developing countries requires complementary and often si-

multaneous changes in both agricultural production and

marketing processes. LAMP and other researchers have

begun to build such an integrated approach to problem

diagnosis and reform actions.l Central to this work is

the concept of a food production-distribution system. It
 

is used to avoid the limitations of traditional agricultural

production and marketing terminology which discuss "pro-

duction" only in conjunction with farms and factories.

In reality, production results at all levels of an economic

system when any of the forms of utility are added to some—

thing; i.e., form, time, place, and possession utility.

Distribution (traditional marketing) likewise takes place

at all levels, since there must be tangible physical hand-

ling and intangible social exchange relationships esta-

blished any time there is a degree of specialization and

resulting transfer of goods and services among participants

in an economic system.2

lLAMP Summary Report, p. 116. See also the orienta-

tion of agribusiness commodity systems in Bay A. Goldberg,

et al., Agribusiness Management for Developing Countries-h

Lgtin America (Cambridge, Mass.: Ballinger Publishing Com-

pany, 197h), pp. 3-8. Finally, see Norris T. Pritchard,

"A Framework for Analysis of Agricultural Marketing Sys-

tems in Developing Countries," Agricultural Economic Re-

search, Vol. 21, No. 3 (July, 1969), pp. 73-85.

2A. Schmid and J. D. Shaffer, "Marketing in Social

Perspective," in Agricultural Market Analysis, ed. by Ver-

non Sorenson (East Lasning: Michigan State University,

l96h), p. 16.
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Combining concepts of production and distribution

into a systems framework permits a clearer understanding

of the interdependence of closely related activities. It

facilitates a broader type of general equilibrium analysis

in which a qualitative, if not quantitative, focus is put

on feedbacks, critical hierarchical sequences, and exter—

nal relationships. The strategic importance of organizing

and coordinating traditional agricultural production and

marketing activities becomes clearer.

Marketing processes are thus seen as economic coor-

dination activities. Market coordination is defined as

"the process in an exchange system whereby producers, dis-

tributors, and consumers interact to exchange relevant

market information, establish conditions of exchange, and

accomplish physical and legal transfer of economic goods.l

Increased specialization is facilitated by improving market

coordination processes, and thereby developing more produc-‘

tive and less costly (particularly less risky) linkages

between production, distribution, and consumption of goods

and services. This in turn is both necessary and inherent

(although not automatic) in the transition from a tradi—

tional subsistence economy to a more productive and indus-

trial economy in both urban and rural areas.

1Kelly Harrison, "Agricultural Market Coordination in

the Economic Development of Puerto Rico." (Unpublished

Ph.D. dissertation, Michigan State University, 1966).
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For analytical purposes, food production-distribution

systems (or simply food systems) may be divided into three

levels of focus:1

1. Farm or firm level

2. Channel level, which, for the present study, is

further subdivided into

a. Commodity subsystems

b. Distribution subsystems

(a) Metropolitan areas

(b) Rural (town and country) areas

3. System level.

The channel level of analysis identifies a set of

farms and marketing firms that perform value-adding pro-

cesses through a closely linked sequence, with the aggre-

gate result of each participant's contribution (of product

and attached services) directed at satisfying final con—

sumer demand. For most individual research efforts, this

unit of analysis is still too complex to be manageable.

Hence, there are two additional ways to subdivide the

channel level, but to still focus on a meaningful group of

related activities and not just totally independent ones.

This involves separating overall channel activities

according to the number of products handled:

(l) Vertically and horizontally by functions related

to one product (like potatoes) or groups of

similar products (like vegetables) passing

through the channel or sequence of events

involving production, distribution, and

lLAMP Summary Report, p. 92.
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consumption. These units of analysis are label-

ed "commodity subsystems."

(2) Vertically and horizontally by functions per-

formed on all food products by final channel

organizations; i.e. consumers, retailers, whole-

salers, and perhaps food manufacturers. These

units of analysis are labeled distribution 2

subsystems for purposes of the present study.
 

Channel levels of analysis are thus subdivided into

commodity and distribution subsystems. A major purpose

of this chapter is to expand the food distribution subsys-

tem concept to include rural as well as urban area parti-

cipants. Before doing this, however, let us be clear that

subsystem studies shift the focal point of analysis from

farm and firms, acting as individuals, to one of them act-

ing as a group exchanging products and services in order to

satisfy a final channel demand. As Shaffer has written,

It seems only logical to me thattfluaimportant

questions for economic research concern the organ-

ization of economic activity and that among the most

 

lIn marketing work in the United States, commodity

subsystems as units of analysis are called subsectors, since

their use grew out of the need to develop more productive

and relevant approaches to problem—solving in a food and

fiber sector that includes the complex of related units

involved in the production and distribution of food and

fiber. For purposes of the present work, subsystems and

subsectors are terms to describe similar concepts. See

James D. Shaffer, "On the Concept of Subsector Studies,"

presented at Technical Seminar on Subsector Modeling of

Food and Agricultural Industries, Department of Agricul-

tural Economics, University of Florida (March, 1970), p. 6.

21n the LAMP Summary Report, p. 95, these were called

distribution channels. Distribution channels and subsys-

tems have exactly the same meaning in the present study.
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important questions concerning economic organization

are those involving the coordination of the sequential

activities by which goods and services are produced

and distributed. The importance and difficulty of

vertical coordination increases as a sector becomes

more productive through specialization. We have

understood since Adam Smith that specialization in

economic activity was an integral aspect of the growth

process. New methods and technology are aspects

of such specialization as is science which is a

specialization in the production of new knowledge.

Inherent in this system of progressive specialization

is the necessity of continuously altering work roles

and adapting the system of coordination to the newly

created possibilities. As the production process is

broken into finer and finer units the complexity of

coordination problem increases.

Given the general subsystem focus, two additional

definitions help to clearly identify present research inter-

ests and to delineate useful first steps in organizing

research to focus on rural distribution participants and

processes:

(1) Vertical organization "refers to the structural

anatomy of a subsector (subsystem). It includes

the functions that are performed, the number of

stages, the proprietary and authority structure,

and the institutiogs and arrangements that are

an integral part."

 

(2) Vertical coordination, "on the other hand, is a

process. It refers to those activities that

integrate and synchronize the functional inputs

of sub-sector (§ubsystem) in total response to

market demand."

 

lShaffer, 02. cit., pp. 11-12.

2B. W. Marion, "Vertical Coordination and Exchange

Arrangements: Concepts and Hypotheses," paper presented at

Seminar on Coordination and Exchange in Agricultural Sub-

sectors, North Central Regional Research Project ll7I(Chi—

Cago, Illinois, November 14—15, 1974), p. 3.

3Ibid., p. 3.
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A principle goal of subsystem research is to discov;

er existing barriers to more effective vertical coordi-
 

nation. Removal of these bottlenecksissa necessary condi-

tion to improving production responses of all participants

in specialized sequential transformation processes. Useful

investigations should not focus exclusively on coordination

processes, however, but ought to simultaneously identify

vertical organization, or the details of structure and

conduct of subsystem participants. Such a joint focus on

structure, conduct, and performance issues facilitates

problem diagnosis and more realistic solution design. This

results because research both 1) discovers conditions of

risky markets, unstable supply, wide price fluctuation,

and other inadequate performance dimensions, and 2) provides

understanding of existing and feasible alternative sets of

incentives, standard Operating procedures, information

flows, and other public services which realistically could

move the subsystem towards more desirable performance.

This descriptive and diagnostic approach to problems is

especially important for rural food distribution processes

because so little is known about participants, functions

performed, and the importance of services provided.

2.2 Past Research on Large Urban Distribution and Linked

Commodity Subsystems
 

This and the next section separate overall food dis-

tribution subsystems into metrOpolitan (or large urban) and
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rural subsystems. Using "urban" and "rural" as terms to

define geographical areas is difficult, since these are

such imprecise and often misunderstood terms. Rural areas,

as commonly understood, contain farmers living in dispersed

locations<Nismall and large farms. But there are also

various-sized nucleations or communities in rural areas.

These include villages, small towns, and even small cities.

Urban areas, on the other hand, generally mean rela-

tively big cities. The U.N. definition of "urban"

starts at 20,000. Most people tend to think of cities of

50,000; 100,000; or larger when the term "urban":h5used.

Rural area villages, towns and small cities thus tend to

be overlooked. Even worse, economic exchange relationships

among farmers and small industrialists, artisans, and mer-

chants located in small towns or cities are likewise often

overlooked as relevant variables in agricultural and rural

development processes.1

For these reasons, this study will explicitly refer

to "metropolitan" or "large urban" centers when discussing
  

communities of over 20,000 pOpulation. "Urban" will be

used as a general term to refer to communities ranging in

size from small towns and cities to the largest metropolitan

1For a detailed discussion of this oversight, see

Chapter 6, "The Critical Role of Market Towns in Modern-

izing the Landscapes of Underdeveloped Countries," in

E. A. J. Johnson, The Organization of Space in Developing

_99untries (Cambridge, Mass.: Harvard University Press,

1970), pp.178-207.
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areas. "Rural refers to a small city or town, and the

nucleated and dispersed population living in its surround-

ing countryside or hinterland. Rural counties will also

be defined in Chapter III.

The LAMP and other approaches to food and agricul-

tural system reform in Latin American countries developed

through a primary spatial focus on metropolitan, or large

urban, centers and their food supply area. This has been

quite logical, since large urban areas in the region have

grown so rapidly (Latin America presently averages a five

percent yearly urban growth rate, but this varies consi-

derably, depending on the country).1 Large urban areas'

demand for food grows even faster, due to income increases

and high aggregate income elasticities of demand. Large

city-located pOpulations also have more immediate link-

ages to government. Consequently, strong political pres-

sures are always present to provide adequate urban food

supplies and related services at reasonable prices.

Rural-urban relationships have been examined in the

context of the agricultural commodity subsystems serving

these large metropolitan demand centers. Needs of farm-

 

1With "urban" defined as localities with 20,000 or

more inhabitants, in 1950, 1960, and 1970, the 20 countries

of Latin America were 26, 33, and “1 percent, respectively,

urban. These are average figures, however, and do not

reflect a good deal of heterogeneity in the urbanization

process of the nations making up the region. (See United

Nations, "Population Trends in the 1960's in Latin Amer-

ica: Some Implications for Development," Bulletin for

Latin America, Vol. XIX, Nos. 1 and 2 (197H), pp. 95—125.
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level production and related product assembly Operations

are generally studied in order to discover ways to more

efficiently and effectively (with less risk for all parti-

cipants) connect them to major urban demand centers.

One reason for this focus is that work has centered

largely on problems perceived by government agencies with

whom urban technical assistance projects became affiliated

in each country. And they, as a rule, have been more

directly interested in improving large urban area marketing

processes and commodity subsystems that serve these demand

areas, than with the vertical and horizontal market pro-

cesses serving consumers in rural market towns and their

hinterlands.

Another reason is the familiar question of selecting

priorities. Given limited resources, it makes little sense

to study in depth the more diffused and seemingly less

important rural food distribution components without first

learning of the functioning of the general food system and

of some of its more centralized components, from which the

major demand for farmers to produce a marketable surplus

is generated.

Given the expanded body of existing knowledge of

overall food systems in Latin American, it is now necessary

to examine rural distribution processes and to better

understand how these relate to large urban distribution

and linked commodity subsystems making up regional and

national economies. A beginning paradigm recognizing
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333a; distribution participants, as well as urban and

commodity subsystem entities, is shown in Figure 2.1.

This abstracts from specific market geography dimensions

and multiple-commodity and distribution subsystem poten-

tially existing in various regions of a given country.

The figure is intended to show a more complete set of

potential food system participants grouped into useful and

manageable research units. And it forms a beginning esti-

mate of feasible economic coordination and product/service

flows within and among subsystems (shown by the lines

connecting participants).

The figure can likewise be used to illustrate graphi-

cally how past LAMP analysis has concentrated geographie

cally upon relationships within rural food production and

assembly areas (shown in the botton half of the figure)

and their major metropolitan demand center (shown in the

upper right-hand side of the figure). It also delineates

where rural food distribution participants fit into the

system and allows for the possible supply of rural areas

directly by local farmers or indirectly via large urban

marketing agents, who are in turn linked into other pro-

duction regions of a country. The following sections will

further discuss the set of core subsystem participants and

lay out basic marketing principles which tend to determine

when these supply channels are apprOpriate.
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2.3 The Importance of Rural Food Distribution Processes

Rural food distribution subsystems are herein defined

to be the set of participants and institutions1 that most

directly undertake or influence the economic activities

involved in the distribution and consumption of the food

supply and related marketing services of a country's rural

population. Specific participants, institutions, and

coordination processes which are investigated in diagnos-

tic studies vary, depending on immediate problems and

perceived organizational/institutional changes required.

Yet there are a number of core participants and relation-

ships that ought to be examined in order to clearly focus

on relevant channel-level, vertical organization and coor-

dination processes.

Figure 2.2 shows these central or core study compo-

nents. Focusing on them as a highly interrelated set of

activities helps to discover how limitations or improvement

in one component influences others. It likewise helps to

identify needed managerial/technological and institutional

innovationstflun:may be unprofitable or unavailable to indi-

viduals, but if somehow adOpted simultaneously by all par-

ticipants, would yield substantial subsystem-wide improvements.

Overall subsystem results thus flow from the completion of

many different but closely related functions by all

participants.

 

lInstitutions are defined as the set of laws, rules,

standard Operating procedures, and both formal and informal

public organizations influencing or directing behavior of

participants in the system.
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Figure 2.2 Important Participants and Processes in Rural

Food Distribution Subsystems
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Few past studies on rural marketing have focused on

farmers, retailers and wholesalers as an interrelated group

directed towards satisfying rural demand. Farmers' and

other rural residents' demand for purchased food has
 

noticeably been excluded as an important variable. Perhaps

one reason for this is that there are almost no data series

available in Latin American (and other) developing coun-

tries to even identify rural consumption, let alone to

determine the relative importance of purchased product

flows and marketing costs. Furthermore, it can be rela-

tively expensive and difficult to undertake detailed pri-

mary survey research to quantify these, since the set of

activities is surrounded by traditional behavior, complex

buying patterns, and a rather extensive spatial dimension.

DeveIOping workable and economical approaches to studying

these is therefore a necessary first step to reforms.

Unfortunately, there are two more fundamental reasons

why rural demand for purchased food and related marketing

services has not been adequately treated in agricultural

development research. First, it is simply too readily

assumed that farmers produce most of what they consume.

Second, nonfarm residents of rural areas are too easily

overlooked, since the term "rural" is generally associated

with farming.

Consider the question of the source of procurement

of rural food supplies for farmers. Much current and past

research debates the composition of the ideal set of
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variables influencing developing country farmers' rate of

adoption Of biological and mechanical agricultural produc-

tion innovations. Yet little mention is made of a possi-

ble correlation between the convenient and economical

availability Of a partially or completely purchased food

supply, and farmers' willingness tO adOpt new yield-

increasing and enterprise-specializing technologies.

Juxtaposed to this is a fundamental technical rela-

tionship: some degree Of specialization is necessary to

increase productivity. This in turn implies, for a farm

unit, dependence on an outside source Of supply for some

or all of its food supply. Thus, food ought to be consi-

dered similar to fertilizer, improved seeds, and other

necessary inputs into a more productive farm-level trans-

formation process. In fact, the availability of a

nutritious food supply for farmers may carry a higher pri-

ority than other inputs, because it helps produce the

physical and mental condition in farmers both to work and

to learn new work methods.

More modern agriculture in develOping countries has

been characterized by A. T. Mosher as a synthetic Operation

conceptually comparable to an assembly line of a factory.1

As shown in Figure 2.3, inputs from the culture and eco-

nomy, farmers themselves, land, and other farmers are

brought together in a farm "assembly line." The input Of

 

lArthur T. Mosher, Creating a Progressive Rural Struc-

ture to Serve a Modern Agriculture (New York: Agricultural

Development Council, 1969), p. 3.
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Figure 2.3 Inputs From Various Sources into Modern Farming
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a diversified food supply from other farmers shown in the

center bottom portion of the figure was not identified by

Mosher. He did stress the need for a market center to

provide an outlet for farm produce and make available to

farmers critical inputs. A purchased food supply was not

one of these inputs. Thus, a major argument of the present

study is that this additional dimension ought to be

added to the set of services considered vital in creating

a "progressive rural structure" as suggest by Mosher.

LAMP and other research shows there is no automatic

"free hand" process working to assure the evolution of a

system of marketing agents willing and able to reduce risk

and uncertain market conditions for small farmers. And it

may be hypothesized that there is no similar reason to

expect an automatic evolution towards an innovative and

cost-reducing set of sellers of food to farmers and other

rural residents. Farmers may therefore receive from their

food marketing systems a double disincentive to adopt new

agricultural technologies.

There is a growing body of evidence to suggest that

farmers in Latin America need to be examined as food pur-

chasers as well as producers. A Purdue University study of

low-income groups in Brazilian agriculture shows, as would

be expected, that farm-produced food consumption is a

greater percentage of family income for land owners and
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sharecrOppers than for salaried rural workers.l Still for

all groups of rural consumers studied, home-produced

consumption represented less than one-third of total per-

capita consumption. A case study of small farmers

located on former haciendas (since the 1952 land reform
 

program) in the Lower Cochabamba Valley, Bolivia, shows that

in 1973, food purchases constituted 78 and 66 percent of

food consumption for farmers in the two areas studied.2

Larson found that farmers in various rural counties of

bean-producing regions of Northeast Brazil, as a group

average, spent 65 percent of discretionary farm family

income on purchased food.3

Evidence from other areas of the world is likewise

becoming available. Johnston and Kilby conclude that the

ratio of cash consumption expenditures to production ex-

penditures among farmers is relatively high during early

periods of the structural transformation process in a

country's agricultural and economic development.“ In a

 

1George F. Patrick and Jose Juliano Carvalho, Low

Income Groups in Brazilian Agriculture: A Progress Report

(West Lafayette, Indiana: Station Bulletin No. 79, Purdue

University, 1975), p. 26.

2Joseph F. Dorsey, A Case Study of the Lower Cochabam-

ba Valley: Ex-Haciendas Patrotani and Caramarca (Madison:

Land Tenure Center, University of Wisconsin, 1975), p. 7“.

3Donald W. Larson, "A Diagnosis of Product and Factor

Market Coordination in the Bean Industry of Northeast Bra-

zil," unpublished Ph.D. dissertation, Michigan State Uni-

versity, 1968, p. 95.

 

 

 

“Bruce F. Johnston and Peter Kilby, Agriculture and

Structural Transformation (New York: Oxford University

Press, 1975), pp. 76-85.
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comparison of average cash farm expenditures on production

and consumption goods in Ethiopia and Taiwan (data from

1967) and the United States (data from 1961), it was found

that the ratio of consumption expenditures (e.g., purchased

food, clothing, housing, transportation, services, etc.)

to production expenditures (fertilizers, chemicals, seeds,

livestock, power, etc.) was 2.A5 in Ethiopia, 1.59 in

Taiwan, and .71 in the United States. As part of this

exercise it was concluded, "that it is in the early stages

of structural transformation that agriculture has its

major impact on manufacturing sectors and during early

phases of this transformation, farm demand will have its

greatest effect on sectors of the economy producing con-

sumer goods (particularly food) rather than producer

goods."1

Recognizing these linkages, Mellor's work indicates

the importance of reform of marketing institutions and

policy for rural areas, if employment-oriented intersec-

toral and interregional growth is to be achieved in India.2

Interestingly, he is also one of the first to use rural

demand for purchased food and other items as a basic para-

meter. From his simulation analysis, because low-income

 

lIbid., p. 7n.

2John W. Mellor, The Impact of New Agricultural Tech-

nology on Employment and Income Distribution--Concepts and

Policy (Ithaca, New York: Employment and Income Distribu-

tion Project Occasional Paper No. 81, Cornell University,

1976), p. 18.
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rural consumers spend major increments of their income on

basic caloric sources such as grains, Mellor concludes that

for basic grains "production oriented policies of agricul-

tural research, education, input supply, etc., are the

first priorities for an employment oriented pattern of

growth." Yet his analysis of rural expenditure patterns

also shows a major role played by non-food grain agricul-

tural commodities and a potential role of increased demand

for relatively labor-intensive manufactured goods. He

thus points out that

. . . once income and production increasing tech—

nical change for the basic food crOp is underway

increased production of nonfood grain agricultural

commodities, such as vegetables and livestock pro—

ducts, become an early priority in an employment

oriented strategy.

And he suggests several important, related policy implica-

tions.

Realization of the employment and growth poten-

tial in the non-food-grain agricultural sector

requires growth in consumer expenditure as it is

necessarily a demand led growth, dominated by commo-

dities with elastic demand patterns. That same

characteristic implies growth in demand for non-

agricultural commodities as well, providing a joint

stimulus to several sectors of the economy. Because

the demand for non—food grain agricultural commodi-

ties also tends to be highly responsive to price,

rising relative prices will shift consumption readily

to other commodities, thereby losing the employment

potential of this sector. Thus it is important that

agricultural policy be developed to remove the

production and marketing bottlenecks in these sec-

tors. Since breakthroughs in the basic food commo-

dities may occur rapidly, a forward looking rural

 

1Ibid., p. 17.

2Ibid., p. 18.
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deveIOpment strategy will give early attention to

livestock and vegetable production and marketing

problems. Further, in a rural oriented strategy

much of the growth in demand for such commodities

will be in the rural areas themselves, requiring

a further reorientation of marketing institutions and

policy.1

In general, Mellor envisions a process of rural deve-

10pment formed around the concept of market towns giving

rural spatial location to forces for change and growth;

i.e., (1) increased demand for labor—intensive agricultural

products for rural and urban consumption, (2) increased

demand for local marketing services to coordinate and

interconnect more specialized agricultural production

regions, and (3) increased demand for labor-intensive

manufactured and consumer goods industries which, it is

hOped, will locate in rural areas.

Mellor's conceptual model thus focuses on eXpenditure

patterns incident to increased income and the potential

employment content in producing the goods and experienc—

ing increased demand. This is quite similar to the LAMP-

hypothesized sequence of changes in food system processes.2

The major difference in the models arises from the source

of additional income. For Mellor's model it is the direct

effect of new agricultural technology on employment and

income of farmers and rural laborers. In the LAMP model,

 

1Ibid., p. 18.

2Charles Slater, et al., Market Processes in the

Recife Area of Northeast Brazil (East Lansing: Latin

American Studies Center Research Report No. 2, Michigan

State University, 1969), pp. 1-2.
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additional effective demand derives from reduced marketing

costs and lower food prices for large groups of low-income

urban consumers. Both models are still highly complemen-

tary and direct major attention to demand-induced growth

linkages and the strategic importance of institutional

innovations to facilitate the coordination of agriculture,

industry, and trade sectors, both in rural as well as in

urban settings. For these reasons both models help to

justify the importance and to focus the scope of the

research herein proposed on rural food distribution pro—

cesses.

Let us now consider the nonfarm residents in rural

areas as a final portion of this section examining the

importance of rural food distribution processes. Not all

people living in what are commonly called "rural areas" of

Latin America are farmers. The U.N. definition of "rural"

is any village, town, and city with less than 20,000

pOpulation, plus the actual diSpersed farm pOpulation.

By this, in 1970 sixteen of the twenty countries of the

region had more than 50 percent of their populations

classified as "rural." And in spite of migration and high

urban growth rates, this population (due to its sizable

rate of growth) is increasing in absolute numbers in almost

all countries of the region.1 Many other country-level

statistical officers, of course, define rural at a lower

 

1United Nations, Op cit., pp. 95-125.
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pOpulation, say 5,000 or 2,500. But the point is, there

are many village, small-town, and city pOpulations in rural

areas that have a majority of their pOpulations deriving

income from services and agriculture-related activities.

These people do not produce their own food supplies,

however. They purchase almost all of it, and performance

resulting from their rural food distribution subsystem is

an important, if not one of the most important, dimension

of of overall welfare and rural deveIOpment services.

2.4. Marketing and Geography Concepts

As identified in Figure 2.2, the suggested set of

core retail marketing agents necessary for a subsystem

analysis of rural food distribution processes includes

traditional merchants located in various types of periodic

and permanent market places. Many economic anthropology,

geography, and marketing researchers have described and,

to a certain extent, analyzed these marketing agents.l

Generally, other rural retailers located in independent

shops in dispersed rural areas, in rural villages, and

rural towns have sometimes been recognizedlnn;not included,

so as to study the entire universe of merchants as an

interrelated set. Nor have the wholesale and direct farm

supply processes of these rural retailers been studied.

For this reason, herein-defined rural food distribution

 

1For an excellent topical review see R. J. Bromley

and R. Symanski, "Marketplace Trade in Latin America,"

Latin American Research Review, Vol. IX, No. 3 (197A),

pp. 3-38.
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subsystems incorporate all local retailers and wholesalers

and the primary procurement arrangements among rural and

large urban merchants.

The suggested set of participants and coordination

processes in rural distribution subsystems are constantly

changing as local and national socio-economic variables

evolve in a country. There are a number of basic macro

and micro marketing principles (or concepts) which are

helpful in understanding how and why changes take place.

They also help focus research on relevant variables

requisite to improving rural distribution processes.

Three general principles underlie the economic justi-

fication of marketing intermediaries: (1) minimum total

transactions, (2) massed reserves, and (3) proximity.l

Within each of these areas there are three more specific

concepts of the economics of location and spatial inter-

action: (1) the threshold of a firm, (2) the range of a

firm, and (3) the order or nature of an economic good.2

Let us examine briefly how the interaction of these varia-

bles shapes changes in marketing processes.

Exchange is increasingly important as an economy

specializes. We have already discussed the accompanied

 

1Thomas A. Staudt and Donald A. Taylor, A Mana-

gerial Introduction to Marketing(Englewood Cliffs, New

Jersey: Prentice-Hall, 1965), p. 223.

2Ronald Abler, John S. Adams, and Peter Gould,

Spatial Organization (Englewood Cliffs, New Jersey:

Prentice-Hall, 1971), p. 365.
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demand for additional economic coordination. In order to

achieve economies of scale in specialized production pro-

cesses, problems of how to organize efficient physical

distribution of goods and services are also critical.

With large numbers of heterogeneous producers and consumers

separated by time and distance, arrangements are required

to reduce the number of contacts or transactions between

them, and minimize the distance which buyers, sellers and

goods must be moved. The principle of minimum total

transactions considers that marketing intermediaries con-

centrate, store, and disperse goods and thus help to lower

both time and transportation costs for producers and

consumers. Conventional wisdom about traditional marketing

techniques in rural areas often posits the need for a

physical marketing place where producers and consumers

can meet to exchange goods. But the role of local retailers

and wholesalers located in these markets is often over-

looked because the time they save producers and consumers

is not considered; and because the need to efficiently

connect one local market region to other local and national

regions is not understood.

The principle of massed reserves allows for the role

which market intermediaries play in reducing the total

amount, and costs of maintaining product inventories in a

marketing system. Production and consumption activities

are not constant flow processes (particularly agricultural

production) in more specialized economies. Inventories must
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be maintained to provide an orderly and timely movement of

goods between producers and consumers. Wholesalers

especially play a key role by carrying massed reserves for

forward and backward channel members, and by then reSpond-

ing quickly to user orders.

The concept of the "threshold" of a firm is defined

as the minimum volume (price times quantity) of foods and

services which a firm must sell before it becomes econo-

mical to enter into and continue in business. This minimum

volume of a firm's operation is obviously influenced by

demand variables such as the density of population within

the firm's market area, the income and expenditure pattern

of potential consumers, and local competition. Variables

influencing the supply of marketing services and costs of

operation are likewise important to determining the mini-

mum volume of Operation which a firm must have to operate.

The timely and economic availability of massed reserves

(or supplies) is perhaps the most important determinant

of the ability of various rural retailers to lower Operat-

ing costs and to expand operations to capture internal and

external economies of scale. This is one of the main

reasons why the universe of retailing and wholesaling

operations is included in a subsystem unit of analysis.

The type and degree of vertical coordination between

retailers and wholesalers is one of the primary determinants

of a firm's ability to expand its threshold.
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The marketing principle of proximity considers the

importance of time and place dimensions of product utility

in the satisfaction of final consumer demand. Both of

these characteristics of consumer demand in developing

countries tend to be overlooked. Production is stressed,

and it is usually assumed that goods will automatically

be made conveniently available and in the prOper assort-

ment. But physical distribution and transaction closeness

among buyers and sellers are necessary although increasing-

ly more difficult and expensive to organize as an economy

Specializes. This is particularly true forrnumfl.areas.

The concept of the range of a firm is eXpecially

important in that it specifically calls for study of the

distance people will normally tend to go to purchase a

good or service. This focuses research on modes of con-

sumer travel and frequency of purchase as well as on the

importance of locational convenience of goods and services.

It also points to the need to consider the type of goods

being sold. Marketing theory applied in developed coun-

tries has long recognized that consumers consistently

express unique attitudes toward consumer goods. Shopping,

convenience and specialty goods were thus defined, and

the concepts used as a guide to the develOpment of marketing

strategies for manufacturers, wholesalers and retailers.1

Food is generally classified as a convenience good, i.e.,

 

lLouis P. Bucklin, "Retail Strategy and the Classi-

fication of Consumer Goods," Journal of Marketing, Vol.2?

(January, 1963),IKL 50-55.
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one which consumers purchase frequently, immediately, and

with the minimum of effort. This simple classification

has a pervasive influence on store location and food re—

tailing strategy. Locational conveninence of food distri-

bution services has been shown to be quite important in

urban areas of Latin America, but virtually no research

is available concerning rural preferences.

In addition to the above marketing concepts, a

final necessary qualifying dimension concerns the geography

of rural marketing processes. Hence, rural distribution

subsystems are herein further defined by the geographical

boundaries of local regions within a country-~in Costa

Rica, rural county government boundaries usually define this.

This is done because farmers and other rural residents in

developing countries, as a rule, do not interact socially,

politically, and economically over the entire space of

their particular national boundaries. Nor are they con—

fined only to interest with their closest farm or local

village neighbors. Instead, most of their personal ex-

changes take place within a local region that includes the

immediate countryside, a number of smaller villages or

towns, and one or two larger towns that function as local

centers for public and private services.

A group of economic anthrOpologists have stressed

the importance of studying rural markets as components of

local socio-economic systems. Thebenote such regions as
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horizontal or sectional markets, as contrasted to vertical

or national network markets:

. . . there [within local regions or horizonal

markets] the "problem" is seen not at the level of

the enterprise or the village, but at the regional

level. For, in order to have the marketplace

successfully serve as the source of goods missing

from the inventory of any individual peasant, the

regional production [and exchange] system must be

working well.

In many countries of Latin America, local regions are the

territory enclosed within the county (municipio) govern-
 

ment administrative unit. Although in the case of very

small counties with few towns, the local region may include

a group of counties. Whatever the boundary, the concept

is that an identifiable local region constitutes the pri-

mary rural habitat in which residents define and carry-out

a majority of the social and economic events in their

daily lives, including the production and/or purchase of

their food supply and other consumer goods. Hence, it is

prOposed that these local regions constitute separate

food distribution subsystems made up of all rural and urban

consumers, retailers, and wholesalers within the identified

geographical boundaries. Aggregating across all subsystems

 

lMartin Diskin, "Marketing Problems of Small Farmers,"

paper presented at the Agricultural Development Council,

Inc./RTN Workshop on Small Farmer Marketing, East Lansing,

Michigan, June 6-7, 197“; p. 2.

See also Carol A. Smith, "Economics of Marketing

Systems: Models from Economic Geography," Annual Review of

Anthropology, Vol. 3 (197“), pp. 167-201. In this excel-

lent review article, Smith concludes: ". . .without the

regional system context that geographical models can pro-

vide, anthrOpological marketing studies will not tell us

a great deal more than we already know about the economic

determinants of peasant behavior."
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in a country will give a national macro perspective of

rural distribution processes. Studying the detail of par-

ticipants and processes within separate subsystems, and

how various subsystems relate to each other, will give

micro detail necessary to design realistic and workable

national and local reforms.

Unfortunately, most past and present rural develop-

ment research does not adequately deal with these local

spatial dimensions, not to mention the suggested set

of marketing agents. Some ten years ago an important

research review article on rural settlement patterns and

social change in Latin America concluded:

As a minimum, effective planning of the loca-

tion of rural technical and other services will

require accurate information on the physical and

human geography of the rural localities--including

the size and location of settlement clusters, dis-

tribution of dispersed families, roads and trails,

actual patterns of movement within the locality and

functions of present gathering places. Up to the

present, systematic information of this kind is

remarkably scanty, except for the occasional local—

ities that have been the subject of special socio-

logical or geographical surveys. Large-scale mapping

of the countries through aerial photography is only

now in progress. Maps of the municipios, if they

exist at all, are often inaccurate, and few cen-

suses have distinguished the strictly rural nuclei

in their tabulations.

Probably too little progress towards the above has

been made, in spite of the emphasis on rural development

in developing countries. Knowing exactly where rural

 

lMarshall Wolfe, "Rural Settlement Patterns and

Social Change in Latin America," Latin American Research

Review, Vol. I, No. 2 (Spring, 1966), pp. 35-36.
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1:8

populations live and carry-out most daily events is

fundamental to any economic analysis of providing food

distribution, as well as health, education, and other

public and private services.

Analysis of rural distribution problems will thus

focus primarily on events within local regions. Notwith-

standing this, there are obviously many forces operating

outside local regions but having major impact upon processes

going on within them. Recall that Figure 2.1 showed a

rural distribution subsystem and the potential linkages

it may have to commodity and large urban distribution sub—

systems. Changes in these will influence rural subsystems.

Note also that Figure 2.1 abstracted from marketing geo-

graphy dimensions, showing a simplified case of only one

rural, urban, and commodity subsystem. In actuality,

spread over the space of a country there would be many

rural distribution units. There would likewise be over-

lapping rural distribution and commodity subsystems, since ’

farmers both produce and consume food. These would relate

to a few or perhaps only one metropolitan distribution

subsystem.

To further examine these marketing exchange and geo-

graphical dimensions of how subsystems might relate, let

us develop three alternative agricultural producing—

marketing cases.

Assume on the one hand only one large metrOpolitan

demand center in a country, many rural distribution and
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commodity subsystems, and that the latter two are perfect-

ly overlapping. Assume further that all farmers and other

rural subsystem residents produce (on their own farms)

100 percent of their food supplies. There would then be

no marketing linkages from farmers to consumers within the

rural distribution subsystems, as shown in the left-hand

side of Figure 2.1. There would likewise be no supply

linkages to the rural subsystems from the metropolitan

demand center. There might be rural assembly marketing

agentsauuiprocesses Operating (and located within the local

rural regions), but their function would be to channel

local marketable surpluses to the large metropolitan demand

centers via the potential exchange and coordination link-

ages shown in the bottom part of Figure 2.1. Overall, this

case may represent what is commonly thought of as a

rural subsistence economy, although it is doubtful if such

an extreme case of subsistence exists anywhere in the

world, particularly in Latin America.

A second case can be deve10ped with a variation on

the hypothetical situation outlined above. Allow some far-

mer specialization within each overlapping rural distribu-

tion and commodity subsystem. Thus, within the local

region, marketing and coordination linkages would be

necessary for local exchange. This allows farmers access

to all food needed but permits them to produce larger

quantities of fewer products and to trade or sell them to

other local farmers. There would still be no supply
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linkages into the rural subsystem, but there might be a

marketable surplus available to channel to metropolitan

centers. This case represents a diminishing degree of sub-

sistence for a rural economy in which local periodic and

permanent markets are important horizontal exchange facili-

tators.

For the third case assume the same metrOpolitan demand

center, but that farmers and other rural subsystem resi-

dents are totally specialized, producing just one product.

Here the entire array of participants and exchange-coordina-

tion linkages shown on the left-hand side of Figure 2.1

would likely be Operating. In addition, the flow of a

majority of food supplies to consumers in each rural sub-

system would not be direct, as indicated by the linkages

between commodity and rural distribution subsystems in the

figure. Instead, supply channels would be indirect, with

metropolitan distribution subsystems serving as processing

and redistribution centers. The marketing principle of

minimum transactions would become important. Given farm

and local region enterprise specialization, the concentra-

tion, assortment-creating and redistribution functions of

large demand center-located food processors and whole-

salers would be critical to economically providing rural

consumers (including farmers) with a complete variety of

non-locally produced food items. Various degrees of this

overall situation represent selected portions of many

develOping countries, the United States, and Western
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European countries which are more specialized agricultur-

ally and industrially but which still have populations

living on farms and in small towns and cities in rural

areas.

These alternative production-marketing case rela-

tionships are somewhat extreme conditions. Few, if any,

countries fit exactly into either: many may have all three

types existing simultaneously. It is commonly considered

that develOping countries lie mostly within the range of

the first subsistence case and that rural purchases of

food are minimal. In fact, very little is known about rural

supply relationships, but information that is available

does not support conventional wisdom. In fact, this

knowledge suggests that an economical supply of purchased

food may be an important input into more progressive

agricultural production processes. It is therefore impor-

tant to first identify exactly where developing countries'

food systems lie along such a food system continuum. More

importantly, it is necessary to better understand the

organizations and institutions which help to facilitate

movement along the continuum, since both improved produc-

tion and marketing systems are inputs into agricultural

and economic deveIOpment.

2.5 Performance Characteristics

The present study uses a subsystem unit of inves-

tigation. Following Shaffer's concept, it seeks to identify,
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describe, analyze, and prescribe solutions to problems.1

A structure-conduct-performance framework of analysis is

used as the research tool in looking at subsystem prob-

lems. Structure is defined as all of the players Of the

game or subsystem of interest, and the predetermined social,

economic and natural resource characteristics which constrain

them. Conduct is the different choices, behavior or

standard Operating procedures, and strategies, adOpted by

the players, given their constraints. Performance is

the result or consequence of the players' choices as

payoffs to playing in the game.2 Performance can be a

cause (over time) and result of both structure and con-

duct. All are influenced by the flow of information,

products, services, and incentives among the players of

the game. Performance is not judged just against struc-

tural norms of pure competition, but against broad economic

and social goals Of a country and against what is attaina-

ble through alternative ways of organizing the system or

3
subsystem.

 

1James D. Shaffer, "On the Concept of Subsector Stu-

dies," p. 9.

2Stephen H. Sosnick, "Towards a Concrete Concept Of

Effective Competition," American Journal Of Agricultural

Economics, Vol. 50, No. A (November, 1968), pp. 836-838.
 

3Harold M. Riley et al., Market Coordination in

the Development of the Cauca Valley Region--Colombia,

Research Report NO. 6) Latin American Studies Center (East

Lasning: Michigan State University, 1970), p. 7.
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Determining which specific structure and conduct

dimension to study begins with the question Of desirable

performance, or the set of consequences resulting from the

overall functioning of a food production-distribution sys-

tem. The LAMP approach to food system diagnosticznuireform

work developed within the framework of three principal

societal goals Of growth or progressiveness, employment

and equity. These more general goals are translated into

nine more specific food production—distribution system

Objectives.1 The present research will use the latter as

general points of reference in considering performance

dimensions relative to rural food distribution subsystems.

The first of these Objectives is "to achieve an
 

abundant, nutritious,fiand reliable food supply at econo-
 

mic prices." It has particular significance for rural
 

areas because farm and regional enterprise specialization

eventually lead to regions of countries not being locally

self-sufficient in all food necessary for a nutritious

diet. This may provide the lowest cost food supply for

large urban-area consumers, but it may also make it more

difficult and costly for each local area to acquire an

adequate variety of products. Hence a major element of

the rural food distribution subsystem's performance is how

qualitatively and economically it provides a food supply

to its consumers.

 

lLAMP Summary Report, p. 9.
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The second Objective is "to promote and facilitate
 

the production and distribution of the combination of

food and related services that best reflect consumer prefer-
 

encesznuithe real relative production costs." This deals

with the efficient reflection of production costs and con-

sumer preferences through the different participants in

the food system. It is of particular significance for

rural-area consumers, since their more dispersed locations

implies, over time, higher food distribution costs,

especially for transportation. Due also to lower density

of demand, to achieve economies Of scale in providing rural

distribution service, it may be necessary to permit geo-

graphical monopolies tO retailers, wholesalers, and others.

SO market transparency and effective competition consi-

derations are also important performance dimensions for

these areas.

The third is "to stimulate the development and
 

adoption Of improved technologies and organizational
 

arrangements that will lead to increased resource_produc-
 

tivity in all aspects of food production and distribution."
 

It has already been hypothesized that the lack of an

economical and nutritious local food supply may tend to

discourage farmers from adopting new technologies and

from increasing their degree Of enterprise specialization.

Given the more dispersed and potentially lengthy distribu-

tion channels of rural subsystems, it is imperative that

new organizational arrangements evolve among rural retailers,
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wholesalers, and others in order to lower costs of Oper-

ation and improve productivity. New rules, regulations,

and infrastructure to facilitate maximum use of least

cost transportation techniques are especially critical for

develOping countries facing high and increasing energy

costs.

The fourth general performance dimension is "to

stimulate the creation ofgproductive and remunerative

employment Opportunities." Trade and service activities

are generally considered as residual employers in both

urban and rural areas Of developing countries. This is

probably true, although it does not mean that this type of

employment is as productive or remunerative as it could

be if the economic and social system were organized dif-

ferently. Yet many marketing functions are by their nature

labor intensive, and the accurate reflection of factor

costs in developing countries will likely make them even

more labor intensive. This does not, however, preclude

emphasis on the need to seek out improved food production-

distribution system coordination and physical exchange

mechanisms that increase overall system output and employ-

ment but reduce specific jobs in certain components. This

particularly holds for rural areas where policy-makers may

be reluctant to foment changes that might reduce immediate

employment in petty distribution activities.

The fifth is "to increase the level of farm income
 

EEG improve the relative income position of small farmers."
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It relates to two specific aspects of the performance of

rural food distribution subsystems. Farmers are also

consumers, and the extent to which real costs of purchased

food can be reduced will directly increase their real

income. This is Obviously more important, relatively

speaking, for small farmers and farm laborers, since a

large part Of their cash income may go for purchased food.

Small farmers may also directly provide selected food

crOps for local region consumption, while larger farmers

may tend to be more specialized and coordinated with larger

scale demand generated by large urban consumption areas.

Over time, however, small farmers may find it increasingly

difficult to compete as local suppliers if they follow

traditional organization and institutional mechanisms.

As more products and amounts of food processing become

available, local retailers and wholesalers will tend to

procure an increasing amount of their goods from large

urban area suppliers, who provide assortment and related

services. There may be certain food crops which small

farmers could supply directly to local outlets, but it may

be more difficult and risky for local distribution agents

to deal with them, particularly as individual producers.

The resulting supply may not be of consistent quality and

quantity. Outlets may thus choose to procure all supplies

from large urban sources. Therefore, alternative organi-

zational and institutional mechanisms for coordinating small
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farmers with local demand may be necessary to keep small

producers viable.

The sixth is "to create the conditions necessary to
 

ensure the development of equitable and competitive exchange
 

relationships in agricultural markets." This has already
 

been discussed in points 2 and 5 above, although it is

restated here that performance of the rural distribution,

as well as commodity subsystems, has significant equity

considerations for rural consumers and small farmers, vis

a vis, metropolitan area consumers and larger farmers.

The seventh is "to discourage uneconomic use and
 

spoilation of natural resources and the environment."
 

To the extent that a relatively expensive and nutritionally

inadequate purchased food supply is the only available

alternative to farmers, they may choose to remain crop and

livestock diversified producers and hence not achieve a

more optimal level Of production from their basic land

resource.

The eighth performance dimension is "to encourage
 

desirablengpulation settlement patterns." Improved per-
 

formance from rural food distribution subsystems is the

only one among many factors affecting population migration

by local residents; but it is still important, and perhaps

more so for rural settlement patterns where the availabi-

lity of good commercial services may attract shoppers

from other nearby small towns and dispersed rural areas.
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Over time this could have a major impact on which rural

communities expand and which tend to die out.

The ninth is "to foster a sense of belonging_and
 

participation among food system participants." In rural
 

areas this has been one of the basic social, as well as

economic, functions Of traditional periodic markets, fairs,

and other exchange institutions. This is probably one

strong reason why many local policy-makers identify rural

markets as such important infrastructure needs. There may

be other ways to provide for this, but without specific

consideration of it as an important performance dimension,

these will not be searched for.

This discussion Of performance has only begun to

identify a complex set of interrelated consequences that

flow from the combined actions of the set of selected

marketing agents and consumers Operating in a rural food

distribution subsystem. It is Obviously impossible to

describe and analyze (in quantitative detail) existing

vertical organization and coordination processes in light

of each of the potential dimensions outlined. In a systems

approach to problem-solving, it is necessary, however, to

recognize that results are complex and may Often be in con—

flict. Likewise, projects to alter subsystem performance

will have varying importance on each of the broad sets of

consequences; and at least qualitative efforts must be made

to predict these for use by policy-makers expected to arbi-

trate final decisions on public and private preferences.
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CHAPTER III

FORCES OF CHANGE IN COSTA RICA'S

NATIONAL FOOD SYSTEM

1 order to identify manageable research units, the

.es of rural food distribution subsystems defined in

Two are drawn to exclude detailed analysis of large

1d national food system variables. Given the poten-

lluence such forces have, however, the purpose of

Lpter is to briefly identify and examine national

Lnd population characteristics. In the longer-run,

in these basic conditions have significant impli-

for the rate and direction of growth of rural (and

=ban) food distribution processes. The chapter will

imine recent national public policy moves to streng-

2 agricultural section and county governments in order

Lop rural areas.

gome Growth and Structural Change

1e Costa Rican economy has a record of consistent and

Lve growth over the past 20 years. Through the

>f the 1950's, its Gross National Product (GNP) grew

inual average of 6 percent. In constant 1960 terms

1 6.6 percent yearly growth over the period 1963-73

3.1). And given yearly pOpulation growth of 3.0 to 3.5

59
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percent over the same period, real per capita income changed

at an annual rate of over three percent. This is one of

the best economic performance records in Latin America.

In absolute terms national per capita GNP in 1973 was

approximately $610 (0.8.).1

Such growth rates have both caused and resulted from

a marked structural change in the sectoral composition of

GNP. The agricultural sector accounted for approximately

“0 percent of the GNP in 1950.2 By 1963 its participation

had evolved to 26 percent, and in 1973 it was an estimated

20 percent (Table 3.0). In contrast, the industrial, com-

mercial and service sectorsryfthe economy each expanded

their share of GNP. In terms of absolute growth, the agri—

cultural sector grew yearly during the period 1963-1973 at

five percent, while industry, basic services and commerce

expanded at over eight percent.

Labor force occupation has obviously changed rapidly

along with the evolution of GNP sectoral composition. Just

since 1963 agriculture has gone from employing one half

of the national labor force to occupying approximately

thirty-seven percent in 1973. On the other hand, commerce

and personal services have increased their share (Table

3.2). Note also that during the period 1963-1973 the

 

1Exchange rate 8.7 Colones = l U.S. dollar.

2Battelle Memorial Institute, Projections of Supply

and Demand for Selected Agricultural Products in Central

America Through 1980 (Jerusalem, Israel: Publication Ser-

vices Division of the Israel Program for Scientific Trans-

lation, 1969), p. 15.
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absolute growth of employment in agriculture was less than

one percent yearly. The national government considers

this inadequate, in spite of strong growth for other sec-

tors. It is also one of the reasons why a major agricul-

tural sector development program was begun in 1970.

In spite of its declining GNP share, due to absolute

growth and to more labor-intensive production techniques,

the agricultural sector is still the relatively most impor-

tant source of employment in the economy. It is likewise

a critical source of investment capital to support growth

in other sectors, since traditional agricultural exports

generate a majority of the country's foreign exchange earn—

ings. And this relationship has not changed as much the

role of agriculture in the economy. In 1950 agricultural

products accounted for 93 percent of all exports: in 1973

they represented approximately 75 percent.1

3.2 Population Growth
 

The country's population has also grown rapidly.

During the period 1950 to 1963 its yearly growth fluctuated

between 33.7 and 38.5 persons per 1,000 inhabitants.2

In 1965 this began to slow down, reaching approximately 25

 

lAgencia Para el Desarrollo Internacional (USAID),

Programa de Desarrollo Agropecuario 1971-7u (San Jose:

Agencia Para e1 Desarrollo Internacional, 1970), p. 11.

Direccion General de Estadistica y Censos, Comercio

Exterior de Costa Rica--1973 (San Jose: Ministerio de

Economia, Industria y Comercio, 197“), p. ““8.

2Miguel Gomez B., Costa Rica: Situation Demografica

y Perspectivas Alrededor de 1970 (San Jose, CESPO, 1971),

p. 10.
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6A

persons per year per 1,000 inhabitants in 1973. The

resulting geometric growth rate for the intercensal period

1963-73 was approximately 3.3 percent yearly. Most predic-

tions for the next lO-year period use an average yearly

rate between 2.2 and 2.8 percent, based on two important

assumptions: (1) that yearly birth rates in urban areas

of the country will continue to decline and stabilize

around 26 persons per 1,000 inhabitants and (2) that rural

I
;

_
‘
1
‘
-

birth rates will begin to decline in the late 70's, reach-

ing between 30 to 35 persons per year per 1,000 inhabitants

by 1985.

Projection of the total population of the country in

1983 (Table 3.3) uses a yearly growth rate of 2.2 percent.

The estimate of the urban/rural breakdown assumes that the

1963—73 trend will be repeated during the period 1973-83.

Thus, by 1983 the country will have approximately 2,300,000

inhabitants, with an estimated 52 percent living in urban

areas (as narrowly defined by the Costa Rican Bureau).

Even at this relatively lower rate (compared to past years)

total population will expand by nearly 25 percent in 10

years and over 50 percent in twenty years. Such increases

impact strongly on the demand for food supplies and related

marketing services.

The growth of urban areas is also critical for the

national economy and food system. Up to 1963 urban growth

was only moderately above the overall rate of population

increase (for period 1950-63 urban areas grew at a yearly
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Table 3.3 Population of Costa Rica in Past Census Years

and Projections to 1983

 

 

 

Population of Costa Rica (thousands)

Area of Country , 2

1950 1963 1973 1983

Urban1 288 “60 795 1,10“

(Percentage) (33.5) (3“) (“1) (“8)

Rural 571 876 1,086 1,196

(Percentage) (66.5) (66) (59) (52)

Total 859 1,336 1,8u5 2,300

(Percentage) (100) (100) (100) (100)       
lThe Costa Rican Census Bureau's definition of

"urban" is complicated and probably underestimates the

degree of urbanization. As a general rule it includes

all county seats, or cabeceras de cantones, no matter what

their population. See Miguel Gomez, Costa Rica: Situa-

cion Demograficaj Perspectivas Alrededor de 1970 (Costa Rica:

CESPO, 1971), pp. 2-3.

 

 

2Estimations by PIMA.

Source: 1950, 1963 and 1973 Costa Rican Population Census.
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geometric rate of approximately 3.6 and rural areas at 3.3).

During the intercensal period 1963-73, however, urban

growth accelerated to approximately 5.5 percent yearly

while the rural dropped to 2 percent. National Planning

Office and the International Labor Organization studies

of employment noted the need to plan for and to reduce this

increase, as well as to plan for expected large additions

to the labor force during the late 1970's resulting from

past high rates of pOpulation growth.1

3.3 Need to Improve Food Production-Distribution System2

The combined effect oftfluaaformentioned forces has

two major implications. First, the agricultural sector is

closely integrated into the rest of the economy and public

policy must be structured to deal with such interrelation-

ships. From a dynamic planning perspective it can be

argued that it is more useful to think in terms of a super-

sector or food system that accounted for “0 to 50 percent

 

lOficina Internacional del Trabajo, Situacion y Per—

§p§ctivas del Empleo en Costa Rica (Ginebra: Oficina Inter-

nacional del Trabajo, 1972)] p. 87.

Oficina de Planificacion, Plan Nacional de Desarrollo:

Estrategia y Plan Global (San Jose: Oficina de Planifica-

cion, (197“), p. “9.

2This and the following section draws heavily on

work by a study team (including the author) to develop a

series of project proposals for consideration as part of a

second stage of the Costa Rican Agricultural Sector Deve-

lc>I>Inent Program. See: PIMA, Programas Para Mejorar el

Sist3ema de Mercadeo Agropecuario en Costa Rica, Informe

Preliminar (San Jose, Costa Rica: IFAM, 197“).
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of GNP.1 The basic purpose of this system is to respond

to both internal and external market demandsiku‘food and

related services. Failure in one component becomes a

bottleneck for increased output from all other components.

Increased output and productivity from each component

requires additional administrative, technological and

resource specialization. 'Additional output and producti—

vity from the overall system requires a much larger volume

of exchange of products, services and information among

increasingly specialized components. Therefore more effec-

tive public policy to foment lower cost and less risky

agricultural and food marketing activities becomes espe-

cially critical to achieving performance objectives of this

system.

Unfortunately, analysis shows that public policy

towards the emerging food system in Costa Rica lacks effec-

tiveness.2 Agencies and institutions historically have

 

1There are no specific data available to indicate

this percentage. Yet in 1973 agriculture accounts for 20%

of GNP and food processing accounts for an estimated third

of industry's share. These then account for roughly 26%

of GNP. Assume further that all other sectors (which are

various forms of services) contribute 26% of their GNP

share to supporting agricultural production and industrial

food processing. A highly interrelated food production-

processing—distribution super-sector would then account

for an estimated “5% of GNP. And since retail prices

represent value added by all intermediate products and

services, another indicator of the role of a food system

in GNP is the percent of disposable income that consumers

spend on food. The current average estimate of this in

Costa Rica ranges from about “0% for urban consumers to

over 50% for rural ones.

21bid., p. 3-1 to 3-20.
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focused on separate agricultural commodities with major

emphasis on individual eXport crops. This orientation has

served the country well in increasing output of traditional

exports. Production and productivity increases of food

crops for the internal marketlmnmalagged, however, as has

the ability of the agricultural sector to absorb additions

to the labor force. And new problem areas such as risky

and ineffective coordination of food production with

demands of urban food distribution have not been attended

by the relatively farm oriented public and semi-public

support agencies.1

A second closely related implication is the need to

orient public policy towards planning for a strong and

changing internal demand for food marketing services. With

higher incomes and more people living in urban areas comes

demand for more convenience and other marketing services,

and for higher income elastic foods such as meat, fruits,

and vegetables. The combined effect of population, urban

and income growth over the next 20 years similar to that

over the past 20 could easily triple or quadruple the total

value of the present food bill.2

The cost at which these additional food and marketing

services are made available to local consumers is critical

to present welfare and future development potentials of

 

11816., p. 3—5.

2Kelly Harrison et al., Fomenting Improvements in

Food Marketing in Costa Rica, p. 36.
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the economy. On the one hand, inflation began to acceler-

ate in the early 1970's after a decade of nearly constant

prices. There were international.forceS<1fihigh fuel and

commodity prices affecting this, yet a SIECA study of

inflation in Central American countries also identified the

problem of relative stagnation of agricultural production

for internal demand.l To avoid food price inflation in

Costa Rica, with a 2.5 percent yearly population and a 2.5

percent real income growth (given a .6 income elasticity

of demand for food), requires overall agricultural produc-

tion increases for local consumption of approximately “

percent (assuming no increases in food imports). As shown

in Table 3.“ in constant 1966 prices the value of produc-

tion of export crops increased at a yearly rate of 7.“

percent while that of local consumption products grew at

only 3.“ percent.

At the same time, an estimated “0 to 50 percent of

the final cost of food is attributable to marketing ser-

vices.2 Thus, programs to improve efficiency of marketing

agents are also critical to keeping inflation rates low and

to achieving dynamic interaction between sectors of the

economy. Since low and low-middle income urban consumers

 

lSIECA-Secretaria Permanente del Tratado General de

Integracion Economica Centro Americana, La Evolucion Eco-

nomica de Centro America en 1971-72 y Sus Implicaciones

Sobre el Alza en 1os Precios Internos. (Guatemala, SIECA,

1973), p- 18-

2Harrison et al., Fomenting Improvements in Food

Marketinggin Costa Rica, p. 20.

 

 



 

 

 

 

'
(
l v..-

*‘

 

'
1
!

'
1

I
1
' I

i

r—h—‘z—u a,

 



70

Table 3.“ Value of EXport and Internal Market Agricul—

tural Production in Ccnstant 1966 Prices

 

 

1966 197“ Yearly

Agricultural (Thousands (Thousands Geometric

Products of 1966 of 1966 Change 66-7“

Colones) Colones) (Percentage)

Export

Products $806,733.7 $1,“2“,980.7 7.“%

Local 2 -

Consumption $806,730.8 $ 653,102.6 3.“%

Products     
lExport products include: coffee, banana, sugar,

cacao and beef.

2Local products include all other crop and livestock

products.

Source: Banco Central de Costa Rica, Cuadros del Valor

de Produccion Agropecuario 1957-197“ (San Jose:

Banco Central De Costa Rica)

 

spend such a large portion (estimated by PIMA at 50 to 60

percent) of their income on food, keeping product and

related marketing services prices at economical levels has

an important impact on the welfare of this large portion

of the population. It also has a dynamic effect in that

lower retail prices (or at least reduced rates of increases

in prices) represent real income increases which are trans-

ferred into additional purchases of both food and non-food

items. These expenditures can then set in motion a process

of additional economic expansion as new demand is reflected

back to farm, industrial and other producers.
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3.“ Agricultural Sector/Food System Development Programs

In 1970 the Costa Rica government, with assistance

from the United States Agency for International Development

(USAID) undertook a 37 million dollar Agricultural Sector

Deve10pment Program. Its primary goal was to transform

small and medium size farms of the country from using

traditional to more modern (and productive) production tech—

niques. This program involved a series of public agencies

providing new and improved activities in agricultural ser-

vices (The Ministry of Agriculture), production credit (The

National Banking System), education (The University of

Costa Rica), cooperatives, land reform, and marketing.

Expected specific consequences were the following:1

a) Improved income and levels of living for thou-

sands of farm families (with the consequential

demand increases for consumer goods);

b) Creation of a new and dynamic source of increased

national production;

0) Increased employment Opportunities and incomes

in rural areas;

d) Increased-contribution by the agricultural sec—

tor to solving balance of payment problems.

In 1973 the PIMA agricultural marketing group formed

to examine problems of municipal markets, was asked to

assist the National Agricultural Coordinating Council--

CAN--in studying marketing problems and in formulating

financeable projects which could be included by USAID and

 

l

p. 19.

USAID, Programa de Desarrollo Agropecuario 1971-7“,
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other international lending agencies in a follow-up or

second-stage sector loan. Only a small initial marketing

activity was included in the original loan and since 1970

new information indicated a possible need for additional

action.

Three problem areas were identified and projects were

proposed to deal with each, and to relate to other agri-

cultural production reforms already underway from the

initial sector development program. A San Jose Metropolitan

Region food distribution/processing center and a package

of related auxiliary services was recommended to deal with

problems resulting from the relatively unorganized and

poorly coordinated national fruit and vegetable production-

assembly-wholesaling subsystem. This was conceived as a

priority entry-point into the process of providing more

stable and less risky markets for the large number of

relatively small fruit and vegetable farmers in the country.

It was also requisite to improving the quantity and quality

of perishable products being made available to urban con-

sumers. And while the project called for new physical

infrastructure, it placed relatively more emphasis on deve-

loping effective market information, product handling and

other managementzuuisupply coordinating techniques for

farmers, wholesalers and retailers.1

 

1For a detailed discussion of problems and proposed

solutions in this area see chapter “ of the PIMA report:

Programas Para Majorar e1 Sistema de Mercadeo Agropecuario

en Costa Rica.
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A second problem and project area involved more

general urban food distribution processes. It proposed a

special credit and technical assistance program to improve

instore and supply coordinating processes of selected

wholesale and retail food merchants. The retailing compo-

nent serving the large urban area around San Jose has

already began to decentalize: central public markets are

only a portion of the system and are expected to continue

declining. They have been replaced by a large number of

small personal service retailers located in local neigh-

borhoods, and since some 10 years ago, a rapidly growing

number of large-scale, self—service supermarkets. The

latter represent potential progressive elements in the urban

distribution system. Already one of the supermarket chains

is contracting with, and providing improved production

technologies to, farmers. There is also an effort by a

number of small-scale neighborhood stores to form and

operate retailer owned cooperative wholesale operations.

Yet for the most part the large urban area distribution

system (particularly that part serving low income consumers)

was judged not to be adjusting as effectively as possible

to changing demands. Nor was it advancing sufficiently

in the critical role of effectively linking urban consumer

needs to rural food production potentials (both small and

large farmers).l

 

lSee chapter 5 of the PIMA Programas report for a

detailed discussion of this problem area.
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The third problem and project area deals with improv-

ing the ability of various Costa Ricanpmblic agencies to

provide analysis and policy leadership, and continually

changing services to a dynamic food marketing system. The

historical objective and thrust of public sector actions

(to primarily increase production and productivity of

agricultural export crops3 was judged inadequate to achieve

present multiple goals of the food and agriculture produc-

tion-distribution system. The 1970 Agricultural Sector

Program sought to improve the capacity of various public

institutions to transform production methods of small- and

medium-size farmers. This part of the marketing study

proposed formation of two new agencies and fortification

of services of existing ones in order to improve the public

sector's ability to promote change and development of mar-

keting processes critically linked to agricultural produc-

tion by small farmers. These basic institution building

prOposals included the following:1

a) Formation of a task force of marketing economists

and technicians with the objective of contin-

uously studying, planning and programming the

development of desirable changes in marketing

processes.

b) Formation of an urban food distribution public

agency to promote needed changes in this rela-

tively new area of agricultural marketing.

c) Formation of a program of farm marketing exten-

sion services within the Ministry of Agriculture.

 

1See chapter 6 of the PIMA Programas report for a

detailed discussion of this problem area.
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This would also include an improved market

intelligence and news service program.

3.5 County Government Reform to Promote Rural Development
 

Another important forceftu1changes in the national

food system is a county government reform program aimed at

strengthening local participation in decisions determining

the pace and quality of rural development. As part of the

Agricultural Sector Program a series of studies were done

on local government and community development in rural areas

of the country.1 Investment in rural infrastructure was

judged inadequate, as was local organization, initiative

and problem solving capacity. Improving these was seen as

a strategic component of a more general effort to slow

off-farm and rural county out-migration to the San Jose

area.

Costa Rica has 7 provinces or states. Each is

divided into Cantons which are in turn subdivided into

Districtos. There are a total of 80 Cantons and “O8 Dis-
 

trictos in the country. The Spanish term Canton is common-

ly translated as "municipality," although for the present

study "county" is used as it is a more accurate equivalent.

"Municipality" conotes only a town or city government unit,

 

1See chapter VII of the USAID publication, Programas

de Desarrollo Agropecuario for a detailed discussion of

these studies. See also:

 

 

ChristOpher E. Baker, Ronald P. Stone and Samuel

Stone, Municipal Government in Costa Rica: Its Character-

istics and Functions (San Jose: Associated Colleges of

the Midwest, CentralAmerican Field Program, 1971).
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while "county" describes a geographical region including

both urban and rural areas, and this is the more correct

meaning of a Canton. The central administrative and poli-

tical unit of a Canton is called a corppraCion municipal
 

and commonly translated as municipal corporation. Again

this will not be used because it focuses attention only

on the urban portion of a county. The unit will simply be

referred to as the "county government" or "county council"

since it is made up of elected councilmen who in turn

appoint a county manager. The county government is physi-

cally located in the Cabecera de Canton, which herein is
 

translated at "county seat."

Districtos are likewise translated at "townships"
 

since they are geographical subdivisions of counties. The

concept of a "rural county" is not defined in Costa Rica

since all cabeceras de canton (except four with populations
 

of less than 500 and situated in isolated rural areas) are

classified as "urban." Hence, counties usually contain

both urban and rural areas. The present study defines

"rural counties" as those having more than 50 percent of the

total county labor force employed directly in agricultural

activities, as identified in the occupational data from the

1973 Population Census. There are 50 counties in this

category.

Historically county government played a key role in

developing Costa Rica's democratic tradition. Most local

infrastructure and services were also providedtnrthem
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because national communication was difficult and the cen-

tral government was relatively weak. This beginning gave

way to a long period (about 100 years) of centralization

of power, reducing county governments to weak administra-

tive bodies. The Baker et a1. study concluded:

We cannot help but agree with those who seek sub-

stantial reforms at the municipal level of govern-

ment. If municipal~(county) government is to be

viewed as a significant structure of government in

Costa Rica, such reforms are imperative. At the

present time the rural municipal councils of Costa

Rica fulfill little more than an administrative

function and are not at all equipped to participate

actively in the processlof resolving the needs of

a "developing" society.

Starting in l9“9,the centralization trend began to

reverse, county governments were at least given token

autonomy and a series of autonomous institutions were

created to assume reSponsibility for and/or to assist local

governments in providing water, electricity, urban planning

and other needed local services. These agencies helped to

increase investment in desired infrastructure, although

county government income and investment still remained

inadequate. The lack of long-term credit at moderate

rates of interest was diagnosed as a critical factor in

limiting investment in rural county and regional projects.

In 1970 a new tax legislation and a municipal (county)

code was passed which began a planned five-step program of

additional reforms. These steps include:

 

1Christopher E. Baker, Op. cit., p. 122.
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1) County financing was improved by replacing par-

tial participation in five taxes with the full

yield of an ad-valorem property tax.

2) The new municipal code established norms of

administrative conduct, improved financing

procedures, returned appointment of the county

manager to the county councils, called for the

study of a county level civil service system,

and authorized the creation of an autonomous

institute to provide counties with long-term

financing and technical assistance.

3) The actual creation of IFAM--Instituto de Fomento

yfAsesoria Municipal.
 

“) County elections are to be changed to off-year

schedules, thus hoping to focus councilmen's

electoral campaigns on local issues.

5) A project is underway to consider revision of the

present political-administrative boundaries of

the countiesixlorder to more closely align them

with actual needs.

The Agricultural Sector Program provided IFAM in its

startup phase with assistance in capitalization, technical

assistance, and equipment. The objective was to enable a

more rapid response by the new agency to the needs of

county government, particularly those in rural areas. The

credit and technical assistance functionscxfIFAM were

conceptualized as complementary tools;

IFAM loan agreements will obligate the borrowing

municipality to begin programs of improved tax

collection and municipal administration, and to

collaborate with IFAM in its training and research

programs. Loans will also include costs of feasi-

bility studies, plans, and supervision, when appro—

priate. Particular stress will be placed by IFAM

on the need to establish the economic, financial,

and administrative feasibility of specific

projects.1

 

l

p. 200.

AID--Programa de Desarrollo Agropecuario 1971-7“,
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The general lending policy of IFAM was to emphasize econo-

mically viable projects which demonstrate reasonable return

on investment. Projects with fewer directly recoverable

costs but important social benefits were to also be con-

sidered when counties showed an ability to absorb debt

payment with regular tax and other income.

3.6 Conclusions

This concludes a review of key forces of change in

the Costa Rican economy. Income and population growth are

pressuring the food production and distribution system

serving consumers (particularly low-income ones) in large

urban areas for new and improved services. A national agri-

cultural sector program is underway to expand production of

local food crops and to improve overall living conditions

111 rural areas through more effective local government

aOtion. A series of marketing and distribution improvement

PINDgrams have also been proposed to help remove a number

Of’ retail, wholesale, and farm-level marketing bottlenecks.

Given the sectoral composition of the Costa Rican

eCCniomy, it is increasingly necessary to treat agricultural

pr’Oduction-distribution processes as components of a highly

int erdependent and dynamic urban and national food system.

TheE‘following chapter will show why food distribution and

‘30rlsumption processes in rural areas of the country ought

‘to’ likewise be considered as critical elements of this

System.
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CHAPTER IV

COMPARATIVE DESCRIPTIVE DIAGNOSTIC OF NARANJO AND

PURISCAL COUNTY FOOD DISTRIBUTION SUBSYSTEMS

The purpose of this chapter is to describe and ana-

lyze vertical organization and coordination processes

within the Naranjo and Puriscal county food distribution

subsystems as conceptualized in Chapter II. The analysis

will particularly focus upon public markets in rural

county seats as coordinating institutions for county-level

food distribution processes. It will also closely examine

consumer, retailer, and wholesaler behavior in order to

undertake in later chapters two important objectives of

the overall research:

1) To evaluate the impact of proposed new public

food markets.

2) To formulate alternative institutional and

other reforms to more effectively solve ex—

isting problems and thereby improve overall

performance of county and national food

systems.

Primary or "core" subsystem participants to be

examined include the following:

A. Urban and rural consumers, including farmers who

produce varying amounts of their own food

supplies.

B. Urban and rural food retailers.

C. Wholesale suppliers located within each county

and connections with wholesale sources outside

each.

80
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“.1 Counties Included inihe Analysis

IFAM officially received ten municipal or public food

market loan requests in June of 1973 (Table “.0). PIMA

was asked to help evaluate these, although at the time it

was charged with working primarily on a national-level

analysis of food marketing and the feasibility of a national

food processing and distribution center in the San Jose

metropolitan region. Costa Rican private engineering and

agricultural consulting firms had completed feasibility

studies of the Grecia, San Carlos, and Naranjo projects.l

Substantial financial and political commitments were thus

already made, especially for Grecia and San Carlos.

Hence, in spite of some doubt as to the viability of

the earlier studies, PIMA began to focus on the newer re-

quests, with the exception of a reevaluation of the Naranjo

project. It was undertaken because the previous feasibility

study had not been large and there was a general feeling

that another analysis could sufficiently alter the prOposed

project (reducing its costs) to justify the additional

 

l(a) Agroindustrias Toro, Estudio de Factibilidad del

Mercado Municipal para la Zona de San Carlos (San Jose,

Costa Rica: Agroindustrias Toro, 1970) [hereinafter refer-

red to as the San Carlos Feasibility Study].

(b) AICA-SAMAG, Estudio de Factibilidad del Mercado

Municipal de Grecia (San Jose, Costa Rica: AlCA-SAMAG,

1969) [hereinafter referred to as the Grecia Feasibility

Study].

(c) ICESA--Ingenieros-Arquitectos Consultores, Estu—

dio de Factibilidad para Remodelacion del Mercado Municipal

y Instalacion de una Terminal de Buses en Naranjo (San

Jose, Costa Rica: ICESA, 1972)VIhereinafter referred to as

the Naranjo Feasibility Study].
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expense of a second study. A regional planning study for

the county of Perez Zeledon was also underway by another

division of IFAM, so it was decided that PIMA would cooper-

ate with them in analyzing that specific market loan request.1

Finally, the county of Puriscal was pursuing IFAM for quick

action on a request, as their county engineer had already

prepared preliminary drawings of the proposed market remo-

deling.

PIMA thus undertook the primary reSponsibility of

analyzing the Naranjo and Puriscal requests and of acting

as consultants to the Perez Zeledon study. Primary data

surveys were designed and executed by PIMA for Naranjo and

Puriscal. For this reason, this chapter will focus mostly

on these two counties although, when feasible, occasional

reference is made to findings from the other cases.

Map “.1 shows the location of all the county feasi-

bility studies done by PIMA, IFAM Regional Study Groups,

2
and private engineering firms. The entire country is well

 

lPIMA (Programa Integral de Mercadeo Agropecuario),

Analysis Sobre el Mercado Municipal_y_la Zona Comercial en

San Isidro de el General (San Jose, Costa Rica: IFAM, 1973)

[hereinafter referred to as the San Isidro Feasibility Study].

 

2The Nicoya study was done by a Regional Study Group

and PIMA in 1975 after Phase One work for the present study

was completed. The Limon Study was likewise done by a pri—

vade firm in late 197“ and early 1975.

PIMA. Estudio del Mercad9_en el Canton de Nicoya.

(San Jose, Costa Rica: IFAM, 1975) [hereinafter referred

to as the Nicoya Feasibilipy Study].

ICESA (Ingenieros—Arquitectos Consultores), Estudio

de Factibilidad: Remodelacion Mercado en el Municipio de

Limon (San Jose, Costa Rica: ICESA, 1973) [hereinafter

referred to as the Limon Feasibility Study].
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Map “.1 Counties in Costa Rica in Which Public Market

Feasibility Studies Were Carried Out

NICARAGUA
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represented in the geographical spread of these. Yet the

engineering firm studies were significantly different (com-

pared to the PIMA ones) in their scope and procedure (This

will be further discussed in Chapter V.) So in spite of

the rather wide coverage of the country, there is little

detailed comparative data available beyond that collected

by PIMA. This is particularly true for the rural areas of

each county, as the engineering firm studies and the empha—

sis of the IFAM regional ones were upon a more limited view

of food marketing within county seats only.

“.2 Consumers in Naranjo and Puriscal Counties
 

“.21 Settlement Patterns
 

Knowing the number and exact geographic location of

consumers is important in the study of the rural food dis-

tribution subsystem, since a more or less concentrated or

nucleated pattern of settlement directly influences trans—

portation and other volume and assortment-creating costs for

retailers, wholesalers, and consumers. It also indicates

the potential density of demand for retailers in various

rural locations. The 1973 Costa Rican Population Census

shows (Table “.l) the total population of the townships of

each county broken down by urban and rural locations. For

both, as well as most other counties of Costa Rica, the

county seats are classified as "urban" andthe rest of the

county as'HWHQUHW'Naranjo has approximately 30 percent and

Puriscal 11 percent of their population living in urban

areas .
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Table “.1 Urban and Rural Population of the Townships Of

Naranjo and Puriscal Counties

County Urban

and (County Seat PORETZEion Total

Township Population) p

Naranjo

(l) Naranjo 5,9““ 3,961 9,905

(2) San Miguel --- 1,357 1,359

(3) San Jose --— 1,763 1,763

(“) Cirri Sur —-- 1,603 1,603

(5) San Jeronimo --- 1,039 1,039

(6) San Juan --- 2,559 2,559

(7) Rosario --- 1,“95 l,“95

TOTAL 5.9““ 13,777 19,721

PERCENT OF TOTAL 30 70 100

Pgriscal

(l) Santiago 2,588 “,590 7,178

(2) Mercedes Sur -—— 8,6“3 8,6“3

(3) Barbacocas --- 2,326 2,326

(A) Grifo Alto -—- 1,2“9 1,2u9

(5) San Rafael --- 2,075 2,075

(6) Candelarita --— 1,198 1,198

(7) Desamparaditos --- 538 538

(8) San Antonio --- 9“3 9“3

TOTAL 2,588 21,562 2u,150

PERCENT OF TOTAL 11 89 100

\    
 

SOurce: 1973 Costa Rican POpulation Census.
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These location definitions are misleading, however.

In Costa Rica, county seat communities with pOpulations as

small as 212 (county of Turrabares), located in relatively

distant agricultural areas are classified as "urban," as

are cities Of 5,000, 10,000 and larger. And population

nucleations in townships of counties may have pOpulationscm‘

250, 500, or larger and still be classified as "rural."

Therefore, both the urban and rural categories contain a

wide range of pOpulation density areas. Furthermore, the

Census Bureau does not collect nor maintain any information

on the number, size, or other characteristics Of the various—

sized rural nucleations in each county. They only recognize

one community in each county--the county seat. Because of

this, the rural consumer and retailer surveys were carried

out ignoring Specific rural settlement location. The survey

design, however, was such that higher rates Of sampling

resulted in higher population density areas.

During and after the field work, it became Obvious that

more specific rural settlement information was important to

questions of alternative rural fOOd distribution services.

SO as part of the Phase Two research activities, it was

decided to search for a more complete and detailed View Of

the rural settlement pattern. After reviewing available

Studies, an estimation procedure was developed utilizing (1)

1973 Costa Rican township census maps and information

graphically represented on them, (2) data from business
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license records of Naranjo and Puriscal county government

Offices, and (3) information collected in the rural consumer

surveys.

This procedure is discussed in Appendix G. "Large

villages" are defined as pOpulation nucleations having a

church, rural school and two or more small food stores, and

at least 30, 60, and 90 houses within 300-, 600-, and 900-
 

meter radius circles (respectively) drawn on Costa Rican

Township Census Maps. "Small villages" are defined as

having a church, rural school, one or more fOOd stores, and

less than 30, 60, and 90 houses within the 300-, 600-, and
 

900-meter radius circles. Other small rural concentration

points are also identified when having a small number Of

houses (up tO 15 or 20) clustered around a rural school and

one fOOd store.

Table “.2 shows the estimated number Of rural commu-

nities identified. Naranjo County has some 15 large and

small villages and Puriscal has 16. Alternative pOpulation

estimates for each of these were derived since there are no

Official definitions Of the legal physical boundaries Of

these communities (see Table C.2). Size B estimates (cover-

ing about a one square kilometer area) for small and large

‘villages appear reasonable and show a significant change in

the degree of dispersion implied by classifying all Of the

POpulation living outside county seats as "rural." The

Census Bureau says Naranjo County has 70 percent Of its

pOpmlation classified as rural: the rural area Of the county
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Table “.2 Estimated Number Of Urban and Rural Communities

in Naranjo and Puriscal Counties

Number Of Communities

County Urban Rural

Toigghip Other
(County Large Small Smaller

Seat) Villages Villages Concen-

trations

Naranjo

(l) Naranjo l 3 2

(2) San Miguel l l

(3) San Jose 1 l l

(“) Cirri Sur 3

(5) San Jeronimo l l

(6) San Juan 1 l

(7) Rosario 1 1

TOTAL 1 7 8 “

Puriscal

(l) Santiago l 2 l

(2) Mercedes Sur l “ ll

(3) Barbacocas l l 2

(u) GrifO Alto 2 2

(5) San Rafael 2

(6) Candelarito l l

(7) Desamparaditos l

(8) San Antonio 1 1

TOTAL 1 “ l2 18

Source: Derived from Costa Rican Census Bureau Maps.
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covers some 115 square kilometers. The 15 size B rural

communities include only 1“ percent (16.5 km2) Of the rural

area but account for over 30 percent Of the rural population.

The average population density in these is approximately

368 people per square kilometer, while in the remaining

area of the county the density is some 78 persons per

square kilometer.

The change in the degree of dispersion is even greater

for Puriscal County. The 16 size B rural communities cover

only 3 percent of the rural land area and include 20 per-

cent Of the rural pOpulation. The average density in the

communities is some 27“ persons per square kilometer, while

in other rural areas it is only 31.

Thus rural consumers are not a homogeneously dis-

persed group. Substantial settlement concentrations are

present and it is hypothesized that this has significant

implications for existing and alternative ways Of organizing

and coordinating the rural food distribution subsystem.

“.22 Agriculture and Other Occupations Of Consumers

This study classifies Naranjo and Puriscal as rural

counties, since over one-half Of the economically active

pOpulation in each is employed directly in agricultural

production activities. In the 1973 Costa Rican POpulation

Census (Table “.3), 58 percent and 71 percentof the labor.

force in Naranjo and Puriscal, respectively, work in agri-

culture. In order to begin to study the demand for pur-

Cfluased food and related marketing services, it is necessary
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Table “.3 Occupational Distribution of Economically Active

Population in Naranjo and Puriscal Counties

 

 

 

Percentage of Economically

Active Population

Occupation

Naranjo Puriscal

County County

Agriculture 58 71

(Self-Employed Farming—— (15) (35)

Prime Source Of Income)

(Agriculture Laborer-— (“3) (36)

Prime Source Of Income) (58) (71)

Industry 5 3

Construction 5 3

Public Utilities 0.1 0.1

Commerce 8 6

Transportation 3 2

Services 1“ 12

Other 7 3.__

TOTAL 100 100

Total Economically

Active Population 5,372 6,583    
lThis estimated breakdown of the population employed

in agriculture is done with information from the Consumer

Survey and not the 1973 POpulation Census.

Source: 1973 Costa Rican Population Census.
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tO know how many Of these agriculturally-related consumers

grow all or some degree Of their own food supply. Unfor-

tunately, the Census definitioncMT"agricultural employmenU‘

does not distinguish between farm owners and/or Operators

and farm laborers. Nor is there any indication of where

heads Of households in each county earn their primary source

Of income. ~

According to land ownership, the 1973 Agricultural

Census identified 1,275 farms in Naranjo and 2,112 in

Puriscal.Counties.CTable“»“). But there is no breakdown for

each county Of the number of farms by size grouping, so

it is impossible to know how many farms are so small as to

preclude the possibility Of a family earning an income from

them.

The PIMA rural-area consumer surveys collected infor-

mation on family income and occupation, and this indicates

an estimated 15 percent and 35 percent Of heads Of households

employed in agriculture in Naranjo and Puriscal Counties

earning their primary source Of income from the Operation

Of a farm. Given the total number Of rural households,

there are, then, an estimated 800 primary farm Operators

in Naranjo and 2,150 in Puriscal. Compared to Census farm

numbers, there are some “75 (37 percent) Of the farms in

Naranjo County that dO not provide their owners and/or

Operators with a primary source Of income. Virtually all

Of the farms in Puriscal do provide a primary source Of

income.
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The type of agriculture in each county eXplains the

apparent inconsistency here. Naranjo produces primarily

coffee (Table “.5); and, while there are no statistics to

indicate, there are a number Of quite large coffee farms

generally employing many rural laborers. There are also

many very small coffee farms whose Operation probably only

supplements the laborer income Of the head Of the household.

In contrast, Puriscal has a somewhat diversified agricul-

ture (Table “.5). Coffee is still the most important

crop, although there is less enterprise specialization on

the average farm. Puriscal County also covers over four

times as much area as Naranjo and has an average farm size

of about double. SO it is possible for most farm owners to

gain their primary incomes from the farming Operation.

Lacking better estimates, it is assumed that these

provide a reasonable view Of the potential number of farm

families that could grow some or all of their own food. In

general the data show that the percentage of people employed

directly in agriculture may not be a good indicator of the

potential demand for purchased food, since over half Of

the group are primarily laborers and may not have access to

sufficient land to provide all or most of their own food.

Nor can it be assumed that farm owner/operators raise their

own food supply. Most farms in both counties, whether

highly specialized or relatively more diversified, are pro-

ducing for a commercial market.
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“.23 Consumer Income

Family and per-capita income levels are important

variables influencing the demand for purchased food and re-

lated marketing services. At the time the field work was

completed for the present research, there was no information

available on the absolute or relative levels of income of

the consumers of either county. Information was Just becom—

ing available from a country~wide survey on general levels

of rural and urban income, although this was still consi-

dered too general for the purposes of the detailed county

case studies. For this reason, the consumer surveys under-

taken contained a short section on household monetary income

by all family members economically active. And in order to

compare results with the national study, the type and

approach of the questions asked were purposely designed

along as similar lines as possible of this previous study,

inith one major exception. The present study did not include

(estimates of the value of farm perquisites or rent of homes

iri calculating total family income.

Results are shown in Table 4.6. Before discussing

triese, however, it is important to consider that using a

Cuie-visit, recall survey instrument to measure family in-

Cname is subject to many sources of error; resulting infor-

‘mation must be carefully kept in perspective. Two special

problems also arise in measuring income among the rural

pOpulation: (1) income records are usually not available

and farmers have only a vague idea of their real income;
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(2) it is very difficult, if not impossible, in a one—visit,

recall survey to accurately measure the amount of farm pro-

duction consumed on the farm. As mentioned, due to limited

time and resources during the present survey, there was no

effort to measure the value of farm perquisites nor to

impute a rental value for home ownership as additional

sources of income. Thus, survey results must be used care-

fully and cross-consistency checks of information will be

utilized whenever possible. For this purpose, Table “.7

contains information from the 1971 Cespedes study on

national income levels.

Given these caveats, information obtained in the two

counties appears reasonable, although there are indications

that the absolute levels of family and per-capita income

may be underestimated. The average 1973 per-capita income

for all areas of Naranjo County is exactly equal to the

1971 average for all rural areas in the Cespedes study.

Ehit his definition of rural excludes all areas recognized

b3? the Census Bureau as urban; i.e., almost all county

Sweat towns. Comparison of the per—capita income in the

LIIPban area of Naranjo County to the national average for

L11"ban areas shows a major difference ($171 as compared to

$318 in the Cespedes study). This could be consistent,

Tuawever, as the urban income figures in the Cespedes study

are heavily influenced by data from the metrOpolitan area

Of San Jose, and it is consistent for incOme levels to be

higher here than in county seat towns of primarily rural

counties.
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The findings of the relative distribution of income

among the population of Naranjo County compare closely with

the Cespedes study. As a county average, some 70 percent

of the sample families had monthly per-capita incomes of

$l“9 or less. The Cespedes study found as a national rural

average that 67 percent of the families received less than

$159.

Finally, since Costa Rica experienced an average rate

of nominal growth in per-capita gross national product of

15 percent per year between 1971 and 1973, there may be a

problem with the average family and per-capita estimates

for Naranjo in 1973 being approximately equal to those of

the Cespedes work of 1971. One obvious explanation is that

the Cespedes study is of the entire rural population, while

Naranjo is a specific rural county. There is no statisti-

cal reason for these to be similar. Yet this may indicate

that the Naranjo income levels are underestimated. One

explanation is the exclusion of estimates of home rents

for those families owning their own homes. Given that an

estimated majority of those surveyed in each county own

their own homes and that those living on farms do consume

some percentage of farm production, including these items

as additional sources of income would increase total family

income. On the other hand, it is doubtful that this would

explain the entire amount of apparent underestimation,

since overall levels of consumption of farm perquisites are

relatively low for rural consumers in the county.
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Incomes for Puriscal County are substantially below

those in Naranjo. Likewise, the relative distribution of

income here shows a higher percentage of the population in

the lower per-capita income groupings. While an estimated

70 percent of Naranjo's population has monthly per-capita

income of $l“9 or less, Puriscal has over 80 percent. It

is important to note, however, that the consumer survey in

Puriscal showed somewhat higher levels of consumption of

farm perquisites. Including these, as well as imputed

values of home rent in income estimates would improve the

relative position of Puriscal consumers compared to Naranjo.

Yet the economy of Puriscal is visually poorer than that

of Naranjo. The agriculture is more diversified, and there

is only about one-fifth as much coffee produced yearly as

in Naranjo. So it appears internally consistent to

observe lower levels of household income in Puriscal.

In summary, it is concluded that the income data for

consumers in the two counties is internally consistent and

reasonably comparable to results of the Cespedes study.

The problem of not including estimates of the value of

farm perquisites in the income data causes some underesti-

mation. In general, however, these income figures show the

relatively unfavorable position of the Naranjo and Puris-

cal county populations (and of most other rural areas of

the country). Costa Rican national per-capita yearly dis-

posable income in 1973 (the figure perhaps most comparable
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to our estimates) was approximately $555 U.S. dollars.1

The yearly average per-capita cash income for Naranjo is

about $190, and $135 for Puriscal. The village and dis-

persed farm populations in both counties have incomes

below these county-wide averages.

“.2“ Transpprtation Modes and Refrigerator Owner-

ship Patterns
 

Two important additional variables that influence

consumer food purchasing patterns are the modes of trans-

portation available and the possibility of storing perish-

able food in the home for longer periods of time in

refrigeration devices. Information on private automobile

(or truck) and refrigerator ownership patterns was also

collected in the consumer survey, and results are shown

in Table “.8. Again, the overall higher income of Naranjo

County shows up, with an average of 11 percent of the fam-

ilies owning both autos and refrigerators, while only three

percent own autos and five percent refrigerators in Puris-

cal.

With only a relatively small percentage of families

owning private transportation modes in both counties,

public transportation becomes quite important in facilitat—

ing consumer mobility. Both counties have a relatively

well-developed, privately—operated, public transport

system. As a general rule each township of both counties

 

1Exchange rate: 8.7 Costa Rican Colones = l U.S.

Dollar.
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is served by at least one, and usually two, daily bus

routes carrying passengers to and from the county seat.

On weekend days in both counties, the number of daily runs

along each township route increases to at least three, and

sometimes as many as five, round trips from the most dis-

tant pickup point in each township to its respective

county seat.

As a rule, also, the bus routes serving each town-

ship are independently owned and operated by local indi-

viduals. Buses used are privately purchased, operated, and

maintained by their owners. There is no public subsidy of

equipment or Operating costs, and rates are not regulated

by county or national agencies. The coverage of specific

routes in each township is a function of available roads

and their maintenance condition and of the bus owner's

sense of where demand density is sufficient to warrant in-

cluding that area. This is no major problem, however,

since most townships are serviced from their county seats

by one more—or—less, all-weather gravel road. Thus, the

bus owner/operator simply decides how far he will penetrate

a particular area (route coverage is shown on the county

maps in Appendix B).

“.3 Structural Characteristics of Food Merchants
 

“.31 Number, Type and Location of Outlets
 

The previous section outlined basic structural con-

ditions facing consumers in the two counties. Before con-

sidering consumer behavior,given these constraints, let us
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examine the supply of alternative retail food marketing

services available to rural and urban residents in the

counties. Commercial license records showed 133 and 159

food merchants operating in Naranjo and Puriscal Counties,

respectively, when the PIMA business surveys were carried

out.

As shown in Table “.9, only one of these businesses

is exclusively wholesale and only five are retail-wholesale

Operations. The National Production Council, a public

food marketing and regulation agency, has one relatively

broad-line grocery store in each county seat. The remainder

are small-scale retail shops selling a general line of

grocery items. The different stalls in each county seat

public market are highly specialized according to product

lines. The only fresh meat retailers in Naranjo County

are market stall outlets, whereas in Puriscal County there

are public market meat stalls, meat stores located in the

central business district of the county seat, and two meat

stores in the rural townships. The small, and retail-

wholesale grocery stores do not carry more highly perish-

able products like fresh meat and vegetables. Their line

of grocery items does generally include some processed

meats, eggs, less perishable dairy items, vegetables (such

as potatoes and onions), and beverages. As a rule, only

those retail grocery stores with a liquor license will sell

beer and liquor by the drink, with the exception of the

retailer/wholesalers, who act primarily as wholesale

suppliers of liquor to consumers and retailers.
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In the respective county seat towns, a majority of

the food merchants are located geographically within a

relatively dense commercial area, generally continguous

to other non-food businesses, which is labeled the "central

(or commercial) business district" (CBD) for purposes of

the present study. Maps in Appendix B illustrate the area

included in this for each,county seat as well as the loca-

tion of food merchants in each CBD, county seat and rural

township of both counties. To some extent the definition

of a CBD is arbitrary, although it is generally true that

the food and non-food businesses within these areas are

the primary commercial attraction for non—county seat

consumers. A relatively broad line of convenience and

shopping goods is available within the CBD's. On the other

hand, the other small food and liquor stores located out-

side the CBD's in each county seat are primarily conven-

ience outlets for local residents and do not sell any

significant amount of items to rural consumers.

In each county there is also a relatively large

number of small grocery and grocery and liquor stores

located in the rural areas. To better view the geographi-

cal distribution, Table “.10 shows an estimated breakdown

of these retailers by the typical rural settlement pat-

terns identified in Section “.2. Thus, there is considerable

difference in the location patterns of these throughout

the rural areas. In both counties something over half of

the stores are located in more dispersed population density
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areas. Each large village identified has an average of

three outlets, while each small one has one or two.

Together these two types of rural communities account for

approximately “0 percent of the retailers in both counties.

By using estimates previously derived on the popula-

tion located within various distances of the communities

in which these outlets are located, it is possible to see

what percentage of rural consumers is within a convenient

walking distance of the stores. In Naranjo, an estimated

8,“00 consumers, or 61 percent of the rural pOpulation,

live within a 900—meter walk from these stores. Only about

6,700, or 32 percent, of the rural population of Puriscal

live within this distance. The latter is probably due to

the fact that Puriscal is a much larger county than Naranjo,

with overall lower population density.

The above indicates that stores located in these

communities have a potentially higher density of demand

than those in more dispersed locations. The other stores

are generally spread over the remaining rural area so

that almost all rural consumers are within easy walking

distance of a rural outlet.

“.32 Volume of Sales by Retailers
 

In order to examine the significance of the location

of the various food retailing services inthe counties, it

is necessary to know the relative volume of sales of dif-

ferent foods by these outlets. As briefly discussed in
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Chapter II, in Costa Rica (as with most developing coun-

tries) there are no public data sources on volume of sales

by commercial establishments. Therefore, the only way to

identify trade channels and relative sales positions of

different food merchants is to design and carry out a sales

volume survey. When stores handle only a few basic items,

these studies are manageable. But due to the relatively

large number of items carried by food retailers in Costa

.
-
e

-

Rica, it is difficult and expensive to design a survey on

the basis of individual products carried. Surveying quan-

tities purchased, and purchase and sales prices by retail-

ers is also difficult because of the suspicion by retailers

that data will be used for tax or productrmnfleau3regula-

tion purposes.

For PIMA surveys, relative flows were estimated of

eight important aggregate product groups instead of for
 

individual products within these groups. These were not

measured by quantity but by monthly value of purchases by

merchants of each group of products. Obviously these

underestimate the total retail value of sales to consumers

by the amount of wholesale-retail mark-ups applied by dis-

tinct types of retailers. Given limited research resources

and time, however, it was felt that they would yield

reasonable estimates of the relative importance of the

various trade flows in the county food distribution subsys-

tems. Note that these estimates will be matched against

information collected via consumer surveys, thus providing
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for tests of internal and cross consistency of the retail

sales data.

Results of this survey are shown in Tables “.11 and

“.12. Assuming equal percentage mark-ups for all outlets,

the purchase data may be considered reasonable estimates

of sales. As a group, the public market stalls handle

approximately 15 percent of the value of all food and

beverages handled at retail in each county. Thus they play

a relatively small role in total food sales, although

for meat and a broad line of fruits and vegetables they

do handle a much larger relative share of total county

sales. Hence, these facilities are (and as later analy-

sis will show,apparently will increasingly become)

specialty outlets and not broad—line sources of food pro-

ducts. This specialization appears to be more advanced in

Naranjo, where meat is only sold by market stall outlets.

While public market outlets in both counties are the

only retail source of a broad line of fruits and vegeta-

bles, they are not the only stores selling a selected

number of these products. In fact, rural Naranjo retail-

ers as a group handle twice the value of this product line,

although the majority of sales is made up by only two

primary items: potatoes and onions. Rural Puriscal out-

lets also handle these two products, although apparently

in smaller relative quantities. And this appears inter-

nally consistent, since rural incomes are lower in Puriscal
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and consumer data show generally higher levels of on-farm

production and consumption of fruits and vegetables.

The major food retail outlets from an individual

store volume of business are located in the CBD groupings.

In the aggregate, these stores move more than twice the

value of the public market outlets. The most important

individual outlets here are the retail/wholesale grocer-

ies, although only their retail sales are shown in the

tables. In Naranjo County, only three retail/wholesale

groceries handle 2“ percent of the entire county's monthly

retail value. This type of store does not show up as

strongly in Puriscal, which is consistent with visual ob—

servations made during the field research. Still, there

is also reason to believe that the Puriscal surveys under-

estimated their retail and wholesale sales and the percen-

tage of these which is sold at retail. This will be

discussed in more detail later in the study.

Finally, the state-owned and operated CNP stores com-

pete in each county with six to eight percent of total

sales. The outlet in Puriscal is particularly important

since it appears to be the single largest retail firm

(although this is not true if the volume of sales by

retailer/wholesalers is underestimated).

In both county seats, the group of small grocery stores

located outside the CBD, but still within the physical

boundaries of the towns, handle a relatively important

volume of sales, given these are not large communities and



115

distances from a majority of households to the CBD are

not great. Sales by these more local outlets thus indi-

cate a demand for convenience and other more personal ser—

vices, even in these small county seat towns. A similar

demand has been well documented for large urban areas of

Latin American cities, but conventional wisdom has gener-

ally been that this demand was nonexistent in smaller

communities.

Perhaps the major finding of this business survey is

the important market share of the outlets in the various

rural area locations. Unfortunately it was not possible

to disaggregate the value of purchase information accord-

ing to the previously identified location points (large and

small villages, and dispersed). Instead, the breakdown

was done according to whether or not the small rural gro-

cery store did or did not have an official county liquor

license and did in fact sell liquor, among other things.

In both counties these two types of rural outlets move

over one-third of their county's total sales of food and

beverages. The 106 rural stores in Puriscal account for

almost one-half of total county monthly sales. Within this

group the small grocery and liquor stores are also relative-

ly much more important in Puriscal than in Naranjo. This

is partially eXplained by the larger relative percentage

of beverage and liquor sales by the Puriscal stores. Yet

it is also due to the larger relative number of rural gro—

cery stores in Puriscal with liquor licenses. Both of
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these conditions are probably due to the less densely

pOpulated and more isolated nature of much of the rural

area of Puriscal County. Under these circumstances almost

all of the grocery stores take on social as well as econo-

mic functions, and selling beer and aguardiente by the
 

drink is an important part of local social activity.

“.33 A Comparison of Retailer Characteristics
 

Given the general nature and relative importance of

the various retail food merchants in the counties, let us

examine in more detail selected characteristics of these.

The data in Table “.13 show considerable similarity among

outlets in rural areas and considerable differences among

those in the county seat towns of the two counties.

The rural outlets in both counties tend to be owner-

operated businesses, with many of the larger ones having

an additional full— or part-time salaried employee. On the

average, both types of rural stores have been operated by

their present owners for from four to six years. Yet 20

percent of the Naranjo rural outlets and 35 percent of those

in Puriscal have been in operation, by their present owners,

one year or less. So there is probably a fairly frequent

turnover of these newer outlets over time. This also

indicates there is a rather wide range in most of the char—

acteristics shown in Table “.13. Note, in addition, that

sales volume indicators for the small grocery and liquor

stores do not include the beverages and liquor product line.
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Thus, these stores are larger than the small grocery

stores in rural areas not only because they sell an addi-

tional product line (beverages and liquor), but because

they also sell approximately one-third more of all food

products.

Among the outlets in the CBD's of the two counties,

the retail/wholesale grocery stores stand out as established

and important food distribution institutions. Along with

the state grocery stores (CNP), these are the largest

food retailers as well as wholesale suppliers located in

each county. They have an average of seven to nine salar-

ied employees and have all been in business at least five

years, with the average being much longer. The stores in

Naranjo are significantly larger, both in retail and whole-

sale sales, than those in Puriscal. The stores in Puriscal

are still important, although they tend to have less Of a

market share than those in Naranjo. It is hypothesized

that over time the relative importance Of the retailer/

wholesalers in Puriscal's food distribution subsystem will

tend to increase in size tO a position similar to that Of

the outlets in Naranjo County.

The state—owned and Operated stores in each county

are part Of the National Production Council's chain Of some

135 retail food stores located throughout Costa Rica. The

government's Objective in Operating these is to realize a

stabilizing effect in retail food prices and to supply prO-

ducts in areas Of the country not adequately served by the
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private sector. The CNP chain has grown from 17 stores in

1950 to 135 in 1973, handling in aggregate an estimated four

percent Of all food and related items sold in Costa Rica.

In the accounting year 1971-72, considering only direct

costs and sales, the CNP lost on its retail Operation an

1 Theamount equal to about 2 percent of total sales.

Naranjo stores showed a 3:8 percent loss on total sales

and Puriscal, approximately 2 percent. Note also that

these losses do not account for indirect costs of subsi-

dized capital funds allocated to the CNP from the Costa

Rican National Bank. Likewise, the agency sustains these

losses in spite Of documented, substantial price discounts

from suppliers for buying in large volumes and for paying

in cash.2

The public market retailers in both counties tend to

have the smallest-sized outlets, although this does vary

by product line. Most are owner—Operated businesses, with

the grain and processed food stalls tending to hire an addi-

tional employee. The fruit and vegetable stalls in each

case are very small, generally one-person operations. With

the exception Of the meat outlets, all the stalls in the

Puriscal market do a larger volume Of business than those

 

1Consejo Nacional de Produccion-~Departamento Alma-

cenes y Expendios--Informe Anual de Operaciones PeriOdO

1971/1972. p- 6-

2Peat, Marwick and Mitchell and CO.--Estudio Tecni-

co-Administracion del Consejo Nacional de Produccion--Tomo

Numero 7 (San Jose, Costa Rica), p. III-20.
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in Naranjo,which is probably due to the smaller sized

retailer/(wholesalers in the former. With less competi-

tion, retailers in the public market have maintained a

larger share Of the market and have perhaps given more via-

bility to the food sales activities going on in the market.

It remains to be seen, however, what happens over time as

the retailer,/wholesalers become more important, as appa-

rently they did in Naranjo.

Many public markets in developing countries have a

periodic nature, in that most businesses will only Operate

on one or two days per week. In Naranjo and Puriscal,

all market stalls are Open six to seven days per week.

There is a major sales day (Saturday) in each market which

historically was the day on which the periodic market

Operated. Then, as now, farmers and other rural resi-

dents came to the county seats to conduct business and

social activities. But as we have Observed with the food

sales volume data, consumers only come to the county seat

and public market to buy certain products, although in both

counties they still tend to make this trip on Saturdays.

Data in Table “.1“ show a breakdown Of the total

sales area available in each market. The variety of food

and other businesses indicates how important the public

markets were historically. When the national Costa Rican

economy was more agriculturally oriented and regions and

counties more self-sufficient, the public markets probably

housed a majority of the commerce in the community. Most
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Table “.1“ Types Of Businesses and Area Occupied in Naranjo

and Puriscal County Public Markets

 

 

 

Naranjo Puriscal )

Type of Business Public Market Public Market

Establishment Number Area Number Area

Of Shops Occupied of ShOps Occupied

Fruit and 2 2

Vegetable Stalls 10 106 M l“ 50 M

Grain and

Processed Item 2 2

Stalls “ 190 M 8 89 M

Meat Stalls “ 90 M2 “ 77 M2

Fish Stalls 1 20 M2 — —-

Clothing and 2 2

DrngOds Shops 3 61 M 7 131 M

Candy and Soft 2 2

Drinks Shops 3 8 M 2 “6 M

Bar and Restaurant “ 135 M2 3 35 M2

Shoe Shop 1 26 M2 3 “6 M2

Barber Shop 1 25 M2 - --

Storage Area 2

for Grains “ 65 M - --

Bathrooms 2 12 M2 2 10 M2

Hallway and 2 2

Circulation Area -' “19 M - 327 M

TOTAL 37 1157 “3 811      
Source: Naranjo and Puriscal County Business License and

Municipal Market Administrator Records.
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of these businesses were small, and the publicly provided

(with usually subsidized rents) commercial sales space

helped to establish a concentration of services for county

residents. Today, however, entire commercial business

districts house commercial services, with those in the

public markets maintaining only a share of local demand.

In discussing the public market, the function of

providing an assembly point for farmers' produce has not

been considered. This will be covered in detail in Sec-

tion “.5, on retailer and wholesaler behavior, although it

is noted here that the Naranjo public market plays no role

in the agricultural productassemblypnmmess. In Puriscal

there is a limited relationship, although it is diminish-

ing. In other counties local region product assembly func—

tions vary, depending on the agriculture of the area. In

general, however, assembly is not a dominant function in

county seat public markets; and when it does apply, it must

be carefully studied to define the best role for the public

market and other infrastructural and institutional needs.

“.“ Consumer Behavior and Performance Considerations

“.“1 Food Consumption-Nonconsumption and Income

Relationships
 

Previous information on retailers' location and sales

indicates that both urban and rural consumers in the two

counties purchase some portion of their food supply. But

this is hardly a complete picture, since there is no fix on

specific consumer habits and, particularly, upon the amount
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of food grown and consumed directly by urban and rural

residents. The PIMA consumer surveys attempted a general

assessment of this, because an exhaustive product-by-product

survey of rural consumption is difficult and expensive,

especially if households are visited more than once to

minimize error in identifying seasonal consumption habits.

For the present analysis of public market needs, the

important consideration was not a detailed demand analysis

but a better understanding of the overall relationship

between urban and rural food consumption and marketing

services. Therefore in the consumer survey a family repre-

sentative, usually the housewife, was questioned as to

whether the household normally consumed a standard set of

items in each of seven different product groups; and,

if so, whether or not these were generally purchased or

home grown.1 For some of the groups, like bread, milk,

eggs, meat, and grains, there are really few items in the

groups. Hence, results are more precise. For the fruit

and vegetable and processed item groups, there are many

items and it is therefore more difficult to generalize.

Results (Table “.15) show both urban and rural house-

holds purchasing an estimated majority of their food supply,

although there is a difference among the rural areas of

each county. In urban areas of both, over 50 percent of

 

1See Appendix A for a discussion of the urban and

rural household sampling plan. Approximately 7 percent of

all urban families were interviewed in each county; 5 per-

cent of Naranjo and 2.5 percent of Puriscal rural families

were visited.
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all food groups, and over 80 percent of meats, grains, and

processed items are purchased. The more rural nature of

Puriscal shows up with a larger number of families produc-

ing milk, eggs, and fruits and vegetables for home consump-

tion. In both counties some urban food production is

feasible, since some families live in town but own and/or

operate farms in rural townships. Many county seat resi-

dents also still have a flock of chickens and even a

family milk cow in their back yards, especially those

located along roads leading into the towns.

Rural Puriscal households home-produce a larger por-

tion of total county rural consumption, especially of the

food groups milk, eggs, fruits and vegetables, and grain

(beans and corn).1 Still over two-thirds of all the rural

households surveyed in the county purchased the most impor-

tant components of their family food baskets; i.e., meat,

grains, and processed items. Comparing columns three and

four of the table, a majority of the milk, eggs, and fruits

and vegetables consumed in rural Puriscal was home produced,

whereas in Naranjo almost two-thirds was purchased.

 

1In Naranjo it was expected to find lower on-farm pro—

duction for consumption of grains, compared to Puriscal.

Yet Naranjo survey results for grain are probably under-

estimated, since they are quite low. They may also be

underestimated in Puriscal. It is known, however, from the

Cespedes study mentioned in Section “.2 that virtually all

rural families in Costa Rica consume rice as the most impor-

tant grain in their diets and that no rice is grown in

Naranjo; so it would have to be purchased. In Puriscal,

1973 Census data show only about one-fourth of the farms

grow rice for home consumption, so the survey results may

be reasonable over—all estimates of how many families buy

a majority of grains (rice, corn, and beans) consumed.
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The data in Table “.15 separate each family's food

group purchases into categories that make it impossible

to see aggregated food basket consumption behavior for

eagh_household. For example, from among the many possible

combinations, there is no way to know if the families who

produce milk for household consumption also maintain a

small flock of laying hens but purchase everything else.

In order to have a feel for this relationship, a second

tabulation of the data shows how many of the food groups in

each household were purchased or not consumed (Table “.16).

Thus, an estimated “5 percent of rural Naranjo families

purchase all of their food supply, while in Puriscal only

9 percent do so. Likewise, in Puriscal a larger percen-

tage of families home produce two, three, four, and five of

the seven major groups of food in their market basket.

Notice that no families were toally self-sufficient; few

produce more than three of the seven food groups identified.

This overview of food consumption habits is based on

general food product group information and must be care—

fully interpreted. Yet is is considered adequate to show

the importance of the purchased products and related mar—

keting services to both urban and rural residents. Data

in Table “.17 examine the specific impact of purchases

on households in different income groups. Before discuss-

ing these, however, remember that estimates of family food

purchases and income do not include the value of farm or

home perquisites. For these reasons, the table is labeled
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"monthlyfipurchased food expenditures as a percentageCfi‘total

cash income)’ For general comparative purposes,also includ-

ed in the table are estimates of reasonably similar rela-

tionships among middle income San Jose MetrOpolitan Area

consumers in 1971. They are similar because these families

purchase all food and have little income in kind. Hence,

the figures represent purchased food as a percentage of

cash income. The time period is different (by three years),

but these are the only comparative statistics available.

Family expenditure on purchased food as a percentage

of total family cash income range between “5 and 50 percent

for urban and rural consumers of both counties. There is

internal consistency (with the exception of two lowest

groups in Naranjo) in that lower income groups spend pro-

gressively larger portions of their income for food. And

if the data from 1971 on consumers in San Jose are still

valid, it appears that purchased food costs as a percen-

tage of income are some five to ten percent higher in

Naranjo and Puriscal counties, as compared to San Jose.

Recall, however, that average cash incomes in both counties

are estimated to be substantially lower than in the San Jose

area. Naranjo and Puriscal households studied are therefore

more comparable to the lower income groups in San Jose,

and not to averages across all income groups. Comparing

these, families appear to face similar food costs-income

relationships.
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Note that residents in rural areas of both counties

spend on purchased food relatively equal portions of

their cash income. Yet their purchased food baskets are

not directly comparable to urban ones, because rural fami-

lies produce varying amountscfi‘certain products for home

consumption which, together with purchased items, form a

complete food supply. Notwithstanding this, purchased food

and related marketing costs are significantly more impor-

tant for rural households in the two counties (and in most

areas of rural Costa Rica) than previous casual empirical

judgments have indicated. The data are not adequate to

strongly conclude that rural families may be worse off (not

better, as it is generally thought) than urban ones from

a cost and availability-of-food-supply perspective. They

do indicate the importance of further specific research to

better understand purchased product and related marketing

costs as elements of the rural food supply.

A final performance characteristic for consumers and

the overall food distribution subsystem concerns the nutri-

tional adequacy of available food supplies. While the

data from the consumer surveys do not permit specific nutri-

tional considerations, they do indicate important relation-

ShiPS. First, incomes are lower in the rural areas of both

counties and this has strong nutritional implications, as

shown by the absolute amount of food purchased by those

households which provide no farm perquisites (column 2 of

Table “.15) being substantially lower than in urban areas,
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especially for Naranjo County. This suggests lower quan—

tities of food consumed in rural areas and supports results

of a detailed nutritional study done in rural areas of

San Ramon County. (San Ramon is perhaps in between

Puriscal and Naranjo in its agriculture. It produces pri-

marily coffee, although less, relatively speaking, than

Naranjo.)l It found calorie deficiencies to be a greater

nutritional problem than protein deficiencies among rural

preschool children. In diets of over 70 percent of the

children studied, by adding adequate amounts of sugar and

oil, or by simply increasing the quantity of all products

consumed, adequate amounts of both calories and proteins

could be presentiku’normal growth.

A second general nutritional relationship is shown

in Table “.16. In Puriscal County a larger percentage (“2

percent as compared to 29 percent for Naranjo) of rural

families have items from all the food groups studied in

their diets. Likewise, fewer families in Puriscal are

missing one or two of the groups; and this is in spite of

lower cash incomes in the county, as compared to Naranjo.

It is hypothesized that this results from the higher per-

centage of those employed in agriculture in Puriscal being

self-employed and owning and/or Operating a farm. In

Naranjo, more are agricultural laborers on big coffee farms

 

lVitor Valverde et al., Evaluacion Nutricional del

Canton de San Ramon, Costa Rica (San Jose: Facultad de

Medicina, Universidad de Costa Rica, 197“), pp. 27-29.
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and apparently do not have the opportunity to raise more

of their own food supplies.

This concludes the analysis of food quantities con-

sumed from various sources and shows the high degree of

market participation by both urban and rural consumers.
 

In these two counties (and probably in most rural coun-

ties in Costa Rica), purchased food and associated marketing

costs are as important to general welfare, if not more

important, than in major metropolitan areas of the county.

“.“2 Location of Food Purchases
 

The PIMA Consumer Surveys also collected information

on the actual location of urban and rural household food

group purchases. Data of this nature, especially regard-

ing rural area consumer behavior, is useful in helping to

predict reaction to proposed changes in the distribution

subsystem. It is also a source of cross consistency checks

for the retail survey of volume of trade flows by alterna-

tive outlets. Results are shown in Table “.18, and in the

lower part of the table are comparative statistics derived

from the retailer survey on the relative share of sales

by retail location (from Tables “.10 and “.11).

Rural consumers obtain almost all of their purchased

supply of meat and fruits and vegetables in the county

seats, either in the public markets or in stores located

in the CBD's. At least one-half, if not more, of most

other items are purchased in rural stores or from other
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rural households directly. This latter phenomenon was only

observed for milk and eggs, and it did not appear to be a

stable pattern. Purchases were made from close neighbors

and relatives when they had extra quantities of eggs and/

or milk to sell. Other times households with excess

supplies of milk and eggs would sell them to nearby grocery

stores which would, in turn, sell them to local consumers.

In this sense some rural stores serve as a sort of horizon-

tal exchange institution for a local area. Family ties

are, of course, strong institutions in rural areas; and

these supply relationships for milk and eggs did appear

more stable.

In the county seats, consumers tend to use the public

markets for purchases of meats and fruits and vegetables.

On the basis of field observations, it appears that the

importance of meat purchases in the Puriscal market are

underestimated, although it is consistent that the meat

stores in the Puriscal CBD are more important than those

in the market.

Comparing the county totals from the consumer survey

with those of the retail one shows some disagreement,

although market shares indicated for different outlets are

generally similar.1 In terms of total county food sales,

the consumer surveys show rural stores are still quite

 

1Note that the market shares from the retailer sur—

veys shown at the bottom of Table “.18 are the net of

beverage and liquor sales, in order to make the totals more

comparable to consumer study ones.
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important, although slightly less than indicated by the

retailer surveys. The public markets are likewise less

important than the group of CBD's stores, although the

Naranjo market share shows up more important than in the

retailer survey. The shares of county seat neighborhood

stores are quite similar in both surveys.

It is likely that the inconsistencies in market

shares between the two surveys are primarily explained by

underestimation in the retailer survey of the volume of

relative purchases by retailer/wholesalers in Puriscal and

by fruit and vegetable market stall operators in the

Naranjo public market. Increasing both of these would make

the relative shares of sales indicated by the retailer

survey more similar to consumer study results. For pur-

poses of future studies, the technique used in the retailer

survey appears to give reasonable results, but special

care is necessary in surveying the small number of relative-

ly large outlets, such as the retailer/wholesalers. This

survey is easier and more economical to carry out, compared

to the consumer survey. It can also be easily hand-tabulated,

whereas the consumer survey is quite complex and almost

certainly requires a computer to process the detailed

information it identifies. Consequently it warrants further

refinement to develop a research tool for easily identifying

trade flows and relative market shares in rural areas of

developing countries.
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Given the market shares of the various retail outlets,

an important question is how these will change over time.

There is no time series data available in Costa Rica, or

in most other developing countries. One indicator, avail-

able from the cross section consumer behavior data, can be

obtained by examining how income levels among consumers

influence the location of purchases. Such a cross tabu-

lation for consumers in rural areas of both counties is

shown in Table “.19. Results are inconclusive, however,

since higher income households purchase large quantities

of meat and fruits and vegetables. The percentage of all

foods purchased in rural-area stores does appear to decrease

(to a certain point) as income increases. Yet this

apparent decrease in the importance of rural purchases

could be a function of higher income groups purchasing more

perishable items which are only sold in county seat outlets.

With increased income, their market basket changes and the

cross-tabulation shows an apparent decrease in the share

of it purcahsed in rural areas. An analysis of a con-

stant market basket across income groups might show a

different share for rural outlets.

This latter cross-tabulation was also done for the

processed food group, since it is the most important pur-

chase in rural areas. It is shown in Table “.20 and does

indicate a moderate decline in the importance of rural

outlets as household per capita income increases. It

appears that in Puriscal there is a strong decline from
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the third to the fourth income group; this is to be inter-

preted with care, however, since there are only 9 and 11

observations in the last two cells, as compared to 27 and

37 in the first two. Recall also that an estimated “5

percent of the rural Naranjo, and 76 percent of the rural

Puriscal pOpulationsznfiein the lowest per capita income

groups. This explains why the totals for all income grOUpS

are so heavily weighted towards the percentages for the

lowest group.

In conclusion, the consumer purchase location data

corroborate the market share relationships found in the

retailer survey. Rural stores handle a surprisingly large

share of the retail market, supplying over fifty percent

of all the purchased food of the lowest income rural con-

sumers. County seat public markets are of overall minor

importance, although this varies by product. The few large

grocery stores in the CBD's of the counties are major and

are probably the outlets of the future, although the evi-

dence available does not show strongly that increased

incomes would rapidly shift patronage patterns away from

rural stores. Obviously there are many other variables

influencing food consumption habits in these counties, and

we will examine some of these in the following sections.

“.“3 Frequency of Purchase and Transport Costs

Information on the frequency of purchases of the

different food groups is presented in Table “.21. Con-

sumers in urban areas purchase a majority of perishables
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on a daily or two- or three-times—a-week basis. Over

half of their purchases of grains and processed items are

done weekly. There are no monetary transport costs asso-

ciated with any of these shopping trips, since everyone

simply walks to the neighborhood or downtown stores.

Rural area trip patterns are quite similar for the

two counties and show weekly shopping as dominant. This

is to be eXpected because there are significant time and

monetary costs associated with trips to the county seat.

It was not necessarily expected, however, to find that

almost all rural outlet grain and processed-item purchases

also done on a weekly basis. A common eXplanation for food

purchases in small, local grocery stores is that consumers

need to make frequent purchases due to limited budgets and

food storage capabilities. This does not appear to be the

case for a majority of rural consumers' purchases (grain

and processed items) in Naranjo and Puriscal. Bread, milk,

and eggs are primarily purchased in daily trips to local

stores, but these are not the major purchases in rural fam-

ily market baskets.

Since most rural consumers in both counties do not

own private forms of motorized transportation, public bus

fares are the primary cash cost of purchasing in county seat

towns. As a rule, someone from a majority of the rural

households visits the county seat weekly. Assuming that

the only purpose of such trips is to purchase food, the

average rural household in Naranjo spends on bus fares



1“2

approximately 10 percent of the value of monthly county

seat food purchases. Puriscal County is larger, and costs

are even greater; fares represent over 18 percent of pur-

chases. Obviously, not all these costs ought to be charged

to food purchases because most trips to the county seat are

multi-purpose. Unfortunately, there was not adequate

coverage of these other purposes to enable a better under-

standing of overall justification for trips to county seats.

Nonetheless, these relatively high costs in cash outlay,

as well as in terms of opportunity costs of time required

to travel to the county seat, help to explain why rural

consumers have such a strong preference for local conven-

ience in food shopping.

“.““ Reasons for Outlet Patronage
 

Expressed reasons why consumers purchase in given

stores is an important dimension of behavior still unexam-

ined. Because such behavior patterns vary by groups of

products purchased, the consumer surveys collected infor—

mation on each product group. Tables “.22 and “.23 show

survey responses for purchases of processed food items by

rural (nucleated and dispersed) households in the two

counties. Only rural consumers are shown since a major

issue of concern is why rural stores are so important.

Only processed item purchases are included as they are the

most important of the food groups in rural market baskets

and are the most important items purchased in rural stores.
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It also makes little sense to look at store patronage

reasons for meat, and fruits and vegetable purchases when

they are only available in the county seats.

In both counties the availability of lower prices is

the single most important attraction in outlet patronage

and drawsnwst consumers to stores located in the CBD's of

their county seats. The CNP (State Stores) outlets appear

to Puriscal consumers as the best price location, whereas

the wholesale-retailers in Naranjo were strong price compe-

titors for the CNP outlet. Store location (closer, more

convenient) is the second most important overall factor and

is the principal reason why rural stores are preferred in

both weekly and daily purchases of these items. Credit

availability is also important, particularly as a reason

for purchases in rural stores. It is interesting to note

that CBD stores in Naranjo are also chosen for their better

service, eXpecially home delivery to rural areas. Some of

the retailer-wholesalers in Naranjo are quite progressive

in providing new services and consumers seem to respond.

In general, these data are quite helpful in under-

standing rural consumer behavior. Clearly there is a

strong preference for store locations within a relatively

convenient walking distance. There is also a demand for

purchases on credit, although, contrary to coventional belief,

it is not the overriding reason for rural store patronage.

In fact, data in Table “.2“ show only about 20 percent or

less of all rural consumers in these counties making all
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purchases only on credit and another 10 to 15 percent buying

some items this way. And the option of being able to make

purchases on credit is important to less than half of all

rural households.

“.“5 Consumer Good and Agricultural Input Purchases
 

Families in these two counties purchase a wide array

of consumer goods in addition to food. The surveys attempted

to measure the location of some of these purchases, since

there are important relationships between marketing prac-

tices and infrastructure needs of food and non-food busi-

nesses. Questions were designed to discover where normal--

i.e., a majority of the household's standard purchases of

given items were made. Results (Table “.25) indicate the

different geographical locationsznuiother related infra-

structural road systems of the two counties influence

purchasing habits. Puriscal County is connected by an

all-weather highway and inter-county bus services to San

Jose and another small rural county, Parrita. A majority

of the roads to the townships of Puriscal only converge to

the county seat and do not connect with other counties

except via the town of Puriscal. Hence, rural Puriscal

consumers can only come to their county seat, and to San

Jose, to purchase consumer good items like clothing and

shoes, as well as agricultural inputs. A small percentage

of farmers living much closer to Parrita go there for agri-

cultural inputs, as the type of agriculture of their area
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is better serviced there. (Parrita County and the southern

part of Puriscal's second township are primarily lowland

rice production areas.) Urban Puriscal consumers frequent

San Jose more than their Naranjo counterparts primarily be—

cause the town is smaller and the variety of consumer goods

is limited, compared to Naranjo. Many heads of househcflds

in Puriscal also work in San Jose.

In contrast, Naranjo County is well connected via

all-weather roads and bus service to three contiguous coun-

ties with relatively large county seats and to San Jose.

Many of its rural townships are likewise connected directly

by road and bus service to contiguous county seats. They

do not have to go through their own county seat to reach

other ones. Hence, one-fifth to one—fourth of the rural

households make a majority of their purchases of shoes,

clothing, and agricultural inputs in contiguous county seats.

The data also show rural stores in both counties

supplying about one-half of rural families with cleaning

and health and beauty items, like soaps, toilet paper, den-

tal cream, etc. These are items not covered in the consumer

and retailer surveys and thus would increase the relative

and absolute sales of rural stores.

“.5 Retailer and Wholesaler Behavior and Performance
 

Until now we have only examined in detail consumer

behavior, given the available retailing units in each coun-

ty. The purpose of the present section is to focus on how
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retailers and/or wholesalers conduct business, relate to

each other and, in general, influence the availability of

marketing services and overall performance of rural sub-

systems.

“.51 Wholesale Suppliers for County Retailers

In order to clearly understand retailer conduct, let

us first identify wholesaling organizations Operating within

each county and those located outside but which have imme—

diate linkages with each. Recall from Table “.9 there are

three food retailer-wholesalers and one wholesaler located

in the county seat of Naranjo and two retailer-wholesalers

in Puriscal. The average monthly purchases for purposes of

wholesale sales by each of the four in Naranjo are approx-

imately $120,000 colones, although as averages these hide

considerable differences. Two of the three retailer-

wholesalers only do approximately 30 percent of their busi-

ness in wholesale sales, while the other does 70 percent.

And his wholesale volume is about three times larger than

the other two retailer-wholesalers. So there are really

only two important wholesale suppliers within the county

of Naranjo, and one of these is considerably larger than

the other (at least twice).

The retailer-wholesalers located in Puriscal handle

an average of $60,000 colones per month in purchases for

wholesale activities and are relatively equal in importance.

These suppliers are not the only procurement sources

for local retailers. There are two additional general types
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of supply lines: one includes a local farm-assembler and

sometimes processor link VMMJ channels locally produced

commodities directly to retailers and/or wholesalers. The

second type includes a number Of different marketing agents

physically located outside each county who are either

visited by Naranjo and Puriscal merchants or send their

own sales agents and distribution trucks to sell to them.

The Operating procedures and relative importance of these

various wholesale supplies will be discussed in Section

“.53.

“.52 Credit Extension, Prices, and Other Services

One available indicator of different retailers' con-

duct is the data collected in the PIMA consumer surveys on

reasons for store patronage. Earlier, in Tables “.22 and

“.23, we observed rural households in both counties purchas-

ing in rural stores primarily because they are more conven-

ient and offer consumer credit. Public market outlets

received almost no comments or preferences (for processed

food purchases), while county seat CBD stores were chosen

because of their lower prices and better services. CNP out-

lets in both counties were selected almost exclusively

because of their lower prices.

Tables “.26 and “.27 show somewhat similar patterns

of urban consumer response to different dimensions of

retail service. Like their rural counterparts, county seat

neighborhood stores provide convenience and some consumer
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credit. CBD outlets are selected because of lower prices,

convenience, and their extension of credit (the latter is

particularly true in Naranjo). CNP stores are also chosen

by urban consumers almost exclusively because of their

lower prices for processed and other items.1

In general, then, both urban and rural consumers

favored larger volume outlets located in central business

districts of both counties because of low prices and other

service dimensions. They likewise cited rural and some

neighborhood-located stores, for their more convenient

locations and provision of short-term consumer credit.

Retailer practices of extending consumer credit are

examined in Table “.28 and, in general, are consistent with

consumer behavior previously discussed. Over half of

almost all stores in both counties provide consumer credit,

but rarely for more than 30 to 50 percent of their sales.

Outlets located in county seats tend to provide less and

those in rural areas relatively more.

Levels of retail-wholesale credit extension are

higher than in other county seat-located outlets because

a majority of their wholesale sales to retailers are on

credit. This is also shown by the longer term nature of

 

lOutlet patronage reasons for consumers in these two

counties have only been examined in detail for the process-

ed food group. This is because reasons for purchasing meat

and fruits and vegetables in the public markets are

obvious: they are only sold here, with the exception of

meat in Puriscal. And here consumers choose meat outlets

in the CBD over those in the market because of higher qua-

lity products and better services.
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their credit (30 to “5 days), whereas most other stores

usually allow only one to two weeks to pay.

Virtually all retailers interviewed stated that they

provide credit because their consumers are paid on a weekly

or bi-weekly basis and do not have adequate cash balances

to carry them through each pay period. This was especially

true in rural areas of Naranjo, where a larger percentage

of the economically active pOpulation is agricultural

laborers and receive low absolute incomes. Some rural

retailers also mentioned that farmers have much longer

waiting periods for income and need credit in order to eat

while waiting for harvest periods.

A small price study was also done in a number of

outlets in each county, and in San Jose, in order to better

determine differences among these and to examine the impact

of existing prices on different consumer groups. We

were particularly interested in the relative price levels

facing consumers purchasing in rural stores. Thirteen

items were either purchased and/or priced in each outlet

during the second week of February in 197U. Neither meat

nor a wide variety of other perishables were included, since

the objective of the survey was to determine relative

prices on items which rural consumers tend to purchase in

rural stores. Because only 27 stores were visited in the

two counties, the sample is relatively small. Yet retailers

selected are highly representative: (a) both the supermar-

ket and almacen visited in San Jose are members of corporate
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retail chains; (b) all the CNP stores in the county have

similar prices, although both were still sampled; (c) the

two most important retailer-wholesalers in each county

were sampled and their prices averaged; (d) only one public

market stall in each county was included, since prices are

generally quite competitive within these markets; (e) two

neighborhood and six rural grocery stores were sampled in

each county. And for the rural stores the distance factor

was considered by sampling two stores located together

some three to four kilometers from the county seats: two

of them five to eight kilometers and two approximately

15 kilometers from each. Simple averages across these six

outlets were then computed.

Results (Table H.29) follow closely the consumer

patronage responses regarding those outlets chosen because

they offer lower prices. The CNP store in each county

offers the lowest prices of all outlets for 12 of the 13

items included in the study. The retailer-wholesalers in

each county seat appear to be good price competitors with

the CNP stores: and since they carry a much wider line

of items and have much better customer services than the

CNP outlets, they easily gain a larger market share. It

is interesting to note that they also appear to compete

favorably with prices in the two larger volume outlets

studied in San Jose.

The three types of smaller volume retail outlets

included in the study (market, neighborhood, and rural
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stores) all have higher prices, with rural area stores show-

ing the highest relative levels for most items. From

earlier analysis we also know that consumers with the

lowest relative income tend to be more frequent users of

these rural stores and hence are paying the highest prices

of all consumers in the system. For these shOppers, however,

the alternative of coming via rural bus to purchase in the

lower price county seat outlets may be even less desirea-

ble. It implies a higher transportation and time cost, and

for some who need it, consumer credit will not be available.

“.53 Retailer Procurement Practices and Related

Problems

 

 

The type and quality of the services provided by

wholesale suppliers is an important factor influencing the

actual and potential level of prices and services which

food retailers provide. The purpose of the present section

is to examine supply relationships in both counties,

attempting in the process to identify felt problems and

barriers to improved performance among retailers being

served.

In order to keep alternative supply sources in per-

spective, let us first develop a rough estimate of the value

of that portion of the local food supply which does not

enter commercial channels. Recall from section A.“ that

estimates were derived of the number of rural households

producing different product groups for home consumption,

but that no precise quantification was made of the actual
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value of these farm perquisites. For present purposes of

obtaining a reasonable estimate of this, it is possible

to assume that the average monthly value of purchases (by

food group) by those families purchasing for consumption

provides an acceptable estimate of the value of food con-

sumed by the average family home producing it. This pro-

bably overstatestflretotal value of farm perquities, but

in light of no alternative information source it permits

a reasonable estimate of the relative importance of this

portion of the food supply for the two counties.1

Using the above assumption, Table “.30 shows the

derived value of all food consumed from purchased and

'home—produced sources. In Naranjo the overall monthly value

of farm perquisites represents an estimated 8 percent of

total consumption, and in Puriscal some 2“ percent. Result-

ing estimates of the weights of the five different general

product groups intflmatypical food basket for each of the

two counties are also shown: grains and processed items

are by far the most important group, with meat and fruits

and vegetables following.

 

1There are two important reasons to expect that it

overestimates: (1) those families purchasing for consump-

tion tend to have higher incomes than those producing for

consumption and, therefore, probably consume relatively

more; (2) the nature of the one-visit, recall interview

and the questions asked in the consumer surveys is such

that families indicating that they produce for home con-

sumption are assumed to produce all of what the family

consumes of that product group. This is probably not the

case during the entire year, particularly at periods

further from harvest.
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In order to learn the supply sources and channel

flows of items in each of these food groups, questions were

included in the retailer surveys to identify important

supply patterns and standard operating procedures in pro-

curement processes. These were tabulated, analyzed, and

published in the PIMA case studies for Naranjo and Puris—

cal.l Channel maps showing consumer and retailer supply

sources were constructed for each of the general product

groups. Maps “.2 and U.3 show the aggregate relationship

found across all products. These are drawn to scale; the

size of the various circles indicates the relative share of

the total monthly value of purchases handled by different

retailers and wholesalers.2 Three principal retail supply

sources are identified: (1) wholesalers and retailer-

wholesalers located in each county seat but, in turn, pur—

chasing a majority of their supplies outside of them; (2)

farmers and product assemblers who channel agricultural

production from within each county directly to local

 

lPIMA, Estudio Sobre el Mercadeo de Alimentos, 1a

Remodelacion del Mercado Municipal y la Terminal de Auto-

buses en el Canton de Naranjo (San Jose, Costa Rica: IFAM,

197“), pp. 32-37. (Hereinafter referred to as The PIMA-

Naranjo Feasibility Study.]

PIMA, Estudio Sobre el Mercadeo de Alimentos ygla

Remodelacion del Mercado Municipal en el Canton de Puris-

gal (San Jose, Costa Rica: IFAM, 197H), pp. H9-SH. [Here-

inafter referred to as The PIMA-Puriscal Feasibility Study.]

2The relative estimated value of farm perquisites is

based on final consumer prices, whereas the estimates of

relative shares of retailers and wholesalers is based on

purchase and not sales prices. This introduces some com-

parison problems, although they are not considered serious

for present purposes.
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retailers'and/or consumers; (3) various other wholesalers

located outside each county.

Three key feastures illustrated by these maps, which

will be discussed below, are (l) the relatively high

overall dependence of each of the counties on outside food

supply sources, (2) the relatively high dependence of

smaller rural and urban retailers on supply services from

within each county, and (3) the heavier dependence of

public market and larger volume county seat retailers on

sources of supply from outside each county.

Concerning the overall degree of dependence, even in

more agriculturally diversified Puriscal County, less than

half of all food consumed (urban and rural perquisites—-

23.5% + other local production marketed directly--18.5% =

“2%) comes from the same county. And even here the local

production channeled directly to retailers consists almost

entirely of one product: some of the cattle raised by

Puriscal farmers are sold to local meat store operators,

are then processed in the municipal slaughter house, and

are finally sold inthe retail meat shops. In Naranjo, where

agricultural specialization is more advanced, over 90 per-

cent of the food supply comes via different marketing

agents from other production areas of the country.

Hence, the local food consumption and marketing sub-

systems of these counties are closely associated with

regional and national markets inthe country. Related to

this national market integration dimension is the minimal
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role of public marketsixlthe agricultural assembly pro-

cess, both for local consumption and for trans-shipment

to other consumption areas of the country.

For example, the Naranjo public market fulfills no

assembly function: the small amount of locally produced

vegetable products arriving there comes via one or two

truck jobbers van) specialize in buying from local farmers

just enough to supply the needs of Naranjo and other nearby

county seat public market sellers. And if they cannot

meet their obligations from local supply, they buy in the

San Jose market. At the same time there is a vegetable

production area in the county that supplies the national

market in San Jose: truckers acting as direct buyers,

freighters, or as trucker-commission agents move a majority

of these products directly from farms or nearby pickup

points to it. This results, first because the farmers are

relatively specialized and cannot afford to Spend time

selling small amounts of one or two products to retailers

in local public markets. Second, given the relatively

short distance to the San Jose market, once a product is

loaded on a truck, it is normally less expensive to move

the product directly to it. Likewise, San Jose is the only

true national wholesale market, and even it can be a

rather limited one. Moreover, because of the relatively

under-developed system of marketing information, sales

continue to be made on the basis of personal inspection.

Both sellers and buyers thus prefer to be where the market
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price is established and where they have some assurance

of buying or selling realtively rapidly and at the most

favorable national price available on that day.

In the other example of Puriscal County, some product

assembly functions are still performed in the area nearby

and surrounding the public market. Yet these locations

have very little to do with directly supplying retailers

located inside the market or local consumers. They serve

mostly as convenient operating points for buyers moving

products out of the county to major demand centers. There

is a weekly cattle market held in the municipal stock yards

located on the same street as the market. A small number

of corn and panela truck buyers also show up once a week,

on Saturday morning, parking in the streets around the

market in order to purchase small quantities which farmers

bring into town on horseback. These and other truck

buyers also travel around the county buying corn and beans

directly from larger farmers. Hence, the purchases made

in Puriscal on market day tend to be only a small part of

the total assembly process and tend to service the smaller

producers located within horseback distance of Puriscal.

It is also illustrated in Maps “.2 and “.3 that rural

retailers in both counties make well over a majority of

their purchases from the wholesale supplies located in

each county seat. About the only other supply source for

them is the occasional direct manufactured food product

distributor; and these usually only stop at a rural store
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when it happens to be located along a road that must be

traveled in order to arrive at another county seat. Small

grocery stores in each county seat also purchase mainly

from local suppliers.

In general, retailers of all types from urban and

rural areas of these counties travel physically to whole-

saler suppliers in order to select, inspect, and purchase

merchandise. Whether or not these suppliers provide cre-

dit and transportation service varies by type of business

and product line, and by the size of Operation of the

retailer.

In Naranjo each of the retailer-wholesaler outlets

have their own trucks, whileapproximateLy25 percent of

the other grocery store Operators and the public stall

merchants, and less than 20 percent of the rural retailers

have them to transport merchandise. Fortunately for the

majority of the small rural and county seat outlets,

however, the local retailer-wholesaler provides tranSport

services at no additional charge, usually on the same day

that the retailer comes to town to make his purchases. So

only about 10 percent of the rural retailers must search

out and pay for the transportation of their purchases

back to their stores. The smaller scale public market and

neighborhood outlets that go to San Jose to purchase usually

have to arrange their own return freight transport.

Transportation in Puriscal is much more difficult,

especially for the smaller rural outlets. Some of the
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larger meat and grocery store owners and each Of the retailer-

wholesalers have their own trucks, but the latter provide

very few transport services as part Of their wholesale

Operation. They will occasionally deliver large orders to

long-standing customers from rural areas and more generally

to small stores in the county seat, but not to most rural

outlets. And since only Six percent of the rural retailers

have their own vehicles, over 80 percent reported that

they must seek out and pay for their own tranSportation.

Finally, it is shown in Maps “.2 and “.3 that public

market stall Operators and the larger volume outlets

located in the central business districts Of each county

seat procure over half of their supplies outside the coun-

ty. Fruit and vegetable stall Operators must go to the

San Jose wholesale market because only there can they find

an adequate supply Of the full line Of products needed.

And they are close enough tO San Jose that time and trans-

port costs are still manageable. Other, more distant

public market retailers usually make informal contacts with

suppliers who purchase a full line Of fruits and vegetables

in the San Jose market and deliver locally two or three

times per week.

In fact, studies in San Isidro, Nicoya, and Limon

identified these supply arrangements, and found a potential

point Of conflict between them and local small farmers
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attempting to supply some Of the same products.1 For

example, in San Isidro, local farmers would occasionally

bring to the public market small amounts Of four or five

vegetable products which could be produced within the

county. But the market vegetable retailers already had

standing arrangements with trucker-suppliers to provide a

full line Of some 25 vegetable products. SO occasional and

relatively incomplete local supply was impractical for them,

since they did not want to lose access to a consistent

supply provided by the trucker. The only alternative for

farmers was tO locate on the sidewalks surrounding the

market in the hope Of selling directly to consumers. And

their sales represented an excess supply, because market

retailers had already arranged for an amount they eXpected

to sell at going prices.

The retailer-wholesalers in each county seat (parti-

cularly the largest one in Naranjo) Obviously have the most

favorable supply arrangement. They deal directly with large

wholesalers, importers, and food manufacturers, and, due to

their combined retail-wholesale volume Of business, are

able to acquire good discounts and lines Of credit, both

from suppliers and from the national banking system. These

supply connections are probably one Of the most important

reasons why the retailer-wholesalers in the county seats

 

lPIMA. The San Isidro Feasibility Study. p. 6.

. The Nicoya Feasiblity Study. p. 7.

ICESA. The Limon Feasibility Study. p. V6.
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are somewhat price competitive with the much larger super—

markets and almacens in San Jose.
 

“.5“ Retailer Operation Problems

A key Objective Of the general retailer survey was to

identify felt problems in order to assist public Officials

to more adequately conceptualize, design, and implement

programs to improve rural fOOd distribution processes.

Past experience has shown that general benchmark surveys

among food merchants can be helpful in pinpointing problem

areas.1 Unfortunately in Naranjo and Puriscal question-

naires, the format utilized to identify problems did not

perform well. Open-ended questions to identify first and

second priority problems perceived by retailers recieved

over 50 percent nonresponse, "do not know," or "no problems"

responses. Yet there were a number Of other questions in

the survey indicating that retailers were aware Of business

problem areas. Combining information from various ques-

tions it was possible to identify areas where additional

analysis would be useful. The percentage Of different

retailers identifying these problem areas is shown in Table

“.31. Given the nonresponse problem, the critical infer-

ence to be made from these figures does not derive from the

absolute percentage measures but from the relative mix Of

problems among different types and locations Of merchants.

 

1Once these are known, specific case studies are

Often also necessary to provide a working-level understand-

ing Of standard Operating procedures, which, in turn, faci-

litates the design Of more realistic improvement projects.
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For example, managing and collecting on credit

sales to consumers is a problem for smaller-scale outlets

in urban and particularly rural areas where the lowest and

most unstable income consumers tend to purchase. Smaller

outlets, likewise, identified as problem areas supply and

transportation (particularly in Puriscal) and the lack Of

either general or specific lines of credit for Operating

and capital investments. In contrast, retailer-wholesalers

showed little concern about any Of these issues. They have

access to a relatively good bundle Of services. All indi-

cated present or past use Of credit funds from the local

banking system, while rural and other small retailers

used very little credit, and the only source was through

friends or family members. And many desired to purchase

refrigeration and other equipment (cash registers, display

cases, etc.) but found their lack Of access to capital as

a serious barrier to acquiring such items.

Merchant's sales expectation is a dimension Of aggre-

gate business behavior closely related tO many Of the pre-

vious topics. Moreover, given the lack Of time series data

on market shares, a short survey on sales expectations is

about the only way to achieve an overview Of how the

distribution system is evolving. Questions were thus

asked in the surveys about total sales Of the present year

compared tO the previous year and about expectations for

the next year. And again the mix Of relative views held

by different types Of retailers is perhaps most useful.
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Responses (Table “.32) clearly establish that retailer-

wholesalers have expanded sales and expect tO continue to

do so. In contrast, public market and other county seat

locations have the largest proportional share Of outlets

indicating decreased sales compared to last year and the

largest proportion Of stores expressing uncertainty about

future sales. Almost one-half Of those interviewed about

next year's sales expectations in each public market

answered "do not know." SO public market and other smaller

county seat-located outlets appear to be most directly

influenced by the strong growth Of the retailer-wholesaler.

Results are more mixed for rural—area stores. Rela-

tively few outlets reported higher present-year sales, and

from one-fourth to one-third indicated a decrease. But

approximately 50 percent of all interviewed in both coun-

ties expected future sales to increase, while very few

looked for decreases. It thus is not clear that rural

stores are likewise losing their market share to the larger

retailer—wholesaler.

“.55 Problems Of Public Markets in County Seats

County government Officials in Naranjo, Puriscal, and

elsewhere in Costa Rica approached IFAM for financial

asistance to build new or improved public markets because

they perceived a need to solve problems associated directly

or indirectly with them. An important part Of each Of the

PIMA studies in the various counties was to examine these

problems. In Naranjo, Puriscal, San Isidro, Nicoya, and
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other counties, many personal visits, detailed Observa-

tions, and informal interviews were done with public market

and central business district merchants, as well as with

local government Officials. The following problem areas,

common in varying degrees to all markets studied,were dis-

covered:

A. Stall location. There is a strong and logical
 

preference by market stall Operators to locate their busi-

nesses in Optimal sales points that are normally found

around the outside perimeter and along primary consumer

traffic aisles inside the markets (heaviest traffic is

always right at the entrance). Such locations maximize the

potential number Of customers, and stalls on the outside

perimeter permit opening and closing hours independent of

the market, which some consider an advantage. If market

administrators fail to control temporary and permanent

relocations of sellers around these heavy traffic points,

a "leap frog" effect takes over. New and existing sellers

keep locating closer to entry points. Exterior and certain

interior sections Of the markets are then heavily con-

gested with both sellers and buyers, while other areas are

underutilized. This phenomenon was particularly Observed

in the Naranjo and San Isidro markets.

B. Relocation of sellers. Perhaps a factor causing
 

the "leap frog" effect, there can also be a disproportional

distribution and mix Of stalls inside markets which overly

concentrates shopper traffic. This was particularly true
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in Naranjo. If all of the heaviest traffic generator sales

locate in one area, internal customer movement in other

sections Of the market are minimized. SO many retailers

try to relocate or to at least send someone to sell in the

aisles near the busy section. In contrast, a less concen-

trated flow Of consumers could be arranged with an appro-

priate mix and strategic location Of certain key traffic

generators, thus minimizing the need to relocate in order

to get customers.

C. Vertical space utilization. Inside the markets,
 

available floor and vertical space for product exhibition

and sales in many cases is seriously underutilized (Naranjo

and Puriscal vegetable stalls were particularly underuti-

lized). Comparing alone across markets in Costa Rica,

some vegetable stall operators used display shelves cover-

ing three and four levels Of vertical Space, with others

displaying items on the floor or on tables,.using only one

level Of vertical space. In other cases shopping aisles

were too wide, thus devoting a disproportionate amount Of

floor Space to non-income-generating activities (the case

Of some parts Of the San Isidro market).

D. Stall subdivision. Many existing stalls have
 

inappropriate physical configurationsikn:the type of pro-

duct or sales technique desired. And due to inflexible

construction materials (cement walls and table surfaces),

changes and/or expansion to fit new and improved methods

are<iifficult. For example, vegetable stalls in the Puriscal
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market are small rectangular cement compartments designed

for storage Of products below and one layer Of product on

top for exhibition and sales. This was totally disfunc-

tional: sellers rarely used the storage space because it

was so difficult to reach. And wooden superstructures were

Often built on top of the cement tables and in the aisles

in order to provide additional vertical product exhibition

areas.

E. Services. Administration services of cleaning,
 

repairing, and garbage collection were usually less than

adequate. The Naranjo market's roof leaked very badly and

almost all markets visited were in need Of improved light-

ing and sometimes ventilation. Likewise, management Of

rent determination and stall allocation is normally

executed according to simple accounting considerations and

does little to stimulate and facilitate improved sales

methods. Costa Rican Public Law 2“28 does call for public

market stall rentals to be reevaluated every five years.

In some cases rental fees for small fruit and vegetable

stalls were quite low: in fact, in one market a seller

had rented the stall next to his just tO keep a competitor

from installing there. In most cases there was little

correlation between the volume Of potential sales and

rental fees. Meat stalls, for example, in both Naranjo

and Puriscal pay much less rent per volume of sales than

do vegetable or grain stalls. Hence, little is done either

directly or indirectly to actually manage and improve
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municipal markets or the efficiency Of sellers' Operation

methods. Finally, rental fees for restaurants and liquor

sales businesses locating in public markets are sometimes

subsidized, compared to rates for similar businesses out-

side public markets. In Naranjo, for example, the four

bar/restaurants occupy about 18 percent Of the effective

sales area Of the market, paying average rental rates Of

(colones) $2.3“ m2, while similar businesses located in

the commercial business district pay an average Of (colo-

nes) $5.00 m2.

F. Farmers' sales. Finding Space for local farmers
 

who want to occasionally use public markets as points for

selling to consumers is an additional problem in some coun-

ties. As discussed previously, sales to retailers by

local small farmers are Often difficult to coordinate (due

to unstable supply). Farmers therefore come to the county

seat public markets searching for a temporary spot where

they can take advantage Of the consumer traffic created by

the market and commerce in the surrounding central busi—

ness district. If they locate on the exterior sidewalks

and at the entrances to the markets (and market retailers

are also invading these areas), congestion is increased

even more. In fact, it is sometimes in response to this

particular phenomenon that local government leaders decide

to increase the size or to build a new market.
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“.56 County Seat Growth and Related Marketing

Problems
 

Analysis shows that public markets do not Operate

independently but are integral parts of commercial and

other economic activity taking place in central business

districts Of towns and cities in Costa Rica. Hence, there

are many critical relationships between forces influenc-

ing change in overall commercial activities and those

facing public food markets. The purpose of this final

section is, therefore, to briefly consider the process Of

county and small town (rural county seat) growth and some

Of the corresponding implications for food marketing in

general, and public markets in Specific.

As discussed in Chapter Three, historical Costa

Rican pOpulation growth rates have been quite high but are

beginning to slow down significantly. Conservative projec-

tions still indicate a possible doubling Of present nation-

al population by the year 2,000.1 Within this general

trend, a critical question faces policy-makers in counties

such as Naranjo and Puriscal: how rapidly will their

urban areas (county seat) and respective areas Of influ-

ence grow and what impact will this have on a broad set Of

needed social and economic services, as well as on all

commercial needs (including county seat public market)?

 

1Thomas G. Sanders, Population Perception and Policy

in Costa Rica, American Universities Field Staff Reports,

Mexico and Caribbean Area Series, Vol. VIIII, NO. 1 (Han-

over, New Hampshire: American Universities Field Staff,

1973), P- 9.
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Migration rates have been high in the country, so

we must begin by carefully looking at both county seat and

rural pOpulations. For example, while the county seat Of

Naranjo grew at a yearly average Of 3.8 percent from 1963

to 1973, the total county pOpulation eXpanded at only 1.8

percent yearly (Table “.32). Starting in 1963 with 12,317

rural inhabitants and with a three percent average rate of

growth (net Of migration), the rural pOpulation would have

grown to approximately 16,553. Due to out-migration from

rural areas, its population was, in fact, only 13,777 in

the 1973 census.

Puriscal experienced even higher out-migration. Its

21,900 rural population would have grown to 29,“OO by

1973: instead, the new census found 21,562 rural resi-

dents. SO an estimated 7,838 people left the rural area,

with some staying in the county seat (resulting in a five

percent rate of growth there) but a majority leaving the

county altogether.

Thus, while the pOpulation Of their areas Of influence

changed little, if any, both county seats grew rather

rapidly. In fact, the 23 county seats with markets shown

in Table “.33 grew yearly during the intercensal period at

an average geometric rate Of 5.6 percent. If these rates

are maintained, towns will increase,onthe average,approxi-

mately 70 percent in 10 years and nearly 200 percent in 20

years.
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Growth rates Of this magnitude, even for small towns,

represent significant demands on local resources for phy-

sical infrastructure needs just to keep up with population,

not to mention seeking to improve the quality Of services.

In fact, one Of the principal reasons for creating IFAM

was to provide credit and technical assistance to county

governments in this growth and development process.

Incomes Of the population in these counties are also

growing and, when combined with population increase,

result in even faster growth in the demand for all types

Of commercial services. Central business districts in

both Naranjo and Puriscal have eXpanded to provide space

for new businesses. Yet a number Of growth-related pro-

blems that indirectly (and sometimes directly) influence

public markets are present.

First, there is a relatively high rate Of change in

the nature of commercial sales activities in Costa Rica.

Larger volume stores requiring larger rental units, self-

service technologies, more modern exhibition and display

cases, etc., are becoming more frequent, even in rural

county seat towns. Public market constructions that do

not or have not considered these needs but have only sought

to meet traditional retailing techniques, can become seri-

ous physical barriers to adoption of improved working

technologies.

Second, and perhaps more important for long-run

commercial development, county planners have not used land-
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use policy and related economic incentive schemes to foment

efficient use Of central business district land areas.

There are presently many vacant lots and underdeveloped

commerical buildings within and adjacent to these areas in

Naranjo, Puriscal, and many other county seats. There

have likewise been few efforts to discourage home construc-

tion in strip developments along roads leading into these

towns, while within city limits there are many vacant

lots and underdevelOped areas. Resulting town growth is

not concentrated, and public utility and other service

costs are higher than they would be under more compact

urban develOpment patterns.

Thirdly, motor vehicle and sometimes pedestrian

congestion problems are also present in many central busi-

ness districts on peak use days in many county seats. PIMA

studies documented problems in Puriscal and San Isidro.1

Lightweight private vehicles (jeeps, pickups, and automo-

biles) park for unlimited times on both sides Of principal

business district streets, on which there is still two-way

vehicle traffic. Moreover, Since there are no loading

and unloading zones for commercial businesses, freight

vehicles picking up and delivering Often must park nithe

street, adding to the congestion. And other streets just

two and three blocks from these areas are virtually without

parked or sometimes even moving vehicle traffic. The

 

1PIMA. The San Isidro Feasibility Study, p. 26.

. The Puriscal Feasibility Study, p. 63.
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location Of the stock yards in Puriscal also created traf-

fic congestioncxithe street in front of the market.

Finally, intra- and inter-county bus stations may

still be located in the heart of central business districts,

Often adjacent to public markets. (This was the case in

Naranjo and San Isidro.) The location and Operation of

these also contributes to congestion. Thirty to forty

years ago, when many existing public markets were construc-

ted, they were the center and most important location Of

commercial activities in central business districts. At

that time it was logical to locate bus stops and/or sta-

tions adjacent to, or in, public markets. This made it

convenient for consumers and sellers to arrive at their

main point of destination.

Today, however, bus station/market combinations can

easily be disfunctional. Shoppers no longer visit only

the markets, but patronize commercial and public service

establishments located throughout central business dis-
 

tricts. These now can cover from 5 to 20 city blocks and

constitute a general market place. On the one hand, to

attempt to direct the arrival and routing Of all bus traf-

fic to one internal point in such districts can only add

to congestion and a lack Of parking, loading, and unload-

ing space.

0n the other hand, present-day locations Of both

inter- and intra-county bus stations are strategic to

development Of central business districts. Corridors of
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potential shOppers are created by the movement Of passen-

gers from bus stations/stOps to important final or inter-

mediate destinations. The planned location Of these can

achieve more orderly commercial growth. A good example Of

this was found in Puriscal, where there is no one bus

station or stOp, but the inter- and the four or five intra-

county lines have different permanent stopping locations

Spread around the main public plaza. This has helped,

over time, to promote less of a strip commercial develop-

ment and more Of a balanced growth around the main square

of the town. Ontflxaother hand, in Naranjo, the location

Of the intra-county bus station adjacent to the most

heavily used entrance to the public market increased con-

gestion. It also reduced the commercial desirability Of

market stalls at the entrances to the market which were

out Of the line Of pedestrian traffic created by Shopper

movement between the intra- and inter-county stations.

This concludes the analysis Of the Naranjo and

Puriscal Counties' food distribution subsystems. Only

occasional reference has been made to other counties

because there were no comprehensive studies Of these.

Strategic data and Observations were collected, however,

and indicate overall food distribution processes quite

similar to those Of Naranjo and Puriscal. Large numbers

Of small-scale rural retailers were identified in the

San Isidro study and in an unpublished review Of food

merchants in Grecia County. The Naranjo and Puriscal data
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indicate an average in rural areas Of one store for every

30 to 35 families. Similar statistics for San Isidro

and Grecia indicate one for every 38 to “5 families, re-

spectively. The location Of grocery stores in most small

and large rural villages in Costa Rica was also shown in

an economic geography study Of central place functions.l

From a list of all urban and rural communities larger than

300 in the country, a stratified random sample of 37

places was studied in order to identify existing economic

functions and population sizes. Food stores and bars were

ubiquitous in all communities. Other Observations in the

study also indicated that food stores are usually present

in the hamlets or small villages Of fewer than 300.2

Informal PIMA studies Offkmmlwholesaling in the coun-

ty seats Of a majority Of the counties in the central

valley and around San Jose indicated supply mechanisms

quite Similar to those Of Naranjo and Puriscal. Two or

three important grocery wholesalers and/or retailer-

wholesalers were present in every county seat.

Finally the national wholesale market study found

fruit and vegetable assembly processes in each county relat-

ing directly to the national market. County seat public

markets were not involved: instead, assembly was via a

 

lJ. Ratcliffe, "An Examination Of the Population Eco-

nomic Activities Relationship and Hierarchy Of Central

Places: The Costa Rican Example," (Unpublished Ph.D.,dis-

sertation, Indiana University, 1970), p. 56.

2Ibid., p. 83.
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system Of farmers with their own transport vehicles and

truckers Operating as both freight agents and buyers mov-

ing products directly from farm and roadside pickup points

to the San Jose market area.1

The descriptive diagnostic of Naranjo and Puriscal

food distribution subsystems in this chapter has examined

consumer, retailer and wholesaler behavior. It has also

focused upon public markets as coordinating institutions

Of local marketing processes. The following chapter will

undertake a benefit/cost analysis Of selected public market

projects. As an introduction to this topic, the chapter

will begin with a summary Of the most important vertical

organization and coordination characteristics identified

in the present chapter.

 

1PIMA, Programas para Mejorar e1 Sistema de Mercadeo

Agropecuario en Costa Rica, p. “-19.



CHAPTER V

A BENEFIT/COST ANALYSIS OF

SELECTED PUBLIC MARKET PROJECTS

In light Of the understanding now available Of the

rural county food distribution subsystems, the purpose Of

this chapter is to analyze costs and benefits Of the pro—

posed public market projects. A quantitative financial

and economic benefit-cost analysis will be performed on the

original Naranjo (and Grecia) proposal, but not on the

Puriscal project as it never reached the same level Of

actual architectural plans and specific building cost

estimates.1 A qualitative economic benefit-cost analysis

will likewise be undertaken for the Naranjo and Puriscal

cases.

The IFAM loan development and analysis procedure will

also be examined because it is central to the broader ques-

tion Of government resource allocation, both within the

 

1Although the descriptive diagnostic in Chapter “

did not include the Grecia project, it will be analyzed

here Since it was the first market project designed and

was actually financed and implemented by IFAM. On the

basis Of personal Observations and review Of information

on the number and type Of food merchants Operating in this

county, it appears that its food distribution subsystem is

quite Similar tO those of Naranjo and Puriscal.

189
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food marketing area, and between it and other public ser-

vice needs Of rural county governments.

Before looking at these projects, let us first review

and summarize the most important characteristics and prob-

lems of the food distribution subsystems Operating in these

and other areas Of Costa Rica.

5.1 Summary Characteristics Of Food Distribution Subsystems
 

Events in the metropolitan food distribution system

are important for rural counties. In the urbanized

region surrounding San Jose there is already a brisk pace

Of change in food consumption and related retailing and

wholesaling activities. And due to continuing increases

in pOpulation, urbanization, and income the general demand

for marketing services over the next 20 years is expected

to increase some four times over present levels.

Changes have already stimulated evolution towards a

system Of decentralized retailing wherein public markets

are no longer dominant. Over the past 10 years there has

been a rapid expansion of supermarkets and various sizes

Of personal service outlets located in and near residential

areas. Food wholesaling is also changing with movements

toward greater channel coordination: already there are

vertically integrated supermarket chains, wholesale Opera-

tions cooperatively owned by retailers, and some indepen—

dent wholesalers Offering a broader line, improved service.

Shispitecd‘these potentially progressive elements,

the large-urban-area distribution subsystem was judged not
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tO be adjusting as adequately as possible to changing

demands (especially that part serving low income consumers).

Nor was it considered to be advancing sufficiently towards

more effectively linking urban consumer needs to rural

food production potentials, both Of small and large far-

mers. I

In Naranjo, Puriscal, and other rural counties, prob-

lems were found with the physical state Of repair, general

Operation, and traffic congestion surrounding county seat

public markets. A greater need for planned and organized

development of central business districts and related com—

mercial activity was also identified. Yet food merchants

Operating in public markets represent only one portion Of

a more complex and interrelated (although largely unrecog-

nized by local policy makers) fOOd distribution system

serving county residents. Efforts to improve the perfor-

mance of these marketing processes must consider a broad

set of participants and not just those who have tradition—

ally marketed fOOd from stalls in the public market.

Within rural distribution subsystems in Naranjo and

Puriscal Counties (and most other areas Of Costa Rica),

agricultural specialization has progressed to the point that

farmers and town-located consumers are primarily dependent

on purchased food supplies rather than farm perquisites.

Families living on dispersed farms, in villages, and county

seat towns spend an average of “5 to 50 percent of their

cash incomes on purchased food supplies.
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Distribution processes within these systems are both

complex and usually unrecognized by casual Observation, since

a relatively large number Of small-scale grocery stores

located in rural areas (and neighborhoods Of the county

seats) supply as much as half of the food purchased by

county residents. Across urban and rural areas Of both

counties (and most others in the country) there is an

average Of one food store for every 25 families. Located

in rural areas (villages and diSpersed farms) there is an

average Of one store for every 30 tO 35 families.

Prices for basic items are generally higher in these

rural outlets, however, consumers' patronage is explained

by the locationalconvenienceand, when needed, the availa-

bility of sales on credit. Moreover, the importance of

local, convenient sales Of many basic food items for the

village and dispersed farm populations cannot be explained

by a lack Of alternative retail outlets. A majority Of

consumers have access to daily bus transportation between

outlying areas Of townships and county seats. In fact,

they generally go to county seats via these modes to shop

for perishables, nonfood consumer goods, and agricultural

inputs.

Public market retailers form a part Of local food

distribution systems, but their estimated share Of total

monthly sales ranged from 25 percent in Naranjo to 15 per-

cent in Puriscal. Sales here are relatively specialized in

perishable items: consumers from both county seat and rural
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areas patronize thembecausethey usually tend to be'the

only place where such products are sold.

Larger scale retailer—wholesalers in each county seat

command the largest single market share (and are growing),

competing favorably with State CNP outlets for lowest

prices and in providing a broad line Of grain and processed

food items. These merchants clearly are the most dynamic

elements in the local systems and have a potential to begin

to improve vertical coordination and thus to lower costs

and improve the quality of wholesale services available to

a majority of the small local retailers. Yet little has

been done to promote such changes, and due to their volume

of Operation and strategic position as both the largest

retailers and only wholesalers, they also represent poten-

tially strong geographic monOpOlies in the local system.

The food distribution subsyStems identified in each

county are not independent but are closely integrated

into national markets and the San Jose metropolitan diS-

tribution subsystem. Larger and more mobile outlets from

each rural county procure supplies directly from the San

Jose area supplies, while smaller rural and neighborhood

outlets depend for a majority Of their provisions upon

local retailer-wholesalers who purchase from these national

sources.

Finally, the smaller retailers in both counties face

a number Of important store Operation and procurement prob-

lems that must be considered in order to begin to improve
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performance. Managing credit sales to consumers, overcom-

ing the lack of Operating funds, Obtaining access to credit

to purchase refrigeration and other equipment, and dealing

with transportation, procurement, and product quality

problems are all important concerns.

The use Of public resources to design strategies and

specific projects to meet these needs is an important,

albeit still generally unrecognized, competitor with the

demand for resources to improve public markets.

5.2 County Government and IFAM's Actions on Market Project

Requests
 

Various county governments had approached IFAM by

June, 1973, requesting financial assistance to either build

or remodel a public market or to carry out a feasibility

study on how to do this. (These counties and the size Of

loan requests are .1isted in Table “.0.) In order to better

understand how these decisions were reached, a number Of

councilmen from Naranjo, Puriscal, San Isidro, and other

counties were informally interviewed. Discussions were

likewise undertaken with personnel in the Loan Operations

and Technical Assistance departments Of IFAM. From these

it was learned that within both county and/or IFAM adminis-

trative units, three critical decision-making processes

were implicitly and/or explicitly being carried out. The

sequence Of these is Shown graphically in Figure 5.1.

First, elected county councilmen and county managers

decided upon public project areas, given their perceptions
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Of local problems and priorities. The list Of alternative

project areas shown in Figure 5.1 is derived from the IFAM

loan portfolio to all counties in the country as of Novem—

ber, 1973. As requests came to IFAM, there was little

effort to assess local government judgments as to whether

relatively highest priority problem areas were identified

for their respective counties. Likewise, at county govern-

ment levels there was little explicit consideration (through

formal analysis or public hearings) Of whether something

other than an agricultural/commercial reform project ought

to be undertaken.

Second, within the project area of agricultural/

commercial reform activities, there was no formal or infor-

mal consideration Of alternative actions to solve basic

problems. The alternatives listed in Table 5.1 were usually

not even perceived by local decision-makers or by IFAM.

Generally a vocal minority Of the group of elected coun-

cilmen was a strong supporter of the idea that something

should be done by the present administration to improve the

public market. In all the cases studied there was no evi-

dence Of overt conflict Of interest by elected Officials

with construction firms or merchants located in the markets.

Two or three councilmen Simply perceived these as priority

problem areas and were successful in convincing other mem-

bers that such projects were vital.

Traditionally this type Of action by county govern-

ments has been common, particularly during earlier periods
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of Costa Rican history when public markets housed a

majority Of the commercial activities that were only begin-

ning to develop as the local economy grew. Thus, new or

improved markets represented straightforward physical mani-

festations that elected local Officials were providing

useful public services. And this perception appeared to

still have a strong influence among county councilmen.

IFAM loan analysts and technical assistance personnel

were well meaning but likewise not well prepared nor

supported by other Costa Rican public and private resear-

chers to study basic food marketing processes and alter-

native solutions tO critical problems. IFAM and outside

agency technicians appeared to have relatively good skills

in other project areas such as water supply, waste collec-

tion, electrification, and road systems. These tend to

be more engineering-oriented areas in which local engineers

and economists are more capable Of analyzing and designing

relatively effective reform projects. And since there are

national water supply, electricity, and road building

public institutes in the country, IFAM and county council-

men have effective technical resource people available as

consultants.

Farm marketing and food distribution activities,

however, are more behavioral processes (although they do

involve physical infrastructure) with which local techni-

cians have less analytical and practical eXperience. There

are likewise no public research nor extension personnel
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available in other government agencies charged with deve-

loping local and national food systems. Therefore, the

process Of identifying problems and studying alternative

solutions in the agricultural/commercial project area was

not working well, if at all.

Third, as shown in Table 5.1, the projects went

through a more or less formal cycle of important prepara-

tion stages. Problem identification was generally left to

the county councilmen and local decision-making processes.

IFAM was formally approached for financial assistance,

at either stage 2 or 3 Of the cycle. If the respective

county council had sufficient funds and initiative, an

engineering/architectural firm would be directly contracted

to design a new or remodeled market and to develop costs

and potential rental income estimates. Completed project

feasibility studies were then brought to IFAM for apprai-

sal and loan negotiation. Naranjo and Grecia counties

followed this method. The Puriscal council instructed

their county engineer to prepare a preliminary plan. Other

counties approached IFAM for funds to finance a feasibility

study to design and prepare a project on the assumption

that the councilmen had correctly identified the problem

(i.e., some kind of improved market was necessary). IFAM

either approved or disapproved Of the feasibility study

requests with minimal changes or influences on the terms

Of references Of the study.
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By whatever design and preparation procedure,

IFAM's loan Operation department would appraise the project

along two dimensions. One was a limited economic consi-

deration Of the potential general dynamic impact Of the

project, usually based on ideas and data supplied by the

engineering/architectural consulting firm. The second was

a financial analysis of the county government's overall

administrative unit, looking in detail at all sources of

income and expenses, at user rates for county-provided pub-

lic utility services, and at county financial management

performance. The technical assistance division of IFAM

would collaborate in this, seeking to identify areas where

training courses and other administrative improvement tech-

niques were necessary.

This latter dimension received the major (usually

almost exclusive) attention Of IFAM, since they conceived

Of their loan activities as a mechanism through which to

channel technical assistance on local government adminis-

tration. From a financial standpoint, IFAM technicians

examined the past and expected future net cash flow positions

Of the counties, thus assuring that the requested loan

could be repaid within the 10-year payback period required

by them. There were no discounted financial or economic

benefit/cost analysis techniques applied to the projects.

Cash flow budgets were prepared for the projects tO pre-

dict deficits that would have to be covered from general

tax and other sources Of county revenue.
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5.3 Overview Analysis Of Market Feasibility Studies1
 

PIMA studies focused on newer market loan requests

(and a reevaluation Of the Naranjo one) in spite of the two

existing feasibility studies for Grecia and San Carlos

counties. Only occasional, if any, reference to these

studies was made throughout the analysis Of Naranjo and

Puriscal cases, since they contained little useful infor-

mation on the broader fOOd distribution subsystems in the

respective counties. For purposes Of the present chapter,

however, it is useful to review the general methodology

and conclusions Of these two earlier works, as well as

those Of the Naranjo and Puriscal cases. All Of these

responses to problems are significant because they estab-

lished a local precedent Of how to study and design market

projects. In fact, the Grecia market was already under

construction when the present research was begun, and its

strong demonstration effect was expected to motivate

requests from other counties for similar projects.

 

1This section is based onénlanalysis of the following

feasibility studies and respective IFAM loan documents.

Note that a copy Of the Grecia Feasibility Study was never

Obtained, although IFAM Officials claimed it was used to

prepare the loan document. Hence, all information about

the Grecia case is obtained from the loan document.

(a) Agroindustrias Toro, The San Carlos Feasibility

Study.

(b) AICA-SAMAG, The Grecia Feasibility Study.

(c) ICESA, The Naranjo Feasibility Study.
 

(d) IFAM Loan Documents: (1) Grecia Market, November,

1971; (2) San Carlos Market, September, 1972; (3) Naranjo

Market and Bus Station, March, 1973.
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From a research orientation perspective, the basic

capabilities and interests Of technicians working for the

private consulting firms carrying out these studies was to

examine food and other marketing needs in a limited and

relatively static framework. Authors of the San Carlos

study were more knowledgeable about food production and

marketing needs than those working on the Grecia and Naranjo

study; however, all were generally bound by the perspective

Of those marketing activities being carried out within the

public markets. None Of the studies focused upon under-

standing Or predicting the relationship between overall

commercial activities within entire counties, or even

county seat communities, and those realized within the

physical confines Of the public markets. Consequently,

existing or expected trends in market Shares and resulting

space needs Of various groups Of merchants in the counties

were not studied.

Each consulting group assumed explicitly that county

governments' Objective Of influencing and facilitating

local agricultural/commercial growth and develOpment was

valid. But none asked questions about the costs and

benefits of alternative public action to achieve such

goals. All basically accepted the problem definition Of the

need to build or remodel public markets. This was particu-

larly true Of the engineering/architectural firms working

in Grecia and Naranjo cases (and the city engineer working
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on the Puriscal project. There were also selected cases

Of an indirect financial incentive for firms to recommend

large building programs. That is, groups doing both feasi-

bility and engineering/architectural studies Signed con—

tracts with the county governments granting rights to do

final engineering and architectural plans. As a matter Of

standard operating procedure, fees for these are determined

on the basis Of a percentage Of total building costs (10%).

Each firm designed and carried out structured inter-

views with public market retailers for the basic purpose

Of identifying felt problems about Space needs and overall

attitudes towards an improvement project. None of the sur-

veys sought to identify or understand individual business

Operation or management problems, and their potential rela-

tionship tO physical space needs. All surveys contained

questions to see if retailers would be willing to pay

higher rents for new or improved physical facilities and

related services.

Finally, although there is no formal feasibility

study, it is useful to review the sequence Of the project

submitted to IFAM by Puriscal. County councilmen did not

hire an outside consulting firm but instructed their county

engineer to prepare a tentative plan and engineering draw-

ing for an addition to their existing market. The county

owned land adjacent to their existing market, and the

engineer Simply designed a building to fit that area which

would integrate into the present facility.
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Data in Table 5.1 outline cost and size dimensions

Of the four projects. Both the Grecia and San Carlos

projects would increase available market commercial sales

space over 100% above existing levels, adding a significant

number Of new store locations for all types Of fOOd and

nonfood items. The Naranjo project was more modest, call-

ing mainly for increased space for existing merchants.

The Puriscal addition was to increase the amount Of space

about 50 percent in order to accommodate anticipated

demand for new sales locations and for space to carry out

the grain and panela assembly functions presently per—

formed in the streets around the existing market.

Land costs represent from 20 to 30 percent Of total

project costs, although only in San Carlos. was there to

be an actual cash purchase of land. In all other cases

counties acquired the land at earlier periods. Existing

market buildings and land to be used for the new construc-

tion were the major county contributions to each project.

IFAM loans were essentially to be used to finance new con-

struction.

5.“ Analysis Of Specific Benefits and Costs
 

Policy-makers involved in public and private

resource allocation processes require as much information

as is economically feasible about decisions under consider-

ation. Benefit/cost analysis is a common framework within
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which much information of this nature is coordinated.1 In

its most fundamental form it requires (1) accurately prO-

jecting future economic and social outcomes, (2) assessing

the desirability Of these consequences as related to expected

performance Objectives, (3) comparing costs required to

generate such outcomes with their benefits through a com-

putational device (some form Of present worth or discount-

ing analysis) that accounts for the different time periods

in which the stream of future activities will occur.

For purposes of the present evaluation, both a finan-

cial and economic benefit-cost analysis will be completed.2

The financial review deals with the specific revenue-earning

potential Of the market projects over their lifetime. Such

an analysis shows whether,in fact,the county governments

may expect to recover financial costs involved in building

and Operating the markets. If subsidies from other reve-

nue sources are required, projects may still be necessary

because they produce direct and indirect social benefits

available for local consumers and other food system parti-

cipants but which are not directly recoverable by local

government. 0n the other hand, projects may be financially

viable and still unjustifiable due to the social Opportunity

1For an introductory discussion Of this analytical

tool, see Chapter 2“—-Cost-Benefit Analysis and the Provi-

sion of Public Goods, in Microeconomic Theory—-Basic Prin-

glples and Extensions, by Walter Nicholson.

2Basic techniques used generally follow conventions

recommended by J. Price Gittinger, Economic Analysis Of

faricultural Projects (Baltimore: Johns Hopkins Press,
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cost Of resources involved. To carefully examine such

issues, it is first necessary to know what real financial

costs are involved.

The economic analysis will quantify and discount 3

narrow set Of expected direct benefits and costs. More

importantly, it will qualitatively investigate broader

concepts Of Opportunity costs Of public actions, and dyna—

mic indirect concerns Of improving individual county and

national food distribution processes. This approach is

taken because the public market projects are so narrowly

conceived in spite Of the ambitious expectations Of their

designers. An important Objective is therefore to examine

how modified market projects and other reforms could better

achieve county governments' goal Of improving overall

performance Of local food distribution processes. Hence,

the economic analysis will basically examine expected (or

unexpected) impacts Of the projects and other alternative
 

actions on selected food system performance dimensions

discussed in Chapter II.

5.“l Financial Analysis
 

Land, construction, and yearly Operating expenses are

the primary costs included farthe financial analysis Of the

Naranjo and Grecia projects. For the most part, estimates

Of these are taken from the feasibility studies. Assumed

values for the land already owned by each county government

were reasonably in line with actual market prices in each
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community. Construction expenses were estimated by stan-

dard building formulas, based on the final architectural

plans of each project. Construction labor costs were

valued at market rates, as were those Of expected mainte-

nance and market administrative personnel. Overall

Operating and maintenance costs were assumed to increase

10 percent every five years for a 15—year period and were

then left constant for the remaining life Of the Grecia

project. They were increased at a slightly higher rate

for the Naranjo market, since the final facility was a

remodeled and not a new building.

Project financial benefits are the expected rental

fees from the markets (also from the bus station in the

Naranjo project), plus salvage values Of the land and

buildings in the final year of the analysis. In both

cases new rents were programmed at levels significantly

higher than present ones. Current levels in Naranjo were

approximately (colones) $3.00 per Square meter, and future

rates were estimated at $5.00 per square meter, plus 10

percent increments every five years for a period of 15

years. In the Grecia market, average rates are estimated

at (colones) $3.00 per square meter, and new ones ranged

from $5.00 to $10.00 per square meter, depending on the

type of location. Both feasibility studies justified

higher levels on the basis Of improved services and on the

questionnaire responses Of market users. A majority Of
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Table5.2 Total Yearly Financial Benefits and Costs of Grecia and Naranjo Market

Projects (1973 Colones)

 

Grecia Public Market Naranjo Public Market

 

Total Yearly
Total Yearly

Total Yearly
Total Yearly

 

Year Costs-- Costs--
Benefits-- Benefits--

Rent and Salvage Coistruction, Rent and Salvage Construction,
Value and, and Value Land, and

$ Operating Costs $ Operating Costs

$ $

1 --- $2,863,0005/ --- $1,697,9053/

2 $ 150,000 878,800 $ 62,000 23,000

3 250,000 “9,700 62,000 23,000

“ 250,000 “9,700 62,000 2“,000

5 250,000 “9,700 62,000 2“,000

6 250,000 “9,700 62,000 2“,000

7 250,000 “9,700 68,200 25,000

8 275,000 5“,7OO 68,200 25,000

9 275,000 5“,700 68,200 25,000

10 275,000 5“,700 68,200 26,000

11 275,000 5“,?00 68,200 26,000

12 275,000 5“,700 75,020 26,000

13 303,000 60,100 75,020 27,000

1“ 303,000 60,100 75,020 27,000

15 303,000 60,100 75,020 27,000

16 303,000 60,100 75,020 28,000

17 303,000 60,100 82,522 28,000

1 303,000 62,200 82,522 28,000

19 303,000 62,200 82,522 29,000

20 303,000 62,200 82,522 29,000

21 303,000 62,200 82,522 29,000

22 303,000 62,200 82,522 30,000

23 303,000 72,800 82,522 30,000

2“ 303,000 72,800 82,522 30,000

25 $1,630,2001/ $72,800 $751,5221/ $31,000     
1/
- Salvage value Of land

g/

3/

“/

($800,000) and building ($527,000).

Salvage value Of land ($560,000) and building ($109.000).

Total construction costs ($2,892,100) and land costs ($800,000).

- Total construction costs ($1,123,905) and land costs ($560,000).

Source: Grecia and Naranjo Feasibility Studies and IFAM Loan Documents.
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those surveyed in each case indicated a willingness to

pay higher rates for new and improved facilities.

Using the Michigan State University Computer Center

program (BENCOST), benefit/cost ratios, internal rates Of

financial return and net present values Of the discounted

flow of private benefits minus costs were calculated on

the basis Of the above data. Projects were assumed to

last for 25 years; and by changing a number Of assumptions

regarding costs and benefits, a sensitivity analysis was

also performed. Results Of the alternative computer runs

for the financial as well as economic analysis are shown in

Table 5.3.

Assuming an eight percent rate of discount (interest),

base financial run results for both projects reveal very

unfavorable investments for respective local governments.

The Grecia project is a relatively better one, although

both yield negative net present values and internal rates

Of return below the actual interest rate to be charged on

the money borrowed to implement the projects. Benefit/cost

ratios are less than one. Base runs were calculated at an

eight percent discount rate, because loans available to

each government from IFAM were to be Obtained at this cost

and the purpose Of a financial analysis is to examine actual

out-Of-pocket costs and returns faced by investors. Land

used in each project was most likely purchased with gov-

ernment funds costing at least eight percent and probably
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more, but for simplicity an 8 percent rate was assumed for

all project expenses.

The sensitivity analysis illustrates the tenuous

financial returns which can reasonably be expected from

these projects. For example, increasing benefits (rents)

improves the internal rate Of return for each project to

the point where they are barely earning enough to pay all

financial costs involved (with 100 percent increase in

rents, the IRR for Grecia increases to 12.5 and Naranjo to

6.3). Yet it is highly improbable that rents could be

raised in the short-, and longer-run. Base estimates were

already substantially above existing levels, and experience

with public markets in other countries indicates even

these rates will be politically difficult to apply when

merchants actually occupy the market. It tends tO be even

more difficult for administrators to raise rents in future

periods especially if the markets are occupied by many

small-scale retailers. And existing market share and growth

trends Of the various fOOd retailing groups in each county

analyzed in Chapter IV strongly suggest demand will decline

for market stall space and will increasingly come from

small merchants.

Assuming both “0 percent increases and decreases in

Operating costs has little impact on the financial desira-

bility Of the projects, as these costs are relatively small

compared to initial costs and yearly income.
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Analyzing more complex potential alternative outcomes

demonstrates substantial risk involved in the investment.

A best feasible case is examined which posits a 100 percent

increase in rents and a “0 percent decrease in costs. Each

project improves Significantly, although both are still

rather marginal financial investments (IRR for Grecia goes

to 13.1 and Naranjo to 7.0). The worst feasible case

supposes a “0 percent decrease in rents (to about actual

levels) and a 100 percent increase in Operating and mainte-

nance costs. Both projects then Show a negative internal

rate Of return and net present value. In light of ear-

lier discussion about rents, the best feasible case Should

be considered highly unlikely, whereas the worst alterna-

tive is more probable, particularly if public market

retailers' share Of total county sales continues to decline.

SO in realistic probability terms, it is predicted that
 

both projects would yield substantial financial losses over
 

their expected lifetimes.
 

A series of alternative financial cases were also

investigated in which initial land costs are ignored but

are included in salvage values in the twenty-fifth year

Of the project. Resources used to acquire the land on which

these markets are tO be constructed have a financial and

economic Opportunity cost. Because they are already

owned, however, local decision-makers sometimes prefer not

to consider them, choosing instead to evaluate potential

investment on the basis Of required new cash expenditures
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and expected incomes. Under these assumptions, base finan-

cial results improve but still do not suggest satisfactory

performance. Internal rates Of return (Grecia, 6.“ per-

cent, and Naranjo, “.“ percent) are still below even the

eight percent subsidized rate Of interest available tO

each government unit. The best and worst feasible cases

were also examined without land costs and showed a Slight

improvement over previous runs. Still, the most probable

outcome between these extremes does not represent an attrac-

tive investment alternative for local governments.

In conclusion, the new markets cannot realistically

be expected tO earn a financial return even comparable to

the eight percent rate of interest that will be paid on

the loan funds necessary to construct them. Over the

assumed life Of each project,respective local governments

will be required to contribute subsidies from other income

sources in order to finance the stream of benefits result—

ing from the use of them.

And probable subsidies are large in discounted terms.

For example, using the base financial run at an eight per-

cent discount rate, the net present value Of the Naranjo

investment is -$1,128,“55 (colones), whereas the net pre-

sent value Of the gross rents to be paid by all market

retailers over the life Of the projects is only $721,109.

The net present value Of the Grecia project under similar

conditions is -$l,128,9“5 (colones), and the discounted

value Of future gross rents is $2,991,“56. Hence, the
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Naranjo County government in discounted terms will provide

each market retailer free yearly rent at about 1.5 times

the rate they actually pay. In Grecia the present value

equivalent Of the subsidies equals about one-half Of the

yearly rent.

5.“2 Economic Analysis
 

Identifying potential social or economy—wide bene-

fits and assessing whether they are worth their likely

cost is part of the present analysis. Given the narrow

focus Of public market projects discussed earlier in this

chapter, another important part is to use the understand-

ing of key components Of the county food distribution sub—

systems gained in the analysis from Chapter IV to eXplore

alternative solutions which could yield additional dynamic

benefits for the use of given local public resources.

Councilmen of Naranjo, Puriscal, and other counties,

as well as consulting firm technicians designing the

respective markets, were vague about specific direct and

indirect economic effects Of the new markets. This makes

analysis difficult. Conventional economic benefit/cost

study procedures require quantification Of as many as is

feasible of the direct or primary benefits and costs.

Selected indirect or secondary effects are Often treated by

adjusting price relationships to reflect real social Oppor-

tunity costs.1 Other indirect effects arising from scale

 

lGittinger, Economic Analysis Of Agricultural Proj:

ects, p. 25.
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economies and dynamic secondary impacts are difficult to

quantify and therfore are generally not included in calcu-

lations.

While it may be true that in terms of the economic

development aspects of public investment the scale

effects and the dynamic effects hold the greatest

potential for larger-scale impacts on the economy,

they are by nature SO difficult to evaluate that

few attemptslhave been made to deal with them

empirically. '

For the present study a quantitative economic bene-

fit/cost calculation was performed in which the same set

Of direct benefits from the financial analysis were

assumed. NO additional direct benefits were quantified

because there were none that could be realistically pro-

jected. New facilities would undoubtedly reduce some

spoilage and product deterioration, but new rental rates

were also estimated at higher levels (compared to existing

rates). It therefore can be argued that such higher rates

represent a market valuation of these improved economic

services.

Costs similar tothoselin the financial analysis were

used, except for the interest rate. A shadow price Of the

cost of capital was determined. The going market rate Of

interest on a majority Of consumer credit was 2“ percent.

The Central Bank's Official rate on long-term priority

commercial loans to selected businesses was 12 to 16

 

Ibid., p. 25.
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percent.1 From an economic or social opportunity cost

perspective, the eight percent interest rate used in the

financial analysis underestimates the cost Of using local

taxes, loan, and other government revenues to undertake a

somewhat commercial investment. For this reason, a base

economic run was made at 2“ percent and sensitivity runs

were done at 12 and 16 percent (the best and worst feasi-

ble cases were also done at 2“ percent). Results in

Table 5.2 are even less encouraging than those from the

financial analysis and do not indicate that these are

socially desirable investments. All base runs for both

projects reveal benefit/cost ratios substantially less than

one. Even runs for best feasible outcomes Of each project

Show discounted costs greater than benefits. Internal

rates Of return are negative for worst feasible outcomes

and net present values are negative under all alternative

runs.

Additional indirect or secondary dynamic impacts Of

the projects, although difficult to quantify,were expected.

In fact, projects were considered socially desirable by

councilmen and IFAM analysts,largely as a result of these

anticipated outcomes. It is therefore necessary to under-

take a qualitative if not quantitative analysis Of them.

The detailed understanding Of micro behavioral patterns Of

county food distributionpmrticipantsObtained in Chapter

 

lBanco Central de Costa Rica, Boletin Estadistico

Anual (San Jose, Costa Rica: Banco Central de Costa Rica,

April 1973). p- 25.
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IV provides an empirical basis on which to judge the

likelihood Of more dynamic impacts and omissions Of the
 

proposed projects.

One generally expected dynamic benefit was to improve

the overall performance Of local food distribution pro-

cesses for consumers, merchants, and farmers. This was

referred to various times in all the feasibility studies

examined and was recognized by IFAM analysis as the general

justification for the prospective loans. Other more

specific and explicit benefits (or Objectives) Of the

projects were usually not carefully differentiated, perhaps

as a result Of the vague problem identification and analysis

process identified in section 5.3.

Another sometimes explicit (and always implicit)

expected benefit was to improve the quality Of food and

related marketing services Offered by the market stall

retailers. This may be interpreted as one component of the

performance dimension discussed in Chapter II Of achieving
 

an abundant, nutritious, and reliable food supply at

economical prices. The new physical facilities were to
 

providermxhnuiand sanitary surroundings, from which it was

assumed that better quality fOOd products and related

marketing services would result. But feasibility studies

did nothing to identify or understand business management

and supply problems Of the market retailers, nor tO really

investigate whether new physical facilities would improve

services.
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And on the basis Of information from Chapter IV, it

is difficult to predict such improvements. Inadequate

physical repair problems with the existing Naranjo market

resulted in product deterioration, and an improved facility

would help eliminate this. But market merchants in both

Naranjo and Puriscal identified procurement problems Of

product quality variation and transportation that likewise

affected the quality Of their products and services. A

new building alone would do nothing to deal with this. It

was likewise discovered that most nonperishable food items

are marketed by retailers located in central business dis-

tricts, county seat neighborhoods, and rural areas. 80

even if such benefits were achieved for public markets, they

would only include a portion Of all food marketing prO-

cesses (not over an estimated 25 percent in Naranjo and

15 percent in Puriscal).

Achieving a local food supply at economical prices is

also part Of this performance dimension. Authors of the

Naranjo feasibility study assumed that the lowest relative

prices on basic food items are found in the public markets.

This is difficult to judge, since in Naranjo (and other

counties) markets are the only location where meat, fruit,

and vegetable items are retailed. Lowest relative prices,

therefore, have little meaning. Analysis did show, however,

that this is simply a false assumption for basic grain and

 

lThe Naranjo Feasibility Study, Chapter 3, section 3.
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processed items. Lowest prices were generally found in

the subsidized State (CNP) stores and in the large-volume,

retail-wholesale outlets in both counties. And in Puris-

cal (and other counties, such as San Isidro) the largest

volume meat retailers are located outside public markets

in independent stores more suitable to their needs. There

was no comparative price study between these and market

meat outlets, although the former were clearly Offering a

better quality service and capturing an increasing market

share. It is more likely, then, that they were Offering

lower prices for similar services.

On the one hand, it could therefore be argued that

more progressive retailers locate outside public markets

because they are physically inadequate and that new and

larger public physical facilities would permit them to

eXpand and improve services. On the other hand, results

from the descriptive diagnostic showed the lack Of access

to Operating and investment credit, and improved supply

processes as more likely barriers to progressive, larger volume

operations which have the ability to capture economies of

scale and thus Offer relatively lower prices. The grocery

retailer-wholesalers examined in Naranjo (and to some extent

in Puriscal) have managed to remove some of these barriers.

But market, neighborhood, and rural outlets have little

hope of individually doing this. Under these circumstances

the financial subsidy involved in providing the new physi-

cal facilities has a significant Opportunity cost Of not
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being used to facilitate the removal Of such performance

improving barriers. And it is the small—scale retailers

who most need to change in order to effectively reach a

majority Of county consumers with improved products and
 

services at more economical prices.

Closely related to the above is another important

performance dimension discussed in Chapter II: that Of

stimulating the development and adoption Of improved tech-

nologies and organizational arrangements that will add to

increased resource productivity. Two components of anti-
 

cipated impacts Of the Naranjo and Puriscal market projects

relate directly to this.

First, it was assumed (again implicitly) that increased

productivity would result from the additional commercial

space and reduced physical congestion to be provided by the

projects. Yet diagnostic work described in Chapter IV

found that fruit and vegetable retailers in Naranjo and

Puriscal used existing sales Space very inefficiently,

either because Of their product exhibition technology or

because the physical configuration of individual stalls did

not permit more functional modifications. The proposed

project contemplated no changes in either Of these.

Analysis also found that the mix and location Of

sellers within markets has an important influence on effi-

ciently moving shOpper traffic through facilities. Care-

ful consumer shopping flow studies and specific product

and stall location strategies are necessary to Obtain more
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efficient use Of all space available withingnufldx:markets.

Simply providing more space for retailers to continue pre-

sent methods Of Operating and locating would have little

real impact on basic resource productivity.

Second, and of much greater significance for subsystem-

wide distribution processes, the projects would have no

influence on small—Scale retailers' (market, neighborhood,

and rural-located outlets) supply management processes.

These are critical areas where improved managerial-techno-

logical, and organizational innovations could improve

resource productivity. Small retailers in Naranjo County,

compared to Puriscal, appear to receive better services

from local retail-wholesale suppliers. Even here, however,

there is little private cooperation or public action to

improve vertical coordination and to lower procurement

costs for both retailers and wholesalers. Retailer buying

chains with a potential to bring about such changes are

beginning to Operate in San Jose and other large urban

areas of Costa Rica.1 But there have been no national

public efforts to foment or facilitate these, and they are

not even conceived as Opportunities by rural county gov-

ernments.

Councilmen Of Naranjo, Puriscal, and other counties

also expected remodeled public markets tO improve the

 

1There is also one Of these in Grecia, but its access

has so far been limited to the larger scale retailers

located in Grecia's central business district. Market and

rural-located outlets for the most part are not members Of

the chain.
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physical presentation and orderliness Of their central

business districts. This constitutes a part of the perfor-

mance dimension Of encouraging desirable settlement patterns.
 

Deteriorated physical conditions and occasional traffic

congestion surrounding existing markets in each community

present undesirable images which councilmen perceived as

unbecoming to their town's longer-run growth potential.

This is admittedly a vague and difficult concept to measure,

yet it had a pervasive influence on local policy-makers'

interest in new or improved markets.

Unfortunately, in both counties the projects would

have no impact on underlying problems of insufficient city

and market management, and inadequate longer-range planning.

Remodeled and expanded markets in both county seats would

beattractive,but the problems Of inadequate vehicle

traffic regulation would continue. In Puriscal they would

have likely increased since it was planned to move the

agricultural product assembly Operations inside the market,

thus requiring additional trucker parking Space in the

sometimes already congested streets adjacent tO the market.

And again from an Opportunity cost perspective, it

was planned to use county resources to subsidize the build-

ing of new and improved commercial space, while nothing was

to be done to promote local private interest to fill such

needs. In Costa Rica's growing economy, with its rapidly

changing commercial activities, it is important to question

the relative need of publicly providing all Of the businesses
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traditionally found in markets with places from which to

do business. Small-scale fruit, vegetable, and meat

retailers may need this because Of historical precedence

and present inaccessibility to resources to provide alter-

natives. Others, such as clothing and shoe stores and the

bars (cantinas) may well have access tO, or be capable of,
 

generating resources to build their own facilities. It

can thus be argued that an important longer range alter—

native function Of county governments is to use available

tax and other mechanisms to promote such changes. Such

actions could be much more effective in utilizing scarce

public resources to maximize the growth potential Of local

communities.

There are also a number Of small and large villages

Spread throughout each county that alscurepresent important

components Of existing settlement patterns. Given rural

consumer preferences for convenient local purchasing

alternatives for certain basic food and other items, pro-

moting the availability of economical fOOd retailing ser-

vices in these communities may also constitute an important

county government function. In the aggregate,in both

counties these stores distribute a larger portion Of the

rural population's food supply than do retailers located

in the county seat public markets. This is not tO argue

for publicly provided retail rental prOperty in each

village, but to consider other indirect mechanisms for
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facilitating the location and improvement Of such village-

level services.

There is another important expected benefit Of the

improved public market. All the projects considered by

IFAM were partially justified (again sometimes explicitly,

but always implicitly) on the basis Of providing production

incentives and improved marketing alternatives for local

farmers. This relates to the performance dimension dis-

cussed in Chapter II Of increasing the level of farm income
 

and improving the relativegposition Of small farmers.
 

Unfortunately most county policy-makers and consulting

firm technicians frequently misunderstand farmers' market-

ing practices and problems. The Naranjo and Puriscal

cases are good examples Of two typical misconceptions.

One the one hand, the Naranjo feasibility study and

loan documents (and Grecia documents) briefly state that

improved public markets will facilitate local farmers' mar-

keting practices.1 This is Simply a myth that surrounds

the use Of the term "public market" which historically did

provide market outlets for farmers. And it is a myth on

two points: first, the proposed Naranjo facility has no

sales space or other special accommodations for farmers.2

 

lThe Naranjo Feasibility Study, Section III; IFAM-

Naranjo Loan Document, p. 8; IFAM-Grecia Loan Document, p. “.

2Note that the Grecia project did call for a large

cold storage room in which local farmers were to store

products during the marketing process. Yet in Grecia Coun-

ty, with the exception Of a few pineapple growers, there

are no perishable products grown.
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Thus, even if they wanted tO use the market, they would

have tO sell products in the aisles or the streets out-

side. Second, the agricultural production and related

marketing processes of the county have nothing to do with

the public markets. Coffee and sugar cane are the two most

important crops, and each has separate and highly special-

ized market assembly processes. And studies reviewed in

Chapter III indicate minor vegetable crops grown in the

county are mostly marketed through a national wholesale

channel which bypasses local public markets for both func-

tional and economic reasons. While there are problems

with these processes, solutions call for national (multi-

county) improvements in market information, supply manage-

ment, and other new channel coordinating organizational

arrangements.1

The other typical misconception is shown in the

Puriscal project. It prOposed to provide additional sales

space inside the public market to accommodate transactions

realized in the streets between small, local farmers and

trucker-buyers. This would be an expensive arrangement

because the space (given its commercial location and

building costs) would be used at best once weekly and pro-

bably less frequently during nonharvest seasons.

Such an arrangement for transactions between farmers

and trucker-buyers is also disfunctional and uneconomical:

 

lPIMA, Programas para Mejorar e1 Sistema de Mercadeo

Agropecuario en Costa Rica, Chapters “, 5 and 6.
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handling ease and costs would increase, since products

would be carried inside, sold,zukibrought back outside to

be loaded on trucks for shipment to other regions. A

nearby truck parking area would also be required. Unless

forced, farmers and truckers would most likely continue

Operating in the streets where transactions are direct and

products are unloaded from farmers' vehicles directly

onto those Of buyers.

A third misconception not shown by either Of these

projects but common in other counties, is that Of using

public market building projects as the solution to local

small farmers' marketing problems. There appears to be a

potential in selected counties Of Costa Rica for small far-

mers to provide local consumers with a limited range Of

food crops, especially the more common fruits, vegetables,

and tuberous roots. They face two serious problems,

however, neither Of which has much to do with whether or

not they have sales space in a local public market.

First, they must increasingly compete with relatively

Specialized farmers in other areas Of the country who have

more Opportunity to produce a higher-andumore-consistent-

quality, and lower-cost, product.

Second, they must compete with national marketing

processes and Specific marketing agents' who supply a range

Of products and services to local merchants. The San Isidro

case study showed that public-market produce retailers

prefer to make informal buying arrangements with trucker-
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suppliers VHK) more consistently providetfluequality and

quantity Of all products needed. Depending on location Of

a county and resulting transportation costs tO national

market centers, small local farmers may be able to compete

in supplying certain Of these products. But providing

them sales space in a public market may reduce their com-

petitive advantage if they are forced to sell to consumers

at prices which will clear the local market Of their occa-

sional supply plus that which retailers consistently order

from outside suppliers to satisfy the average local demand.

For example, small farmers selling cabbage on the side-

walks outside the San Isidro market complained that a sort

Of price war went on between them and market stall

retailers, and that they were thus forced to sell products

at unfairly low prices. Market retailers complained, on

the other hand, that lowering prices below cost was the

only way to move the quantities already delivered by their

San Jose supplier and the "excess" brought by the farmers.

The market cleared but only by imposing a loss on farmers

and retailers. Thus, coordinating local small-farmer

supplies with those from national markets is a problem, and

the proposed public markets will do nothing positive to

treat it.



CHAPTER VI

CONCLUSIONS AND RECOMMENDATIONS

The demand for rural purchased food supplies and

related marketing costs are potentially important,

although relatively neglected variables in agricultural

development research. Few subsistence farmers'homes

produce their entire food supply. And as these farmers

become increasingly enterprise specialized, the economic

and timely availability Of a purchased food supply to

complement that supplied by each farm becomes important as an

additional necessary input into a more modern and produc—

tive farm—level transformation process.

In addition to the above omission, few past studies

on rural marketing have used units Of analysis that include

farmer and other rural residents, rural retailers and

rural wholesalers acting as an interrelated set or sub-

system directed at satisfying rural demand for food.

Marketing research and extension work in Costa Rica

has provided in this study the Opportunity to better under-

stand rural micro food marketing behavioral relationships

in such a subsystem context.

228
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6.1 Overview of Research
 

The general goal Of the study was to improve the

foundation on which to conceptualize, study and design

projects to improve the performance Of rural food distri-

bution activities in Costa Rica and other developing coun-

tries. Specific research Objectives were the following:

(1) To develOp a cOnceptual framework for studying

rural food distribution subsystems as compo-

nents Of regional and national food systems.

(2) To describe and analyze selected marketing

structure, conduct, and performance conditions

Of two rural food distribution subsystems in

Costa Rica. TO particularly examine vertical

coordination and organization dimensions among

rural participants, and between key rural and

metropolitan distribution agents.

(3) TO identify and evaluate a broad set Of econo-

mic and financial costs and benefits of improv-

ing the performance Of these rural subsystems

via prOposed public market facility projects.

(“) TO develOp improved procedures and an outline

Of future research needs for identifying and

better analyzing critical elements of rural

food distribution reform programs and projects

for Costa Rica and other developing countries.

In Chapter 11 past research on food distribution and

commodity marketing in developing countries was reviewed.

Then an enlarged conceptual paradigm was developed to

include urban and rural distribution processes. The impor—

tance Of studying the demand for rural purchased food and

related marketing costs as variables in agriculutral

development was also discussed. Rural food distribution

subsystems were thus defined to include actions Of farmers

and other rural consumers, and of local fOOd retailers and
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wholesalers as a highly interrelated set Of activities.

The suggested focal point Of research was the sequential

economic functions and behavior of the participants in the

process Of producing the final product: the rural food

supply. Marketing and geography principles were also

identified that are helpful in focusing research on rele-

vant variables requisite to improving rural distribution

processes. Finally, performance characteristics specific

tO rural subsystems were examined.

Food production-distribution subsystems are influenced

by many national economic forces, although for analytical

purposes, the limits Of rural distribution subsystems were

drawn to exclude these. Critical linkage points between

rural and large urban subsystems were identified, however,

since they are such important dimensions Of vertical coor-

dination in overall national food systems.

Chapter III looked briefly at forcesiku'change in the

large urban and national food system Of Costa Rica. The

rate and nature Of pOpulation and income growth is rapidly

changing the type of food production and distribution

system serving the major metrOpolitan area Of the country.

There are examples of decentralized and innovative urban

food distribution processes already Operating. Yet there

is evidence that the traditional system serving a majority

of these large-urban-area consumers is not adjusting to

changing demands. There are critical retailing, wholesal-

ing, and farm-related bottlenecks that reduce the ability
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Of the food system to change. And it is increasingly

essential in Costa Rica that the food system achieve the

potential to internally generate an on-going environment

Of innovative evolution, in order to both respond to and

promote overall economic growth and development.

Another important force for change in the overall

economy is the program begun in 1970 to improve the effec—

tiveness Of local government, particularly in more rural

zones Of the country. Such areas have generally not kept

up with the pace Of develOpment in large urban areas. A

crucial reason for the lag was diagnosed as inadequate local

government organization, initiative, and problem-solving

capacity. One key step of the program to improve these

was the creation of a national-level county government

develOpment institute-~IFAM. Its Objectives are to pro-

vide long-term credit and technical assistance to county

governments. The policy on lending was to emphasize, when

possible, financially viable projects which over the long-

run would help to generate greater county income, as well

as to provide needed services. Loans were to be accompan-

ied by technical assistance in develOping programs and

projects, in training Of county government administrative

personnel, and in establishing modern methods Of local

tax collection and administration.

Projects to build or remodel county seat public food

markets were quickly proposed tO IFAM by a number Of local

governments. These were identified as economically and
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socially desirable activities to improve county food sys-

tems. The descriptive diagnostic in Chapter IV examined

two rural county food distribution subsystems in order to

(1) predict and evaluate the impact Of proposed markets

and (2) conceptualize alternative reforms to improve per-

formance. Considerable detailed information was examined,

indicating that certain problems are present in public

markets. Yet these represent only one portion Of a more

complex system Of large county seat retailer-wholesalers,

small—scale grocery stores located in rural areas and

neighborhoods, as well as the public market outlets.

Various Operational circumstances and problems surrounding

the independent and interrelated Operation of this larger

system of production—distribution processes were examined.

Chapter V identified and analyzed county government,

IFAM, and private consulting firm behavior towards market

projects. A financial and broad economic benefit and cost

analysis was done on the proposed Naranjo and Puriscal

projects (a financial analysis wasefljm1done on the Grecia

project).

The remainder Of this chapter will summarize findings

and formulate conclusions about each Of these important

variables. It will also recommend improvements in the

Naranjo and Puriscal projects, IFAM's food marketing policy,

and the county government/IFAM project develOpment and loan

review procedure. Future research to develop alternative
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rural food distribution reforms for Costa Rican and other

develOping countries will also be discussed.

6.2 Summary and Conclusions from Analysis of Specific

Benefits/Costs

 

 

A financial analysis was performed on the Naranjo

and Grecia projects, utilizing private consulting firm

estimates of building and other costs, and potential rents.

Base calculations Of internal rates Of return and net

present value found each project to be a poor investment

compared to the cost Of borrowed funds necessary tO imple-

ment them: Grecia County would earn an estimated “.3 per—

cent and Naranjo .“ percent return on investments having

out-Of-pocket interest rate cost Of 8 percent. A sensi-

tivity analysis examining simple and complex cases Of

alternative rental rates and Operating costs illustrated

the tenuous financial returns and substantial risk which

can realistically be expected from the projects. Major

factors here are the existing market shares and growth

trends Of the various food retailing groups in each County

studied in Chapter IV: analysis strongly suggests that

demand will decline for market stall space and will

increasingly come from small merchants who will pressure

county government to keep rental fees low. In all proba-

bility, then, implementing the market projects as proposed

will result in retailers receiving substantial subsidies

from county resources. For example, the Naranjo County

government, in discounted terms, will provide each market
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retailer free yearly rent at about 1.5 times the rate they

actually pay.

The San Carlos and Puriscal project were not included

in this financial analysis, since building costs identified

in feasibility studies were only preliminary. Given the

type Of construction suggested for San Carlos, its costs

would likely be higher than estimated, while expected

rental rates were similar to those in Grecia. Hence, the

probable financial return on it appears Similar to those

analyzed. The Puriscal market addition was more modest

in its design and construction features, although building

cost estimates were very preliminary. There is also some

question as to whether there was an effective demand for

more commercial Space because existing Space was used so

inefficiently. SO while it is difficult to accurately

judge its financial viability, it is likewise a question-

able investment.

Consequently,gfrom a financial perspective a strong
 

conclusion is that public market projects asggenerally
 

designed by the private consulting firms are very poor
 

investments. These projects particularly do not represent
 

the type of investment which IFAM's lending policy seeks

to emphasize; i.e., financially viable projects which

over the long run help to generate county government in-

come as well as to provide needed services. IFAM project

and loan analysts recognized (from the cash flow budgets

prepared for each project) that lO-year loan repayment
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schedules for each market project required additional re—

venue sources--additional tO market income. But Since they

used no discounting analysis techniques, they failed to

establish the real financial viability Of the projects.

The economic benefit/cost analysis results also
 

indicate that these are not socially desirable investments.

Benefit/cost ratios were less than one for all base runs.

From the qualitative or dynamic economic analysis of

expected secondary effects it can likewise be concluded

that the Naranjo and Puriscal projects (and others) will

not provide needed marketing services. Hence, the poor

probable financial results of the projects can not be

justified on the basis Of providing socially desirable

services. Furthermore, the projects would likely neither

achieve narrow goals Of improved results from market

retailers, nor achieve broader goals Of improved perfor-

mance from overall county food distribution processes.

Let us review the analysis supporting these conclusions.

First, consider the goal of improved quality Of

products and related marketing services for public market

food retailers. Analysis found that project feasibility

studies did not define business problems or expected

linkages between new physical facilities and changes in

behavior. Nor did projects designed from the studies call

for anything more than expanded and remodeled buildings.

In both Naranjo and Puriscal proposed facilities would have

helped to reduce product deterioration due to poor
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ventilation and inadequate protection from rain. But they

would have done nothing to reduce retailer-identified

procurement problems affecting both product quality and

cost, or to provide access to Operating and investment

credit needed to improve business Operations. Nor did

they consider improved internal market management and prO-

duct exhibition technologies tO deal with underlying

traditional retailer Operation techniques. And the pre-

sent analysis showed these latter management practices,

instead Of poor physical facilities, werenknwalikely to

cause shOpper congestion and relatively inefficient use Of

existing markets. By only providing new commercial space

and ignoring these other behavioral factors, there is no

reason tO predict real productivity improvements.

Second, for achieving broader goals of improved

overall performance from rural food distribution subsystems,

analysis in Chapter IV and V revealed that proposed pro-

jects largely ignore a much larger and complex set Of

food marketing processes and related problems. County

seat public markets are no longer institutions which

facilitate the exchange of locally produced goods and the

few "imported" food items which rural consumers histori-

cally purchased. Surveys among consumers found that farm,

village, and county seat families in Naranjo and Puriscal

(and most areas Of Costa Rica) generally purchase as much

as two-thirds or more Of their food supply. Results of

merchant sales surveys indicated that outlets housed in
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the markets handle only an estimated 15 to 25 percent of

total county sales. Central business district located

larger-scale grain and processed item retailers, and

retailer-wholesalers, are the most important and most

rapidly growing county seat outlets.

Located in various-sized rural villages and occa-

sional dispersed sites in each township Of Naranjo and

Puriscal, there were also a large number Of small grocery

(and sometimes bar) retailers. On the average these sell

an estimated 30 to “5 percent Of all monthly county sales,

and rural families in the lowest income group studied

Obtained over half Of all food purchased in such local

outlets. And the price study Of selected basic grain and

processed items found highest relative prices in these

stores.

Predictions about future market shares Of public mar-

ket retailers are not encouraging. On the one hand,

markets are becoming more specialized in meat and produce

sales. If the larger retailer-wholesalers found in most

county seats adopt broad staple and perishable product
 

lines, public market retailers would find it difficult to

compete. Consumers already Show strong patronage prefer-

ences for the lower prices available from retailer-whole—

salers. And given the rapid movement towards broad-line

supermarkets in the large urban areas Of the country, such

changes in rural county seats seem imminent.
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On the other hand, rural consumers Show a preference

for the convenience and credit available from the small

grocery stores located relatively close by. CroSs sec-

tional income and food expenditure analysis did show that

higher—income rural consumers tend to purchase relatively

fewer products in these rural stores. Yet it is still not

likely that future increases in income will improve the

market Share Of public market outlets. Given the prefer-

ence for local shOpping convenience, if certain rural

stores could Offer a better selection of staple and perish-

able items at more economical prices, it is likely that a

majority Of rural consumers would shOp in them.

The broad objective Of improving fill of these rural

distribution processes for the benefit Of consumers, mer—

chants, and farmers is complex, and entails various Speci-

fic and interrelated performance dimensions. One Of those x

discussed was to achieve an abundant, nutritious, and

reliable food supply at economical prices. Given consump-

tion habits, patronage patterns, and price levels identified

in Chapter IV, this aspect Of improved performance can

only be achieved by designing specific projects to reach

product procurement and in-store management procedures Of

the small rural and neighborhood, as well as the public

market retailers. The same argument holds for a goal Of

stimulating the develOpment and adOption Of improved tech—

nologies and organizational arrangements that add to

increased resource productivity.
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Another performance dimension examined was to encour-

age desirable settlement patterns. A review Of the feasi-

bility studies and informal interviews found county

councilmen assuming prOposed projects would facilitate

their town's longer-run growth potential by removing

deteriorated physical conditions and occasional traffic

congestion surrounding existing markets. Analysis Showed,

however, that maintenance and management Of markets, Of

central business district growth, and of vehicle traffic

flows were underlying problems leading to present unde-

sirable images Of growth potential. In a dynamic sense,

county governments programmed public resources to build

markets but used no tax and other economic incentives to

promote local private businessmen to build new and improved

commercial prOperty. And this could be an effective alter-

native for fomenting growth.

They likewise planned to do nothing to improve commu-

nities outside county seats. The investigation Of settle-

ment patterns identified significant clustering Of the

rural pOpulation into small and large villages. Ignoring

these rural, nucleated settlements, the Costa Rican Census

Bureau estimates that 70 percent Of Naranjo's and 89 per—

cent of Puriscal's total county pOpulation live in rural

areas. Using Census Bureau maps, alternative estimates of

the number and size Of communities were derived; the medium

(or B) Size estimate, for example, indicates that only 39

percent Of Naranjo's population, and some 69 percent Of
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Puriscal's, actually lives in dispersed rural locations.

Programs promoting integral develOpment Of local economies,

and improving the quality of basic public services to the

rural population, must also consider smaller rural commu-

nities as focal points for certain activities. Food

retailing may be one of these.

Another performance dimension studied was to use

public markets to increase farm income and improve the

relative position Of small farmers. This is an area where

the prOposed Naranjo, Puriscal, and other projects can

perhaps be judged most inappropriate. Analysis Showed

first Of all that agricultural production and assembly in

each county is relatively specified and that public markets

usually play no function in these processes. Even relative-

ly small commercial fruit and vegetable producers prefer

to be linked as directly as possible into the national

wholesale market Operating in the San Jose Metropolitan

Region. There are circumstances where the streets and

some warehouses around county seat public markets serve as

convenient transaction points for local farmers and trucker-

buyers. There may be a need for specific infrastructure

and facilitating regulations to serve these. But it is

generally disfunctional and uneconomic to consider such

processes similar to those normally carried out in public

retail markets. Assembly buyers and sellers deal in

larger volumes, requiring temporary warehouse and ample
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parking and vehicle maneuvering space. Locating these

inside or adjacent to retail markets only adds to conges-

tion. It likewise is not an economical use Of relatively

expensive central business district land area because it

is only occasionally used.

Finally, small farmers may have the potential to

supply county consumers directly with selected, locally

grown crOps, thus increasing their income and lowering

food costs (particularly marketing and transportation

costs) for consumers. Managing this relatively unstable

and incomplete supply tO meet local merchant and consumer

procurement practices is difficult. Simply providing

farmers with periodic sales space in a county seat public

market is an increasingly ineffective mechanism for dealing

with these coordination problems.

6.3 Summary and Conclusion from Review Of Project Deve-

lopment and IFAM Loan Procedure

 

 

A review Of studies in Chapter III evaluating local

government structure in Costa Rica found county councils

(particularly those in rural areas Of the country) in need

Of substantial reform. The national government has begun

an important five-step program Of reform aimed at improved

sources of county financing (from both national and local

sources) and at gradually revised local political and ad-

ministrative structures. IFAM was created as a county

credit and technical assistance agency. The AID Agricul-

tural Sector Loan contained a substantial component to
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assist in Operationalizing IFAM. Both Of these efforts

are critical to the long-run improvement Of the role which

county governments desire to exercise: i.e., that of

promoting the integral develOpment Of their local economy.

Unfortunately, the study of standard Operating pro—

cedures Of IFAM loan analysts and county councilmen found

inadequate problem definition and alternative investment

analysis processes.

On the one hand, perceptions Of historical-—not

present and future-~roles Of public markets as critical

county infrastructure seemed to disproportionally influ—

ence councilmen. In their desire to improve local food

distribution processes, they relied mostly on these con-

cepts and not on more factually-based assessments Of

marketing participants and procedures. There was likewise

no formal public hearing process to at least draw out

Opinions and ideas about felt needs Of a broad set Of

participants in local marketing systems.

On the other hand, IFAM loan policy was mostly ori-

ented towards general county government administrative and

financial Operations. This activity is clearly within the

sc0pe of agency objectives, but putting such a high prior-

ity on it was resulting in potentially improved adminis-

tration of poor financial and economic (social) investments.

NO one provided technical assistance in actual problem

identification and project design to assure effective food
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distribution investment which could at least provide needed

services, if not financially viable ones.

Therefore, an important conclusion is that IFAM's

present loan policy towards public markets and other pO-
 

tential county food distribution projects is not as effec-
 

tive as it could be in achieving a balanced and effective
 

application of its overall goals. They ought to be more
 

attentive to establishing the economic, financial, and

administrative viability Of specific projects. Another

related conclusion is that adequate agricultural and food

marketing analytical Skills are lacking within both IFAM

and other public agencies, and in most private firms
 

attempting to design_public market projects.
 

6.“ Recommendations
 

The introduction to the research in Chapter I dis-

tinguished between the focus Of: Phase One immediate

problem-solving work, and Phase Two documentation and

longer-run analysis of alternative rural food distribution

issues. Prescriptions Offered in this section derive from

each Of these phases Of research, and interaction with

county and IFAM policy—markers.

6.“l Suggested Changes in Naranjo and Puriscal

Market Projects
 

A detailed description Of recommended changes,

including preliminary architectural drawing, for each of

these projects is available in the published PIMA case
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studies.1 This detail will not be repeated here; but

general guidelines implicit in arriving at the suggested

changes will be discussed, since these are useful for

other cases in Costa Rica and elsewhere. These include the

following:

A. Public market—type new or remodeled construc-

tions must be flexible and potentially multi-use

facilities. Market shares of these retailers

are in a process Of change, as are specific

product sales technologies. Public markets are

increasingly specialized in perishable product

sales. If large-scale central business district

retailers now selling only less perishable items

move into these product lines, this could force

some market outlets out Of business and their

Space may lose its usefulness if designed exclu-

sively and in a relatively unalterable way, suit—

able for just one use.

B. Remodel, with low-cost alternatives, existing

Naranjo and Puriscal markets to Obtain better

utilization Of existing Space before any addition-

al sales Space is added. This has two purposes:

(1) to test the future market power Of present

retailers under more favorable conditions Of

 

lPIMA, The Naranjo Feasibility Study, Chapter 6 and

annexes .

 

, The Puriscal Feasibility Study, Chapter 6

and annexes. '
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improved facilities and (2) to experiment with

the potential future financial viability Of pub-

lic commercial rental properties before expen-

sive and generally nonrecoverable investments

are made.

Study carefully the existing set Of market occu-

pants and rental rates, and compare these with

similar charges in central business district,

private locations. Consider special projects tO

obtain commercial bank credit for some public

market users to construct their own commercial

buildings.

Use low-cost and innovative construction tech-

niques to improve physical attractiveness and

commercial value Of existing markets. Look for

practical ways to improve natural ventilation and

use artificial lighting as much as possible. In

all cases, improve artificial lighting to give

more attractive sales appeal to merchandise sold

by market retailers. This includes giving prac-

tical training courses to stall Operators on

product exhibition techniques and importance Of

good lighting. Also, lOOk for and design remo-

deled stalls for easy floor cleaning (including

washing). The PIMA—suggested remodelings for

Naranjo and Puriscal are examples Of these
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suggestions: new ventilation windows were to be

built; clear plastic roof tiles were to be used

in certain areas Of the markets to improve

natural lighting; the recommended floor tiles

were the type which clean easily; and an ade-

quate number Of water outlets were to be installed

to facilitate cleaning.

Develop and experiment with techniques to revi-

tilize unused or overly congested sales space at

certain entrances and interior sections Of mar-

kets. In Naranjo and Puriscal suggestions were

to relocate certain retailers, to open new pas—

sage ways, tO Open some new sales windows for

certain strategic stalls. In general, carefully

study the potential drawing power Of retailers,

and shoppers' behavior in order to discover

other ways to influence consumer traffic flows

outside, into, and within markets. Another

technique recommended for Naranjo was a design

for a functional, low—cost, intra—county bus

station located on the relatively unused side of

the market. This was expected to create a corri-

dor of potential shoppers moving through the

entire market and not just through one side, as

the existing bus stops did.

Experiment with low-cost and relatively easily

changeable designs for vegetable stall



2“7

configurations:muiproduct display cases which

give better vertical space utilization and

storage space but still are adaptable to retail-

ers' cultural traits for serving customers.

This requires that a functionally oriented engi-

neer or architect Observe and study existing

practices, and be guided by low-cost and flexible

design principles when experimenting with alter-

natives. An apparently feasible design was

developed for Naranjo and Puriscal.l

As a general rule do not use interior sections

Of markets for agricultural product assembly

processes. Look for ways to accommodate them in

new decentralized locations,or in streets around

or under overhangs of markets. Manage potential

congestion by fixing different hours of Operation

for different processes, and by controlling

vehicle traffic and parking flows around markets

and generally within central business districts.

Also consider moving certain product and vehicle

traffic flow generators away from markets and

central points of CBD's. Since these processes

are generally unrelated to the need to attract

larger numbers of shoppers, there is no real

reason other than custom for locating them so

 

lSee annexes of both published case studies.
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close to final retailing processes of the markets.

The recommendation in Puriscal was to move the

stock yards (weekly cattle fair) to a location

outside of town and to build a semi-covered plat-

form on the rear side of the market to accommo-

date the grain and panela assembly sales and

movements Of farmers and truckers. A recommen—

dation to organize and regulate vehicle traffic

around the public market in the county seat Of

San Isidro was implemented, and resulted in a

significant reduction in congestion and improve-

ment of the general shopping atmosphere in the

central business district. Streets were con-

verted from two to one-way and parking was per-

mitted only on one side of most streets. Loading

and unloading zones were designated in front of

major businesses. In general, the results from

applying and enforcing these simple rules of

behavior are quite cost-effective compared to

expensive building programs for public markets.

6.“2 IFAM's Market Loan Policy
 

This and the following section draw from Chapter “

and 5 and annexes 1 through 3 Of the PIMA summary diagnostic

1
report. Again, more general policy goals and questions are

 

lPIMA, Proyectos de Mercadeo a Nivel Cantonal: Poli-

tica_y Metodologia de Evaluacionjpara e1 IFAM--Informe

Preliminar (San Jose: IFAM, 197“).
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herein discussed instead Of the specific institutional and

Operational details suggested in the PIMA publication. The

following policy guidelines are thus recommended.

A. To improve rural develOpment potential, IFAM

Should continue, and even reinforce, its goal of helping

rural county governments identify and develOp local public

investment programs which have economic and financial via-

bility. This is particularly valid, as the 1970 municipal

code and financial reforms began to improve the tax and

other revenue sources Of local government. Additional

investment funds will likely become available. But rural

county government units have relatively small human resource

bases, which are Often lacking both experience and talent

to design and manage effective develOpment projects. This

was shown to be particularly true in agricultural/commercial

program areas. Training and technical assistance back-

stopping are therefore essential to developing needed

capacity, especially in managing local services.

B. County government units should amplify their role

(or radius Of action) in improving local agricultural/

commercial activites. County government provision Of local

public markets may have been an effective mechanism his-

torically to facilitate rural-urban exchange and to moti-

vate farmers to expand production via the pull Of a local

market. But this alone is no longer adequate to serve the

complex and changing local agricultural marketing and food

distribution system. Many Of the public efforts required
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are more natural functions of national government agencies;

for example, market information, production and marketing

extension actions, and credit programs. Local government

also has an important potential role tO play, however.

One key function Of county councilmen should be to

clearly identify local problems and bring pressure on

national agencies tO design effective programs to fit

these needs. Rural county agricultural and food production-

distribution systems have and will likely continue to

change rapidly. Relatively more specialized farmers

must become increasingly demand and market oriented in

production discussions. They are likewise increasingly

dependent upon the local availability Of commercial food

and production input supply, as well as a local supply Of

consumer goods. There are new, local and national, public

facilitating actions necessary to assure a rapid and effi—

cient provision of these goods and related marketing

services.

0. IFAM Should assume a short—run Objective of

providing technical assistance to rural county governments

on designing and implementing agricultural and food market-

ing projects. This should also include efforts by IFAM

technicians to analyze and develop a broader set Of actions

which county and national governments canundertake to

improve the performance of rural and urban food distribu—

tion processes. This implies a more active outreach pro-

gram by IFAM and closer coordination among the technical
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assistance, loan Operations, and investigative divisions

Of the agency. Given limited resources and competitive

program areas within their SOOpe Of action, it is not recom-

mended that each Of these divisions employ personnel highly

specialized in food marketing material. But it is neces-

sary to establish a core Of one or two Specialists (pro-

bably in the investigation division) who have permanent

contact peOple in technical assistance and loan Operation

divisions who could develOp over time improved skills in

evaluating and managing marketing projects.

D. IFAM should act as a national-level lobbying

force for the need to establish in some existing or new

Costa Rican public agency an urban and rural food distri-

bution improvement program. A long-run goal Of IFAM should

be to foment the establishment Of this agency and to per—

manently serve as a lobbying force, encouraging it to

serve both rural and urban counties. It was recommended

in part C that IFAM develop improved internal capabilities

to deal with marketing problems and loan requests. Analy-

sis, however, clearly indicates the need for a permanent

and capable public agency for studying and encouraging

changes in this relatively new area Of agricultural market-

ing. This was shown in the study Of national marketing

program needs mentioned in Chapter III, in the diagnostic

Of rural county distribution processes in Chapter IV, and

in the lack Of national-level public and private sector
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capabilities to promote needed changes in food distribu-

tion activities discussed in Chapter V.

IFAM was instrumental in establishing the PIMA mar-

ket analysis group because it wanted to deal with rather

limited problems Of county governments' infrastructure

investment. The food distribution problem is broader than

this, however, and warrants a stronger public response

because it represents a very crucial component Of consumer

and producer welfare: both rural and urban families pur-

chase a majority Of their food supply, Of which as much as

half the cost is due to providing marketing services.

Improving the effectiveness Of marketing-exchange activi-

ties is also strategic tO encouraging future growth and

evolution of agriculture and other closely related sectors

Of the economy.

E. Finally, IFAM should adOpt a restrained policy

towards financing traditional public market building pro-

jects in both rural and urban counties. These should not

be rejected cutright, however, because the need to modernize

and organize selected existing markets appears valid. This

is also an excellent entry point to developing and convinc-

ing local politicians and county managers to use improved

market, central business district, city, and county planning

and management techniques. For dealing with market problems,

IFAM technicians should follow the general guidelines deve-

lOped in recommendation 6.“1 for the Naranjo and Puriscal
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cases. They should also encourage counties to consider

additional and/or alternative projects such as:

1. Projects to renovate central buisness districts.

This would include developing the ability of a

municipality through taxes or other mechanisms

to foment construction of public or commercial

buildings in vacant lots located in central

business districts.

2. Projects to organize and regulate traffic pat-

terns in central business districts.

3. Projects for reorganizing and relocating bus

stops and stations.

“. Projects to plan and foment the construction Of

adequate neighborhood-located food retail faci-

lities, or at least to plan to leave adequate

Space in housing projects SO that private sector

interests could build necessary facilities.

5. Projects to train municipal market managers.

6. Projects to train municipal market merchants in

better merchandise handling, exhibition, and

selling techniques.

7. Projects tO provide municipal administrators

with technical assistance on applying and col-

lecting detalle de caminos (road taxes) and

other municipal taxes.

 

8. Projects to provide municipal administrators

with technical assistance on systematic identi-

fication and priority assignment Of maintenance

scheduling for penetration roads.

9. Projects to purchase and Operate maintenance

equipment for rural roads.

6.“3 IFAM Project Development and Loan Review Pro-

cedure

In addition to the policy and personal staffing recom-

mendations prepared for IFAM, a specific set Of operational

procedures were suggested specifying critical stages and
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respective administrative steps necessary to improve the

quality Of projects eventually financed.

Recall from Figure 5.1 and related discussion that

IFAM had little influence on the first two phases of the

normal market project cycle (i.e., problem identification

and solution design). Only after relatively final solu-

tions were prepared was IFAM in a position to appraise,

and major alterations were both politically and technically

difficult at this late stage.

Consequently it is recommended that IFAM Operation-

ally separate the marketing (and perhaps other) project

development process into three critical stages, and then

attempt to provide technical assistance support during

each Of these. A schematic overview Of the three stages

and suggested steps to follow in each is shown in Figure

6.1.1 The general procedural recommendation underlying this

approach is to create, throughout the project cycle, an

Opportunity for IFAM analysts to participate in a learn-

ing and educational process about county food distribution

processes, problems, and alternative solutions. The basic

goal is to develop and apply IFAM's technical assistance

at strategic times SO as to influence the type Of project

request which eventually is considered for financing. This

 

1Each stage and respective step suggested was dis-

cussed in detail in the PIMA "Proyectos de Mercadeo a Nivel

Cantonal" publication. An annex was also prepared for

each stage, showing data collection and presentation for-

mats, study questions and areas, and architectural design

criteria.
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contrasts with existing techniques of simply waiting to

analyze more-or-less finalized project requests.

The suggested separation of the overall procedure

into three stages is partially arbitrary, although it

is done to deal explicitly with problems identified in the

existing process.

Stage One creates an Opportunity for IFAM analysts

to visit county governments and to help councilmen more

clearly understand local marketing systems. Going through

the suggested public hearings and the data requirements

necessary for the formal project request will assist both

IFAM technicians and county councilmen to see a more com-

plete set of participants and needs. The end result of

Stage One may permit the design of a low-cost, direct solu-

tion, or it may require additional analysis. Given the

improved preliminary information made available during

Stage One, it will be easier to choose an alternative deci—

sion path.

Stage Two's primary goal is to permit IFAM analysts

an opportunity to effectively structure additional studies

and to assist private consulting firm technicians in

understanding and identifying marketing problems and alter-

native solutions. And it is suggested that there be a

relatively continuous contact between the marketing spe-

cialists of IFAM and consulting firm personnel. Such a

strategy gives maximum short-run use of the limited human
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resources in IFAM and creates a longer run educational

experience to improve private sector's problem-solving

skills.

Stage Three likewise gives IFAM the opportunity to

influence the actual preliminary and final designs of

infrastructure and other projects. It is also structured

to reduce the incentive for a study firm to design a high-

cost project to increase its own fee. Finally, it seeks

to create a mechanism to assure a linkage between study

results and final project design.

6.UU Suggested Research to DevelOp Alternative

Reforms

 

It is recommended that the Costa Rican Government

develop a broad strategy and set of specific projects to

improve food distribution processes, especially those

serving lower income rural and urban consumers. The govern—

ment is presently undertaking a national nutrition program

aimed at reducing malnutrition among children and expec—

tant mothers in lower income urban and rural areas, and at

improving sanitation and health care services in rural

communities.

Low-income consumers in both urban and rural areas of

the country have been found to purchase a majority of their

food supply from retailers located in immediate neighbor-

hoods and rural locations. Hence, it is suggested that an

important additional dimension of the national nutrition

plan could be a program to 1) lower the cost of products
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and related marketing services provided by small-scale,

local retailers, and 2) improve the quality and assortment

of products sold. Such an activity will require additional

research aimed at both marketing participants and processes

in large urban and rural areas, since system—wide improve-

ments will tend to serve both. Additional urban and rural

distribution subsystem descriptive research should be mini-

mized, however. This study and other PIMA works have gen-

erally identified the structure and conduct of existing

marketing agents. Additional investigation can now build

on this understanding by focusing on specific problem areas

identified. The general goal should be to identify and

analyze alternative management, product procurement, and

other organization methods for lowering costs and better

coordinating the activities of retailers and wholesalers.

In rural areas, additional research is needed to

better understand the economics of dispersed and village-

located retailing. A series of case studies of outlets in

different locations is suggested to identify specific costs

of existing and new potential levels of service, given

local demand. Another important research goal here is to

derive a bench mark from which the cost of alternative

product lines, scales of operation, and retailer-wholesaler

supply arrangements can be compared. The case studies should

also help to understand existing consumer patronage and

product supply problems, and indicate priority areas where
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action programs could improve services and lower operating

costs of both retailers and wholesalers.

The most difficult part of this research is to iden-

tify alternative methods of operation of retailers and

wholesalers which would, in fact, result in better services

and lower final product prices. An advantage of doing a

number of case studies of various retailers and whole—

salers is that it often identifies different methods of

operation (some more productive than others) and thereby

indicates under what conditions realistic improvement might

be forthcoming. On the basis of the present study, it is

suggested that three possible alternative retailer-

wholesaler coordination and supply mechanisms warrant fur-

ther analysis of the potential costs and benefits of their

use:

1. Consider the economics and management needs of

forming rural (dispersed and village) retailers

into a COOperative-type, cash-and—carry chain

like others in Costa Rica. A case study of the

defacto COOperative retail chain in Grecia would

be particularly useful in identifying cost-

saving areas and management problems.

2. Consider the alternative<1fworkingudifiaexisting

wholesalers and wholesaler-retailers in rural

county seats to develop a retailer product supply

and management assistance service.

3. Consider changing selected CNP outlets in rural

county seats into wholesale suppliers but pro-

viding more than a limited cash-and-carry ser—

vice. They would need to provide a broader line

of items, delivery service, and supplier credit.

As these alternatives are examined, it is important

to look carefully at the supply arrangements available to
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the rural wholesalers (whatever type is considered). This

is especially necessary in the context of the large-urban-

area, wholesale market reform effort which is being

carried out in the San Jose metropolitan region.

Suggestions for research not specific to Costa Rica

relate both to the need to better understand food distri—

bution patterns within rural areas and to the need to fur-

ther develop the national rural-urban marketing research

framework identified in Chapter II. Two general research

areas are recommended:

(1) Additional work is needed to develop research

tools for easily identifying trade flows and relative mar-

ket shares of various food merchants in rural areas, as

well as for understanding the importance of purchased food

and related marketing costs for rural consumers. There

are few studies and data series available in develOping

countries to assist in this task; hence, primary data will

have to be collected. Yet innovative research methods are

needed to avoid unnecessary and costly detail, particularly

in the general survey or descriptive research stage of

identifying existing operations. The present study col—

lected value-of-purchase information for general product

groups, not for specific products. Neither were prices and

physical quantities identified. This technique gave reason-

ably acceptable results, given resources and research needs.

jBut the technique should still be considered preliminary

arui requires additional refinement.
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(2) There are obviously many differences in the

importance of rural purchased food and distribution prac-

tices across countries at similar and different levels of

development. Research is needed to understand transfor-

mations over time in market organization as the they affect

local markets and other exchange mechanisms for providing

final sales points for locally produced goods to local con-

sumers and for acting as assembly points for trans-shipment

of locally produced goods to large urban demand centers.

Closely related to the latter, it is further suggested

that the rural-urban marketing research framework identify—

ing commodity and distribution (large urban and rural)

subsystems in a national geographical context be further

developed as a tool for better understanding how regional

and national markets are integrated by the actions of

existing marketing agents. The economics of distributing

agricultural inputs and non-food consumer goods through

national, regional andlxxmfl.market channels also needs to

be included as a variable, as does the impact which trans-

portation networks have on market integration and evolu-

tion.
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APPENDIX A

SAMPLING PLANS FOR RETAILERS AND CONSUMERS

Data in Table A1 show the universe and sample size

of the merchant surveys. Maps in Appendix B show the

location of the universe of merchants and the geographi-

cal boundaries of the "central business district."

The consumer sampling plan followed a random sampling

procedure, with a systematic two-stage, area-stratifica-

tion. Using current Costa Rican census tract maps that

show each household, each township of Naranjo and Puriscal

Counties was divided into groups or strata of 30 households.

Natural barriers (rivers, mountains, etc.) and roads were

followed to make each strata easily accessible. In the

urban areas of each county (in the county seat), every

second strata was selected and each fifth household within

it was sampled. In the rural areas every third strata was

selected and each fifth household within it was sampled.

This yielded an approximate seven percent sample in urban

areas and a five percent one in rural areas. This sampling

plan is commonly used by the Census Bureau and the Univer-

sity of Costa Rica, and provides a manageable and relatively

ineXpensive method for covering an entire region with a

:random sampling procedure. Note that due to alternative

262



T
a
b
l
e

.
A

1
N
u
m
b
e
r

o
f

B
u
s
i
n
e
s
s

S
u
r
v
e
y
s

C
o
n
d
u
c
t
e
d

A
m
o
n
g

F
o
o
d

M
e
r
c
h
a
n
t
s

i
n

N
a
r
a
n
j
o

a
n
d

P
u
r
i
s
c
a
l

C
o
u
n
t
i
e
s

 

N
a
r
a
n
j
o

C
o
u
n
t
y

P
u
r
i
s
c
a
l

C
o
u
n
t
y

 

T
y
p
e

a
n
d

L
o
c
a
t
i
o
n

o
f

F
o
o
d

M
e
r
c
h
a
n
t

U
n
i
v
e
r
s
e

S
u
r
v
e
y

S
a
m
p
l
e

S
i
z
e

U
n
i
v
e
r
s
e

S
u
r
v
e
y

S
a
m
p
l
e

S
i
z
e

 

I
n
s
i
d
e

P
u
b
l
i
c

M
a
r
k
e
t

i
n

C
o
u
n
t
y

S
e
a
t

T
o
w
n

G
r
a
i
n

a
n
d

P
r
o
c
e
s
s
e
d

I
t
e
m

S
t
a
l
l
s

A

F
r
u
i
t

a
n
d

V
e
g
e
t
a
b
l
e

S
t
a
l
l
s

1
2

M
e
a
t

S
t
a
l
l

A

F
i
s
h

S
t
a
l
l
s

‘
1

I
n
s
i
d
e

C
o
m
m
e
r
c
i
a
l

B
u
s
i
n
e
s
s

D
i
s
t
r
i
c
t

o
f

C
o
u
n
t
y

S
e
a
t

T
o
w
n

S
m
a
l
l

G
r
o
c
e
r
y

S
t
o
r
e
s

S
m
a
l
l

G
r
o
c
e
r
y

a
n
d

L
i
q
u
o
r

S
t
o
r
e
s

C
N
P

(
S
t
a
t
e

S
t
o
r
e
)

M
e
a
t

S
t
o
r
e
s

KONr-IO

R
e
m
a
i
n
i
n
g

A
r
e
a

o
f

C
o
u
n
t
y

S
e
a
t

T
o
w
n

S
m
a
l
l

G
r
o
c
e
r
y

S
t
o
r
e
s

1
6

S
m
a
l
l

G
r
o
c
e
r
y

a
n
d

V
e
g
e
t
a
b
l
e

S
t
d
r
e
s

3

R
u
r
a
l

A
r
e
a

o
f

C
o
u
n
t
y

(
N
u
c
l
e
a
t
e
d

P
l
u
s

D
i
s
p
e
r
s
e
d

P
o
p
u
l
a
t
i
o
n
)

S
m
a
l
l

G
r
o
c
e
r
y

S
t
o
r
e
s

“
1

S
m
a
l
l

G
r
o
C
e
r
y

a
n
d

L
i
q
u
o
r

S
t
o
r
e
s

3
9

M
e
a
t

S
t
o
r
e
s

0

MNHO \OH

1
3

2
3

\OHc—izr

l
2

Mr—‘ly—im mo

 

T
O
T
A
L

1
3
3  

 6
9

 1
5
9

 8
7

 
 S
o
u
r
c
e
:

N
a
r
a
n
j
o

a
n
d

P
u
r
i
s
c
a
l

C
o
u
n
t
y

B
u
s
i
n
e
s
s

L
i
c
e
n
s
e

R
e
c
o
r
d
s
,

C
o
s
t
a

R
i
c
a
n

a
n
d

P
I
M
A

R
e
t
a
i
l

S
u
r
v
e
y
.

C
e
n
s
u
s

M
a
p
s
,

2653



26A

demands on the PIMA staff, during the Puriscal study it

was necessary to reduce the number of rural stratas sam-

pled. A judgment sampling process was used to eliminate

selected strata: a 2.5 percent sample resulted. While

this theoretically changed the random selection plan, it

is not considered serious because while fewer strata were

sampled, at least 5, and usually 10, households were

included in each township (Table A2).
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APPENDIX B

MAPS OF NARANJO AND PURISCAL COUNTIES

266





 

 

267

Map. B.l Naranjo County Showing Rural Bus Routes and

Locations of Rural Food Stores
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Map B.2
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Naranjo County Seat Land Use
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Map B.3 Demarcation of Area Included in Central Business

District of Naranjo
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APPENDIX C

ESTIMATION PROCEDURE FOR RURAL SETTLEMENTS

AND RESPECTIVE SETTLEMENTS

Since the Costa Rican Census Bureau does not col-

lect pOpulation statistics on rural settlements (commu-

nities outside county seats or cabeceras) a procedure
 

was develOped for both identifying rural villages and

estimating their pOpulation. The procedure was decided

upon after comparing the accuracy of housing and other

information shown graphically on the Census Bureau town-

ship maps, and the actual number of houses identified in

the 1973 Housing Census. The basic township census maps

were updated by the Census Bureau for the 1973 Population

and Housing Census on the basis of aerial photography and

field visits. As discussed in Appendix A, the sampling

frame for the consumer surveys undertaken was obtained by

dividing the township maps of each county into sampling

strata, comprised of approximately 30 houses each. Thus,

an actual count of the number of houses shown on the maps

in each sampling strata was made at the time of the field

work. The totals of these for each township were later

compared with the actual number of houses identified in the

Census. This (Table 0.1) indicates a high degree of
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Table C.l A Comparison of Information Found on Census

Maps and in the Actual Census about the Loca-

tion and Number of Houses in Naranjo and

Puriscal Counties

 

 

 

Number of Number of Average

County Houses Houses Number of

and Located Identified Persons per

Township on 1973 in 1973 Household

Census Maps Census 1973 Census

Naranjo

l) Naranjo 1,670 1,7A3 5.7

2) San Miguel 238 231 5.9

3) San Jose 292 310 5.7

U) Cirri Sur 281 280 5.7

5) San Jeronimo 186 177 5.9

6) San Juan ABA A31 5.9

7) Rosario 231 225 6.6

TOTAL 3,332 3,397 5.9

Puriscal

1) Santiago 1,130 1,271 5.6

2) Mercedes Sur 1,016 1,379 6.3

3) Barbacoas 399 368 6.3

A) Grifo Alto 2A9 197 6.3

5) San Rafael 307 341 6.1

6) Candelarita 219 208 5.8

7) Desamparaditos 91 97 5-5

8) San Antonio 204 179 5.3

TOTAL _ 3,615 u,ouo 6.0     
Source: Census Bureau wanship Maps and 1973 Population

Census.
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accuracy of the number of houses shown on the census maps

for all townships of Naranjo County and an acceptable

degree for Puriscal, especially for townships other than

Mercedes Sur.

0n the basis of this comparison, it was judged fea-

sible to do an actual count of the number of houses shown

on the maps to be concentrated in different nucleated

locations throughout each township.l These would then be

multiplied by the corresponding population per household

factor, in order to derive a reasonable estimate of the

amount of actual concentration or nucleation of the popu-

lation classified by the Census Bureau as rural.

Two problems remained, however. Since no legal or

administrative recognition is given to rural communities in

Costa Rica, it was necessary to establish a decision cri-

terion for deciding whether or not a concentration of

homes shown would be classified as a rural community. The

information provided on the maps also indicates where rural

churches, schools, and grocery stores are located. So it

was decided that in order to classify the various rural

concentration of homes shown on the maps as rural communi-

ties, it was first necessary for each grouping of homes

to also have (at least) a church, a school, and one grocery

 

1Distances between houses on the maps may be misre—

presented when elevation changes, since the maps show only

two dimensions. But it was assumed that within the rela-

tively short distances to be examined around each nucleation

the elevation differences would not seriously bias results.
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store located within the physical proximity of the housing

group. Concentric circles were then drawn to scale on the

maps around these groupings at 100 meter radii (up to

1,000 meters), and the number of houses located within

each radii group were counted and recorded. When expanded

by a pOpulation factor, these are good estimates of the

pOpulation found within the area circumscribed by the

different circles.

The second problem arises here because there is no

official definition of the physical limits of these commu-

nities, and it is impossible to establish a decision cri-

terion as to where to make a cut—off in order to say

everything within a given area is the population of that

community. In order to manage this limitation and still

make useful estimates of the degree of nucleation of the

rural pOpulation, three estimates were made of the popula—

tion of each community. These alternative estimates

depend on the amount of pOpulation located within various

distances of the visual geographical centers of the iden-

tified communities.

This information was prepared for all the observable

cases in the townships of Naranjo and Puriscal counties.

It represents the estimated universe of rural village

communities. A close examination of these permitted a

breakdown into two more homogeneous categories which con-

stitutes the breakdown between a small and large village.

These are as follows:
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a) Large villages have a church, rural school, two

stores and at least 30, 60, and 90 houses within

the 300-, 600-, and 900- meter radius circles,

respectively, drawn on the Census maps.

b) Small villages have a church, rural school, one

or more food stores, and less than 30, 60, and

90 houses within the 300-, 600-, and 900-meter

radius circles, respectively, drawn on the

Census maps.

For both small and large villages, three alternative

population estimates were made according to the size of

the circle enclosing the community. Thus, estimates of

size A villages have their physical boundary set by a 300-

meter radius circle, size B by a 600-meter radius circle,

and size C by a 900-meter radius circle.

Note also that there appears to be an additional cate-

gory of rural concentration which has a very small number

of houses (between 2, and 10 to 15) but still a rural school

and one grocery store located in it. As indicated in

Table A.2, Chapter IV, there are four of these situations

in Naranjo and 18 in Puriscal. Without field work it is

extremely difficult to say whether these types of nuclea-

tions really warrant being called a rural community;

therefore, no pOpulation density estimations were prepared

for them. There is a much stronger case for classifying

as rural communities those whose nucleations fall into the
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small and large village categories. They have social

(church and school) and economic (store) functions as well

as a significant number of people living within them, even

when using the smallest sized estimate category (A),

which covers only .28 km (See Table C.2). Large villages

in both counties have an estimated pOpulation of approxi-

mately 300 and smaller ones some 115 to 125.
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